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XII SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

Ora

page

1572.

1573.

1574.

1575.

1576.

1577.

1578.

1579.

1580.

1581.

1582–1.

1582–2.

1583.

Telegram, undated, from J. R. F. (J. Russell Forgan)

to C. F. G. (Charles F. Glore) concerning County's

support and possibility that the I. C. C. may insist

on public bidding------------------------------

Telegram dated March 5, 1935 from C. F. G. (Charles

F. Glore) to J. R. F. (J. Russel Forgan) stating

Kuhn, Loeb & Co. has been informed that Con

tinental Illinois National Bank would like Field,

Glore & Co. to have its interest in Chicago Union

Station Company financing----------------------

Letter dated March 11, 1935 from Charles F. Glore

to J. Russel. Forgan describing the two groups

forming the Chicago Union Station account-------

Letter dated March 23, 1935 from James J. Lee, as

sistant Secretary, Lee Higginson Corporation, to

Field, Glore & Co. granting Field, Glore & Co. a

10% interest in Chicago Union Station Company

$16,000,000 First Mortgage Bonds, 4% Series D--

Memorandum dated March 7, 1935 by L. F. H. (Lev

erett F. Hooper, vice president, First National Bank

of New York) describing the nomination of Edward

B. Smith & Co., Lazard Freres & Co., Inc. and

White, Weld & Co. to receive the former interest of

the First National Bank in Chicago Union Station

Company financing-----------------------------

Memorandum dated March 13, 1935 by L. F. H.

(Leverett F. Hooper) describing the notification of

Edward B. Smith & Co., Lazard Freres & Co., Inc.

and White, Weld & Co. of their receipt of the former

interest of the First National Bank _ _ _ _ _ _ _ _ _ _ _ _ _ _

Memorandum dated May 6, 1935 from J. W. C. (John

W. Cutler) to Mr. (H. D.) Moore of Edward B.

Smith & Co., confirming the request of the First

National Bank to allocate 6%% of its former 10%

interest to Edward B. Smith & Co - - - - - - - - - - - - - - -

Memorandum dated March 22, 1935 by H. D. Moore,

Edward B. Smith & Co., noting the percentages of

the members of the purchase group in the Chicago

Union Station Company $16,000,000 First Mort

gage, 4%, Bonds, Series D and describing the

method by which Edward B. Smith & Co. obtained

an interest------------------------------------

Memorandum dated March 18, 1935 by H. M. Addin

sell, chairman, executive committee, The First Bos

ton Corporation, relating to the invitation by Lee

Higginson Corporation to The First Boston Corpo

ration to participate in the Chicago Union Station

Company issue--------------------------------

Letter dated March 15, 1935 from Percy M. Stewart,

Kuhn, Loeb & Co., to W. W. K. Sparrow, vice pres

ident, Chicago Union Station Company, suggesting

consideration of effect of Clayton Act on the sale of

the bonds in view of participation of Field, Glore

Extract from Section 20 of the Clayton Act_--_ _ _ _ _ _

Extract from Section 20a (12) of the Interstate Com

merce Act------ - - - - - -- - - - --- - - - -- - - - - ----- - - - -

Letter dated November 17, 1939 from Charles F.

Glore of Glore, Forgan & Co. to Peter R. Nehemkis,

Jr. stating that no opinion of counsel was obtained

on the legality of the participation of Field, Glore &

Co. in four Chicago Union Station Company issues

11448

11449

11449

11450

11451

11453

11454

11454

11455

11456

11456

11456

11457

11448

11449

11635

11635

11636

11636

11637

11637

11638

11638

11639

11639

11639



SCHEDULE OF EXEIIBITS XIIl

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1584.

1585.

1586–1.

15SS-1.

Telegram dated March 20, 1935 from W. W. K. Spar

row, Chicago Union Station Company, to Percy

M. Stewart, Kuhn, Loeb & Co., stating that par

ticipation of Field, Glore & Co. will not affect

validity of bonds-------------------------------

Letter dated November 30, 1939 from Edith J. Alden,

secretary and asst. treasurer, Chicago, Burlington

& Quincy Railroad Company, to Peter R. Nehem

kis, Jr. regarding participation of Field, Glore &

Co. in Chicago Union Station Company financing.

Opinion of Bruce Scott, vice president and general

counsel, Chicago, Burlington & Quincy Railroad

Company, regarding guaranty by the Burlington

of the Chicago Union Station Company $16,000,000,

4% First Mortgage Bonds, Series D. (Exhibit

No. * before the Interstate Commerce Commis

S10D.)-----------------------------------------

Letter dated March 22, 1935, without signature (from

Kuhn, Loeb & Co.) to Lee Higginson Corporation

confirming the one-half interest of Lee Higginson

Corporation in the $16,000,000 Chicago Union Sta

tion Company 4% First Mortgage Bonds, Series

D, due July 1, 1963 and the $2,100,000 4% Guaran

teed Bonds, due April 1, 1944--------------------

. Letter dated March 23, 1935 from James J. Lee,

assistant secretary, Lee Higginson Corporation, to

Kuhn, Loeb & Co. acknowledging receipt of their

letter of March 22 and confirming it

. Chart: Changes in 1935 from established interests in

Chicago Union Station Company financing and the

reductions necessitated by the entry of Morgan

Stanley & Co. Incorporated in 1936 financing------

Table: Participants, amounts and percentages in

Chicago Union Station Company $16,000,000 First

Mortgage Bonds, 4%, Series D, dated January 1,

1935, due July 1, 1963 and offered in March, 1935--

. Table: Participants, amounts and percentages in

Chicago Union Station Company $2,100,000 Guar

teed Bonds, 4%, dated April 1, 1935, due April 1,

1944, and offered in March, 1935----- - - - - - - - - - - - -

. Memoranda dated February 27 and 28, 1935 from

H. S. S. (Henry S. Sturgis, vice president, First

National Bank) to Mr. (Leverett F.) Hooper (vice

president, First National Bank) regarding changes in

gº interests in forthcoming Chicago Union

tation Company issue caused by presence of

Morgan Stanley & Co--------------------------

. Letter dated January 25, 1936, without signature

(from C. F. Glore, Field, Glore & Co.) to Ralph

Budd, president, Chicago, Burlington & Quincy

d Company, requesting his help in Field,

Glore & Co.'s efforts to retain an interest in forth

coming Chicago Union Station Company issue-----

. Letter dated January 27, 1936 from Ralph Budd to

Charles F. Glore agreeing to write Mr. County on

behalf of Field, Glore & Co

- Letter dated February 1, 1936 from Ralph Budd to

Charles F. Glore informing him of Mr. County's

willingness to have Field, Glore's participation in

the Chicago Union Station Company's refunding
receive full consideration

11457

11459

11460

11460

11461

11462

11462

11463

11467

11467

11468

11457

11640

11641

11641

Faces

11641

11642

11642

11643

11643

11468

11468



XIV SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1593.

1594.

1595.

1596–1.

1596–2.

1596–3.

1597–1.

1597–2.

1598.

1599.

1600–1.

1600–2.

1600–3.

Diary entries dated February 27, 1936 by J. W. C.

(John W. Cutler, Edward B. Smith & Co.) regard

ing Chicago Union Station Company's $43,000,000

refunding issue---------------------------------

Diary entry dated February 28, 1936 by K. W.

(Karl Weisheit, Edward B. Smith & Co.) giving

E. N. Jesup's explanation of the reduction in

Edward B. Smith & Co.'s interest in the Chicago

Union Station Company issue-------------------

Memorandum dated March 3, 1936 by G. W. Speer,

Edward B. Smith & Co., accounting for the reduc

tion in Edward B. Smith & Co.'s interest in the

$44,000,000 Chicago Union Station Company

issue in comparison with the interest in the

$16,000,000 issue in 1935-----------------_______

Letter dated March 2, 1936 from Kuhn, Loeb & Co. to

Lee Higginson Corporation confirming the one

half interest of Lee Higginson Corporation in the

Chicago Union Station Company $44,000,000

First Mortgage Bonds, 3%%, Series E, due July 1,

1963------------------------------------------

Letter dated March 2, 1936 from Lee Higginson

Corporation to Morgan Stanley & Co. Incorporated

confirming the interest of Morgan Stanley & Co.

in the Chicago Union Station Company $44,000,000

First Mortgage Bonds, 3%%, Series E, due July 1,

1963, together with percentages of other partici

ants-----------------------------------------

Lº. dated March 2, 1936 from Kuhn, Loeb & Co. to

Pierpont W. Davis, vice president, Brown Harri

man & Co., Incorporated confirming the interest

of Brown Harriman & Co. in the Chicago Union

Station Company $44,000,000 First Mortgage

Bonds, 3%%, Series E, due July 1, 1963, together

with percentages of other participants------------

Table: Participants, amounts and percentages in

Chicago Union Station Company $44,000,000

First Mortgage Bonds, 3%%, Series E, dated

January 1, 1936, due July 1, 1963 and offered in

April, 1936------------------------------------

Table: Participants, amounts and percentages in

Chicago Union Station Company $7,000,000

Guaranteed Bonds, 3%%, dated September 1, 1936,

due September 1, 1951 and offered in April, 1936--

Memorandum dated September 22, 1934 by S. A.

Russell, Lazard Freres & Co., Inc., on conversation

with A. F. Hockenbeamer, Pacific Gas & Electric

Co., concerning possibility of banking relationship---

Memorandum dated October 2, 1934 by S. A. Russell,

Lazard Freres & Co. Inc., on conversation with

George Leib of Blyth & Co. concerning P. G. & E.

financing--------------------------------------

Stipulation dated December 13, 1939 identifying docu

ments from the files of Lazard Freres & Coll------

Telegram dated February 16, 1935 from S. A. Russell

to John D. Harrison, Lazard Freres & Co., Inc.,

regarding Blyth & Co.'s position in Pacific Gas &

Electric financing------------------------------

Letter dated April 15, 1935 from S. A. Russell, Lazard

Freres & Co., Inc., to A. F. Hockenbeamer, Pacific

Gas & Electric, referring to questions of law firms,

auditors, and liability under the Securities Act in

Southern California Edison financing, and discussing

significance of Pacific Gas & Electric financing-----

11468

11469

11471

11472

11472

11472

11474

11474

11483

11484

11485

11485

11485

11644

11644

11644

11645

11646

11646

11647

11647

1164S

1164S

11649

11649

11650
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Number and summary of exhibits

Intro

duced

at page

Appears

OIn

page

1600–4. Memorandum dated December, 1934 from George L.

Burr to S. A. Russell, Lazard Freres & Co., Inc.,

relating to Pacific Gas & Electric refunding oper

ation-----------------------------------------

|600–5. Memorandum dated December 27, 1934 by S. A.

Russell relating to telephone conversation with

A. F. Hockenbeamer regarding private financing of

Pacific Gas & Electric--------------------------

1600–6. Telegram dated February 18, 1935 from John D.

Harrison to S. A. Russell regarding second talk with

Davis and Sylvester on position of Brown Harriman

& CO

1600–7. Telegram dated February 20, 1935 from John D.

Harrison to S. A. Russell regarding Sylvester and

Davis' preferring to withdraw rather than to accept

third position----------------------------------

1600–8. Letter dated February 21, 1935, without signature

1600–9.

1600–10.

(from Lazard Freres & Co.) to James K. Lochead,

American Trust Company, regarding relative posi

tions of Brown Harriman & Co. and Blyth & Co---

Telegram dated February 28, 1935 from S. A. Russell

to John D. Harrison announcing formation of a

group for Pacific Gas & Electric Co. issue, and dis

cussing position of Brown Harriman & Co. and

proposals as to coupon rate of bonds--------------

Letter dated April 6, 1935 from A. F. H. (A. F. Hock

enbeamer, president, Pacific Gas & Electric Co.) to

S. A. Russell inquiring about counsel, auditors and

liability under the Securities Act in Southern Cali

fornia Edison Company's refunding issue----------

1600–11. Letter dated September 6, 1935 from Roy L. Shurtleff,

Blyth & Co., Inc., to S. A. Russell, Lazard Freres &

Co., outlining a conversation between Russell, A. F.

Hockenbeamer and Shurtleff regarding bond syn

dicate management in future Pacific Gas & Electric

Company issues--------------------------------

1600–12. Letter dated September 12, 1935 from S. A. Russell,

1600–13.

1600–14.

Lazard Freres & Co., Inc., to Roy L. Shurtleff,

Blyth & Co., Inc., concerning Mr. Shurtleff's letter,

and assuring consideration of the question of bond

syndicate management before the next Pacific Gas

& Electric Co. issue----------------------------

Telegram dated February 8, 1936 from S. A. Russell

to (George) Ramsey and (J. D.) Harrison, Lazard

Freres & Co., Inc., concerning Lazard Freres & Co.'s

position in April, 1936 issue of Pacific Gas & Elec

tric Co----------------------------------------

Memorandum dated February 27, 1936 by S. A.

Russell giving participations arranged for $90,000,

000, Pacific Gas & Electric Co. issue, and efforts to

obtain second place for Lazard Freres & Co., Inc.---

1600-15. Letter dated April 1, 1936, without signature (from

S. A. Russell, president, Lazard Freres & Co., Inc.)

to James B. Black, president, Pacific Gas & Elec

tric Co., requesting reconsideration of position of

Lazard Freres & Co. in rumored forthcoming issue of

Pacific Gas & Electric Co-----------------------

1000-16. Telegram dated April 3, 1936 from (J.D.) Harrison

to S. A. Russell, Lazard Freres & Co., Inc., sug

gesting reasons for an improvement in the position

of Lazard Freres & Co. in future Pacific Gas & Elec

tric Co. financing

11485

11485

11485

11485

11485

11485

11485

11485

11485

11485

11485

11485

11485

11652

11653

11653

11654

11654

11654

11655

11655

11656

11656

11657

11658

11650



XVI SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1601.

1602.

1603.

1604.

1605.

1606.

1607.

1608.

1609.

1610.

1611–1.

1611–2.

1611–3.

Letter dated September 14, 1935 from Charles Blyth

to George Leib, Blyth & Co., Inc., regarding rela

tionship with Morgan Stanley & Co. Incorporated

and other matters------------------------------

Table: $25,000,000 Pacific Gas & Electric Co. First

and Refunding Mortgage Gold Bonds, Series F,

due June 1, 1960 and offered in July, 1930, giving

the names, amounts, and percentages of the original

terms participants and the names of the members

of the distributing group- - - - - - - - - - - - - - - - - - - - - - - -

Table: $25,000,000 Pacific Gas & Flectric Co. First

and Refunding Mortgage Gold Bonds, Series F,

4%%, due June 1, 1960 and offered in January, 1931,

giving the names, amounts and percentages of the

original terms participants and the names of the

members of the distributing group- - - - - - - - - - - - - - - -

Letter dated April 14, 1936 from Eugene M. Stevens,

Blyth & Co., Inc., to Harris Creech, president,

Cleveland Trust Company, denying that any New

York firm has a right to inherit National City Com

any business and stressing importance of Charles

º Mitchell in National City Co. development_ _ _ _ _ _

Letter dated October 14, 1936, from Eugene M.

Stevens to Harris Creech denying claim of Brown

Harriman & Co. to inheritance of National City

Company business and requesting opportunity for

Blyth & Co. to present financing proposals to Fire

stone Tire & Rubber Co- - - - - - - - - - - - - - - - - - - - - - - -

Letter dated February 21, 1935, without signature

(from George Leib, Blyth & Co., Inc.) to James

Black, North American Company, mentioning

desire of American Trust Co. to have Blyth & Co.

as heir to its interest in Pacific Gas & Electric Co.

business, referring to Blyth's historic connection

with Pacific Gas & Electric Co., and suggesting two

alternative percentage divisions among participants

Telegram dated February 15, 1935 from George Leib

to Charles R. Blyth suggesting possible assistance

in securing first place in forthcoming Pacific Gas &

Electric Co. issue for Blyth & Co - - - - - - - - - - - - - - - -

Letter dated February 16, 1935 from Charles R. Blyth

to George Leib, regarding close connection between

A. F. Hockenbeamer of Pacific Gas & Electric Co.

and Stanley A. Russell of Lazard Freres & Co -----

Telegram dated February 19, 1935 from George Leib

to Charles R. Blyth regarding Blyth & Co.'s

position in Pacific Gas & Electric Co. financing - - -

Telegram dated February 19, 1935 from George Leib

to Charles R. Blyth reciting S. A. Russell's telling

of agreement with Brown Harriman & Co. under

which he would handle his own accounts --- - - - - - - -

Telegram dated February 20, 1935 from George Leib

to Charles R. Blyth reciting S. A. Russell's agree

ment to give Brown Harriman & Co. second place

if Lazard Freres & Co. headed Pacific Gas & Elec

tric Co. financing------------------------------

Telegram dated February 21, 1935 from George Leib

to Charles R. Blyth suggesting attempt to take

leadership away from Lazard Freres & Co---------

Telegram dated February 21, 1935 from George Leib

to Charles R. Blyth stressing importance of Blyth

& Co.'s position in present Pacific Gas & Electric

Company issue because of future duration of the

Syndicate-------------------------------------

11488

11490

11490

11492

11492

11493

11496

11498

11498

11500

11500

11500

11500

11660

11662

11663

11665

11666

11666

11667

11668

11669

11669

11669

11670

11670
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Number and summary of exhibits
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duced
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On

page

1611–4.

1611–5.

1611–6.

1612.

1613.

1614–1.

1614–2.

1614–3.

1614–4.

1614–5.

1614–6.

1614–7.

1614–8.

1614-9.

1614–10.

lfil4–11.

Telegram dated February 21, 1934 from George Leib

to Charles R. Blyth summarizing letter sent to

James D. Black (“Exhibit No. 1606”) ------------

Telegram dated February 22, 1935 from George Leib

to Roy L. Shurtleff, Blyth & Co. Inc., suggesting

persons influential in Pacific Gas & Electric Com

pany affairs to break the impasse over leadership- -

Telegram dated February 22, 1935 from George Leib

to Bernard W. Ford, Blyth & Co., Inc., welcoming

Ford's entry into Blyth's fight for leadership- - - - -

Telegram dated March 23, 1935 from George Ramsey

to George D. Woods, The First Boston Corporation,

referring to conflicting versions of S. A. Russell and

J. P. Ripley concerning understanding as to busi

ness formerly participated in but not headed by

National City Company------------------------

Telegram dated February 22, 1935 from George Leib

to Bernard W. Ford, Blyth & Co., Inc., regarding

telegram campaign against the Rayburn Bill------

Telegram dated February 25, 1935 from Bernard W.

Ford to George Leib describing developments in

Blyth & Co.'s efforts to obtain leadership of Pacific

Gas & Electric Company financing---------------

Telegram dated March 4, 1935 from Roy L. Shurtleff

to George Leib, Blyth & Co., Inc., regarding forma

tion of syndicate for Pacific Gas & Electric Com

Pany issue------------------------------------

Telegram dated March 4, 1935 from Roy L. Shurtleff

to Eugene Bashore, Blyth & Co., Inc., suggesting

that further negotiations on Pacific Gas & Electric

syndicate be held in New York and suggesting con

sideration on effect of Blyth & Co.'s Public Utility

bill activities on their position in syndicate--------

Telegram dated March 5, 1935 from Roy L. Shurtleff

to George Leib regarding final setting of Pacific Gas

& Electric syndicate----------------------------

Telegram dated March 14, 1935 from Roy L. Shurtleff

to George Leib regarding agreement with S. A.

Russell on three way heading of Pacific Gas &

Electric business-------------------------------

Telegram dated March 14, 1935 from George Leib to

Roy L. Shurtleff inquiring whether management

fee to Lazard Freres & Co. was discussed.----------

Telegram dated March 14, 1935 from George Leib to

Roy L. Shurtleff regarding misunderstanding of

agreement as to three way management---------

Telegram dated March 15, 1935 from Roy L. Shurtleff

to George Leib stating no management fee for

Lazard Freres & Co. was discussed and that he

can add nothing on the three way agreement----

Letter dated March 28, 1935 from Roy L. Shurtleſ to

George Leib and Eugene Bashore, Blyth & Co., Inc.,

concerning selection and omission of San Francisco

* in Pacific Gas & Electric Company syndi

*------------------------------------------

Letter dated April 2, 1935 from E. B. (Eugene Ba

shore) to Roy L. Shurtleff relating to method of

selection of dealers for Pacific Gas & Electric Com
Pºny issue-------------------------------------

Letter dated April 3, 1935, without signature (from

George Leib) to Roy L. Šhurtieſ: supplying details

of the efforts of Blythe & Co. to obtain leadership

in the Pacific Gas & Electric Company issue and

suggesting steps for future issues

124491–40–pt.22—2

11500

11500

11500

11503

11506

11509
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11509

11509

11509
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11509

11509

11670
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11672
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XVIII SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

On

page

1614–12.

1614–13.

1614–14.

1614–15.

1614–16.

1614–17.

1614–18.

1614–19.

1614–20.

1614–21.

1614–22.

1614–23.

1614–24.

1614–25.

1614–26.

Telegram dated May 31, 1935 from George Leib to

Roy L. Shurtleff asking reason for jump in price of

security of Pacific Gas & Electric subsidiary_-_ _ _ _ _

Telegram dated May 31, 1935 from Roy L. Shurtleff to

George Leib informing of new Pacific Gas & Elec

tric Co. issue----------------------------------

Telegram dated June 4, 1935 from Roy L. Shurtleff to

George Leib describing objections to filing a regis

tration statement for Pacific Gas & Electric Com

pany issue with no underwriters listed_ _ _ _ _ _ _ _ _ _ _ _

Telegram dated June 4, 1935 from Roy L. Shurtleff to

George Leib giving final price and leading positions

in Pacific Gas & Electric Co. issue----------------

Letter dated June 7, 1935, without signature (from

George Leib) to Charles R. Blyth regarding position

of Blyth & Co. in Pacific Gas & Electric Co. issue

Letter dated August 20, 1935, without signature (from

George Leib) to Charles R. Blythe reviewing con

versation with James Black, North American Com

pany, discussing Blyth & Co.'s claims to leadership

or joint management of Pacific Gas & Electric Co.

business---------------------------------------

Letter dated September 5, 1935 from Roy L. Shurtleff

to George Leib regarding discussion with S. A.

Russell and A. F. Hockenbeamer on joint manage

ment for Blyth & Co. in Pacific Gas & Electric Co.

business---------------------------------------

Telegram dated September 30, 1935 from Roy L.

Shurtleff to George Leib regarding S. A. Russell’s

promise to arrive at settlement of Blyth & Co.'s

management position before next Pacific Gas &

Electric Co. issue------------------------------

Letter dated September 6, 1935, without signature

(from George Leib) to Roy L. Shurtleff suggesting

letter to S. A. Russell reciting considerations in

support of Blyth & Co.'s efforts for joint manage

ment-----------------------------------------

Memorandum dated December 19, 1935 by Bernard

W. Ford for Charles R. Blyth giving attitude of

Allen Chickering toward Blyth & Co.'s position in

future financing of Pacific Gas & Electric Co------

Letter dated January 16, 1936, without signature

(from George Leib) to Charles R. Blyth discussing

possible criticism on the Street if Blyth & Co. re

places Lazard Freres & Co. as leader of Pacific Gas

& Electric Co. business-------------------------

Letter dated January 16, 1936, without signature

(from Charles E. Mitieſ; to Charles R. Blyth

summarizing discussion with Harrison Williams

relating to Pacific Gas & Electric Co. and other

matters---------------------------------------

Letter dated January 17, 1936 from Charles E.

Mitchell to Charles R. Blyth enclosing additional

letter summarizing discussion with Harrison

Williams--------------------------------------

Letter dated January 16, 1936, without signature

(from Charles E. Mitchell) to Charles R. Blyth

summarizing discussion with Harrison Williams

relating to Pacific Gas & Electric Co- - - - - - - - - - - - -

Letter dated January 17, 1936, without signature

(from George Leib) to Čharles R. Blythº

steps to be taken in view of Lazard Freres & Co.'s

possible reaction to Blyth & Co.'s heading Pacific

Gas & Electric Co. business---------------------
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1615. Letter dated August 23, 1939 from Nevil Ford, vice

resident, The First Boston Corporation, to Peter

º Nehemkis, Jr. regarding disposal of security

affiliate of the First National Bank of Boston in

compliance with the Banking Act of 1933---------

1616. Letter dated May 11, 1934 from Winthrop W. Aldrich,

chairman of the board, to the stockholders of The

Chase Corporation, regarding dissolution of the

Harris Forbes organization and termination of

joint transfer of stock in Chase Corporation and

Chase National Bank in compliance with the

Banking Act of 1933--------------------------

1617. Letter from Daniel G. Wing, chairman of the board,

First National Bank of Boston, to the stockholders

of the bank and of The Chase Corporation regard

ing the organization of The First Boston Corpora

tion subsequent to its divorcement from the bank.

Accountants' report on The First Boston Corporation

dated May 10, 1934.

Balance sheet of The First Boston Corporation dated

April 21, 1934.

Statement of income and surplus of The First Boston

Corporation by periods, for the period from June

27, 1932 to April 21, 1934-----------------------

1618. Letter from Allan M. Pope, president, The First

Boston Corporation, to George W. Bovenizer,

Kuhn, Loeb & Co., expressing hope for continuing

relationship-----------------------------------

1619. Letter dated July 2, 1934 from H. M. Addinsell,

chairman of executive committee, The First Boston

Corporation, to Kuhn, Loeb & Co. requesting sub

stitution of The First Boston Corporation for

Harris, Forbes & Co. and Chase Harris Forbes

ºration in syndicate records of Kuhn, Loeb

0-----------------------------------------

1620. Statement dated December 12, 1939 prepared by

George D. Woods, The First Boston Corporation,

regarding organization of The First Boston Cor

Poration--------------------------------------

1621. Letter dated April 13, 1939 from A. E. Burns, assist

ant secretary, The First Boston Corporation, to

Peter R. Nehemkis, Jr. sending list of officers and

directors of The First Boston Corporation.

Table: Officers and directors of The First Boston Cor

poration and their affiliations from January 1, 1929–

1622. Table: The First Boston Corporation. List of holders

of 500 shares and over as of record at the close of

business, June 17, 1939-------------------------

1623. Table: Participations of Stone & Webster and Blodget,

Inc. in issues managed by The First Boston Cor

poration from June 14, 1934 to June 30, 1939------

1624. Memorandum dated April 4, 1934 by Dorsey Richard

son, Lehman Brothers, regarding possibility of

closer relations with successor to First of Boston

- Corporation-----------------------------------

1625. Letter dated August 3, 1934, without signature (from

J. R. Macomber, chairman of the board, The First

Boston Corporation) to Albert W. Harris, Harris

Trust and Savings Bank of Chicago, regarding visit

of Burnett Walker of Edward B. Smith & É. to

H. J. Bauer, chairman of Southern California Edi

son Company

11514

11514

11514

11514

11516

11516

11517

11518

11521

11522

11523

11686

11687

11690

11695

11695

11696

11699

11700

117()4

11704

11705



XX SCHEDULE O is EXEIIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

OIn

page

1626–1.

1626–2.

| 627.

1628–1.

1628–2.

1628–3.

1628–4.

1628–5.

1628–6.

1628–7.

1628–8.

1629.

Letter dated September 25, 1939 from Edward B.

Hall, Harris, Hall & Company, to W. S. White

head, Securities & Exchange Commission, enclosing

copy of letter dated July 25, 1930 confirming the

reciprocal arrangement between Harris Trust and

Savings Bank, Chicago, Harris, Forbes & Com

pany, New York, and Harris, Forbes & Company,

Inc., Boston, with a brief history of the Harris

organization-----------------------------------

Copy of letter dated July 25, 1930 from Harris,

Forbes & Company and Harris, Forbes & Com

pany, Inc. to Harris Trust and Savings Bank con

tinuing existing reciprocal arrangements with

respect to the purchase and marketing of securities—

Letter dated September 18, 1939 from Norman W.

Harris, Harris, Hall & Company, to Peter R.

Nehemkis, Jr. regarding the capitalization of Harris,

Hall & Company-------------------------------

Stipulation dated December 13, 1939, signed by

George Leib, identifying documents from the files of

Blyth & Co., Inc.-------------------------------

Letter dated November 6, 1935 from H. M. Addinsell,

The First Boston Corporation, to Blyth & Co., Inc.

accepting a $3,000,000 interest in Los Angeles Gas

& Electric Corporation $40,000,000 issue----------

Letter dated November 6, 1935, without signature

(from Blyth & Co., Inc.) to Harris, Hall & Com

pany informing of The First Boston Corp.’s giving

up $500,000 of its participation in Los Angeles Gas

& Electric Corporation $40,000,000 issue enabling

Blyth & Co. to offer a $500,000 participation to

Harris, Hall & Co------------------------------

Letter dated November 6, 1935 (unsigned) from

Blyth & Co., Inc. to Harris, Hall & Company

requesting information to be supplied in connection

with the proposed issue of Los Angeles Gas &

Electric Corporation bonds----------------------

Letter dated November 6, 1935, without signature

(from Charles E. Mitchell, Blyth & Co., Inc.) to

H. M. Addinsell, The First Boston Corporation,

relating to the reduction of the participation of

The First Boston Corporation to $2,500,000 and the

offer of $500,000 to Harris, Hall & Co. iſ: $40,000,000

Los Angeles Gas & Electric Corporation issue------

Letter dated November 7, 1935 from H. M. Addinsell,

The First Boston Corporation, to C. E. Mitchell,

Blyth & Co., Inc. acknowledging his letter of

November 6, 1935------------------------------

Letter dated November 8, 1935 from Norman W.

Harris, Harris, Hall & Company, to Blyth & Co.,

Inc. accepting a $500,000 participation in Los

Angeles Gas & Electric Corporation issue----------

Letter dated November 9, 1935, without signature

(from C. E. Mitchell, Blyth & Co., Inc.) to Harris,

Hall & Company acknowledging Norman W.

Harris' letter of November 8, 1935- - - - - - - - - - - - - - -

Table: Underwriting participations by various firms

in business headed by The First Boston Corpora

tion and The First Boston Corporation’s participa

tions in business headed by other underwriting

houses, as of February 28, 1939------------------

11526

11526

11527

11528

11528

1152S

11528

11528

11528

1152S

11528

11533

11707

11708

11709

11710

11710

11710

11711

11711

11712

1171.

1171.

117.1:



SCHEDULE OF EXEMIBITS XXI

Number and summary of exhibits

Intro

duced

at page

Appears

On

page

1630.

1631.

1632.

1633.

1634.

1635.

1636–1.

1636–2.

1636–3.

lti:36–4.

1636-5.

1636–6.

Table: Participations of Harris, Hall & Company in

issues headed by The First Boston Corporation

from November 11, 1935 to August 9, 1939--------

Table: Participation of Morgan Stanley & Co.,

Incorporated in issues headed by The First Boston

Corporation, March 26, 1936 to August 9, 1939----

Table: Participation of The First Boston Corporation

in issues headed by Morgan Stanley & Co. Incor

porated, April 3, 1939--------------------------

Letter dated August 6, 1934 from Albert W. Harris,

Harris Trust & Savings Bank, to John R. Ma

comber, The First Boston Corporation, giving

attitude of Harris Trust & Savings Bank toward

retention of the old business connections and will

ingness to do business on a reciprocal basis--------

Letter dated April 13, 1935 from Howard Fenton,

Harris Trust & Savings Bank, to H. M. Addinsell,

The First Boston Corporation, stating that H. M.

Byllesby & Company keep substantial balances

with the Harris Trust & Savings Bank and re

flºg a participation for them in Southern Cali

fornia Edison Co. financing----------------------

Letter dated May 16, 1935, without signature (from

D. R. Linsley, The First Boston Corporation) to

J. R. Macomber, The First Boston Corporation,

regarding a talk with Mr. Fenton about making

Harris Trust & Savings Bank paying agent in

Chicago for several bond issues - - - - - - - - - - - - - - - - - -

Letter dated April 15, 1935, without signature (from

B. W. Lynch, H. M. Byllesby & Company) to

D. R. Linsley, The First Boston Corporation,

regarding trusteeship and paying agency for San

Diego (Consolidated Gas & Electric Co.) -- - - - - - - - -

Letter from E. J. F. (Edward J. Frost), Wm. Filene's

Sons Company, to Paul M. Mazur, Lehman Broth

ers, regarding registrars and transfer agents for

referred stock of Federated (Department Stores,

n°.)-----------------------------------------

Letter dated August 10, without signature (from

Paul M. Mazur) to E. J. F. referring to choice of

registrar and transfer agent as being usually left

to the banker and informing of the selection of

J. P. Morgan & Co. as transfer agent for preferred

stock of Federated (Department Stores, Inc.) -------

Letter dated June 26, 1937 from James S. Rogan,

resident, American National Bank, to Joseph A.

homas, Lehman Brothers, relating to deposit

accounts of Schenley Distillers Corporation and its

method of paying for revenue stamps--- - - - - - - - - - -

Letter dated March 3, 1938 from Lehman Brothers to

Elmer W. Stout, chairman of the board, American

National Bank, mentioning suggestion of American

National Bank as Indianapolis depositary of Schen

ley Distillers Corporation-----------------------

Letter dated February 28, 1938 from Elmer W. Stout,

American National Bank, to Joseph A. Thomas,

Lehman Brothers, requesting that he suggest

American National Bank as Indianapolis depositary

of Schenley Distillers Corporation---------------

Letter dated June 20, 1938 from F. K. Houston, presi

dent, Chemical Bank & Trust Company, to J. A

Thomas, Lehman Brothers, requesting trusteeship

or New York paying agency in proposed Indian

apolis Power & Light Co. issue

11533

11533

11535

11.538

11.538

11.538

1153S

11.538

11176

11717

11721

11722

11722

11723

11723

11724

11724

11725

11725

11726



XXII SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1636–7.

1637.

1638–1.

1638–2.

1638–3.

1638–4.

1638–5.

1639–1.

1639–2.

1639–3.

1639–4.

1639–5.

1639–6.

Letter from J. A. Thomas, Lehman Brothers, to Frank

K. Houston, Chemical Bank & Trust Company,

stating belief that commitments have been made

by others than Lehman Brothers regarding trustee—

ship and paying agencies in Indianapolis Power &

Light Co. issue--------------------------------

Memorandum dated August 17, 1938 from L. B. to

F. K. Shrader, Halsey, Stuart & Co., Inc., regard

ing call from Samuel Armstrong, Chase National

Bank, relating to efforts to obtain New York pay

ing agency in Public Service Company of Northern

Illinois issue-----------------------------------

Telegram dated March 11, 1935 from John R. Macom

ber to Pope and Addinsell, The First Boston Cor

poration, regarding forthcoming issue of Southern

California Edison Company and question of leader

ship------------------------------------------

Memorandum initialed by W. C. M. and J. R. M. re

garding meeting of representatives of Southern Cali

fornia Edison Company and of The First Boston

Corporation, March 14, 1935- - - - - ---------------

Telegram dated March 18, 1935 from G. D. Woods to

Macomber, The First Boston Corporation concern

ing Blyth & Co.'s position and other developments

in Southern California Edison Co. issue and histori

cal position of The First Boston Corporation's pre

decessor firms in financing of Pacific Lighting Co.

and subsidiaries--------------------------------

Letter dated March 21, 1935 from G. D. Woods to

George Ramsey, The First Boston Corporation, re

garding Field, Glore & Co.'s approaching Southern

California Edison Company---------------------

Memorandum dated March 22, 1935 by H. M. Addin

sell, The First Boston Corporation, noting develop

ments on $68,000,000 Southern California Edison

Co. Refunding Mortgage 25-Year, 3%% Bonds-- - -

Tentative list of participants, with percentages and

amounts on basis of a $68,000,000 issue of Southern

California Edison Co----------------------------

Table: Participants, percentages and amounts in $30,

000,000 Southern California Edison Company Re

funding 5s, due September 1, 1952 and offered Sep

tember 15, 1927--------------------------------

Telegram dated March 21, 1935 from G. D. Woods to

George Ramsey, The First Boston Corporation, re

garding inclusion of Pacific Company in Southern

California Edison group-------------------------

Letter dated March 23, 1935 from G. D. Woods to

George Ramsey, The First Boston Corporation, re

garding positions of various houses in Southern

California Edison Co. syndicate------------------

Letter dated April 8, 1935 from J. B. Lovelace, Amer

ican Capital Corporation, to Sidney A. Mitchell,

Bonbright & Company, Inc., expressing belief that

Bonbright & Company’s close connection with hold

ing company financing was a factor in their omission

from the Southern California Edison Co. issue-----

Telegram dated March 23, 1935 from G. D. Woods to

George Ramsey, The First Boston Corporation,

suggesting that if Field, Glore & Co. is included in

Southern California Edison Co. financing, The First

Boston Corp. should have opportunity of original

terms participation in National Distillers Products

Corp. issue headed by Field, Glore & Co.----------

11.538

11539

11540

11540

11540

1] 540

11540

11545

11545

11545

11545

11545

11545

11726

11727

11727

11728

1 172S

11729

11730

11730

11731

11731

11731

11732

11733



SCELEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

1639–7.

1639–8.

1639–9.

1630–10.

1630–11.

1639–12.

1639–13.

1639–14.

I639–15.

1639–16.

1639–17.

1639–18.

1639–19.

1639–20.

Telegram dated March 25, 1935 from G. D. Woods to

George Ramsey, The First Boston Corporation, in

forming of inclusion of Field, Glore & Co. in South

ern California Edison Co. underwriting-----------

Telegram dated March 25, 1935 from G. D. Woods to

George Ramsey,The First Boston Corporation, giv

ing list of participants and percentages in Southern

California Edison Co. underwriting---------------

Telegram dated March 26, 1935 from John Macomber,

The First Boston Corporation, to Harry J. Bauer,

Southern California Edison Co., urging a 3% inter

est for White, Weld & Co. in Southern California

Edison Co. underwriting

Telegram dated March 26, 1935 from H. M. Addinsell

to G. D. Woods, The First Boston Corporation, giv

ing list of participants and percentages in Southern

California Edison Co. underwriting and inquiring

as to possible revisions--------------------------

Letter dated March 27, 1935 initialled “J. R. M. (?)”

(John R. Macomber?), to William Edmunds, The

First Boston Corporation, regarding position of

Aldred & Company and other houses in Southern

California Edison Co. issue----------------------

Telegram dated April 12, 1935 from William Edmunds

to J. R. Macomber regarding question of increasing

participation of Bodell & Co. in Southern California

Edison Co. issue-------------------------------

Telegram dated April 17, 1935 from Harry J. Bauer,

Southern California Edison Co., to Albert W. Har

ris announcing signing of underwriting agreement--

Table: $75,000,000 Southern California Edison Com

pany Ltd. Refunding Mortgage Gold Bonds, Series

of 3%%, giving prices, spread, underwriters partici

pations, sales to insurance companies, territorial

distribution of dealers and bonds, etc.- - - - - - - - - - - - -

Letter dated April 1, 1935 from G. P. Muhlfeld, Stone

& Webster, Incorporated, to J. R. Macomber, The

First Boston Corporation, expressing appreication

at inclusion in Southern California Edison Co.

syndicate and hoping for inclusion in proposed Du

quesne Light Co. issue--------------------------

Table: Acceptances and declinations of group offering

to insurance companies of Southern California Edi

son Company 3%% bonds, due May 1, 1960------

Letter dated October 4, 1939 from J. B. Dobbins, as

sistant comptroller, to G. D. Woods, vice president,

The First Boston Corporation, showing profit dis

tributed to various underwriters in connection with

Southern California Edison Co. 3%% bond issue--

Memorandum dated April 6, 1935 initialed F. M. S.

(Frank M. Stanton) to J. R. Macomber, The First

Boston Corporation, regarding distribution of

bonds of Southern California Edison Co. to the

selling group----------------------------------

Table: Boston, New York and San Francisco houses}

in Southern California Edison issue---------------

Telegram dated April 22, 1935 from Stanton Griſſis,

Hemphill Noyes & Co. to H. M. Addinsell request

ing larger allotment in Southern California Edison

Company deal

11545

11545

11545

11545

11545

11545

11545

11545

11545

11545

11545

11545

11733

11734

11734

| 1735

11735

11736

| 1736

11737

11738

11730

| 1739

11740

1 1741

11741



XXIV SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1639–21

1639–22.

1639–23.

1640–1.

1640–2.

1640–3.

1640–4.

1640–5.

1640–6.

1640–7.

1640–8.

1640–9.

1640–10.

1640–11.

1640–12.

1640–13.

. Letter dated April 22, 1935 from H. M. Addinsell,

First Boston Corporation, to Stanton Griffis, Hemp

hill Noyes & Co., expressing regret at inability to

rovide larger allotment of Southern California

dison Co. bonds for Hemphill Noyes & Co -------

Letter dated April 25, 1935 from Shields & Co. to The

First Boston Corporation giving reason for declin

ing offer of Southern California Edison bonds__ _ _ _ _

Specimen of dealer performance record card used by

The First Boston Corporation.-------------------

Telegram dated November 4, 1935 from G. B. Hey

wood, Harris, Hall & Company, to Norman Harris,

Harris, Trust & Savings Bank, regarding Los Ange

les Gas & Electric Corporation deal--------------

Telegram dated November 5, 1935 from G. B. Hey

wood, Harris, Hall & Company, to L. V. Bower,

Harris, Hall & Company, regarding closed situa

tion of Los Angeles Gas & Electric Corporation

financing and stating difficulty of obtaining par

ticipation-------------------------------------

Telegram from Norman Harris, Harris Trust & Savings

Bank, to G. B. Heywood announcing that half million

interest has been obtained in Los Angeles Gas &

Electric Corporation financing-------------------

Letter dated November 6, 1935 from C. E. Mitchell,

Blyth & Co., Inc., to Harris, Hall & Co. offering

half million interest ceded by The First Boston

Corporation in Los Angeles Gas & Electric Corp.

financing--------------------------------------

Letter dated February 15, 1936 from L. V. Bower,

Harris, Hall & Co., to G. D. Woods, The First

Boston Corporation, inquiring whether possible

Central Illinois Electric & Gas Co. business would

be available-----------------------------------

Letter dated February 18, 1936 from G. D. Woods to

L. V. Bower regarding possible offering to Harris,

Hall & Co. of some position in future Central

Illinois Electric & Gas Co. financing--------------

Letter dated February 21, 1936 from L. V. Bower,

Harris, Hall & Co., to G. D. Woods acknowledging

Letter dated August 30, 1938 from E. B. Hall, Harris,

Hall & Company, to G. D. Woods regarding late

data in connection with Central Illinois Electric

& Gas Co. financing----------------------------

Letter dated September 2, 1938 from G. D. Woods to

E. B. Hall regarding prospect of talking over

Central Illinois Electric & Gas Co. issue - - - - - - - - - -

Letter dated September 2, 1938 from L. V. Bower,

Harris, Hall & Company, to G. D. Woods, The

First Boston Corporation, in appreciation for Cen

tral Illinois Electric & Gas Co.º-------

Letter dated June 10, 1939 from E. B. Hall, Harris,

Hall & Company, to G. D. Woods regarding in

clusion of various firms in the advertising of Central

Illinois Electric & Gas Co. issue------------------

Table: Rough draft of announcement of Central

Illinois Electric & Gas Co. issue------------------

Letter dated October 20, 1938 from E. O. Boshell,

Harris, Hall & Company, to D. C. McClure, presi

dent, Central Illinois Electric & Gas Co., regarding

possible private placement of Central Illinois Light

Gas bonds with Equitable and Northwestern

Mutual Life insurance companies----------------

11545

11545

11545

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11742

11742

11744

11746

11746

11746

11746

11747

11747

11748

11749

11749

11749

11750

11750

11751



SCHEDULE OF EXHIBITS XXV

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1640–14. Letter dated December 6, 1938 from L. W. Bower,

Harris, Hall & Co., to D. C. McClure, Central

Illinois Electric & Gas Co., regarding success in

privately placing Central Illinois Electric & Gas

bonds with insurance companies-----------------

1640–15. Letter dated April 26, 1939 from L. W. Bower, Harris,

Hall & Company, to D. C. McClure regarding

Chase National Bank's new interest in Central

Illinois Electric & Gas Co-----------------------

1640–16. Memorandum dated February 3, 1937 by E. B. Hall,

Harris, Hall & Company, regarding talk with

George Murnane of Monet, Murnane & Company,

relative to possible refunding operations for Amer

ican Steel Foundries----------------------------

1640–17. Telegram from Harris, Hall & Company, to E. B.

all, Harris, Hall & Company, relative to repaying

obligation to other underwriters in American Steel

Foundries financing----------------------------

1640–18. Telegram dated November 8, 1935 from L. V. Bower,

Harris, Hall & Company, to J. H. Collins, Harris,

Hall & Company, regarding silent underwriting

position in Continental Steel Corporation deal -----

1640–19. Letter, informal, dated November 18, 1935 from L. V.

Bower, Harris, Hall & Company, to Niles Chapman,

Continental Steel Corporation, suggesting a

$2,000,000 Continental Steel Corporation issue-----

1640–20. Letter dated November 20, 1935 from L. W. Bower,

Harris, Hall & Company, to Niles Chapman, Con

tinental Steel Corporation, formally outlining a pro

posed $2,000,000 Continental Steel issue_ _ _ _------

1640–21. Letter dated January 7, 1936 from E. B. Hall, Harris,

Hall & Company, to H. E. Wood, Harold E. Wood

& Company, regarding the sharing of Continental

Steel Corporation issue with F. S. Moseley & Com

pany and impossibility of including other under

writers----------------------------------------

1640–22. Table: Central Illinois Electric & Gas Co. $14,750,000

First Mortgage Bonds, 3%%, Series of 1964. Under

writers, principal amount and total purchase price--

1640–23. Table: $3,000,000 Central Illinois Electric & Gas Co.

3%–3%%–4% Serial Debentures. Underwriters,

principal amount underwritten and total purchase

Price------------------------------------ - - - - -

1840–24. Memorandum dated May 23, 1936 by E. B. Hall,

Harris, Hall & Company, listing tentative under

writing syndicate for proposed $32,000,000 financ

ing of Wisconsin Power & Light Company--------

1840–25. Letter dated January 18, 1936 from f. W. Bower,

Harris, Hall & Company, to I. B. Smith, president,

Iowa Electric Light & Power Company, discussing

proposed refunding of Iowa Electric Light & Power

- Company's outstanding 5s of 1946---------------

1040-26. Letter dated February 4, 1936 from L. V. Bower,

Harris, Hall & Company, to I. B. Smith, Iowa

Electric Light & Power Co., amending agreement

between Iowa Electric Light & Power Co. and Harris

Trust & Savings Bank--------------------------

1940-27. Letter dated February 22, 1936 from L. V. Bower to

* Smith, Iowa Electric Light & Power Co., re

above

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11548

11751

11752

11752

11753

11753

11753

11754

11755

11756

11756

11757

11757

11758

11759



XXVI SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

On

page

1640–28.

1640–29.

1640–30.

1640–31.

1640–32.

1640–33.

1640–34.

1640–35.

1640–36.

1640–37.

1640–38.

1640–39.

1640–4().

1640–41.

Letter dated March 4, 1936 from George B. Heywood,

Harris, Hall & Company, to D. R. Linsley, The

First Boston Corporation, offering the latter equal

participation in Iowa Electric Co. and on Iowa

Electric Light & Power Co. financing-------------

Letter dated March 8, 1936 to H. M. Addinsell (in

complete) regarding interests in underwriting group

for $3,600,000 Iowa Electric Light & Power Co.

First Mortgage 4s------------------------------

Letter dated September 30, 1936 from L. V. Bower,

Harris, Hall & Company, to Fred Poor, Poor &

Company, regarding discussion with Mr. Boatner

with reference to railway business----------------

Memorandum dated October 21, 1936 by E. B. Hall,

Harris, Hall & Company, to L. V. Bower, relative

to signing of stand-by agreement with Poor &

Company-------------------------------------

Letter dated January 20, 1936 from L. V. Bower,

Harris, Hall & Company, to Frank Fratcher, Iowa

Electric Company, regarding need for haste in pre

paring papers for March 15, 1936 issue for Iowa

Electric Company------------------------------

Letter dated February 4, 1936 from L. V. Bower to

Frank Fratcher, Iowa Electric Company, discussing

an arrangement to purchase Iowa Electric Company

Convertible 6s---------------------------------

Letter dated February 24, 1936 from L. V. Bower to

Scott McIntyre, Scott, McIntyre & Company, re

garding diſficulties in Iowa Electric Company re

funding---------------------------------------

Letter dated February 24, 1936 from L. V. Bower to

Frank Fratcher, Iowa Electric Company, request

ing company's authority to buy in Iowa, Electric

Company's bonds proposed to be refunded--------

Letter dated February 25, 1936 from L. V. Bower to

Frank Fratcher, Iowa Electric Company, regarding

how to keep small firms out of the account and the

advisability of the running of Iowa Electric Com

pany financing over the names of large houses-----

Letter dated February 29, 1936 from F. A. Fratcher,

Iowa Electric Company, to L. V. Bower, Harris,

Hall & Company, extending authority requested in

“Exhibit No. 1640–35”--------------------------

Letter dated March 5, 1936 from H. M. Addinsell, The

First Boston Corporation, to E. B. Hall, Harris,

Hall & Company, declining to participate in Iowa

Electric Company business----------------------

Letter dated December 4, 1935 from E. B. Hall,

Harris, Hall & Company, to John E. Barber, The

Middle West Corporation, regarding hopes of

Harris, Hall & Company doing business in Public

Service Company of Oklahoma refunding-- - - - - - - -

Letter dated December 5, 1935 from John E. Barber,

The Middle West Corporation, to E. B. Hall, Harris,

Hall & Company stating impracticability of dis

cussing financing of Public Service Company of

Oklahoma-------------------------------------

Letter dated December 27, 1935 from L. V. Bower,

Harris, Hall & Company, to Walter J. Cummings,

Continental Illinois National Bank & Trust Co.

requesting the bank to aid Harris, Hall & Co. obtain

a position in the forthcoming Public Service Com

pany of Oklahoma financing---------------------

11548

11548

11548

11548

1154S

11548

11548

11548

1154S

11548

11548

11548

11548

11548

11759

11760

1176 I

11761

1176 1

11762

11762

11763

11763

11764

11764

11765

11765

11766



SCHEDULE OF EXHIBITS XXVII

Number and Summary of exhibits

Intro

duced

at page

Appears

On

page

1640–42. Letter dated January 22, 1936 from E. B. Hall, Harris,

Hall & Company, to Charles F. Glore, Field, Glore

& Co., regarding opposition to 4% management

fee for Field, Glore & Co. in Public Service Com

pany of Oklahoma financing---------------------

1640–43. Letter dated January 23, 1936 from C. F. Glore, Field,

Glore & Co., to E. B. Hall, Harris, Hall & Company,

relative to agreeing that management fee should be

dropped in Public Service Company of Oklahoma

financing--------------------------------------

1640–44. Memorandum dated February 6, 1936 by E. B. Hall

to Mr. G. B. Heywood, Harris, Hall & Com

pany, listing the underwriting syndicate for the

$16,000,000 Public Service Company of Oklahoma

financing--------------------------------------

1640–45. Letter dated June 23, 1939 from Harris, Hall & Com

pany to Central Illinois Electric & Gas Co. announc

ing the public offering of First Mortgage 3%%

Bonds of 1964 and the 3%–3%%–4% Serial Deben

tures of Central Illinois Electric & Gas Co----------

1641. Schedule: Originations, participations and profits of

Blyth & Co., Inc., dated October 20, 1939----------

1642. Letter dated July 31, 1935 from Charles E. Mitchell

Inc., to Charles Blyth, Blyth & Co., Inc., relative to

possible return of J. P. Morgan & Co. to investment

banking business-------------------------------

1643. Letter dated August 2, 1935 from Charles Blyth to

Charles E. Mitchell, Blyth & Co. Inc., further rela

tive to the return of J. P. Morgan & Co. to the in

vestment banking business and the need for getting

“close to them”--------------------------------

1644. Letter dated September 26, 1935 from Charles E.

Mitchell to Charles Blyth, Blyth & Co., Inc., rela

tive to the conference with Harold Stanley regarding

exclusion of Blyth & Co. Inc. from Bell Telephone

of Illinois financing-----------------------------

1645. Letter dated September 30, 1935 from Charles Blyth

to Charles E. Mitchell, Blyth & Co., Inc., regarding

C. E. Mitchell's talk with Harold Stanley and other

underwriting problems of Blyth & Co., Inc

1646. Table: Blyth & Co., Inc. participations in issues of

Consolidated Edison Co. of New York, Inc. and its

subsidiaries, June 14, 1934–June 30, 1939---------

1647. Letter from Charles E. Mitchell to Charles Blyth,

Blyth & Co., Inc., regarding Harold Stanley's,

Morgan Stanley & Co. Incorporated, request for

figures showing financial situation of Blyth & Co.,

1648. Memorandum dated March 29, 1936 by Charles E.

Mitchell to C. R. Blyth, Bernard Ford, Roy L.

Shurtleff and George Leib, Blyth & Co., Inc., listing

underwriting syndicate for $60,000,000 debenture

issue of Consolidated Edison Company of New York

1649. Letter dated August 2, 1935 from Charles Blyth to

to George Leib, Blyth & Co. Inc., regarding advis

Rºy of opening an account with J. P. Morgan &

9-------------------------------------------

1650. Letter dated January 4, 1936 from Charles Blyth to

Charles E. Mitchell, Blyth & Co., Inc. approving

opening an account with J. P. Morgan & Co
*

"Marked for identification only.

11548

11548

11548

11548

11550

11551

11559

11559

11559

11562

11563

11568

11579

11579

11766

11767

11767

11768

(1)

11768

11769

1177()

11771

11773

11773

11774

11775

11776



XXVIII SCHEDULE OF EXHIBITS

Number and summary of exhibits

Intro

duced

at page

Appears

on

page

1651–1.

1651–2.

1651–3.

1652–1.

1652–2.

1652–3.

1652–4.

1652–5.

1652–6.

1653–1.

1653–2.

1654.

1655.

1656–1.

Letter dated September 22, 1939 from Henry C.

Alexander, J. P. Morgan & Co., to Peter R. Nehem

kis, Jr. enclosing table of deposit accounts main

tained with J. P. Morgan & Co. and Drexel & Co.

by members of the Investment Bankers Association

of America------------------------------------

Table: Deposit accounts of members of Investment

Bankers Association of America with J. P. Morgan

& Co.—Drexel & Co. as of 7/1/39-----------------

Table: Loans by J. P. Morgan & Co.—Drexel & Co.

to those members of the Investment Bankers Asso

ciation of America having deposit account with

them as of July 1, 1939-------------------------

Letter dated April 11, 1936 from Eugene M. Stevens

to C. E. Mitchell, Blyth & Co., Inc. regarding

position of J. P. Morgan & Co. in proposed Crane

Company flººr-- - - - ----- - - - - -- - - - ------- -

Letter from C. E. Mitchell, Blyth & Co., Inc. to

Harold Stanley, Morgan Stanley & Co. Incorporated

requested special consideration for Blyth & Co.

Inc. in Crane Company financing----------------

Letter dated April 17, 1936 from Harold Stanley,

Morgan Stanley & Co. Incorporated to C. E.

Mitchell, Blyth & Co., Inc., declining to make

any commitment in Crane Company financing-----

Letter dated May 26, 1936 from C. E. Mitchell, to

Charles R. Blyth, Blyth & Co., Inc., regarding

Blyth & Co., Inc. being excluded by Morgan

Stanley & Co., Incorporated from Crane Company

business and Niagara Falls Power issue----------

Letter dated May 27, 1936 from Eugene M. Stevens,

to C. E. Mitchell, Blyth & Co. Inc., relative to

disappointment at being excluded from Crane

Company business-----------------------------

Letter dated May 29, 1936 from C. E. Mitchell to

to E. M. Stevens regarding Harold Stanley's com

ments on Blyth & Co., Inc. not getting Crane

Company's business----------------------------

Table: Profits of Blyth & Co., Inc. from Morgan

Stanley & Co. Incorporated underwritings since

Letter dated October 7, 1937 from C. R. Blyth, to

Charles E. Mitchell, Blyth & Co. Inc., concerning

general operating conditions of Blyth & Co. Inc.--

Letter dated October 21, 1937 from Charles Mitchell,

Inc., to Charles R. Blyth, Blyth & Co. Inc., re

g; suggestion from Harold Stanley, Morgan

tanley & Co. Inc. and Elisha Walker, Kuhn, Loeb

& Co., concerning possible changes in investment

houses, consolidations, buy-outs, etc. and possi

bility of Blyth's acting in these situations--------

Letter from Charles E. Mitchell to Charles R. Blyth

regarding Morgan Stanley & Co.'s request for a

statement of amount of underwriting done in the

past three years by Blyth & Co. Incli-----------

Letter dated August 16, 1939 from C. E. Mitchell

to P. R. Nehemkis, Jr. enclosing as requested a

copy of underwriting figures furnished by Blyth

& Co. Inc. to Morgan Stanley & Co. Incorporated

in response to Exhibit 1655----------------------
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1656–2. Letter dated August 8, 1938 from Roy L. Shurtleff,

Blyth & Co., Inc., to Morgan Stanley & Co., In

corporated giving record of Blyth & Co., Inc.

lºgº from September 1, 1935 to August

15, 1988--------------------------------------

1657. Letter dated August 10, 1938 from C. E. Mitchell to

Charles R. Blyth giving reason for Harold Stanley's

questionnaire. (Possible charge of monopoly)-----

1658–1. Table: Reciprocal business of Blyth & Co. Inc. with

Morgan Stanley & Co. Incorporated from Novem

ber, 1935 to November, 1938--------------------

1658–2. Table: Reciprocal business of Blyth & Co. Inc. with

Kuhn, Loeb & Co. from April, 1935 to June, 1939--

1658–3. Table: Reciprocal business of Blyth & Co. Inc. with

The First Boston Corporation from May, 1935 to

July, 1939-------------------------------------

1658–4. Table: Reciprocal business of Blyth & Co. Inc. with

Dillon, Read & Co. from May, 1935 to July, 1939--

SuPPLEMENTAL DATA

Erhibits relating to the financing of Chicago Union Station

Company

1670. Letter dated December 13, 1939 from E. N. Jesup,

Lee Higginson Corporation, to Peter R. Nehemkis,

Jr. naming Harold Stanley of Morgan Stanley &

Co. and A. M. Anderson of J. P. Morgan & Co. as

the individuals with whom N. P. Hallowell dis

cussed Chicago Union Station Co. underwriting----

1756. Memorandum dated March 28, 1935 by W. W. K.

Sparrow, vice president, Chicago Union Station

ompany, describing discussions with members of

Interstate Commerce Commission on competitive

bidding for $16,000,000 First Mortgage Bonds,

4%, Series D----------------------------------

1759–1. Letter dated December 14, 1939 from Peter R. Nehem

kis, Jr. to George W. Bovenizer, Kuhn, Loeb & Co.,

regarding correct figures on participations in Chi

cago Union Station Company $6,150,000 First

Mortgage Bonds, 5%, Series B.-------------------

1759–2. Letter dated December 18, 1939. from George W.

Bovenizer, Kuhn, Loeb & Co. to Peter R. Nehem

kis, Jr. confirming figures presented at the hearing

on participations in Chicago Union Station Com

any $6,150,000 First Mortgage Bonds, 5%, Series

Tnnumbered. Letter dated March 15, 1940 from Peter R.

Nehemkis, Jr. to Chicago Union Station Com

pany requesting list of firms to whom invita

tions to bid were extended on $16,000,000

First Mortgage Bonds, 3%%, Series F and

replies received in response to invitation------
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suppleMENTAL DATA—continued

Echibits relating to the financing of Chicago Union Station

Company—Continued

Unnumbered. Letter dated April 8, 1940 from M. W. Clement,

president, Chicago Union Station Company,

to Peter R. Nehemkis, Jr. giving details on

rejection of bid of Halsey, Stuart & Co. for

$16,000,000, 3%% bonds and acceptance of

offer of Kuhn, Loeb & Co., and enclosing

copies of letters received in reply to invitation

for bids-----------------------------------

Enclosed with the above:

List of bankers, banks, and insurance companies

invited to bid on Chicago Union Station Com

pany $16,000,000 First Mortgage Bonds,

3%%, Series F-----------------------------

Letter dated March 5, 1940 from M. W. Clement,

president, Chicago Union Station Company,

to Halsey, Stuart & Co., Inc. inviting bid on

$16,000,000 First Mortgage Bonds, 3%%,

Series F----------------------------------

Chicago Union Station Company, General

balance sheet as of December 31, 1939-------

Chicago Union Station Company, Income

account for the years ended December 31,

1937, 1938 and 1939-----------------------

Copy of letter dated March 8, 1940 from Alfred

hriver, vice president, Morgan Stanley & Co.

Incorporated, to M. W. Clement, president,

Chicago Union Station Company, acknowl

edging receipt of letter of March 5, 1940

relating to $16,000,000 First Mortgage Bonds,

3%%, Series F----------------------------

Copy of letter dated March 9, 1940 from E. C.

Wampler, president, Stern, Wampler & Co.,

Inc., to M. W. Clement acknowledging invita

tion to bid on Chicago Union Station Company

$16,000,000 First Mortgage Bonds, 3%%,

Series F----------------------------------

Copy of letter dated March 6, 1940 from Phili

H. Ackert, Freeman & Company, to M

Clement acknowledging invitation to bid on

Chicago Union Station Company $16,000,000

First Mortgage Bonds, 3%%, Series F-------

Copy of letter dated March 7, 1940 from Gold

man, Sachs & Co. to M. W. Clement declining

to bid and stating policy of not engaging in

competitive bidding except on state and

municipal obligations-----------------------

Copy of letter dated March 6, 1940 from Evans,

tillman & Co. to M. W. Clement declining to

bid and stating policy of not engaging in com

petitive bidding except on state and municipal

obligations--------------------------------

Letter dated March 12, 1940 from Halsey, Stuart

& Co., Inc. to Chicago Union Station Company

bidding on $16,000,000 First Mortgage Bonds,

3%%, Series F----------------------------
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suPPLEMENTAL DATA—continued

Ezhibits relating to the financing of Chicago Union Station

Company—Continued

Unnumbered. Letter dated March 15, 1940 from Peter R.

Nehemkis, Jr. to Harry L. Stuart, Halsey,

Stuart & Co., Inc., requesting memorandum

regarding Chicago Union Station Company

$16,000,000 First Mortgage Bonds, 3%%,

Series F----------------------------------

Unnumbered. Letter dated March 21, 1940 from Harry L.

Stuart to Peter R. Nehemkis, Jr. giving his

tory of Chicago Union Station Company trans

action from his point of view.----------------

Enclosed with the above:

Memorandum dated February 15, 1940 by Harry

L. Stuart regarding discussions with Henry

Scandrett and J. W. Severs, Chicago, Mil

waukee, St. Paul & Pacific Railroad, on pro

posed financing of Chicago Union Station

Company---------------------------------

Copy of letter dated March 14, 1940 from H. W.

Johnson, vice president, Chicago Union Sta

tion Company, to Halsey, Stuart & Co., Inc.,

rejecting bid on Chicago Union Station Com

§. $16,000,000 First Mortgage Bonds, 3%%,

eries F----------------------------------

Letter dated March 21, 1940 from Harry L.

Stuart to J. W. Severs, Chicago, Milwaukee,

St. Paul & Pacific Railroad, relating to rejec

- tion of bid of Halsey Stuart & Co. on Chicago

| Union Station Company $16,000,000 First.

- Mortgage Bonds, 3%%, Series F-------------

"mnumbered. Transcript of hearing before the Interstate Com

merce Commission, March 23, 1940, regarding

Chicago Union Station Company $16,000,000

- First Mortgage Bonds, 3%%, Series F--------

ſunumbered. Report and order of the Interstate Commerce

&ºio. relative to Chicago Union Station

Company $16,000,000 First Mortgage Bonds,

3%%, Series F-----------------------------

Unnumbered. Letter dated May 10, 1940 from George W.

Bovenizer, Kuhn, Loeb & Co., to Peter R.

Nehemkis, Jr. giving participants and per

centages in Chicago Union Station Company

$16,000,000 First Mortgage Bonds, 3%%,

*Series F----------------------------------

Enclosed with the above:

able: List of subunderwriters in Chicago Union

Station Company issue---------------------

Memorandum dated March 15, 1940 by George

W. Bovenizer giving history of Chicago Union

Station Company issue---------------------

Memorandum dated January, 1940 calculating

savings possible through calling Chicago Union

Station $16,000,000 First Mortgage Bonds,

4%, Series D------------------------------
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SUPPLEMENTAL DATA—continued

Exhibits relating to the financing of Chicago Union Station

Company—Continued

Unnumbered. Letter dated May 14, 1940 from E. N. Jesup,

vice president, Lee Higginson Corporation, to

Peter R. Nehemkis, Jr. giving participants,

gº. and amounts in Chicago Union

tation Company $16,000,000 First Mort

gage Bonds, 3%%, Series F-----------------

Echibit relating to the testimony of George Leib

1757. Telegram dated December 19, 1939 from George Leib,

Blyth & Co., Inc., to Peter R. Nehemkis, Jr. relating

to indirect stock interest of Harrison Williams in Blyth

& Co. and its subsequent acquisition by Blyth & Co---

Exhibits relating to the testimony of George D. Woods

1696. Letter dated December 16, 1939 from Arthur H. Dean,

Sullivan & Cromwell, counsel to The First Boston Cor

poration, to Peter R. Nehemkis, Jr. regarding the

holdings of stock of Messrs. Macomber, Addinsell and

and Linsley in Harris, Hall & Company, Incorporated

Unnumbered. Letter dated February 24, 1940 from George D.

Woods, The First Boston Corporation, to Peter

R. Nehemkis, Jr. indicating whether holdings

of investment banking firms in stock of The

First Boston Corporation were for their own

or customers’ accounts---------------------

Exhibit relating to the testimony of Charles E. Mitchell

1668. Memorandum supplementing table on deposit accounts of

investment banking firms with J. P. Morgan & Co.—

Drexel & Co--------------------------------------
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INVESTIGATION OF CONCENTRATION OF ECONOMIC POWER

TUESDAY, INECEMBER 12, 1939

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10: 50 a. m., pursuant to adjournment on

Friday, December 8, 1939, in the Caucus Room, Senate Office Build

*; Senator Joseph C. O’Mahoney presiding.

resent: Senator O'Mahoney, chairman; Representative Reece;

Messrs. Henderson, Ferguson, Davis, O'Connell, Avildsen, Hinrichs,

and Brackett.

Present also: Undersecretary Edward J. Noble, Clifton M. Miller,

and Robert McConnell, Department of Commerce; Theodore J. Kreps,

economic adviser to the committee; Peter R. Nehemkis, Jr., special

counsel; Samuel M. Koenigsberg, associate attorney; and David Rysh

pan, financial analyst, Securities and Exchange Commission.

The CHAIRMAN. The committee will please come to order. This

hearing on investment banking is under the direction of the Securi

ties and Exchange Commission.

The Commission was designated by the full committee to make the

presentation in accordance with the terms of the act under which

this committee operates, Mr. Henderson, of the Securities and Ex

change Commission, will open the hearing with the statement of

its purposes.

STATEMENT OF LEON HENDERSON, COMMISSIONER, SECURITIES

AND EXCHANGE COMMISSION, WASHINGTON, D. C.

PURPOSES OF INVESTMENT BANKING HEARING

Mr. HENDERSON. The hearings on investment banking which we

are to begin this morning and continue through the following week

are being conducted by the S. E. C. at the direction of this committee,

the Temporary National Economic Committee.

The data and testimony to be offered will cover three major lines

of inquiry: (1) The manner in which the investment banking proc

esses have been adjusted to conform with the provisions of the Bank

ing Act of 1933; (2) the extent to which concentration exists in the

iº and (3) the manner in which business is negotiated between

underwriters and issuers and among underwriters.

The S.E.C. wishes it distinctly understood that the scope of these

hearings is limited to three questions. It is impossible to cover every

phase of the investment-banking business in the time which has been

allotted to us by the committee.

124491–40–pt. 22–3
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Technical problems arising from the administration of the several

acts which the Securities and Exchange Commission administers will

not be covered in the present hearings. Such technical matters receive

the daily attention of the Commission and its staff, and are now in the

process of study and analysis by various departments of the

Commission.

Likewise, the special problems affecting dealers in Securities through

out the Nation will not be discussed at these hearings. We recognize

fully the importance of the small dealer in the investment-banking

process. To treat adequately all the special problems affecting the

distribution of securities would require time and study far beyond

that which has been available to us.

May I emphasize that the presentation of the material, the subject

matter of which I have previously outlined, has as its purpose a dis

cussion of the industry rather than the individuals or firms through

whom the study is to be presented. -

Peter R. Nehemkis, Jr., special counsel of the Commission's Invest

ment Banking Section, will serve as counsel to the committee during

these hearings and will conduct the examination of the witnesses.

June 16, 1934, is a date to which frequent reference will be made

throughout these hearings. For on that date the Banking Act, which

had been enacted by Congress during the previous year, became effec

tive. In accordance with its terms, many of our great commercial

and private banks were confronted with the necessity of making read

justments in their business activity. Therefore, such great commer

cial banks as the National City Bank of New York and the Guaranty

Trust Co. divorced themselves from their security affiliates. In the

course of these hearings we shall have occasion to inquire into the

manner and results of this divorce.

Private banks were likewise confronted with the necessity of read

justing their businesses in accordance with the provisions of the Bank

ing Act. Thus, for example, J. P. Morgan & Co. elected to abandon

its securities business and remain a bank of deposit. Kuhn, Loeb &

Co., on the other hand, elected to discontinue its commercial banking

activities and remain in the underwriting business. Here, too, we

shall have occasion during the course of these hearings to examine into

the methods by which these private banks, among others, Segregated

their activities.

This morning Mr. Nehemkis will present testimony dealing with

the impact of the Banking Act of 1933 upon the private banking firm
of Brown Brothers Harriman & Co.

The CHAIRMAN. Mr. Nehemkis.

Mr. NEHEMRIs. Mr. W. Averell Harriman, please.

The CHAIRMAN. Do you solemnly swear that the testimony you

are about to give in this proceeding shall be the truth, the whole truth

and nothing but the truth, so help you God? 3

Mr. HARRIMAN. I do.

TESTIMONY OF W. AVERELL HARRIMAN, BROWN BROTHERS

HARRIMAN & CO., NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Harriman, will you state your full name and

address for the record?

Mr. HARRIMAN. William Averell Harriman,
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Mr. NEHEMRIs. What is your business or profession, Mr. Harri

man?

Mr. HARRIMAN. I am a private banker; also an active railroad

director.

Mr. NEHEMRIs. You are a director, are you not, of the American

Ship & Commerce Corporation?

.. HARRIMAN. Yes.

Mr. NEHEMRIs. And of the Guaranty Trust Co. of New York?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And of W. A. Harriman Securities Corporation?

Mr. HARRIMAN. Yes.

Mr. NEHEMKIs. And of the Illinois Central Railroad?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. You are the chairman of the executive committee

of that railroad, are you not?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And of the Los Angeles & Salt Lake Railroad?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And of the Mississippi Valley Corporation?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And of the Oregon Short Line Railroad?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And the Oregon-Washington Railroad & Navi

gation Co.?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And the Yazoo & Mississippi Valley Railroad?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And the Union Pacific Railroad?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. And you are the chairman of the board of the Union

Pacific?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And you are also a director of the Western Union

Telegraph Co.?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Do you hold any directorates other than those that

I have mentioned?

Mr. HARRIMAN. Offhand I don’t recall.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence a table indicating

the directorships which have just been mentioned by the witness.

The CHAIRMAN. Do you want this included in the record? You

have already cited each of them.

Mr. NEHEMRIs. Not necessarily, Mr. Chairman.

ORGANIZATION OF BROWN BROTHERS HARRIMAN & CO.

Mr. Harriman, as I understand it the private banking firm of Brown

Brothers Harriman & Co. is a partnership?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And all of the partners are general partners?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Will you indicate the names of your partners?

Mr. HARRIMAN. I don’t know that I have the list.
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Mr. NEHEMKIs. Suppose in the interest of time I give you the

names and you tell me if I am correct?

Mr. HARRIMAN. All right, sir.

Mr. NEHEMKIS. Thatcher M. Brown.

Mr. HARRIMAN. Yes.

Mr. NEHEMKIS. Moreau D. Brown.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. E. Roland Harriman.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. W. Averell Harriman.

Mr. HARRIMAN. Yes.

Mr. NEHEMKIs. Prescott T. Busch.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Lewis Curtis.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Robert A. Lovett.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Ray Morris.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Knight Woolley.

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Are there any other partners?

Mr. HARRIMAN. No.

Mr. NEHEMKIS. Will you tell us, Mr. Harriman, what the partner

ship Brown Brothers Harriman & Co. was?

Mr. HARRIMAN. Brown Brothers Harriman & Co. was a successor

firm of Brown Brothers who started in business some hundred years

ago, I have forgotten the exact date. That firm through many years

did what was known in the old days as merchant banking business,

starting in as merchants and subsequently as financing transactions

of the character of trade, and they got into exchange businesses, and

through the years have developed a business which they are now

conducting, except for the investment banking business which they

were prevented from doing since the Banking Act of 1933.

Mr. NEHEMKIs. In short, Brown Brothers, one of the predecessor

firms, was engaged in the business of private banking as well as the

underwriting of securities?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIs. And W. A. Harriman Co., Inc., was engaged in

the securities business as well as that of private banking?

Mr. HARRIMAN. Some of the present partners of Brown Brothers

Harriman & Co. were engaged in the activities of a company known

as the W. A. Harriman Co., Inc., and Harriman Brothers & Co., a

private banking firm or partnership. These two Harriman firms did

substantially parallel business to what Brown Brothers Harrimam

was doing under one firm. In 1931 those three firms were merged,

or those three activities were merged into one firm, then known as

Brown Brothers Harriman & Co., and since that time have continued

in business.

Mr. NEHEMRIs. So for our present purposes we need but consider

three predecessor organizations, Brown Brothers, W. A. Harriman &

Co., Inc., and Harriman Brothers & Co.

Will you tell me, Mr. Harriman, where the firm of Brown Brothers

Harriman & Co. is located?
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Mr. HARRIMAN. 59 Wall Street, New York City, with banking

activities in Boston, Philadelphia, and with an office in Chicago.

Mr. NEHEMRIs. Do you have any European affiliations?

Mr. HARRIMAN. Not directly at the present time.

Mr. NEHEMKIs. Have you had any recently?

Mr. HARRIMAN. Historically, the firm of Brown Brothers & Co. had

relationship with Alexander Brown & Co. in Baltimore. In the Civil

War those activities were separated as the result of the war. In 1914,

up to 1914, there was a relationship between Brown Brothers & Co.

and Brown Shipley & Co. in London, and as the result of the inter

national situation at that time, the interests of the two firms were

entirely segregated.

Mr. NEHEMkIs. Will you describe rather briefly, if you will, Mr.

Harriman, the nature of the business which was transacted by the

º Brºwn Brothers Harriman & Co., prior to the Banking Act

of 1933%

Mr. HARRIMAN. They accepted deposits, lent money, did an accept

ance business—I don't know how many details you want, or how

understandable these terms will be.

They conducted a foreign-exchange business, were members of the

New York Stock Exchange, and executed orders for customers on

commission basis. They were also engaged in the underwriting and

distribution, retail selling, of securities.

Mr. NEHEMRIs. Now, the Banking Act of 1933 required that the

firm of Brown Brothers Harriman & Co. give up either its com

mercial banking business or its underwriting business?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And the firm of Brown Brothers Harriman & Co.

reached a decision. Which business did your firm elect to abandon?

Mr. HARRIMAN. The underwriting business.

Mr. NEHEMRIs. Now, the object of the Banking Act was to effect

ºivors of underwriting firms from commercial banking, was it

not

Mr. HARRIMAN. There were certain objectives that Congress had

at that time, the effect of which was to cause us to give up our under

writing business. I am not willing to answer yes to #. question

in the way you put it, because I don’t know what you have in mind

in the subsequent questions. I will be glad to develop any aspect

of the situation that you want me to.

Mr. NEHEMRIs. You will have a full opportunity, Mr. Harriman,

to develop that as we go along.

The firm Brown Brothers Harriman & Co. presently conducts a

general commercial banking business under the supervision of the

£nkin law of the State of New York, is that correct?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. At the time of the enactment of the Banking Act,

you were seriously concerned, were you not, about the fate of those

employees and partners of your firm who were engaged in the securi

ties branch of your firm's business, and which it was compelled to
abandon?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. So for personal reasons, if for no other, you were

*ious to see these individuals placed in some new organization?

Mr. HARRIMAN. That is correct.
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Mr. NEHEMRIs. On May 29, 1934, there was caused to be organized

under the laws of New York an underwriting firm under the name

of Brown Harriman & Co., is that correct?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the certificate

of incorporation and the amendments thereto, together with the letter

of transmittal, from Harriman Ripley & Co., Incorporated, by Willet

C. Roper, secretary, to myself.

The CHAIRMAN. Do you want to identify this through the person

who sent the letter, or through Mr. Harriman?

Mr. NEHEMRIs. The letter of transmittal I would say was suffi

cient identification.

The CHAIRMAN. This is the company of which you were just asking

Mr. Harriman?

Mr. NEHEMRIs. Yes.

The CHAIRMAN. Suppose we ask Mr. Harriman if this is the cer

tificate.

Mr. NEHEMRIs. Mr. Harriman, I show you the certificate of incor

poration and the several amendments thereto. Can you tell me

whether you recognize these documents?

Mr. HARRIMAN. I have no doubt that they are correct.

mº CHAIRMAN. Do you want these incorporated in the record or

ed?

Mr. NEHEMRIs. Filed, if you will.

The CHAIRMAN. They may be accepted for filing.

(The documents referred to were marked “Exhibit No. 1526” and

are on file with the committee.)

Mr. NEHEMRIs. Mr. Harriman, where is the firm of Brown Harri

man & Co., Incorporated?

Mr. HARRIMAN. 63 Wall Street.

Mr. NEHEMRIs. And the firm of Brown Brothers you said was

located at 59 Wall Street?

Mr. HARRIMAN. 59.

Mr. NEHEMRIs. That is the same building, is it not?

Mr. HARRIMAN. The same building, except separate entrances.

Mr. NEHEMRIs. The same building, separate entrances. Do you

happen to know who formerly occupied the space now occupied by

Harriman Ripley & Co.'

Mr. HARRIMAN. Part of the space they occupy was occupied, 1

believe, by Brown Brothers Harriman & Co. I think they took

additional space in the building. I am not clear on that, but I think

they did.

Mr. NEHEMRIs. The underwriting firm by chance does not occupy

space formerly occupied by the National City Co., does it?

Mr. HARRIMAN. I don't know. That is a question that you had

better ask Mr. Ripley, whom I understand you are going to call.

Mr. NEHEMRIs. I am asking it of you. You do not know?

Mr. HARRIMAN. No. --

soul:CE OF PERSONNEL OF BROWN HARRIMAN & Co., INC.

Mr. NEHEMRIs. I notice that the original incorporators of the

underwriting firm of Harriman Ripley & Co. were Charles N. Cald.
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well, Jr., David H. Jackman, and Samuel C. Wood. Can you tell

me who these individuals are?

Mr. HARRIMAN. No.

Mr. NEHEMRIs. Who would know?

Mr. HARRIMAN. I think Mr. Ripley would know. I don’t know

whether you want any assumptions, but I assume they were clerks

in the lawyers' office that incorporated the company. I don't know

whether you want assumptions. You can ask Mr. Ripley.

Mr. NEHEMRIs. Mr. Harriman, how did it happen that the name

Brown Harriman & Co. was selected as the name for the new invest

ment banking firm:

Mr. HARRIMAN. Certain partners that had been engaged in the

securities business of Brown Brothers Harriman & Co. became officers

and directors of the new business, joining with certain men who had

been associated with the City Company—National City Co. There

were considerable discussions, as I recall, of what mame could be

selected. They were embarking on a new enterprise. Our partners

that went to this new organization were anxious to indicate a con

tinuity to retain as much as was possible of the goodwill that they

had enjoyed as being partners of the firm, and that name was selected

after a good deal of thought and consideration and it was a difficult

decision to make, and I think that is about as much as I can say

about it.

Mr. NEHEMRIs. Would you tell me, Mr. Harriman, from what

principal sources the personnel of Brown Harriman came?

Mr. HARRIMAN. I think I have got that information you had asked

meto bring down. There were a total of four hundred and thirty-and

odd officers and employees of this new company when it started busi

ness; 5 of the officers came from Brown Brothers Harriman & Co., 7

of the officers had been previously associated with the National City

Co. In addition to those 12, there were 223 employees and staff of

Brown Brothers Harriman & Co. that went to this organization and

203 that had been previously employed by the City Company.

Mr. NEHEMRIs. Mr. Chairman—

Mr. HARRIMAN. As I recall it, those were substantially all of the

employees that were engaged in that part of the activities of the firm.

There were perhaps about half of the employees that were working
for the City P.

Mr. NEHEMRIs. Mr. Chairman, may I offer in evidence a table

ºpiº and directors of Brown Harriman & Co., Inc., June

21, 1935”?

The CHAIRMAN. From what source was it compiled?

Mr. NEHEMRIs. The source of this information is predicated upon

a registration statement for brokers or dealers transacting business

ºn over-the-counter markets on file with the Securities and Exchange
Commission.

The CHAIRMAN. This statement, therefore, is taken from the records

ºf the Securities and Exchange Commission?

Mr. NEHEMRIs. The official record; correct.

The CHAIRMAN. Do you desire to have this printed in the record?

Mr. NEHEMRIs. If you will order it so.

The CHAIRMAN. Without objection, it is so ordered.

(The table referred to was marked “Exhibit No. 1527” and is in

cluded in the appendix on p. 11605.)



11390 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. I should like to point out, if I may, Mr. Chairman,

the names of some of the principal officers that came from these

various organizations to form the officers of the new underwriting

house of Brown Harriman. Joseph Pierce Ripley, who was the

president and director, who is still president and director, came from

the National City Co., and Mr. Ripley was formerly a vice president

of the National City Co.

Ralph Thompson Crane came from Brown Brothers & Co.

Mr. HARRIMAN. May I correct that, Mr. Nehemkis?

Mr. NEHEMRIs. Yes.

Mr. HARRIMAN. Mr. Ripley was the executive vice president of the

National City Co.

Mr. NEHEMRIs. I accept that correction, Mr. Harriman. Mr. Pier

pont van Derveer Davis, a vice president and director of Brown

Harriman & Co., likewise came from the National City Co., where he

was a vice president and director. Mr. Hendrik Jolles, a vice presi

dent and director of Brown Harriman & Co., likewise came from the

City Company.

Horace Sylvester, Jr., a vice president and director of Brown Har

riman, also came from the City Co. of New York. Lawrence Tighe,

a vice president and director of Brown Harriman, was formerly asso

ciated with Brown Brothers & Co.; and Charles Stedman Garland, a

vice president and director of Brown Harriman & Co., also came from

Brown Brothers & Co., where he had been a partner. Sidney Lester

Castle was formerly with the National City Co. Henry Mann was

formerly with the National City Co. Harry Frederick Mayer like

wise was associated with the National City Co., Willet Roper came

from Brown Brothers. Reginald Martine came from Brown Brothers,

and William Eppel came from the National City Co.

The CHAIRMAN. This list is also derived from the records of the

Securities and Exchange Commission?

Mr. NEHEMRIs. I am reading from the exhibit previously offered.' '

The CHAIRMAN. I see.

Mr. NEHEMRIs. I should like to offer in evidence a document ob

tained from the files of the City Company of New York, now in dis

solution. Those names are somewhat confusing. The City Company

of New York was the name which subsequently appeared, but for our

purposes it is the same as the National City Co.

The CHAIRMAN. Let me suggest, Mr. Nehemkis, that in correct or

der, those documents ought to be identified before they are presented.

Now, if Mr. Harriman, who is under oath, is notãº. this

document, it ought to be presented by some person who is under oath

and who can identify it.

Mr. NEHEMKIS. This document, if you please, Mr. Chairman, is

taken from the files of the City Čompany. It is an exhibit of this

committee; it is vouched for by this committee's counsel.

The CHAIRMAN. Let the comittee's counsel be sworn and offer it in

the regular way, then. We want to do this in regular order.

Mr. NEHEMRIs. I quite agree, sir, that you are suggesting an or:

derly procedure, but if I were to follow your suggestion we would

have half the investment banking population of New York City in

this room today to identify their files.

* “Exhibit No. 1527,” appendix, p. 11605.
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The CHAIRMAN. Somebody ought to identify these files before they

are received. - - - -

Mr. NEHEMRIs. I will be very happy to subpena any individual

from the City Company you wish to identify this document, but I

venture to say—

The CHAIRMAN (interposing). Mr. Harriman is on the stand. If

Mr. Harriman can identify this—

Mr. NEHEMRIs. He can’t.

The CHAIRMAN. For what purpose are you admitting it?
Mr. NEHEMRIs. I wish to indicate from the files of the National

City Co. certain information concerning the personnel whose names

have previously been given as to their former function with that

Company.

#. HAIRMAN. Perhaps Mr. Harriman can testify with respect to

that, if it is material evidence.

Mr. NEHEMRIs. In all probability it would be better, if you wish to

follow the procedure you are suggesting, to defer this discussion until

another witness comes who I think can do it.

The CHAIRMAN. Very well.

Mr. NEHEMRIs. Mr. Harriman, at the time of the organization of

Brown Harriman & Co., the principal officers were the former officers

of the City Company, the security affiliate of the National City Bank

of New York, is that correct?

Mr. HARRIMAN. Will you state the question again?

Mr. NEHEMRIs. Will you read the question?

(The reporter read Mr. Nehemkis' last question.)

Mr. HARRIMAN. The principal officers of what?

Mr. NEHEMRIs. Of Brown Harriman & Co.

Mr. HARRIMAN. The main officers of Brown Harriman & Co. were

drawn partly from the partners of Brown Brothers Harriman & Co.

and partly from the City Company organization.

Mr. NEHEMRIs. How did it happen that so large a number of the

senior personnel came from the security affiliate of the National City
Bank of New York?

Mr. HARRIMAN. As I recall it, they were pretty nearly balanced,

50-50 on important positions.

. It is true that we selected at the time the discussion of the organiza

tion took place, in which I participated, Mr. Ripley as president of the

company. Mr. Ripley had been associated with us when we were at

39 Broadway, operating under the name of W. A. Harriman & Co.

He had an important position with us for several years. I had got to

know him intimately, had great respect for him, and it was as the
result of that relationship that he was selected the intimate contact

that we had with him at that time—that he was selected as the president

from the group of active men who came from both of these two sides.

Mr. NEHEMRIs. Had you any discussion at that time with Mr.

Perkins, the president of the National City Bank?

Mr. HARRIMAN. I don't recall any discussions with Mr. Perkins.

There may well have been some discussions with Mr. Perkins, but they

don't register in my recollection.

Mr. NEHEMRIs. Mr. Chairman, I should like to offer a letter to the

shareholders of the National City Bank of New York by James H.

Perkins, chairman of the board of directors. This is a public document
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which was widely distributed to all stockholders at the time. Do you

feel that Mr. Perkins should identify it?

The CHAIRMAN. The same comment I made on the previous exhibit

can be made on this. I don’t wish to impede your examination, but it

seems to me if Mr. Harriman is on the stand you ought to question him

with respect to whatever testimony you wish to elicit from him.

Mr. NEHEMKIs. I have no propriety in asking Mr. Harriman to

identify a document written by Mr. Perkins which is a matter of public

information. I want this on the record, because upon this letter from

which I propose to read, certain further facts are to be elicited from

the witness.

The CHAIRMAN. The letter isn't identified by you; it is presented by

you. It is true you are the counsel here and you are presenting this

testimony, but counsel are not witnesses.

Mr. NEHEMKIS. I know, but these—

The CHAIRMAN (interposing). If you wish to become a witness, I

will swear you and you can identify it, and then the responsibility will

be yours.

Mr. NEHEMRIs. But you are placing me in the position of repudiat

ing your own exhibits.

The CHAIRMAN. Not at all. These are not our exhibits. These are

exhibits you are bringing up. Please don’t argue with me.

Mr. NEHEMKIS. I am not, sir. You feel this document should be

identified?

The CHAIRMAN. I certainly do. I don’t want any question raised

about anything that is presented.

Mr. NEHEMKIS. I shall have to ask Mr. Perkins to come down to

identify this document, then.

Mr. Harriman, in acquiring—

Mr. HENDERSON (interposing). Just a moment.

Mr. NEHEMKIs. May I request this witness be dismissed for a mo

ment so I may call another?

Mr. Charles Huff, please.

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceeding will be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. HUFF. I do.

The CHAIRMAN. You may be seated.

TESTIMONY OF CHARLES H. HUFF, ASSOCIATE UTILITIES FINAN

CIAL ANALYST, INVESTMENT BANKING SECTION, SECURITIES

AND EXCHANGE COMMISSION, WASHINGTON, D. C.

Mr. NEHEMRIs. What is your full name?

Mr. HUFF. Charles H. Huff.

Mr. NEHEMKIS. Are you a member of the staff of the Investment

Banking Section in the S. E. C.?

Mr. HUFF, I am.

Mr. NEHEMRIs. For how long have you been a member of that staff 2

Mr. HUFF. Since last March.

Mr. NEHEMRIs. In connection with your various field investigations.

have you had occasion to examine the files of the City Company of
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New York, Incorporated, in dissolution, formerly the National City

Co.?

Mr. HUFF. I have.

Mr. NEHEMRIs. And, in that connection, have you had occasion to

discuss documents obtained from those files with the liquidating

officers?

Mr. HUFF. I didn't—I had some work on that. I don’t recall ex

actly the extent of it.

.NEHEMRIs. I show you a document which is a copy of a letter

from James H. Perkins, to the shareholders of the National City

Bank of New York and ask you whether this is a copy of the letter

you obtained from the files of that company?

Mr. HUFF. Yes; this letter was given to me in response to my re

quest for the letter that had been sent out.

The CHAIRMAN. Given to you by whom?

Mr. HUFF. I have seen a great many people. I would have to refer

to my notes to know exactly. It was an official.

Mr. NEHEMKIS. Was it Mr. Law?

Mr. HUFF. Mr. Law.

Mr. NEHEMRIs. And Mr. Law is one of the liquidating officers of

the National City Co..?

Mr. HUFF. Yes, he is. He is the most active officer, as he explained

to me. He has all of the records.

Mr. NEHEMRIs. I show you a document obtained from the files of

the City Co. of New York, Incorporated, in dissolution, formerly the

National City Co., entitled “Senior officers of the City Company of

New York, Incorporated (in dissolution).” I ask you whether this

document was obtained from the files of the City Co.”

Mr. HUFF. Yes; this was given to me in the same way, by Mr. Law.

Mr. NEHEMRIs. That is all, Mr. Huff.

(The witness, Mr. Huff, was excused.)

Mr. NEHEMRIs. Mr. Chairman, if you please, may I offer these two

documents, identified by the previous witness as having been obtained

from the files of the City Co., in evidence?

The CHAIRMAN. Without objection, the documents may be admitted.

(The documents referred to were marked “Exhibits Nos. 1528 and

1529° and are included in the appendix on p. 11606 and 11607.)

TESTIMONY OF W. AVERELL HARRIMAN, BROWN BROTHERS

HARRIMAN & CO., NEW YORK, N. Y.-Resumed

Mr. NEHEMRIs. Mr. Harriman, may I read to you two paragraphs

from Mr. Perkins' letter [reading from “Exhibit No. 1528”]:

The Banking Act of 1933 passed last June required divorcement of commercial

banking from investment banking within the period of a year. I have felt that

The National City Bank of New York should support the policy of Congress in

ºth letter and spirit. In the year past we have been endeavoring to find a way
fully to meet this policy and at the same time to preserve any good-will value

there might be in the business of The City Company of New York, Inc., formerly

The National City Company.

Good-will is a nebulous thing. In so far as it is attached to the name of the

City Company it cannot be realized on, because the Continued use of the name

"ºld identify the user with the Bank and that cannot be permitted without

"ontrol by the Bank, which is forbidden by law. In so far as it may be repre
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sented by personnel trained in the investment banking business, such personnel

consists of free individuals whom the City Company is not in a position to deliver

to a prospective purchaser.

So that, in taking over the principal former executives of the City

Company, Brown Harriman & Co. acquired in effect whatever good

will was transferable?

Mr. HARRIMAN. I think that is too broad a statement.

Mr. NEHEMRIs. How would you like to refine it?

Mr. HARRIMAN. Well, the investment banking business is a very

personal business. Individuals have clients just as a law firm would

in conducting their business. Certain individual partners have their

contacts. Goodwill and continuity, as far as the relationships with

the issues of securities, comes largely through those personal contacts,

and if they have been developed over many years they are very apt,

as in the legal profession, to stay with the individuals.

The CHAIRMAN. Were there a large number of the employees of the

previous institution who did not come over?

Mr. HARRIMAN. Yes. In this case, as I have explained in what I

have said before, the Brown Harriman Co. started with about half of

the staff of the men that were on the City Company. Now, when you

go broader, away from the persons dealing with the issues of securi

ties, you get into the question of the general public and the investing

public, and there to carry on the goodwill, I think you need the

name, the continuity of the name.

Mr. NEHEMRIs. And that, I suppose, would be true of whatever

goodwill was acquired from Brown Brothers Harriman & Co., via

any personnel that came to the new banking firm'

Mr. HARRIMAN. Yes.

STOCK ownERSHIP BY HARRIMAN FAMILY IN BROWN HARRIMAN & Co., INC.

Mr. NEHEMRIs. At the time of the organization of Brown Harri

man & Co., Mr. Harriman, there was issued, was there not, 200,000

shares of $20 par value common stock?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIs. The initial capital of the firm was, therefore,

$4,000,000?

Mr. HARRIMAN. Plus $1,000,000 of paid-in surplus; a total of

$5,000,000.

Mr. NEHEMRIs. Of these 200,000 shares, 196,000 shares were taken

by the members of the Harriman family and their personal holding

companies?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. The remaining 4,000 shares were taken by three

ºf Brown Harriman & Co., Incorporated, and the wife of the

fourth

Mr. HARRIMAN. As I recall it; yes.

Mr. NEHEMKIs. Do you say that is a correct statement, or not?

Mr. HARRIMAN. Yes; it is.

Mr. NEHEMRIs. Over 4,000 shares taken in the manner I described?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. In other words, the officers of Brown, Harriman &

Co. contributed but $80,000 toward the initial $5,000,000 capital of

the new firm':
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Mr. HARRIMAN. Twenty-five times four. It is $100,000."

Mr. NEHEMRIs. Correct. My associate corrects me. So that the

officers of Brown Harriman & Co. were obviously not contributing

capital, but were contributing their technical skill and business con

nections with the accounts of the City Company or Brown Brothers

Harriman & Co.?

Mr. HARRIMAN. They were contributing technical skill and reputa

tion—the value of goodwill was what was going to be transferred—

what was going to come with the individuals was a matter the future

would determine.

Mr. NEHEMRIs. But some element of the ability of the personnel to

continue with their relationships with corporations was of signifi

cance, was it not?

Mr. HARRIMAN. The previous contacts that these individuals had

had, and the business they had done, and the reputation that they

had for competence and integrity was an important aspect. This

type of business requires, as does the private-banking business, two

things. It requires ample capital and requires men to manage the

concern, and the conduct of this business is not possible without both

these elements.

Mr. NEHEMRIs. I see. On April 1, 1935, did not Brown-Harriman

& Co. increase its capitalization through the issuance of 50,000 shares

of $20#. value preferred stock?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. In other words, an additional $1,000,000 of capital

was provided?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. All of this preferred stock was taken, was it not,

by* of the Harriman family and their personal holding com

panies

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Since June 15, 1934, the stock holdings of the offi

cers of Brown Harriman & Co. has increased by 8,200 shares, is that

correct, sir?

Mr. HARRIMAN. 8,200 shares, yes. That is correct.

Mr. NEHEMRIs. In other words, they held as of June 30, 1939,

12:200 of the 208,200 shares outstanding on that date?

. HARRIMAN. 208 out of the

Mr. NEHEMRIs. Yes.

Mr. HARRIMAN. 208.

Mr. NEHEMRIs. 208—

Mr. HARRIMAN. 200 shares, and they held how many?

Mr. NEHEMRIs. They held 12,200 shares?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. At no time during this period did the Harriman

family and its personal holding companies directly or indirectly hold

less than 95 percent of the common stock, and 100 percent of the pre

ferred stock of Brown Harriman & Co., incorporated, is that correct,
Mr. Harriman?

, Mr. HARRIMAN. I think your mathematics is a little bit off, but it

is substantially correct.

*Includes $5 per share of paid-in surplus.
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Mr. NEHEMRIs. Do you accept my statement as being substantially

correct?

Mr. HARRIMAN. I would say that we held all of it.

Mr. NEHEMRIs. All of the preferred stock?

Mr. HARRIMAN. All of the preferred stock, and in excess of 90 per

cent of the common stock.

Mr. NEHEMRIs. In excess of 90 percent. Therefore the members of

the Harriman family, until October 24, 1938, had absolute control over

the underwriting house of Brown Harriman & Co.; is that correct?

Mr. HARRIMAN. No.

Mr. NEHEMRIs. You have just testified, have you not, Mr. Harriman,

that the Harriman family and its personal holding companies held all

of the preferred stock of Brown Harriman & Co.?

Mr. HARRIMAN. Preferred stock votes, too, as well as the

Mr. NEHEMKIs. And you have also testified that the Harriman fam

ily and its personal holding companies hold substantially 90 percent of

the common stock of Brown Harriman & Co. I am going to ask the

reporter to repeat the question which I asked you, when you said “No.”

Mr. HARRIMAN. Well, now, I will go on.

Mr. NEHEMRIs. Do you understand my question?

Mr. HARRIMAN. Yes. It comes down to a question of what “control”

means, and if I understand the dictionary, “control” means the exercise

of control. We did not exercise any control as stockholders—the ma

jority of the stockholders. We had the rights of all stockholders to

vote at the annual meetings or to call special meetings of stockholders,

and the majority of the stockholders, which were my brother and I,

certainly had the right up to 38 to vote stock, and we could have

elected a new board of directors or could have done any of the things

that stockholders can do. As a practical matter we had nothing to

do with the operations of the business, and we, as I recall it, sent in

our proxies in the way stockholders usually do, and the directors were

reelected from year to year.

The CHAIRMAN. In other words, this was an illustration of the di

vorcement of ownership and control, so commonly to be noted in

corporate structures today?

Mr. HARRIMAN. Well, I will be glad to answer that “Yes,” sir.

The CHAIRMAN. And when the stockholders, which in this case were

the members of the Harriman family, elected a board of directors, that

board of directors under the bylaws had full discretion in the manage

ment of the affairs of the company?

Mr. HARRIMAN. That is correct, sir.

º CHAIRMAN. That is the way you wish the matter to be under

stood

Mr. HARRIMAN. Yes, sir. I would also like to point out that m

brother and I are two individuals of definite characters, and althoug

for your purposes I have answered the question for my brother and

myself and the Harriman family, there are individuals involved in

that, and I don’t think it is accurate to leave the impression that this

was one dominating personality.

Mr. NEHEMRIs. May I put this question to you: As I understand

your explanation of the problem of control, what you are saying, in

effect, if I understand you correctly, is that while you had the power

all during this time to exercise control, nevertheless, you and your
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brother did not see fit to exercise the power which you had. Isn’t that

what you are saying?

Mr. AN. ºr. Nehemkis, there are certain windows there

[pointing], and I have the power, I believe, to force my way through

those windows and jump out onto the street. If we had attempted to

do what you indicate it would have been financial suicide for the

company that was doing business. It would have been impossible to

have active men in a business that requires personal and intimate rela

tionships to function with any group of stockholders who would be

as arbitrary as you have indicated, so from my standpoint I don't

think as a practical matter we could have done the things that you

have indicated except in an emergency. I would go to that window

and try to jump out of it if the house were on fire, but I wouldn't do

it otherwise.

Mr. O'Connel L. Going back to your previous answer a little way

back, you referred to the fact that ordinarily, while you and your

family owned the voting control that you had not exercised, which

you refer to as control, you would ordinarily send in proxies and that

sort of thing. How was the first board of directors of Brown Harri

man & Co. elected?

Mr. HARRIMAN. There was full discussion before the incorporation

between my brother and myself and the partners of Brown Brothers

Harriman & Co. that went into this business, and Mr. Ripley and

some of his associates who were going to become associated with this

business.

Mr. O'Connel.L. But, technically, I take it that the first board of

directors, the first slate of officers of the Brown Harriman & Co.,

were elected pursuant to a vote of the stockholders?

Mr. HARRIMAN. That is correct, and they resulted from a general

discussion of all of the men involved in the management, as well as

my brother, Roland, and myself as stockholders.

Mr. O'Connell. But the stockholders who were entitled to vote

elected the slate?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Mr. Harriman, at the time of incorporation of

Brown Harriman & Co., E. Roland Harriman and yourself owned

substantially all of the paid-in ºpital of the firm of Brown Brothers

Harriman & Co. Is that correct?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIs. And this situation, I take it, has not changed ma

terially since 1934?

Mr. HARRIMAN. It has not.

POWERS UNDER PARTNERSHIP AGREEMENT

. Mr. NEHEMRIs. Under the articles of partnership as they existed

in 1934 at the time of the incorporation of Brown Harriman & Co.,

F. Roland Harriman and yourself could by acting together determine

the distribution of profits among the partners. "Is that correct, sir?

Mr. HARRIMAN. Let me get my memorandum out, may I?

Mr. NEHEMRIs. Surely.

Mr. HARRIMAN. You are quoting from a letter that I wrote you?
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Mr. NEHEMRIs. I am paraphrasing from a letter which you wrote

to me on December 6, 1939.'

Mr. HARRIMAN. Would you mind letting me follow that again?

Mr. NEHEMRIs. I will repeat the question for you. I think I said

that, under the articles of partnership as they existed in 1934 at the

time of the incorporation of Brown Harriman & Co., E. Roland

Harriman and W. Averell Harriman could, by acting together, deter

mine the distribution of profits among the partners of the private

banking firm of Brown Brothers Harriman & Co.'

Mr. HARRIMAN. I believe that is correct; yes, sir.

Mr. NEHEMRIs. Under the articles of partnership now in effect and

operative since 1936, the distribution of profits is determined by the

vote of two-thirds of the partners, each partner being entitled to

one vote?

Mr. HARRIMAN. That is the way the partnership articles read.

Mr. NEHEMRIs. At the time of the incorporation of Brown

Mr. HARRIMAN (interposing). I would like to, if I may, say that

as a matter of fact those matters resulted from a discussion of all

of the partners and no case do I recall in which they weren't settled as

a practical fact by agreement of all concerned.

Mr. NEHEMRIs. At the time of the incorporation of Brown Harri

man & Co., E. Roland Harriman and yourself, I understand, had a

veto power over Brown Brothers Harriman & Co.'s. financial com

mitments. That is to say, to give a simple illustration, if one of

the partners should desire to make a loan of $30,000,000, let us say,

to Germany, E. Roland Harriman and W. A. Harriman could veto

that exercise of financial commitment?

Mr. HARRIMAN. Either one of us could.

Mr. NEHEMRIs. Under the articles of partnership in effect dating
from January 1, 1936, no financial commitment ... taken over the

objection of any partner having any of the ordinary capital of the

firm. Is that correct?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. So that E. Roland Harriman or yourself, by your

individual objection, can veto any financial commitment proposed

by the other partners?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Now under the articles of partnership in effect

in 19

Mr. HARRIMAN (interposing). Frankly, I don’t like the word

“veto.” “Veto” gives a significance which I think is beyond the fact.

It is perfectly natural in this type of business that the capital part

ners should have the right to be consulted before any commitments are

made. Their capital is at risk, and if they object to a commitment

being taken any one of them could object; it would be unfair for the

firm to take the commitment without their approval.

The CHAIRMAN. In other words, you operate more or less by unani

mous consent?

Mr. HARRIMAN. As far as these matters that he has been discussing

with me are concerned.

The CHAIRMAN. That is what I mean.

1 See “Exhibit No. 1536,” appendix, p. 11613.
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Mr. HARRIMAN. We do. As a matter of practical fact we wouldn’t

take any commitment against the objection of any one of the partners.

Mr. NEHEMRIs. Now under the articles of partnership which were

in effect in 1934 at the time of the incorporation of Brown Harriman

& Co., is it not correct that E. Roland Harriman and yourself had

the power to block the entry of any new partners into the firm'

Mr. HARRIMAN. That is 1934? Let me check this. In 1934 my

brother and I, if we acted together, but neither of us acting alone,

could amend or modify all of the articles, and the introduction of a

new partner was deemed to be an amendment of the articles.

Mr. NEHEMKIs. You accept my question and may I now accept

your answer as being correct?

Mr. HARRIMAN. Yes.

Mr. NEHEMRIs. Is it correct that E. Roland Harriman and your

self still have this power under the present articles of incorporation?

Mr. HARRIMAN. I don’t believe so. As I understand it, the articles

can be amended now by two-thirds vote, can’t they?

Mr. NEHEMRIs. According to the provision, ºn I do not want

to read—

Mr. HARRIMAN [reading from “Exhibit No. 1536”]:

Two thirds of the partners of the firm may amend, * * *

At the present time—you have read the number of partners—my

brother and I are two out of a total of nine, is it?

Mr. NEHEMRIs. Yes. Since you have started, will you read the

next paragraph of that page 2%

. HARRIMAN. “Two-thirds of the partners—”

Mr. NEHEMRIs (interposing). No; the effect of the corresponding

provision on page 2.

Mr. HARRIMAN. You have already said that in 1934 my brother

and I, acting together but neither of us alone, had the right to intro

duce new partners and amend the articles, but I am going back. You

asked me about the present situation. In the present situation an

introduction of a new partner can only, according to the articles, be

accomplished by the action of two-thirds of the partners.

Mr. NEHEMRIs. That is what I understand.

Mr. HARRIMAN. So that at the present time technically a partner

could in theory be introduced without my brother's and my approval.

In fact, we would not introduce into the firm a partner who is not

acceptable to each partner.

The CHAIRMAN. The firm is now a corporation?

Mr. HARRIMAN. No; the firm is still a partnership. We are talking

now about the firm.

The CHAIRMAN. It possesses all the inherent qualities of a part

nership.

Mr. HARRIMAN. Yes, sir; all the partners are personally liable for

all of the obligations of the firm and when you talk about paid-in

capital it is true that my brother and I have substantially all of the

paid-in capital, but each and every member of the firm is financially

obligated after the capital is used up.

The CHAIRMAN. And since it is a partnership it is quite natural

that nobody who is not acceptable to the existing partners would be

permitted to enter?

Mr. HARRIMAN. That is correct.

124491–40—pt. 22—4
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Representative REECE. May I ask why you operate as a partner

ship? If it is not pertinent, I will withdraw the question.

Mr. HARRIMAN. I will be glad to try to answer that question. I

am not sure that I can. There are certain definite advantages of

incorporation and there are certain advantages of a partnership,

with disadvantages in both cases. This firm has historically oper

ated for the 100-year period as a partnership. There is a certain

personal touch about a partnership. You come into an office, the

partners are sitting around, there isn’t the authority designated of a

president and certain vice presidents. The people who do business

with us like to talk to a partner; they feel they are talking to a

principal and not a salaried employee. It makes it possible to discuss

things perhaps a little bit more personally with our customers. In

addition to which we are members of the New York Stock Exchange

and that is only possible if you have a partnership.

The disadvantages are that all of us are personally liable for the

commitments and there are certain restrictions of agtivity. We

haven’t got some privileges of incorporated banks. So I don’t know

whether I could fully answer your question.

Mr. NEHEMRIs. Mr. Harriman, let me endeavor to sum up what I

understand to be the facts that we have been developing up to this

oint.
p At the time of the organization of Brown Harriman & Co., virtually

the total capital interest in Brown Brothers Harriman & Co. was held

by yourself and your brother, E. Roland Harriman?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIS. That is still true?

Mr. HARRIMAN. Yes, sir.

Mr. NEHEMRIs. The two brothers, E. Roland and W. Averell, could

by acting together determine the distribution of profits, and that is

still true?

Mr. HARRIMAN. They could at that time, but it is no longer true

technically according to the articles. In reality we couldn't in either

case. In 34 we could technically, and at the present time the articles

are so drawn that we can't in fact. On your own questions you brought

that out.

Mr. NEHEMRIs. No firm commitments of a financial nature could be

made over the objections of yourself and your brother, E. Roland?

Mr. HARRIMAN. Yes; and as a practical matter of any partner of

the firm.

Mr. NEHEMRIs. And no new partners could be brought into the

firm over the objections of yourself or of your brother, E. Roland

Harriman?

Mr. HARRIMAN. That is true, or, as a practical matter, of the other

partners of the firm.

Mr. NEHEMRIs. But in particular, in both of those last questions,

over your objection or that of your brother?

Mr. HARRIMAN. In the year 1934.

Mr. NEHEMKIS. I am addressing myself to the year 1934, the time of

the organization of Brown Harriman & Co.

(Affirmative nod by the witness.)

Mr. NEHEMRIs. The two Harrimans, E. Roland and W. Averell,

acting together could force the retirement of any partner; they had

that power?
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Mr. HARRIMAN. They had that power, but again I say we could not

have exercised that power.

Mr. NEHEMRIs. That was not my question.

Mr. HARRIMAN. Well, that is all right, Mr. Nehemkis, but I think

I am entitled to answer a question in such a way that it conveys the

correct impression of the state of affairs.

Mr. NEHEMRIs. I want you to.

Mr. HARRIMAN. I am sure that the committee will want me to have

that privilege.

Mr. NEHEMRIs. I desire that myself, but I want to get an answer

to a question and then if you wish to expand that I want you to

feel free, of course, to do that. Let me repeat the question: The two

Harrimans acting together could at the time we are discussing the

matter, 1934, force the retirement of any partner. Is that correct?

You had the power to do so?

Mr. HARRIMAN. Under the articles as they were then drawn we

had that technical power. We could not, in matter of fact, have

exercised that power without the approval of all of the other part

nets.

The CHAIRMAN. Of course, that is true of any partnership.

Mr. HARRIMAN. That is true of any partnership.

Mr. NEHEMRIs. So during this whole period the controlling own

ership of the private banking firm of Brown Brothers Harriman &

Co. and the investment banking firm of Brown Harriman & Co. were

in the same hands?

Mr. HARRIMAN. Will you ask that question again?

(The reporter read the question.)

Mr. HARRIMAN. I would like the privilege of not answering that

question yes or no. Technically it is a fact that my brother and I,

two individuals, and certain members of our family have substan

tially all the capital of Brown Brothers Harriman & Co., and have

over 90 percent of the financial interest in this firm, this corporation

that is now known as Harriman Ripley & Co. I can’t help but

reiterate the fact that these two businesses are businesses that require

capital and management and that neither of these two activities

can be a success without a combination of those two things. They

are equally important. You can't say which is more important than

the other because they are both of the essence, and therefore in

connection with Brown Brothers Harriman & Co., which is a part

nership, there are partners who contribute capital, there are other

partners who contribute capital and contribute to management, there

are other partners who contribute to management. It is a combi

nation of those things that makes for the activities and success of a

firm, and to recite our capital interest in the firm with a categorical

answer of “Yes,” I don’t want to leave in the minds of any member

of the committee that I consider that that indicates, as it might in a

shoe business or some other business of an impersonal character, a

dominating control, because it just does not jibe.

THE BANEING ACT OF 1933

Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence at

this time certain relevant sections of the Banking Act of 1933 which

bear upon the testimony.
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The CHAIRMAN. Do you want these printed in the record?

Mr. NEHEMKIs. If you will, sir.

The CHAIRMAN. Without objection it is so ordered.

(The sections of the Banking Act of 1933 referred to were marked

“Exhibit No. 1530” and are included in the appendix on p. 11607.)

Mr. NEHEMKIs. May I read you a provision from section 21 of the

Banking Act. Will you give Mr. Harriman a copy? [Reading from

“Exhibit No. 1530”]:

It shall be unlawful for any person, firm, corporation, association, business

trust, or other similar organization, engaged in the business of issuing, under

writing, selling, or distributing, at wholesale or retail, or through syndicate

participation, stocks, bonds, debentures, notes, or other securities, to engage at the

Salme time—

The CHAIRMAN. Where are you reading, Mr. Nehemkis?

Mr. NEHEMKIS. I am reading from section 21 (a)—

to engage at the same time to any extent whatever in the business of receiving

deposits * * *.”

Now do you consider that the purpose of the law, Mr. Harriman,

was merely to effect technical changes in the investment banking busi

ness, or was the purpose and intent to completely segregate these two

branches of banking 2

Mr. HARRIMAN. # is difficult for me to tell you gentlemen what the

intent of Congress was at the time the Banking Act of 1933 was passed.

It is my recollection that there was one fundamental reason for it, and

that was to protect the deposits and the capital of banking institutions

from being invested in and engaging in the underwriting business,

which we all know is a highly hazardous business, and whatever rela

tionships there may have been which Congress in their wisdom thought

were abuses between the banks and their affiliates. When you are

through I would like to read something from the debate.

Mr. NEHEMKIs. If E. Roland Harriman or yourself personally

engaged in the underwriting business, that I take it would be a viola

tion of the law so long as you were the controlling partners in Brown

Brothers, Harriman?

Mr. HARRIMAN. I am not going to answer that question without

advice of a lawyer and a study of it. I can say, Senator, that what

we have done we naturally scrutinized with the best legal advice that

we could have, and I don’t believe that there is any question as to the

lawfulness of the activities of my brother and myself and of the two

firms, the firm and the corporation. There have been hundreds of

examinations and I am not competent, Senator, to discuss the technical

legal aspects of the situation.

The&º. I was about to suggest to counsel that probably it

would be helpful if in addressing questions to the witnesses you would

endeavor to elicit the facts and then let the committee draw any con

clusions that it may wish. To propound a question of this character to

the witness I think is obviously a little bit premature, to say the least;

Let's develop the facts. There is no objection, I think, on the part of

anybody to stating exactly what the facts may be, but obviously if

counsel or if the chairman would argue with the witness, the witness

would be entitled to argue back about the inferences to be drawn.

The Chairman with pleasure takes note of the fact that Under

Secretary Edward J. Noble, of the Department of Commerce, is pres
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ent this morning. We will be glad to have him participate in the

hearing at his pleasure.

Mr. NEHEMRIs. Mr. Harriman, on October 24, 1938, was there not

created a voting trust?

Mr. HARRIMAN. Senator, may I read—there was an implication in

what Mr. Nehemkis asked me, and may I read very briefly from the

debatein Congress on this question of the Banking Act?

The CHAIRMAN. You may proceed.

Mr. HARRIMAN. This is Mr. Glass. Senator Robinson interrupted

Senator Glass when he was expounding the purposes of the bill, and

he is talking about private bankers so that “they” refers to private

bankers. This is Senator Robinson, of Arkansas, speaking. He in

quired from the floor: “That means that if they”—which I understand

is private bankers—“wish to receive deposits they must have separate

institutions for that purpose?”

Senator Glass' answer is “Yes.”

That is the only part of the debate that I know that had any refer

ence to private bankers."

voTING TRUST FOR STOCK OF HARRIMAN RIPLEY & Co., INCORPORATED

Mr. NEHEMRIs. Mr. Harriman, on October 24, 1938, was not a voting

trust set up under which there was deposited the common and pre

ferred stock of Brown Harriman & Co. held by members of the Harri

man family and their personal holding companies?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIS. Was not the duration of this voting trust to be

10 years?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And under the voting trust agreement were there

not three voting trustees?

Mr. HARRIMAN. There were.

Mr. NEHEMRIs. Will you state the names of the three trustees and

tell us briefly something about the background of each?

Mr. HARRIMAN. The first one is Joseph P. Ripley, who, as you

brought out, is president of Harriman Ripley & Co., which I don’t

think it has been brought out is the present style under which Brown

Harriman & Co. now does business.

The CHAIRMAN. In other words, Brown Harriman & Co. is the

identical institution now known as Harriman Ripley.

Mr. HARRIMAN. Harriman Ripley, yes. Very frankly, Senator, the

names were so close that it created confusion and we realized a very

few months after they started with that name that it hadn’t worked

out as we had expected.

We thought the banking firm would be known as it always had

been as Brown Brothers and this institution known in the Street as

Brown Harriman, but it didn't work out that way.

The CHAIRMAN. Brown Brothers was the other institution?

Mr. HARRIMAN. That is the other firm, and nobody was able to

keep it straight, and after a lot of discussion and trying to find an

opportune time, on January 1, a year ago, 1939, the name was changed

to Harriman Ripley & Co.

The CHAIRMAN. Brown. Brothers Harriman is what sort of firm’

* For complete text of the discussion on this point, see appendix, p. 11828,
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Mr. HARRIMAN. Brown Brothers Harriman is a banking company

doing all the functions of a banking institution.

The CHAIRMAN. That is an ordinary bank except that it is a

private bank? It accepts deposits?

Mr. HARRIMAN. It accepts money and does foreign exchange.

The CHAIRMAN. And the other is an underwriting company?

Mr. HARRIMAN. Harriman Ripley & Co. is an underwriting

company.

INTEREST OF HARRIMAN FAMILY IN BROWN BROTHERS HARRIMAN & CO.

AND IN HARRIMAN RIPLEY & Co., INCORPORATED

The CHAIRMAN. And both institutions are owned substantially by

the same persons?

Mr. HARRIMAN. I will have to say that that is not the case at the

present time. It was largely the case—as far as paid-in capital was

concerned—it was largely the case in 1934. At the present time my

brother and my children have very substantial interests in the firm

under irrevocable trusts that we have set up.

* gameſas. What is the distinction in ownership now between

the two'.

Mr. HARRIMAN. That is in the banking business?

The CHAIRMAN. That is Brown Brothers Harriman.

Mr. HARRIMAN. Brown Brothers Harriman & Co., my brother and

I have substantially all, not the last penny but substantially all the

paid-in capital; that is the working capital of the firm. We have

nine partners. All of us are responsible for the obligations of that

firm, so that all the personal assets of every one of my partners, as

well as my brother and myself, are back of the firm, but actually, of

the paid-in capital that the firm is working on, my brother and I

have contributed substantially all of it.

The CHAIRMAN. That is a partnership set-up”

Mr. HARRIMAN. That is a partnership.

The CHAIRMAN. Now the other?

Mr. HARRIMAN. In the corporation, cutting through certain hold

ing companies, Senator, this is the distribution. will give Mr.

Nehemkis a copy of this, if I may.

The CHAIRMAN. You have just handed the chairman a typewritten

sheet entitled “Percent of Total Voting Stock, Preferred and Common,

Including Voting Trust Certificates.”

Mr. HARRIMAN. This should be Harriman Ripley & Co. That re

lates to that company.

The CHAIRMAN. This shows the stock ownership of Harriman Rip

ley & Co., a corporation?

Mr. HARRIMAN. Yes, sir.

The CHAIRMAN (reading):
Percent

W. A. Harriman------ - ----------------- 30.59

E. R. Harriman --- ---- -------------------------- 30.59

4 children.------------------------------------------------------------ 34.08

*ipley & staff------------------------------------------------------- 4. 74

Total---------------------------------------------------------- 100.00

(The list referred to was marked “Exhibit No. 1531” and is in

cluded in the appendix on p. 11404.)
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Mr. HARRIMAN. I would like to state that it is true that iſly brother

and I are trustees for the trusts that we have set up, irrevocable trusts

for our four children.

The CHAIRMAN. Now, then, this is distribution of the stockholder

ownership of the corporation?

Mr. HARRIMAN. Cutting through certain details. I will be glad

to give you the exact ownership.

The CHAIRMAN. How about the management of the two companies?

Mr. HARRIMAN. My brother and I are active partners in the part

nership.

The CHAIRMAN. The banking partnership 2

Mr. HARRIMAN. The banking firm. We were stockholders and now

are voting trust certificate holders of Harriman Ripley. We have

functioned in no greater extent than any stockholder, of any coln

pany, where a man would have a substantial investment. I think in

actual fact we have done probably less. We haven’t had anything to

do with the management or its affairs or its commitments or anything

other than reports that would logically be made by corporations to

their stockholders.

The CHAIRMAN. You are not officers of the company'

Mr. HARRIMAN. We are not officers nor directors.

The CHAIRMAN. That partnership is managed—

Mr. HARRIMAN (interposing). That firm; it is a corporation.

The CHAIRMAN. I was referring now to Brown Brothers Harriman,

the banking institution.

Mr. HARRIMAN. That firm is managed by nine partners, of which

my brother and I are two.

lºss. So that of the bank, you do exercise a managerial

power

Mr. HARRIMAN. I do. I think you are familiar with some of my

other activities.

I would like to state at some stage—I don't know whether this is

the opportune moment or wait until Mr. Nehemkis is finished in

trying to make me a dominating factor in something I am not—but

I would like to explain one of the reasons—may I do it now

The CHAIRMAN. May I ask the companion question? In answer

to the question I have already propounded, you have said that you

and your brother are active partners in the banking partnership and

that you exercise a certain managerial power there?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. Now, with respect to the corporation, are you or

either of you officers of the corporation?

Mr. HARRIMAN. No, sir.

The CHAIRMAN. Would the corporation be the institution which

handles securities and investments?

Mr. HARRIMAN. That is right.

The Ghanas. Do you exercise any managerial power over that

portion?

Mr. HARRIMAN. None whatsoever.

The CHAIRMAN. Who are the managers of that corporation?

Mr. HARRISION. Mr. Ripley is the president and there is a board of

directors of five individuals who are officers of that firm.

The CHAIRMAN. And they operate in accordance with the bylaws

under the charter issued by the State of New York?
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Mr. HARRIMAN. Yes, and none of the partners, my brother nor I

nor any of the partners of the firm doing the banking business have

anything to do with the management of this corporation doing the

underwriting.

The CHAIRMAN. And your interest in this company is that of a

stockholder deriving profits, if possible, from the operation of the

company'

Mr. HARRIMAN. That is correct. We were motivated to organize

that company—if I get a chance to do so I would like to tell you

why we organized this company, but perhaps this isn’t the opportune

time to.

The CHAIRMAN. You were about to make a statement when I inter

rupted you and unless Mr. Nehemkis objects I think you might

make the statement now. -

Mr. NEHEMRIs. I think it might be more helpful to the committee

if we proceed and develop the facts.

Mr. HARRIMAN. I will be very glad to wait until I hear all of what

Mr. Nehemkis has in his mind.

Mr. O'Con NELL. May I ask a question?

Mr. Harriman, I understood you to say a little earlier that your

interest in the Harriman Ripley Co. was the same sort of interest

that any other stockholder would have. I understand you and your

brother either own or control a majority of the stock interest in that

company. That is correct, is it not?

Mr. HARRIMAN. Mr. Nehemkis is going to explain about a voting

trust, and I will be glad to wait until he explains it.

When this company was started, my brother and I and certain

holding companies were owners of over 90 percent.

Mr. O'ConnELL. To the extent that you are owners of the stock in

this company, I take it your position is that you are interested in

the affairs of the company to the same extent that any stockholder

would be interested in the affairs of the company?

Mr. HARRIMAN. As a stockholder.

Mr. O'ConnELL. You have no reason for feeling that your interest

in this company is any different from your interest in any other type

of company in which you might have a stock interest?

Mr. HARRIMAN. I wouldn’t think so, no.

voTING TRUST FOR STOCK OF HARRIMAN RIPLEY & Co., INCORPORATED–

THE WOTING TRUSTEES

Mr. NEHEMRIs. You were about to describe the background of the

three voting trustees. You had mentioned the name of Joseph Pierce

Ripley and you had indicated that Mr. Ripley was the president of

Brown Harriman & Co., and is now the president of Harriman Ripley

& Co. You were going to tell us something about the prior affilia

tions of the three trustees. What was Mr. Ripley's prior background,

just very briefly?

Mr. HARRIMAN. Mr. Ripley went to work I think as mechanic's

helper somewhere out West and drifted to New York, and got into

the engineering firm of J. G. White & Co., engineers. He came from

that firm to W. A. Harrinnan & Co. and was with us for several

years—I have forgotten the length of time—worked with us and had

an important position with us. He had an opportunity to go with
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the National City Co., which had broader opportunities than the one

he had with us at that moment, and he was interested in the experience

that would give him and he went to them, and he worked up in that

organization until in 1934 he was the executive vice president at the

time when there was no president. Then he joined the group that

organized Harriman Ripley & Co. and is now the president of that

company. He is a man of great personal integrity and ideals; he is

most careful; he is an unusual combination of a very careful and

thorough man with rather broad vision and understanding as to the

fundamentals of business of this character and I don’t know anyone

in this profession whom I have greater confidence in than I have in

Mr. Ripley, and my brother shares that view.

Mr. NEHEMRIs. Another one of the voting trustees is Mr. George

Adams Ellisº

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Will you tell us briefly about Mr. Ellis?

Mr. HARRIMAN. Mr. Ellis is a lawyer of the firm of Clark, Carr

& Ellis. He happens to be a personal counsel of my brother and

myself and of my mother's estate. He is a man that I have had a

great deal of confidence in, not only as a lawyer but as a common

sense lawyer as well.

Mr. NEHEMRIs. And the third voting individual is Mr. Fred Bald

win Adams.

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And Mr. Adams is the president of the West Indies

Sugar Co., is he not?

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And director and chairman of the Air Reduction

Co.2

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. And director of the Atlantic Coast Line Railway?

Mr. HARRIMAN. That is right.

Mr. NEHEMRIs. How did it happen that Mr. Frederick Baldwin

Adams was selected?

Mr. HARRIMAN., Mr. Adams is an old personal friend of my brother

and myself. He had a small interest in the corporation, W. A. Har

riman & Co., and was one of its directors. In selecting men for this

voting trust, we selected him among our intimate friends that we

thought not only understood in a general way the character of the

business that was being conducted but he was a man that had real

Sommon sense and judgment, and we had a great deal of regard for

his opinion.

. Mr. NeHEMRIs. At the time this voting trust was set up, Mr. Har

riman, what purpose did you have in mind, what did you seek to

accomplish?

Mr. HARRIMAN. This voting trust, I will state it negatively first,

was not set up to further insulate my brother or myself from this

business. We didn't consider that we needed any such insulation,

for either legal reasons or for practical reasons. The voting trust

wº, set up because Mr. Ripley asked us to set the voting trust up.

º, NEHEMRIs. May I interrupt? Do I understand you correctly

that the underlying purpose of the voting trust was suggested by Mr.

Joseph P. Ripley?
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Mr. HARRIMAN. That is correct, and we were glad and willing to

accede to it for reasons that he had in mind. As I have explained

to you, and as the Senator has seen, there is a number of individuals

on whose lives depend certain continuity of voting rights of this

stock. There was question in the mind of Mr. º: and some of his

associates as to what might happen if some of us died, and in this type
of business it isn’t desirable to have outsiders as stockholders who

might have different motives than the strict conduct of the business,

and it was for that reason that he asked us to set the voting trust up.

It was entirely at his suggestion, and I understand you are going to

call him. You can ask him any further details you want.

. NEHEMRIs. I would like to call at this time Mr. Joseph P.

Ripley.

}.CHAIRMAN. It is now a quarter past. Have you finished with

Mr. Harriman?

Mr. NEHEMRIs. No. I expect to recall Mr. Harriman.

The CHAIRMAN. Would this be a suitable point to recess? We will

recess until 2 o’clock, if that be agreeable.

Mr. HARRIMAN. Senator, may I ask that at some time I be asked

to make a statement about the fundamental reasons that my brother

and I put the money that we did into this enterprise?

The CHAIRMAN. I will be very glad to put the question to you.

Mr. HENDERSON. I will make an effort to see that it is done.

Mr. HARRIMAN. In case I am not called, I would like the opportunity

to record that I want that opportunity.

The CHAIRMAN. The committee will stand in recess until 2 o'clock

this afternoon.

(Whereupon, at 12:15 o'clock, the meeting recessed until 2 o'clock

the same day.)

AFTERNOON SESSION

The committee resumed at 2:10 p.m., on the expiration of the

I'êCêSS.

The CHAIRMAN. The committee will please come to order.

Mr. NEHEMRIs. Mr. Ripley, please.

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceeding shall be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. RIPLEY. I do.

TESTIMONY OF JOSEPH RIPLEY, PRESIDENT AND DIRECTOR,

HARRIMAN RIPLEY & CO., INCORPORATED, NEW YORK, N. Y.

OFFICERS AND DIRECTORs OF HARRIMAN RIPLEY & Co., INCORPORATED, AND

THEIR PRIOR AFFILIATIONS

Mr. NEHEMRIs. Mr. Ripley, will you state your full name and ad

dress, please?

Mr. RIPLEY. Joseph Pierce Ripley, Smithtown, Long Island, N. Y.

Mr. NEHEMRIs. What is your present business connection?

Mr. RIPLEY. Harriman Ripley & Co.

Mr. NEHEMRIs. Are you an officer of that company?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. What position do you occupy?
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Mr. RIPLEY. President and director.

Mr. NEHEMRIs. How long have you held that position?

Mr. RIPLEY. About 5% years. -

Mr. NEHEMRIs. Were you president and director of Brown Harri

man & Co.%

Mr. RIPLEY. Yes; but I must make clear that that is the same cor

porate entity as Harriman Ripley & Co.

Mr. NEHEMKIS. Are you now president and a director of the firm

of Harriman Ripley & Co., Incorporated?

Mr. RIPLEY. I am president and director of the corporation known

as Harriman Ripley & Co., but I cannot refer to it as a firm.

Mr. NEHEMRIs. Will you give me the names of the other officers and

directors of Harriman Ripley & Co., Incorporated, and also state their

prior affiliations?

Mr. RIPLEY. The names of the other directors are Pierpont V. Davis,

who is vice president and director; Hendrik R. Jolles, who is vice

president and director; Horace C. Sylvester, Jr., who is vice president

and director; Willet Crosby Roper, who is treasurer and a director.

Do you want the assistants?

§ NEHEMKIs. I want you to give me a statement—

Mr. RIPLEY (interposing). Reginald Martine is comptroller. Wil

liam R. Eppel is assistant treasurer and assistant secretary.

Mr. NEHEMRIs. Does that complete all of the senior and junior

officers of Harriman Ripley & Co., Incorporated?

Mr. RIPLEY. Yes; to the best of my recollection.

Mr. NEHEMRIs. Now will you state, Mr. Ripley, the prior affilia

tions of each of the officers and directors whom you have just given?

Mr. RIPLEY. Pierpont V. Davis was previously a vice president of

the National City Co.

Mr. NEHEMKIS. May I interrupt for a moment, Mr. Ripley’ Were

you likewise a vice president of the National City Co.?

Mr. RIPLEY. I was at one time an assistant vice president of the

National City Co. Then I was a vice president of the same company,

and during the last year, approximately, ending the latter part of

May 1934, I was executive vice president of the same company.

Mr. NEHEMRIs. Will you proceed, Mr. Ripley?

Mr. RIPLEY. Mr. Hendrik Jolles was a vice president of the National

City Co. Mr. Horace Sylvester, Jr., was a vice president of the Na

tional City Co., Mr. Willet C. Roper was an office manager, I believe,

of the firm of Brown Brothers Harriman & Co.; Mr. William R. Eppel

was in the employ of the National City Co., and I have forgotten his

title at the time he left the National City Co. Mr. Reginald Martine

was in the employ of Brown Brothers Harriman & Co., but I cannot

remember his exact position there.

. Mr. NEHEMRIs. Now, how about some of the others that you men

tioned, some of the junior vice presidents? What about—did you

mention Elwood D. Smith's prior affiliation?

Mr. RIPLEY. I thought you wanted to know the directors. Elwood

D. Smith is a vice president of Harriman Ripley & Co., and was em

º by the National City Co. until the latter part of May, 1934.

Mr. NEHEMRIs. And Mr. Robert McLean Stewart?

Mr. RIPLEY. Mr. Robert McLean Stewart is now a vice president

and was previouslyº by the National City Co. until the latter

part of May 1934. Mr. Milton C. Cross, who is a vice president of



11410 CONCENTRATION OF ECONOMIC POWER

Harriman Ripley & Co., was employed by the National City Co. until

the latter part of May, 1934. Mr. Harry W. Beebe is a vice presi.

dent of Harrimon Ripley & Co. and was employed by the National

City Co. until the latter part of May, 1934.

Mr. NEHEMRIs. So that at the present time, 10 out of the 12 officers

and directors of Harriman Ripley & Co., Incorporated, were formerly

associated with the National City Co., the security affiliate of the

National City Bank of New York; is that correct, Mr. Ripley?

Mr. RIPLEY. You will have to give me a minute to add it up and

check the 10. I think it is correct.

Mr. NEHEMRIs. Take all the time you wish, Mr. Ripley.

Mr. RIPLEY. It is 10, but there is a name which I omitted, that be

ing the name of James G. Scarff, who is a vice president of Harriman

º & Co. and was with the National City Co. until the latter part

of May 1934.

Mr. NEHEMRIs. What is your complete answer? How many of the

present officers and directors of Harriman Ripley & Co., Incorporated,

were formerly associated with the National City Co.'

Mr. RIPLEY. I would say that there are 10 officers of Harriman

Ripley & Co. who were associated with the National City Co., and

that there are 4 directors of Harriman Ripley & Co., who were with

the National City Co. Your question was officers and directors.

Mr. NEHEMRIs. You have answered my question, Mr. Ripley.

Mr. Chairman, may I offer in evidence a table showing the officers

and directors of Harriman Ripley & Co., Incorporated, as of No

vember 1939? This table indicates the names of the officers or direc

tors, their present position with the firm of Harriman Ripley & Co.,

Incorporated, their previous connection, and the position held in

that firm.

This table was prepared by the Investment Banking Section and

is predicated on the registration statement for brokers or dealers

transacting business on the over-the-counter markets on file with the

Securities and Exchange Commission.

The CHAIRMAN. Without objection it may be received.

(The table referred to was marked “Exhibit No. 1532” and is

included in the appendix on p. 11610.)

Mr. NEHEMRIs. Mr. Ripley, of the previous personnel of the

National City Co. that are now associated with Harriman Ripley &

Co., Incorporated, will you tell me the duties of Mr. Sylvester at

the time he was a vice president of the National City Co.: Do you

by chance recall that?

Mr. RIPLEY. Mr. Sylvester was with the National City Co. for

an extended period of time, but the answer to your question depends

upon the time you are talking about. If you mean—

Mr. NEHEMRIs (interposing). Immediately prior to dissolution and

resignation of Mr. Sylvester.

Mr. RIPLEY. Mr. Sylvester had charge of the purchase and sale of

municipal bonds and had charge of what we call the “sales and

tºº. to the best of my recollection.

Mr. NEHEMKIS. And what are Mr. Sylvester's functions with Har

riman Ripley & Co., Incorporated?

Mr. RIPLEX. He is a vice president in charge of the sales depart

ment, and a director of the company.
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Mr. NEHEMRIs. Now, what were the duties, as of the same time

and period as stated in my preceding question, of Mr. P. V. Davis

at the time he was a vice president of the National City Co.4 .

Mr. RIPLEY. P. W. Davis as a vice president of the National City

Co. in the latter part of May 1934, was a vice president in the buying

department, as we call it. -

Mr. NEHEMRIs. Did he not have any more specific functions than

that? Did he not concern himself with particular types of securities?

Mr. RIPLEY. Davis bought various varieties of corporate securities

but he is generally looked upon as somewhat of a specialist in railroa

bonds.

Mr. NEHEMRIs. And, Mr. Ripley, at the time that you were a vice

president of the National City Co., what were your duties?

Mr. RIPLEY. At the same time, sir?

Mr. NEHEMRIs. At the same time, and let me state that all the

questions I will ask you hereafter until I so indicate have the same

time sequence. If there is any question in your mind, ask me.

Mr. RIPLEY. I was executive vice president of the company, in

charge of operations.

Mr. NEHEMRIs. Did you not have any specialized type of security

buying as your particular jurisdiction?

#. RIPLEY. Not at that time, but my background was rather more

the purchase of industrial securities.

Mr. NEHEMRIs. Did you by chance concern yourself with the pur

chase of public utility securities?

Mr. RIPLEY. Wery seldom, sir.

Mr. NEHEMRIs. Now what about the duties of Mr. Jolles? Do

I pronounce his name correctly?

Mr. RIPLEY. No; his name is pronounced Jol’les—J-o-l-l-e-s.

Mr. NEHEMKIS. What were his duties?

Mr. RIPLEY, Mr. Jolles’ duties with the National City Co. were

in what essentially we call the foreign field.

Mr. NEHEMRIs...And Mr. Beebe who was at the time the junior

officer, what were his duties and functions?

Mr. RIPLEY. Mr. Beebe in the National City Co. was in the sales

department and took some part in syndicating.

Mr. NEHEMRIs. And what are his duties with Harriman Ripley

& Co., Incorporated?

Mr. RIPLEY. He handles our syndicating of issues.

Mr. NEHEMRIs. And Mr. Scarff Ż

Mr. RIPLEY. Mr. Scarff is a vice president in the buying depart

ment of Harriman Ripley.

Mr. NEHEMRIs. And Mr. Milton Cross?

Mr. RIPLEY. The same.

voting TRUST FOR STOCK OF HARRIMAN RIPLEY & Co., INCORPORATED

Mr. NEHEMRIs. Mr. Ripley, I show you a copy of a voting trust

agreement dated October 24, 1938. I ask you to tell me whether

you recognize that document as the voting trust agreement under

which you operate.
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Mr. RIPLEY. I recognize it as the voting trust agreement of certain

shares of Harriman Ripley & Co. I am puzzled to know how to

say that I operate under it.

Mº; NEHEMRIs. You do identify this as the voting trust agree

ment?

Mr. RIPLEY. I identify that as a voting trust agreement under

which various shares of Harriman Ripley are deposited.

Mr. NEHEMRIs. Mr. Chairman, I should like to have this docu

ment, just identified, filed with the committee.

The CHAIRMAN. Without objection, it may be filed.

(The agreement referred to was marked “Exhibit No. 1533” and

is on file with the committee.)

The CHAIRMAN. How many shares are the subject of this agree

ment?

Mr. RIPLEY. One hundred and ninety-six thousand shares of com

mon stock and 50,000 shares of preferred stock.

The CHAIRMAN. What proportion of the total stock of the com

pany does that represent?

Mr. RIPLEY. Something over 90 percent, Mr. Chairman. I don’t

know the exact percentage.

Mr. NEHEMRIs. And can you tell me the prior holders of the pre

ferred stock before it was iºd under the agreement?

Mr. RIPLEY. Five thousand shares, prior to this agreement, held

by W. Averell Harriman; 5,000 preferred stock held by E. Roland

Harriman; 15,000 shares of preferred stock were held by the Mer

chant Sterling Corporation.

Mr. NEHEMRIs. And what is the Merchant Sterling Corporation 2

Mr. RIPLEY. May I complete? I am not through yet.

Twenty thousand shares of preferred stock were held by Orama

º Corporation, and 5,000 held by the Sterling Iron & Rail

Way UO.

º NEHEMRIs. You had occasion to mention certain companies

there. Will you tell me what those companies are?

Mr. RIPLEY. I don’t know.

Mr. NEHEMKIs. You have no knowledge of what they are?

Mr. RIPLEY. I am satisfied as to who they are, but I don't have

categorical knowledge.

Mr. NEHEMRIs. Who would know?

Mr. RIPLEY. Mr. Harriman would know.

Mr. NEHEMRIs. Now, of the common stock prior to its deposit

under the agreement, can you tell me who the holders were and the

amounts held, if you will, please?

Mr. RIPLEY. Twenty-two thousand shares of common stock were

held under a trust for the benefit of Mary Averell Harriman; another

22,000 shares of common stock were held in a trust for the benefit

of Kathleen L. Harriman; another 22,000 shares were held in a trust

for the benefit of Elizabeth Harriman; another 22,000 shares were

held in a trust for the benefit of Phyllis Harriman; 54,000 shares

were held by Merchant Sterling Corporation; 54,000 shares were

held by Orama Securities Corporation.

Mr. NEHEMKIS. Are you a voting trustee under the voting-trust

agreement?
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Mr. RIPLEY. I am, under the voting-trust agreement which you

just turned in. -

Mr. NEHEMKIS. Are there any other voting-trust agreements?

Mr. RIPLEY. No; but I thought possibly you referred to these trusts

I mentioned here.

Mr. NEHEMRIs. Do you know, Mr. Ripley, can you tell me whether

you and your two associates as voting trustees have ever held any

meetings?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. And when did you hold such meetings?

Mr. RIPLEY. We met in October 1938, when the trust was estab

lished and closed.

Mr. NEHEMRIs. Have you ever held any other meetings?

Mr. RIPLEY. Two of the trustees were present at the stockholders’

meeting held in the early part of 1939.

Mr. NEHEMRIs. And will you give me the names of those two

trustees who were present at the meeting you referred to ?

Mr. RIPLEY. Frederick B. Adams and myself.

Mr. NEHEMRIs. Now, at the first meeting that you referred to,

October 25, 1938, I believe you said—

Mr. RIPLEY (interposing). I didn't say the day, but that sounds

correct.

Mr. NEHEMRIs. You accept that date as being the date of the

meeting?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. Will you tell me briefly what the nature of the

business was which was transacted?

Mr. RIPLEY. We closed the voting trust. By that I mean that the

stock was delivered to the voting trustees, the voting trust agreement

was executed, the voting trust certificates were issued and delivered,

the stock was taken to the vault of a bank, and the other regular

procedure of closing such a voting trust was gone through.

Mr. NEHEMRIs. Other than the meeting of October 25, 1938, at

which were present all three voting trustees, has there been any other

meeting at which all three voting trustees were present for the pur.

pose of transacting business?

Mr. RIPLEY. There has been no formal meeting, but the voting

trustees see each other from time to time, informally.

Mr. NEHEMRIs. But that was the only formal meeting?

Mr. RIPLEY. I would say so, except the shareholders’ meeting in

the early part of 1939.

Mr. NEHEMRIs. I beg your pardon, you were not finished.

Mr. RIPLEY. 1939. I just didn't get a chance to give the last word.

Mr. NEHEMRIs. Are there any records kept of the meeting of the

voting trustees, any formal minutes or records?

Mr. RIPLEY. There is no record other than the closing papers of

the first meeting in 1938, which is about 1 year ago, plus the record of

the stockholders' meeting held in March 1939.

Mr. NEHEMRIs. Now, at the time that you became a voting trustee,

º receive any instructions as to what your duties were to be?

. RIPLEY. Yes.

Mr. NEHEMRIs. From whom did you receive such instructions?

Mr. RIPLEY. Counsel.
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Mr. NEHEMRIs. And will you indicate counsel's name?

Mr. RIPLEY. Davis, Polk, Wardwell, Gardiner, and Reed.

Mr. NEHEMRIs. Did you receive instructions from any other per

son or persons?

Mr. RIPLEY. No.

Mr. NEHEMRIs. Did you have any discussions with Mr. W. Averell

Harriman or with E. Roland Harriman concerning your duties and

functions as a voting trustee?

Mr. RIPLEY. No.

Mr. NEHEMRIs. Mr. Ripley, what do you conceive the purpose of

the voting trust agreement to be?

Mr. RIPLEY. I conceive the purpose to be precisely what is written

on the first paragraph in the first page which reads [reading from

“Exhibit No. 1533”]:

WHEREAS the Stockholders deem it for the best interests of themselves and

of the Corporation to act together concerning the management of the Corpora

tion and to that end to unite for a definite period of time certain voting and

Other powers and rights held by them as stockholders of the Corporation, and

to place such rights and powers in the hands of the Trustees as hereinafter

provided.

Mr. NEHEMRIs. I believe that Mr. Harriman testified this morning

that the suggestion for the creation of the voting trust agreement was

yours. Is that correct?

Mr. RIPLEY. I couldn’t hear just what he testified, but I will testify

that the suggestion was mine; yes.

Mr. NEHEMRIs. Now, would you describe for the committee, if you

will, Mr. Ripley, the manner by which the National City Co. was

associated with the National City Bank of New York?

Mr. RIPLEY. Yes. I will do so to the best of my ability from recol

lection. All of the stock of the National City Co. was held under a

trust agreement by three trustees for the benefit of the stockholders

of the National City Bank, and the stock certificate pertaining to the

National City Co. was printed or engraved on the reverse side of the

shares of the National City Bank. That is my recollection.

Now, do you want me to describe the trust agreement?

Mr. NEHEMRIs. No; that is all I have asked for and I think you have

done that very well.

Mr. RIPLEY. I want to add that the appointment of the trustees under

the National City plan was in the hands of those persons who were

directors in the National City Bank. The power to remove a trustee

rested in the hands of those who were directors of the National City

Bank. The trust agreement recites that the trustees of the National

City Co. might consult the directors of the National City Bank for
advice, and that they would be protected if they acted on such advice;

if one of those three trustees should die or resign, the appointment of a

Successor was in the hands of those who were the directors of the

National City Bank.

Mr. NEHEMKIS. Would it be an accurate statement, Mr. Ripley, to

say that your familiarity with the voting-trust machinery of the

National City Bank of New York and National City Co. prompted

your suggestion for the creation of a similar instrument for Brown

Brothers Harriman & Co., Harriman Ripley & Co., Incorporated?

Mr. RIPLEY. No; that would be an inaccurate statement.
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Mr. NEHEMRIs. How did it happen that you suggested the voting

trust arrangement? You must recall, if perhaps you can, what the

discussions were at the time. What prompted you to suggest that

special type of instrument? - -

Mr. RIPLEY. For 9 years, sir, I worked for the National City Co.,

whose stock was traded on the public markets. It went up one day and

it went down another day. I observed the effect of that situation on

an investment-banking organization. I observed that some members

of the staff were watching the market for the stock of the company

rather than tending to their business. I vowed that, if I could help it,

I would never wish to work for an investment-banking organization

whose stock was spread all around and for which there were public

markets.

Now, in 1934, I went through some difficulties in organizing a new

investment banking organization. I had several hundred employees

to whom I thought I owed a great obligation for the continuance of

their employment. Why? Because literally hundreds of them came

to me from time to time asking me what the future held out, whether

there was going to be any job for them.

Now, in 1934, June, we succeeded in organizing Brown Harriman

& Co., which has since become Harriman Ripley & Co. After organ

izing it, there was a great amount of confusion that took place at that

time. It began to dawn on my mind that something might happen

if either orj, of the Harrimans should die; something might hap

pen if one of these girls for whose benefit certain shares are held

should marry and then die; and it became clear to me that I might

end up right back where I started. Now, feeling as I did that I had

this obligation to my staff and to myself, I made up my mind that

I was going to try to do something to prevent getting myself back

into the position where the stock of this company was spread around

in various hands and the future was distinctly uncertain.

Mr. NEHEMKIs. It couldn’t possibly be true, could it, Mr. Ripley,

that the purpose of the voting-trust agreement was to immunize the

banking firm of Brown Brothers Harriman & Co. from the underwrit

ing firm of Brown Harriman & Co., now Harriman Ripley & Co.'

Mr. RIPLEY. That was not the purpose.

Mr. NEHEMRIs. And it couldn’t possibly be true, could it, Mr. Rip

ley, that the purpose of the voting-trust agreement was to create a

legal fiction that would prevent the banking firm from having any

direct physical contact with the underwriting firm'

Mr. RIPLEY. That was not the purpose.

Mr. NEHEMRIs. Now, the National City Co. was one of the largest

originators and distributors of securities in the United States prior to

the time of its dissolution. Is that correct, Mr. Ripley?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. I have before me a table entitled, “Origination of

bond issues by all houses originating $20,000,000 or more per annum,

1927–30.” . The source of the data underlying this table is predicated

upon hearings held before a committee of Congress pursuant to Senate

Resolution 71, Seventy-first Congress, third session, 1931. The data

appears on page 299. Some of the data which went into the prepara

tion of this table is also predicated upon information appearing in

124491–40–pt. 22—5
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the Wall Street Journal during the years 1927–30. May it please the

committee, I offer this table in evidence.

The CHAIRMAN. This, you say, is taken from the Senate hearings?

Mr. NEHEMRIs. That is correct.

The CHAIRMAN. Without objection, it may be admitted.

(The document referred to was marked “Exhibit No. 1534” and is

included in the appendix on p. 11611.)

Mr. NEHEMRIs. I notice in this exhibit, Mr. Ripley, that for the year

1927 the National City Co. originated over $408,000,000 of securities

which were 54 percent of all originations by bank affiliates, and for

the year 1929, over $465,000,000 of securities, which were 48 percent

of the total bank-affiliate originations.

Mr. RIPLEY. Let me interrupt. You have misread your own

statement.

Mr NEHEMKIS. Have I?

Mr. RIPLEY. Yes. You said 1929; you mean 1928.

Mr. NEHEMRIs. I thought I said 1927, but I accept your correction.

For the year 1929 the National City Co. appears to have originated

over $360,000,000 of securities which represent 30 percent of the total

bank affiliate originations, and for the year 1930 I observe from this

table that the National City Co. originated over $227,000,000 of securi

ties, which represents 12 percent of the total bank-affiliate originations.

Mr. Chairman, may it please the committee, I should like to offer in

evidence a table likewise taken from the hearings pursuant to Senate

Resolution 71 which I mentioned a moment ago, and a letter offered in

connection with those hearings to Mr. Julian W. Blount, then clerk

of the United States Senate Committee on Banking and Currency.

The letter was written by Mr. C. E. Mitchell, who at that time, I be

lieve, was president of the National City Bank. The letter is dated

New York, February 10, 1931.

DEAR MR. BLOUNT: In the course of my hearing before the Senate Committee on

Banking and Currency on February 2, Senator Walcott requested me to gather

some data regarding the increasing importance in recent years of banking af

filiates in the investment banking business, and I agreed to do so. As a result

of a study made by our people, I am now able to send for your records the

attached sheets.

The first is a record of the past four years of the origination of bond issues by

all houses who originated $20,000,000 or more per annum. From this table it will

be noted that banking affiliate organizations during this period increased from

12.8 per cent of the total in 1927 to 23.3 per cent in 1928, 41.5 per cent in 1929, and

39.2 per cent in 1930.

I offer, Mr. Chairman, the letter from which I have just read, and

the table which I have previously identified.

The CHAIRMAN. Without objection, it may be admitted.

(The documents referred to were marked “Exhibit No. 1535” and

are included in the appendix on p. 11612.)

Mr. NEHEMRIs. Mr. Ripley, at the time that the City Company was

confronted with the necessity of dissolution, what discussions took

place, if any, among the officers with respect to their future relation

ship with the investment banking business?

Mr. RIPLEY. We discussed the problem of what we would do with

the organization, the staff, and ourselves.

Mr. NEHEMRIs. And you were seriously concerned about finding a

place for many of the personnel with whom you no doubt had been

associated during the years?
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Mr. RIPLEY. Particularly. So, because I thought that it constituted

the finest investment banking organization that existed at that time.

Mr. NEHEMRIs. You are referring to the National City Co.

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. And I assume that the officers discussed amongst

themselves their own future?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. Now, were there any discussions among the officers

concerning the business of the City Company? -

Mr. RIPLEY. I don't know how to interpret your question.

Mr. NEHEMRIs. Well, I will give you another question and see if I

can make it clearer to you. Did any discussions take place among the

officers as to what disposition was to be made of the business formerly

handled by the City Company?

Mr. RIPLEY. Do you mean what disposition by the bank which

controlled the situation?

Mr. NEHEMRIs. That is implied in the question I asked; yes.

Mr. RIPLEY. Yes; there was doubtless discussed the question as to

what the bank would do about it.

Mr. NEHEMRIs. What was the nature of those discussions?

Mr. RIPLEY. We were wondering whether the bank was going to

completely give up the situation or find some way to carry on. We

didn't know what they were going to do.

Mr. NEHEMRIs. And were there any discussions among the officers

as to whether certain accounts of the National City Co. would fol

low certain officers in their new connections?

Mr. RIPLEY. I have expressed the opinion from time to time to

my associates that as time went on the natural outcome and evolution

would be that issuing corporations would probably see fit to do busi

ness with those people with whom they had successfully and satis

factorily done business in the past, but that was only an opinion.

Mr. NEHEMRIs. Mr. Ripley, was one of your fellow officers in the

National City Co. Mr. Stanley Russell?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. Did you have an understanding with Mr. Stanley

Russell concerning the participations that the National City Co. for

merly had and as to what their future disposition might be?

Mr. RIPLEY. No.

Mr. NEHEMRIs. You had no understanding with Mr. Stanley Rus

sell concerning the originations of the National City Co. and what

their future disposition might be?

Mr. RIPLEY. §.

Mr. NEHEMRIs. So that you had, if I understand you correctly, no

understanding concerning either National City Co. originations or

participations?

Mr. LEY. No understanding.

Mr. NEHEMRIs. I would like to recall Mr. Harriman.

TESTIMONY OF W. AVERELL HARRIMAN, BROWN BROTHERS

HARRIMAN & CO., NEW YORK, N. Y. Resumed

Mr. NEHEMRIs. Mr. Harriman, this morning you were about to

tell us what you conceived the function of the voting-trust agree
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ment to be. Will you give me your opinion of what you conceived

that instrument to Y. and what its purpose is in your judgment?

Mr. HARRIMAN. Mr. Ripley has read, from the voting-trust agree

ment its purposes, and I don’t know that I can amplify that to an

extent. Mr. Ripley has told you his concern because of the individ

ual stockholders and what might happen in the event of their death.

I don’t believe I can add anything to what he said.

Mr. NEHEMRIs. In other words, you accept the observations of Mr.

Ripley as your own?

(Mr. Harriman nodded his head.)

Mr. HENDERSON. Mr. Nehemkis, I think that you asked two very

specific questions of Mr. Ripley, and Mr. Harriman may want to

speak directly on both of those. It is correct that he should have

that opportunity.

Mr. NEHEMRIs. Yes. In your opinion, Mr. Harriman, one of the

purposes of setting up the voting trust agreement could not possibly

have been an effort to immunize the banking firm of Brown Brothers

Harriman & Co. from the underwriting firm of Brown Harriman &

Co. or Harriman Ripley & Co., Incorporated?

Mr. HARRIMAN. When you say “could not possibly”—I think in

the letter that I wrote to Mr. Henderson—I will try to get that letter

if I can, I don’t recall the language of it—this letter was a letter

written to Mr. Henderson in reply to certain questions that he asked

me. In the preamble of the letter I gave a rather brief history of

the relationship of my brother and myself to Harriman Ripley &

Co. as stockholders, indicating that the partnership of Brown

Brothers Harriman & Co. had no interest in Harriman Ripley, and I

indicated that the conduct of the two businesses were entirely sepa

rate; there was no interlocking relationships of any kind. I think

". is a fair summary of the first part of it. I can read it if you

WISI).

Mr. NEHEMRIs. I think that is a fair statement.

Mr. HARRIMAN. I speak of the fact that we have been stock

holders, and I make this statement:

We are not, however, and never have been directors or officers of the new

corporation and we have not directly or indirectly in any way engaged in or

carried on business for the new corporation. While we have naturally as

stockholders been familiar with the results of its operations, we have been

scrupulous in leaving the management and operation of the corporation entirely

to its own board of directors and officers. The formation in 1938 of the voting

trust for stock of the new corporation merely confirmed the position that we

have taken from the beginning, that we would not interfere or participate in

its business.

Although I stated this morning that it was not the purpose in con

sidering the fundamental purposes of setting up this voting trust to

immunize ourselves or the firm from the business, it is a fact, I be

lieve, that it does further remove us from the corporation because

we have given to these voting trustees our voting rights as stock

holders.

Mr. NEHEMRIs. If that is the result achieved, is it not possible

that you had that end result in mind at the time that you were

considering how to effect this physical immunization that we have

been speaking of?

Mr. HARRIMAN. Well, I think a fair answer to that statement is

that we, my brother and I, gave consideration and consulted counsel
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on the legal aspects of being stockholders of this new situation, and

as far as I am concerned I believe I dismissed it from my mind and

went about my business.

Mr. NEHEMRIs. Mr. Harriman, I show you a letter dated Wash

ington, D.C., December 6, 1939, addressed to me. I ask you to tell

me whether you wrote that letter, whether this is your signature.

Mr. HARRIMAN. That is correct.

Mr. NEHEMRIs. Mr. Chairman, if it please the committee, I offer

the letter just identified by the witness in evidence.

The CHAIRMAN. Do you want this letter to be printed in the record?

Mr. NEHEMRIs. I do, sir.

The CHAIRMAN. Do you care to have it read?

Mr. NEHEMKIS. We have covered the data.

The CHAIRMAN. Without objection, it may be printed in the record.

(The letter referred to was marked “Exhibit No. 1536” and is in

cluded in the appendix on p. 11613.)

Mr. NEHEMRIs. Mr. Chairman, I believe that Mr. Harriman indi

cated this morning that he wished to make some statement. I have no

further questions to put to him, and I wish to turn later again to

Mr. Ripley.

The CHAIRMAN. Are you ready now, Mr. Harriman, to make the

statement to which you referred this morning?

STATEMENT BY W. AVERELL HARRIMAN–FORMATION OF BROWN HARRIMAN

& Co., INCORPORATED–INTERESTs OF HARRIMAN FAMILY—QUESTION OF

CONTROL–COMPLIANCE WITH THE BANKING ACT

Mr. HARRIMAN. Yes, sir. With your permission and the permission

of the committee, I will make this very brief, but as some of these

questions have perhaps had some implications in them which I haven’t

been fully able to follow, I would like just in a simple way to indicate

my attitude and my brother's attitude toward this whole affair that

is under your scrutiny.

I have to go back a little bit to the situation that led up to the

Harriman firm company merging with Brown Brothers in the crea

tion of the firm Brown Brothers Harriman & Co. One of the moti

wating reasons on my part for being glad of the association was that it

brought me in contact with a group of partners who had long training

and skill in this business. I had had to give a great deal of my per

Sonal time and attention in our smaller organization to its affairs, and

I looked forward to an opportunity to do certain other things which I

was very much interested in.

This merger was brought about January 1, 1931, and I would indi

cate not only that that was one of the purposes I had in mind in

connection with it, but, if I may, just briefly high-spot some of the

things outside of the banking business that I have engaged in.

In June of 1931 I became chairman of the executive committee of

the Illinois Central, in July of 1932 as a result of Judge Lovett's death

I became chairman of the board of the Union Pacific Railroad Co.

For certain months in ’33 and '34 and 35 I devoted myself to activities

with the N. R. A. here in Washington. I think I was down here for

two periods combined, totaling something like 12 or 13 months.

. During the last 3 years I have been chairman of the business ad

visory council of the Department of Commerce. That may seem to
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you to have nothing to do with the particular investigation, but I

want to make it quite plain that there is no motive in this situation

other than those that I describe or have described, of any controlling

desire in my part in the activities in the banking field. I was in a

mood to withdraw myself from the immediate activities, although I

have continued to take very keen interest in the business of Brown

Brothers Harriman & Co. and keep my office there.

Mr. AvLDSEN. What was your position in the N. R. A. organization ?

Mr. HARRIMAN. I was, the last winter, the winter of '34 and ’35,

administrative officer serving under the N. R. A. Board. That was a

full-time job.

Mr. HENDERSON. I think I can bear testimony that that was a full

time job.

The CHAIRMAN. I take it you were at that time Mr. Henderson’s

boss.

Mr. HARRIMAN. He resents that question.

Mr. HENDERSON. Mr. Harriman was an employee of the Board of

which I was a member.

Mr. HARRIMAN. I think I will argue the point, though, at some

time as to whether he was my boss or I was his. At all events, we

worked together.

Mr. HENDERSON. We got a lot of work from Mr. Harriman, I can say

that.

Mr. HARRIMAN. In 1933, Congress passed the Banking Act. Under

the provisions, the firm had to go out of the underwriting business.

It was brought out through testimony this morning that I was

concerned and my brother was concerned over the future of our

partners and the employees. . We had given a good deal of thought

during that year and considered various proposals that would be

helpful to these men. It wasn't until Mr. Ripley came to us in

May that we developed a program that was most to our liking.

I want to make it clear, gentlemen, that we had three motivating

purposes, and I say this without any qualification. The first was our

concern over our partners and our employees. The second was—if

we can bring ourselves back to the mental state of business people

in the country at that time—there was a great deal of concern over

what was going to happen to the investment banking machinery.

There was so much of it had been done by the bank affiliates. The

fact that I was working in Washington was a clear indication

that questions of employment and general economic good were much

in my mind at that time.

I felt that it was an important public service to assist in the

starting of an enterprise that would carry on the important function

of assisting in the flow of private capital into industry. That is to

my mind one of the greatest sources of employment and stability

of our economy, and I thought we were doing that. I don't mean

to say we could have afforded to make improvident investments, but

I can assure you gentlemen that was very much in the minds of

my brother and myself in connection with this question. We thought

we were doing a useful job as citizens of the country in making this

thing possible.

In our early discussions, Mr. Ripley thought that he might be able

to get some capital from people he knew, or some of the other men

that were coming into this new situation, and there were discussions
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with certain people; and when we first considered it, we had in

mind the possibility that we might undertake only a relatively, con

siderably less share of the capital. When it came to the final closing

of the situation, it had been impossible to obtain money from Sources

that Mr. Ripley was ready to receive it from; he has explained to

you why he did not want to go to the general public; he did not

think this is the character of business we should go to the general

public with and I agree with that. So it was a question finally

put up to us as to whether we would put all this money into it or See

the whole thing given up, and we decided to do it.

It is an unusual situation for a couple of men to put in as large a

sum of money and not be more active than we have in the business,

but I can assure you that the two reasons that we have given are

the only two motivating reasons that I can think of. As it appeared

to us at that time, and as it appears to us at the present time, there is

no advantage to Brown Brothers Harriman Co. because we as a com

º have no stock interest in Harriman Ripley & Co., and as far

as I know, I don’t see any advantage to Harriman Ripley in the

fact that two partners of Brown Brothers Harriman & Co. had a

substantial stock interest and are now holders of the voting-trust

certificates.

Those, briefly, are our motivating reasons. I am frank to say

that I am proud of our association with this situation. The com

pany has given employment, has done a job that is creditable to

the community and to the name they bear, and they have made a

ºble profit, nothing brilliant, but they have made a reasonable

profit.

The CHAIRMAN. Now, as I understand the situation, Mr. Harri

Inam

Mr. HARRIMAN (interposing). May I say also we wouldn’t have

made this investment unless we felt it was a sound investment. That

was the third reason.

The CHAIRMAN. As I understand the testimony which has been

given here by yourself and Mr. Ripley, prior to the passage of the

banking act of 1933 Brown Brothers Harriman, a partnership, was

engaged in the business of banking in all its phases, and in the busi

ness of underwriting securities.

Mr. HARRIMAN. Yes, sir.

.The CHAIRMAN. After the passage of the act of 1933, which pro

Wided for the divorcement of the underwriting business from the

business of banking, the firm which is now known as Harriman Rip

ley & Co. was organized?

Mr. HARRIMAN. Yes, sir.

The CHAIRMAN. You and your brother became the pricipal stock

holders of the new company?

Mr. HARRIMAN. Yes, sir.

The CHAIRMAN. Which was to engage solely in the business of

underwriting investment securities?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. Then, for the purpose of managing that company

you secured the services of investment experts, some of whom, as

Rºany as 11, apparently were former officials or employees of the
National City§

Mr. HARRIMAN. I think there were about 210 in all.



11422 CONCENTRATION OF ECONOMIC POWER

** *

The CHAIRMAN. I meant the officers. I did use the word employees.

Those persons had by their experience especial training in the busi

ness in which this new company was to engage; that is correct?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. Then the ownership of stock in this new com

pany

Mr. HARRIMAN (interposing). Just a minute. In addition to the

group that came over from the City Co. were some 230 partners and

employees of Brown Brothers, Harriman & Co.

The CHAIRMAN. Yes. So that your personnel, both official and

employees, was drawn from Brown Brothers and from National City,

and all had been trained.

Mr. HARRIMAN. And it is rather an accident of human frailty or

various reasons as to why they started off more or less balanced and

now it was brought out in the testimony as I listened to it, in which

I learned something about the company, there were 11 out of the 13

principal officers that were from the City Co. That is due to deaths,

and retirements for one reason or another, all explainable if you

were interested in it.

The CHAIRMAN. Then as I recollect

Mr. HARRIMAN (interposing). But it started off about a 50–50

relationship.

The CHAIRMAN. As you recall the table which you presented this

morning, the family stock interest was divided into three groups of

approximately 30 percent each, and Mr. Ripley and his associates are

the owners of less than 5 percent of the stock of this company.

Mr. HARRIMAN. At present associated with Harriman Ripley.

The CHAIRMAN. Mr. Ripley and his associates are the managers of

this company?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. And you and your brother and family as stock

holders do not attempt to exercise any control over their discretion

in the management of the company?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. And in addition to the fact that they operate under

by-laws, adopted by the directors, and as I understood your testi

mony are free within those by-laws to act, you and your associates of

the Harriman family have signed the voting-trust agreement which

was brought in here, by which all of the voting powers of this 90

j. stock ownership is vested in Mr. Ripley, who is the

president of the company, and in his associates?

Mr. HARRIMAN. Not in his associates; two outside individuals.

The CHAIRMAN. I meant in the trustee associates.

Mr. HARRIMAN. Yes; two outside individuals.

The CHAIRMAN. And those two trustees are not themselves officers

or directors of the company?

Mr. HARRIMAN. No.

The CHAIRMAN. Mr. Ripley is the only one of the trustees who is

an officer of the company?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. And at the time that this company was organ

ized, and at the time that the voting trust agreement was drawn, did

you consult counsel?

Mr. HARRIMAN. Yes, sir.
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The CHAIRMAN. As to whether or not this transaction complied

with the provisions of the Banking Act of 1933 with respect to
divorcement?

Mr. HARRIMAN. Every aspect of it; yes, sir.

The CHAIRMAN. And what advice were you given by counsel?

Mr. HARRIMAN. Of course, that was 5% years ago and I am not

sure I can give it, but counsel advised that every aspect of the

ºtion entered into in 1934 was entirely within the law, unquali

fiedly.

Mr. O'ConnELL. Did you say in 1934? That wasn’t the year the

voting-trust agreement was entered into, was it?

Mr. HARRIMAN. No. I thought the Senator asked me about the

transaction in 1934.

The CHAIRMAN. Well, both.

Mr. HARRIMAN. Of course, again in 1938 when the voting trust was

set up, that was done, of course, with the advice of counsel.

Mr. O'Connell. Your answer is, as to the original divorcement

in 1934, that you consulted counsel later when the stock held by you

and your brother, or the beneficial ownership, was put in the hands

of voting trustees; you also consulted counsel as to whether or not

the transaction was proper under the banking law? -

Mr. HARRIMAN. That is correct.

Mr. O'ConneLL. This morning, and throughout your testimony,

you have been very careful and very explicit on the point that al

though you had the ownership of the stock you exercised no control

over the management of the company?

Mr. HARRIMAN. That is correct.

Mr. O'Connell. You also indicated this morning in answer to a

question from me that you felt that your position as regards this

corporation was the same as regards your position with regard to

any other corporation in which you might hold stock. Is that

correct?

Mr. HARRIMAN. That—I think you will recall I hesitated in the

answer. I said it was substantially correct. There are two some

what quite different aspects, if you might own a few hundred shares

of a company that you could buy and sell; this was a frozen invest

ment. We couldn't get in and out, naturally, and we gave it a great

deal more thought than we would, perhaps, the purchase of a small

investment in a big corporation. In addition to that, this corpora

tion bears my brother's and my name, and we naturally gave it a

great deal of thought because of that.

Mr. O'CoxNELL. I also understood you to say you exercised prac

tically no control, in spite of those facts?

Mr. HARRIMAN. That is correct.

Mr. O'Connell. Would you say that you would feel under all the

facts a duty to exercise less or more control as regards a securities

company in which you hold a majority of the stock than you would

an industrial company, say?

Mr. HARRIMAN. Well, the Senator asked me a question as to what

was the advice of counsel. I remember one thing counsel told us;

that was, if we had wanted to be directors of Harriman Ripley, it

was his legal opinion that it would have been entirely legal for us

to have done so. We had plenty to do, and we didn't want to take

on that responsibility, and in a small situation of that kind it is
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rather difficult for directors to be at arms’ length from management

as they are in a railroad or other corporation of that kind. The

borderline between directors and management is so slight that I

preferred not to become involved to that extent.

Mr. O'ConnELL. Well, frankly, what I was interested in and was

attempting to find out—it is rather difficult, I'm afraid—was as to

how much of your attitude as regards control of the investment

company was predicated upon the legislation evidenced by the Bank

ing Act of 1933, the purpose of which, as I understand it, was to

divorce the banks from their investment affiliates.

Mr. HARRIMAN. Well, I think that if it hadn’t been for the Bank

ing Act—I am trying to be perfectly frank about it—if it had not

been for the Banking Act, with a company that my brother and I

had as large an interest in as we had in this—I don’t know of any

other exact situation—it might well have been that we would have

taken a larger part in the affairs of the company. But we wanted to

not only live up to the letter of the law but to be quite sure that we

were abiding by the spirit of the law. I have always thought this

in connection with it. You are pressing me for details, and I had

not wanted to take too much of the committee's time. The private

banking business had suffered very materially during the depression

because of its connection with the underwriting business, and the

deposits of the firm had shrunk very materially. We had an uphill

battle to rebuild the individuality and personality of the private

banking business, and that had a bearing in addition to our con

nection with the underwriting house, and was one of the reasons

why some of my partners were pressing at all times for a change

of the name of Brown Harriman, which seems obvious to you gentle

men now that it was a mistake, but at the time, as I explained this

morning, we did not appreciate that it would be. There was a

reluctance on the part

The CHAIRMAN. Do you make that conclusion as of yourself or

for the committee, that that was a mistake?

Mr. HARRIMAN. Well, for myself. You are able, I am sure, to

make your own deductions from it. But I want to make it plain

that the private banking business had suffered from certain of the

difficulties involved, and we had this uphill battle to do, and my

partners and those that were with me during the day-to-day busi

ness were very anxious to keep themselves as far dissociated as was

possible. -

The CHAIRMAN. Now, does the banking company—the banking

partnership—now exercise any control over the underwriting busi

ness of the corporation? -

Mr. HARRIMAN. In no shape, manner, or description, sir.

The CHAIRMAN. Does the underwriting company exercise any con

trol over the banking business?

Mr. HARRIMAN. In no shape, manner, or description, sir.

The CHAIRMAN. Do you, as a stock owner, exercise any control, any

directional control, with respect to the business of the underwriting

company?

Mr. HARRIMAN. Not with respect to the business at all.

The CHAIRMAN. But with respect to the election of directors and

the selection of officers?

Mr. HARRIMAN. Well, we did that up to 1938. Since that time—

/
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The CHAIRMAN. Until the voting trust agreement?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. Until that voting agreement was entered into ?

Mr. HARRIMAN. That is correct.

The CHAIRMAN. Now, the termination of that voting trust agree

ment is in 1948?

Mr. HARRIMAN. 1938—oh, yes; 1948.

The CHAIRMAN. But it is terminable prior to that time?

Mr. HARRIMAN. I don’t think it is.

Mr. RIPLEY. By the trustees.

Mr. HARRIMAN. By the trustees; yes.

The CHAIRMAN. But not by the stockholders?

Mr. HARRIMAN. No.

The CHAIRMAN. So that when you signed this voting trust agree

ment, so far as you were concerned, you delivered into the hands of

Mr. Ripley and the other two trustees the complete power to vote

that stock until 1948?

Mr. HARRIMAN. That is correct.

Mr. NEHEMKIS. I have no further questions of Mr. Harriman. I

wish to ask Mr. Ripley one matter, if you please.

The CHAIRMAN. Mr. Harriman is now being dismissed. Thank

you, Mr. Harriman.

Mr. HARRIMAN. Thank you.

Mr. NEHEMRIs. Thank you, Mr. Harriman.

(The witness was excused.)

TESTIMONY OF JOSEPH P. RIPLEY, PRESIDENT AND DIRECTOR,

HARRIMAN RIPLEY & CO., INCORPORATED, NEW YORK, N. Y.

Resumed

Mr. NEHEMRIs. Mr. Ripley, in response to a communication which

I sent to you on August 18, 1939, in behalf of this committee, had

you caused to be prepared certain schedules showing the originations,

participations, and profits of Harriman Ripley & Co., Incorporated 2

. RIPLEY. Yes; using the term profits in the sense of gross

profits.

Mr. NEHEMRIs. I show you these schedules and ask if they are the

schedules which were prepared or caused to be prepared by you?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. Are they the schedules which you submitted to

Ine

Mr. RIPLEY. They are the schedules which Mr. W. C. Roper sent

to you.

Mr. NEHEMRIs. Mr. Chairman, I ask that the schedules, just iden

tified by the witness, be marked for identification.

The CHAIRMAN. They may be received.

(The schedules referred to were marked “Exhibit No. 1537” for

identification.)

EFFORTS TO PROCURE CAPITAL IN FORMATION OF BROWN HARRIMAN &

Co., INCORPORATED

Mr. MILLER. May I ask a question of Mr. Ripley? In 1934, when

this firm, the underwriting distributing business, was organized, and

-º-º-º-º-º:
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Mr. Harriman and his brother put up substantially all of the $5,000,000

required to conduct the business, if Mr. Harriman and his brother

had been unwilling or unable to put up that money, would it have

been difficult to obtain it from other sources?

Mr. RIPLEY. My answer is that there is no doubt whatever that it

would have been difficult, because I tried. When I first approached

the two Harrimans to get capital to organize and launch a new invest

ment banking organization, they asked me if I could get anybody else

to chip in, so to speak, and help; I said yes, that I thought I could.

Bear in mind that this was about the middle or latter part of May

1934; it was not until almost the last minute that we men learned that

we would be let out of the National City Bank & Co., a total of 400

of us. The time became very short. I approached several other men

who I knew had capital. I have their names here. I hope the com

mittee will not ask me to give the names, but I shall give them if I am

required to do so. Every one of them were men of prominence in

American business and they had capital.

I approached them to try and get them to join this party, so to

speak, with the Harrimans and the rest of us, to launch this venture,

and I was unsuccessful in every case.

Now, as time went on and the deadline came nearer I urged the

Harrimans to go ahead, anyway, with the assurance that my associates

and I would put up what we could, and so we did. -

So my answer to your question is decidedly yes, because I tried it.

Mr. MILLER. Why was it that capital was so unwilling or disinter

ested in going into the investment banking business at this period?

Mr. RIPLEY. I can only answer you as to the reasons that were given

me by these men whom I approached. Generally speaking, they said

that they felt there was great uncertainty as to the future of the

business. They did not know what might be the effect of the Securi

ties Act of 1933, particularly the liabilities involved in that act. And

even today we don't know when weiook at an income account of our

company whether it is right, in view of those liabilities.

Mr. MILLER. That is all.

The CHAIRMAN. Are there any other questions?

Mr. Secretary Noble, do you care to ask any questions?

Mr. NoBLE. No; thank you.

The CHAIRMAN. Thank you very much, Mr. Ripley.

(Witness excused.)

The CHAIRMAN. You may call the witnesses if you wish.

Mr. NEHEMRIs. George Bovenizer, Henry S. Sturgis, Edward N.

Jesup, and Charles Glore.

CHICAGO UNION STATION CO. FINANCING, 1915–36—sources OF DOCUMENTs

The CHAIRMAN. Mr. Nehemkis, are you ready?

Mr. NEHEMRIs. May it please the committee, the testimony which

you are to hear this afternoon on the financing of the Chicago Union

Station Co. begins with the year 1915, and concludes with the last

financing for the Station Co. in 1936.

This study is being presented to you as an illustration of the part

played in underwriting groups by what has come to be known in the

banking business as the historical relation of a banking house to a
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particular piece of financing and the proprietary rights which result

therefrom. Now these proprietary rights, to which I have just re

ferred, were affected in the case of certain of the participants by the

passage of the Banking Act of 1933. In the course of the hearings

we shall have an opportunity to see what happened to these pro

prietary rights.

Before we proceed with the facts of the case and the swearing in of

the witnesses, I believe that a brief statement is in order concerning

the documentary evidence to be presented.

The staff of the Investment Banking Study requested the permis

sion of a number of investment banking houses to examine their

files on the financing of the Chicago Union Station Co. In all cases

this was freely granted, without the service of a subpena. The

majority of the documents which are to be offered in evidence were

obtained in this manner.

We had, however, learned that the files of several companies had

already been examined and copies of material obtained by the Rail

road Finance Investigation conducted by a subcommittee of the Sen

ate Committee on Interstate Commerce. For the record I might add

that that investigation, to which I have just referred, was authorized

by Senate Resolution No. 71, Seventy-fourth Congress, and that

Senator Burton K. Wheeler was the chairman of the subcommittee.

The companies whose files the Railroad Finance Investigation had

studied were: Kuhn, Loeb & Co., the Chicago, Milwaukee, St. Paul

& Pacific Railroad Co., and the Pennsylvania Railroad Co.

We felt that it would save time and relieve these companies from

a duplication of work if instead of asking them for leave to make

transcripts from their files we first studied the material obtained

by the Railroad Finance Investigation. Accordingly, we asked these

companies to consent to our use of this material, and they have all

complied with our request.

At an appropriate time I will offer in evidence, Mr. Chairman, the

letters from these companies authorizing us to use the material pre

viously made available to the Railroad Finance Committee, but I

think you will want first to swear in the witnesses.

The CHAIRMAN. Do you and each of you solemnly swear that the

testimony you are about to give in this proceeding shall be the truth,

the whole truth, and nothing but the truth, so help you God?

Mr. BowFNIZER. I do.

Mr. STURGIS. I do.

Mr. JESUP. I do.

Mr. GLORE. I do.

TESTIMONY OF GEORGE W. BOVENIZER, KUHN, LOEB & CO., NEW

YORK, N.Y.; HENRY S. STURGIS, VICE PRESIDENT, FIRST NA

TIONAL BANK OF NEW YORK, NEW YORK, N.Y.; EDWARD N.

JESUP, VICE PRESIDENT, LEE HIGGINSON CORPORATION, NEW

YORK, N.Y.; CHARLESF. GLORE, GLORE, FORGAN & CO., CHICAGO,

ILL.

The CHAIRMAN. Please be seated, gentlemen.

Mr. NEHEMRIs. I might add, Mr. Chairman, and gentlemen of the

committee, that no other examination was made of the files of these
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companies on the financing of the Station Co. other than an examina

tion of the files of the Milwaukee Railroad. It will therefore be

understood that when copies of material from the files of these three

companies are offered for the record they were obtained in the manner

I have just described.

I offer in evidence, if you please, the letters from the companies

authorizing us to make use of the data in the files of the Railroad

Finance Investigation Committee.

Mr. AviLDSEN. Which are these three companies?

Mr. NEHEMKIs. Kuhn, Loeb & Co.; the Chicago, Milwaukee, St.

Paul & Pacific Railroad Co.; and the Pennsylvania Railroad Co.

The CHAIRMAN. There has been presented to the chairman for

admission to the record the following letters: One from the Chicago,

Milwaukee, St. Paul & Pacific Railroad Co., dated November 15, 1939,

and signed by H. A. Scandrett. Without objection, it may be ad

mitted to the record. Attached to this is a carbon copy of what pur

ports to be a letter from Mr. H. A. Scandrett, to the Senate Com

mittee on Interstate Commerce, dated November 16, 1939. Do you

desire that to be printed in the record?

Mr. NEHEMKIS. I do, sir.

The CHAIRMAN. Both of these letters may be admitted to the record,

There is then what purports to be a copy of a letter from Kuhn,

Loeb & Co., addressed to the United States Senate Committee on

Interstate Commerce, dated November 13, 1939. Mr. Nehemkis says

that the original of this will be offered to the committee at the earliest

opportunity." With that understanding it may be admitted to the

record.

The next is a purported copy of a letter of November 24, 1939, of

the Pennsylvania Railroad Co., signed by George H. Pabst, Jr., assist

ant vice president. And this is certified as having been received by the

S. E. C. Without objection, it may also be printed in the record.

(The letters referred to were marked “Exhibits Nos. 1538–1 to

1538–3” and are included in the appendix on pp. 11614 and 11615.)

The CHAIRMAN. Now, there are three other copies of letters. One

is a copy of a letter dated November 10, 1939, addressed to Kuhn,

Loeb & Co., by Peter R. Nehemkis, Jr., special counsel for the invest

ment section of this monopoly study. A letter of Mr. Nehemkis, dated

November 10, 1939, to the Chicago, Milwaukee, St. Paul & Pacific

Railroad Co., and one below them, dated November 10, to the Penn

sylvania Railroad Co. All of these may be printed in the record.

(The letters referred to were marked “Exhibits Nos. 1539–1 to

1539–3” and are included in the appendix on pp. 11615–11617.)

IDENTIFICATION OF WITNESSES

Mr. NEHEMRIs. Mr. Bovenizer, will you state your full name and

address?

Mr. BovKNIZER. George Wallace Bovenizer, Irving-on-the-Hudson,

N. Y.

Mr. NEHEMRIs. Are you a partner of the firm of Kuhn, Loeb 2

Mr. BOVENIZER. I am.

1 See, infra, p. 11479.
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Mr. NEHEMRIs. And for how many years have you been a partner?

Mr. BoveNIZER. Since January 1, 1929.

Mr. NEHEMRIs. Mr. Glore, will you state your full name?

Mr. GLORE. Charles F. Glore, Lake Forest, Ill.

Mr. NEHEMRIs. And are you a partner of the investment banking

house of Glore, Forgan & Co.? -

Mr. GLORE. Yes.

Mr. NEHEMRIs. And where is Glore, Forgan & Co. located?

Mr. GLORE. In New York and Chicago.

Mr. NEHEMKIs. Mr. Bovenizer, are you not a director of the Penn

road Corporation?

Mr. BowFNIZER. I am.

Mr. NEHEMRIs. And Mr. Glore, are you a director of Adams Oil

& Gas Co.?

Mr. GLORE. I am.

Mr. NEHEMRIs. Of American Brake Shoe & Foundry Co.'

Mr. GLORE. I am not.

Mr. NEHEMKIS. Are you a director of the Chicago, Burlington &

Quincy Railroad?

Mr. GLORE. I am not.

Mr. NEHEMKIS. Are you a director of the Chicago Corporation?

Mr. GLORE. I am.

Mr. NEHEMRIs. Are you a director of the Continental Casualty Co.'

Mr. GLoRE. I am.

Mr. NEHEMRIs. Are you a director of Montgomery Ward & Co.'

Mr. GLORE. I am.

Mr. NEHEMRIs. And the Studebaker Corporation?

Mr. GLORE. I am.

Mr. NEHEMRIs. You just indicated you were not a director of the

American Brake Shoe & Foundry Co. and Chicago, Burlington &

Quincy. When did you cease being a director of those two companies?

Mr. GLORE. I am not sure, but probably 2 or 3 years ago—2 years

ago.

*śr. NEHEMRIs. I think you had better advise Poor's Register of

Directors and Executives that they have got you down as a director in

those two companies.

Mr. Jesup, will you state your full name?

Mr. JESUP. Edward Nelson Jesup, Greenwich, Conn.

Mr. NEHEMRIs. And are you a partner of the investment banking

house of Lee, Higginson & Co.?

Mr. JESUP. I am a vice president.

Mr. NEHEMRIs. How long have you held that office?

Mr. JESUP. Since June 1932.

Mr. NEHEMRIs. Mr. Sturgis, will you state your full name?

Mr. STURGIs. Henry S. Sturgis, Cedarhurst, Long Island.

Mr. NEHEMRIs. And what is your business?

Mr. STURGIs. I am vice president of the First National Bank of the

City of New York.

Mr. NEHEMRIs. How long have you been an officer of that bank?

Mr. STURGIs. Since 1925.

Mr. NEHEMRIs. Are you a director, Mr. Sturgis, of J. I. Case Co.?

Mr. STURGIs. I am.
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Mr. NEHEMRIs. And the Delaware, Lackawanna & Western Rail

road Co.'

Mr. STURGIS. I am.

Mr. NEHEMRIs. Of General Mills, Inc.?

Mr. STURGIs. Yes.

Mr. NEHEMRIs. Hecker Products Corporation?

Mr. STURGIs. Yes.

Mr. NEHEMRIs. International Agricultural Corporation?

Mr. STURGIs. Yes.

Mr. NEHEMKIS. Junior Mercantile Co.'

Mr. STURGIs. That is a subsidiary of another; I am.

Mr. NEHEMRIs. New Jersey General Security Co.'

Mr. STURGIs. Yes.

Mr. NEHEMRIS. Of the Ohio River Co.'

Mr. STURGIs. That is another subsidiary company.

Mr. NEHEMRIs. Pullman Co.?

Mr. STURGIs. Yes.

Mr. NEHEMRIs. Pullman, Inc.?

Mr. STURGIs. Yes.

Mr. NEHEMRIs. And West Virginia Coal & Coke Corporation?

Mr. STURGIs. That is right.

Mr. NEHEMRIs. I shall endeavor to keep your faces before me. I

am not familiar with you, so if I look at the wrong individual at

the moment, you will forgive me. I will get to know you in a few

minutes.

Mr. Bovenizer, when was the Chicago Union Station Co. organized?

OWNERSHIP OF CHICAGO UNION STATION CO.

Mr. BowFNIZER. I think it was in 1915. I am not sure of the date.

Mr. NEHEMRIs. And what is the purpose of the Chicago Union

Station Co.; what does it operate?

Mr. BovKNIZER. Provides a terminal for certain railroads.

Mr. NEHEMRIs. Is it correct, Mr. Bovenizer, that the outstanding

capital stock of the station is owned in equal shares by four rail

roads?

Mr. BovKNIZER. That is my understanding.

Mr. NEHEMRIs. And can you tell me the names?

Mr. BovKNIZER. Originally the Pennsylvania Co., the Panhandle,

that is Pittsburgh, Cincinnati, Chicago & St. Louis; Chicago, Mil

waukee & St. Paul; I think Chicago, Burlington & Quincy.

Mr. NEHEMRIs. Now, the Pittsburgh, Cincinnati, Chicago & St.

Louis is over 99 percent owned by the Pennsylvania system, is it

not?

Mr. BowFNIZER. I believe so.

Mr. NEHEMRIs. In other words, the Pennsylvania is half owner

of the station?

Mr. BOVENIZER. Yes.

Mr. NEHEMRIs. And the St. Paul and Burlington are each owner

of one-fourth :

Mr. BoveNIZER. That is right.

Mr. NEHEMR1s. The directors and principal officers of the Station

Co. are directors and officers of these proprietary roads, are they not?

Mr. BoveNIZER. Usually; yes.
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Mr. NEHEMRIs. Kuhn, Loeb & Co., I believe, have been bankers

for the Pennsylvania and St. Paul for many years, have they not?

Mr. BoveNIZER. Over 50 years.

AGREEMENTS AMONG INVESTMENT BANKING HOUSES ON PARTICIPATIONS

IN CHICAGO UNION STATION CO. FINANCING

Mr. NEHEMRIs. Now, in May of 1912, did not Kuhn, Loeb & Co.

come to a tentative agreement with Lee, Higginson & Co. with respect

to the financing of the Chicago Union Terminal Co., whereby Kuhn,

Loeb & Co. and Lee, Higginson & Co. were each to have a one-half

interest in the business?

Mr. BovenIZER. That is the groups.

Mr. NEHEMRIs. The groups respectively which bought those?

Mr, BovenIZER. Yes.

Mr. NEHEMRIs. Mr. Chairman, I introduce a letter of F. L. Hig

ginson, Jr., to Mortimer L. Schiff, dated January 18, 1915, enclosing

an unsigned copy of a telegram to Mr. C. H. Schweppe, dated May 17,

1912. Both of these documents were obtained in the manner which

I described at the outset of these hearings.

º Chairman REECE. The document referred to may be ad

mitted.

(The documents referred to were marked “Exhibit No. 1540” and

are included in the appendix on p. 11617.)

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I offer

in evidence a letter dated January 19, 1915, to Messrs. Kuhn, Loeb &

ſo, from Lee, Higginson & Co.

º Chairman REECE. It may be received.

(The letter referred to was marked “Exhibit No. 1541” and is in

cluded in the appendix on p. 11618.)

.NEHEMKis. I offer in evidence a letter from Kuhn, Loeb & Co.

to Lee, Higginson & Co., dated January 20, 1915.

I likewise offer a memorandum by Mortimer L. Schiff, dated Febru

ary 1, 1915, from which memorandum I should like to read. '

Acting Chairman REECE. It may be admitted.

(The documents referred to were marked “Exhibits Nos. 1542 and

1543” and are included in the appendix on pp. 11618 and 11619.)

Mr. NEHEMRIs. The memorandum bears the heading [reading from

“Exhibit No. 1543”]:

MEMORANDUM IN REGARD To CHICAGo UNION STATION FINANCING. FEB. 1, 1915

I have agreed that this business, if it develops, is to be done joint Account

between Lee, Higginson & Co. and ourselves, each having one-half. Lee, Higgin

ºn's group includes Morgans, the First National Bank of New York and the

Illinois Trust and Savings Bank of Chicago.

In our group are included the National City Bank and Messrs. Clark, Dodge

& Co. I have today agreed with McRoberts—

Do you by the way recall

Mr. Bovesizer (interposing). Samuel McRoberts, vice president of

the National City Bank at that time.

Mr. NEHEMRIs (reading further):

I have today agreed with McRoberts that they are to have one-third interest

*nd we two-thirds interest in our share, subject to such allotment on original

*ºns as we may determine to make to Messrs. Clark, Dodge & Company.

(signed) Mortimer L. Schiff.

124491–40–pt. 22–6
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So prior to the actual financing of the Station Co., there had been

previous discussion of how the Station Co. business was to be dis

tributed?

Mr. BOVENIZER. Yes. - -

Mr. NEHEMRIs. I offer a memorandum by Mortimer L. Schiff, dated

July 28, 1911. This is entitled “Chicago Terminal Bonds.” I read

from this memorandum [reading “Exhibit No. 1544”] :

Weld, of White Weld & Co., called on me to-day and stated that they were

aware that a larger issue of bonds in the above connection would come Sooner

or later, and that they would like to have a position in such transaction When it

came, as they believed they could be of material assistance in placing the bonds.

I said to him that we had certain commitments in this business which would

necessitate our consulting our associates in any further commitments we might

make; that I thought it would be some time until this business would come to a

head, and therefore it would be better not to take this up now, but that, as far

as we were concerned, while we could not commit Ourselves in any Way, We

would be pleased if it were found possible to take care of them in some way

and avail of their selling organization. He said that it was perfectly satisfac.

tory to them to leave it in this way, and that he would see us again when he

returned, in five or six weeks, from his vacation, for which he leaves this

evening.

Initialed M. L. S.

And those initials are of Mortimer L. Schiff, late partner of

Kuhn, Loeb & Co.'

Mr. BovENIZER. Yes.

Acting Chairman REECE. It may be admitted.

(The memorandum referred to was marked “Exhibit No. 1544”

and appears in full on this page.)

... Mr. NEHEMRIs. So 2 years before the Station Co. was organized,

it would appear that Kuhn, Loeb & Co. had certain commitments in

this business and had certain associates with whom it was necessary

to consult with reference to any further commitments?

Mr. BoveNIZER. If the business materialized.

Mr. NEHEMRIs. Mr. Jesup, just as Kuhn, Loeb divided up its 50

percent interest among its friends, so, too, Lee, Higginson divided its

50 percent interest in the business among four houses; do you recall

that?

Mr. JESUP. That is right, including Lee, Higginson.

Mr. NEHEMRIs. Now, including Lee, Higginson, what were the

four houses?

Mr. JESUP. J. P. Morgan & Co., Continental, at that time the

Illinois Merchants Trust, and the First National Bank of New

York.

FIRST CHICAGO UNION STATION ISSUE-$30,000,000 FIRST MORTGAGE 4%

PERCENT SERIES A BONDs, FEBRUARY 1916

Mr. NEHEMRIs. Now, the first piece of Chicago Union Station

business, Mr. Bovenizer, was a $30,000,000 first-mortgage, 4%-percent

series A issue, which was offered on February 9, 1916; is that correct?

Mr. BovKNIZER. Yes; I have it February 8, but that is near enough.

Mr. NEHEMRIs. I am sorry, I didn’t hear your answer.

Mr. BovKNIZER. That is correct.

Mr. NEHEMKIS. This issue was planned, I believe, in the middle of

1915, and the actual participants in the financing were agreed upon

at a meeting held in June 1915, at the office of your firm'
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Mr. BoveNIZER. I can’t confirm those details. I have no doubt

it is correct.

Mr. NEHEMKIs. But to the best of your recollection?

Mr. BovenizBR. To the best of my recollection, yes.

Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence

a memorandum by Francis D. Bartow, dated June 16, 1915, from

which I should like to read three paragraphs.

Before I proceed with the reading, I am going to ask you, Mr.

Sturgis, to look at this memorandum and tell me whether you recog

nize this to be a copy which was prepared from an original in your

files?

Mr. STURGIs. That is right.

Mr. NEHEMRIs. I offer the memorandum identified by Mr. Sturgis

in evidence, and may I ask, am I correct that the initials “F. D. B.”

are Francis D. Bartow?

Mr. STURGIs. That is correct.

Mr. NEHEMRIs. Who was at that time associated with the bank?

Mr. STURGIs. He was at that time an officer of the bank.

Mr. NEHEMRIs. And what is Mr. Bartow's present business connec

tion?

Mr. STURGIs. He is one of the partners of J. P. Morgan.

Acting Chairman REECE. It may be admitted.

(The memorandum referred to was marked “Exhibit No. 1545” and

is included in the appendix on p. 11619.)

Mr. NEHEMRIs. I read from the memorandum identified by Mr.

Surgis [reading from “Exhibit No. 1545”]:

At 2 o'clock Mr. Hine attended a meeting at K L’s and upon his return told me

they had agreed to pay 93%, and offer the bonds for re-sale at 96%, which is

about a 4.65% basis. However, Mr. Holden and his associates decided that they

would prefer to get the consent of the Illinois Public Service Commission to a

minimum price of 91, and then come back and deal firm with the Group. There

was also a question of clearing up some small mortgages which are now a lien

upon the property. This will be done before the present bonds can be sold.

In their negotiations the Group did not come to the question of discussing prices

with Mr. Holden and his associates. They, therefore, do not know of the determi

nation reached to pay as high as 93%.

At the meeting in the morning the question was brought up of participants in

* business and it was understood that there will be five signatories, made up as

0llows:

Kuhn, Loeb & Co.

Lee, Higginson & Co.

Illinois Trust & Savings Bank, Chicago

First National Bank, New York

National City Bank, New York

The issue to be approximately $25,000,000, to be divided equally between

K L & Co.

. . Lee, H. & Co.

R L & Co. will take care of the National City Bank, L. H. & Co. will divide

$12,500,000 equally into four parts.

*4 Ill. Trust & Sav. Bk.

*4 J. P. M. & Co.

*4 First of New York

*4 Lee, H & Co.

I should like to offer in evidence a letter of Donald G. Geddes to

Jerome J. Hanauer, dated February 8, 1916.

Mr. Bovenizer, wasn't Mr. Hanauer a former partner of the House

of Kuhn, Loeb?

Mr. BovenizBR. Yes.
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Mr. NEHEMKis. And he is now deceased?
Mr. BovKNIZER. That is correct.

Acting Chairman REECE. It may be admitted.

- (The letter referred to was marked “Exhibit No. 1546” and appears

in full on this page.)

Mr. NEHEMRIs. The letter is written on the stationery of Clark,

Dºdge & Co., 51 Wall Street, New York City [reading “Exhibit No.

1546 'I :

PERSONAL,

February 8, 1916,

CHICAGO TERMINAL 4%% BOND SYNDICATE,

Jerome J. Hanauer, Esq.,

Messrs. Kuhn, Loeb & Co.,

New York. N. Y.

My dear Mr. H. :

Referring to our conversation in regard to Chicago Terminal 4%% bonds, I

shall be very much disappointed if Clark, Dodge & Co., do not receive as a

minimum in the above Syndicate, a participation of $1,000,000 of bonds. As

you know, this matter has dragged on for about three and a half years, and

we have had a great deal of trouble in keeping ourselves informed fully as

to what was going on. Considering these circumstances, I do not feel that

we should be called upon to give up more than 50 percent of our participation

in this business.

Very truly yours,

(Signed) DONALD G. GEDDEs.

Do you recall the surrounding circumstances at that time, Mr.

Bovenizer, in order to explain whether or not your firm had been

having discussions with Clark, Dodge & Co. with regard to a give-up

on the basis of their participation?

Mr. BOVENIZER. He is talking about a participation in the selling

syndicate.

Mr. NEHEMRIs. So this letter refers to a selling group !

Mr. BowFNIZER. He wanted to be sure to get at least one million

bonds for sale.

Mr. NEHEMRIs. I offer in evidence a letter of Kuhn, Loeb & Co. to

Clark, Dodge & Co. and of Clark, Dodge & Co. to Kuhn, Loeb, dated

February 9, 1916.

Acting Chairman Reece. It may be admitted.

(The letters referred to were marked “Exhibits Nos. 1547–1 and

1547–2” and are included in the appendix on p. 11620.)

Mr. NEHEMRIs. I should like to offer in evidence at this time a table

prepared by the staff of the Investment Banking Section which shows

the amounts in dollars and percentage participations of the $30,000,

000 First Mortgage Bonds, 4% percent, Series A, to which reference

has been made and which were offered in February 1916.

(The table referred to was marked “Exhibit No. 1548” and is

included in the appendix on p. 11621.)

Mr. NEHEMRIs. I might add that the data on the table was taken

from ledger transcripts, memoranda, and correspondence of the sev

eral houses who are represented by the witnesses here.

Mr. BoveNIZER. I know that the first part is all right. I don’t

know about the rest.

Mr. NEHEMRIs. Have you any corrections on the second part?

Mr. JESUP. No.
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SUBSEQUENT ISSUES-1920 TO 1924

Mr. NEHEMKIs. Mr. Bovenizer, subsequent to February 1916, the

company sold five bond issues up to and including November 1924;

is that correct? ~

Mr. BowFNIZER. That is right.

Mr. NEHEMRIs. I would like to offer in evidence, Mr. Chairman,

two letters by J. J. Turner, president of the Chicago Union Station

Co., to the syndicate, dated April 27, 1920.

Acting Chairman REECE. They may be admitted.

(The letters referred to were marked “Exhibits Nos. 1549–1 and

1549–2” and are included in the appendix on pp. 11621 and 11622.)

Mr. NEHEMRIs The first offering was $10,000,000 of first-mortgage

bonds, 6% percent, series C, in April 1920; is that correct, Mr.

Bovenizer?

Mr. Boven IzER. I think so.

Mr. NEHEMRIs. Would you examine that table and tell me if it is

your knowledge and belief that the dollar amounts and percentage

ºptions were allocated in accordance with the figures there set

Orth!

(The table referred to was marked “Exhibit No. 1550” and is in

cluded in the appendix on p. 11623.)

Mºsºn. The first part is right. Mr. Jesup will check the

SºCOInd.

Mr. JESUP. That is right.

Mr. NEHEMRIs (referring to “Exhibit No. 1550”). Now, on this

offering, Kuhn, Loeb & Co., which, together with Lee, Higginson &

Co., had a joint interest, divided up their interests as follows: Kuhn,

Loeb took $3,000,000, or 30 percent; the National City Co. took $1,500,

000, or 15 percent; Člark, Dodge & Co. took $500,000, or 5 percent. I

nºte, Mr. Bovenizer, that at this time the interest of the old National

City Bank was now taken by the National City Co.”

Mr. Boven IZER. Yes.

... Mr. HENDERSON. Mr. Nehemkis, as an expert on witness's memories,

it is very refreshing to have Mr. Bovenizer answer as he does, since

We have had some witnesses who couldn't seem to remember. I would

like to take the time to make the observation.

Mr. NEHEMRIs. Mr. Jesup, if I understand correctly, the Lee, Hig

ginson 50-percent participation of $5,000,000 was allocated as follows:

fº, Higginson took $1,333,333, 13 percent of the issue; First National

Bank took the same amount; J. P. Morgan & Co. took the same

amount; and Illinois Trust & Savings Bank took $1,000,000, or 10

percent.

Mr. JESUP. That is right.

Mr. NEHEMRIs. Now those percentage participations were identical

with those received by these four houses in the previous issue.

Mr. JESUP. That is right.

T. NEHEMRIs. Mr. Bovenizer, in the issue that we are now dis

using there were some variations as between the 1920 offering and

the previous offering [referring to “Exhibits Nos. 1548 and 1550°].

In the previous offering KL received 28-percent participation, Na

ºnal City Co., 14-percent participation, and Clark, Dodge 6 percent.

The 1920 offering had some slight variations, KL 30 percent, National
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City 15, Clark, Dodge 5. Do you recall that to be substantially

correct?

Mr. BovenizBR. Yes; I think it is.

Mr. NEHEMRIs. I should like to offer in evidence a letter by J. J.

Turner, president of the Chicago Union Station Co. to the syndicate,

and the reply of Messrs. Kuhn, Loeb & Co., dated May 26, 1921.

(The letters referred to were marked “Exhibits Nos. 1551–1 and

1551–2” and are included in the appendix on pp. 11623 and 11624.)

Mr. NEHEMRIs. The next offering, I take it, Mr. Bovenizer, was

$6,000,000 first mortgage bonds 6%, series C, which were offered in

May of 1921, and the syndicate there consisted of Kuhn, Loeb, Na

tional City taking part of the Kuhn, Loeb interest, and the percentage

participations were respectively 33 and 16 [referring to “Exhibit

No. 1552”]. Clark, Dodge had at this time dropped out, as I under

stand it, and the interest was divided up between KL and National

City ?

§. BowFNIZER. That is correct.

Mr. NEHEMKIs. Mr. Jesup, will you glance at the table Mr. Boven

izer is about to pass to you? I understand that Lee, Higginson's

$3,000,000 interest was divided up between the same groups as in the

preceding issues: First National Bank, J. P. Morgan & Co., Illinois

Trust & Savings Bank, and that the percentage participations of

these houses, including your own, were the same as in the two pre

ceding issues. Is that correct?

Mr. JESUP. That is correct.

(The table referred to was marked “Exhibit No. 1552” and is in

cluded in the appendix on p. 11624.)

Mr. NEHEMRIs. I offer in evidence the following letters, if the com

mittee please: letters of Kuhn, Loeb & Co. to Lee, Higginson & Co.

and P. V. Davis, vice president of the National City Co., and the

replies to those letters dated May 27 and 31, during the year 1921.

(The letters referred to were marked “Exhibits Nos. 1553–1 to

1553–4” and are included in the appendix on pp. 11625 and 11626.)

Mr. NEHEMRIs. I believe the next offering, the next piece of financ

ing, Mr. Bovenizer, was the $6,150,000 first-mortgage bonds, and this

was a private offering in May of 1922. Is that correct?

Mr. BOVENIZER. Yes.

Mr. NEHEMRIs. I offer in evidence a letter of J. J. Turner, president

of the Chicago Union Station Co. to the syndicate and the reply

dated May 23, 1922, Mr. Chairman.

(The letters referred to were marked “Exhibits Nos. 1554–1 and

1554–2” and are included in the appendix on pp. 11626 and 11627.)

Mr. NEHEMRIs. The percentage participations, Mr. Bovenizer, on

the interest divided up by Kuhn, Loeb were exactly the same as in

the preceding issue; in other words, KL took 33 percent, and Na

tional City took 16?

Mr. BoveNIZER. The percentage figures are right but the dollars are

wrong.

Mr. NEHEMKIS. Would you be good enough to let me have the cor

rect information?

Mr. BOVENIZER. Yes."

* Mr. Bovenizer subsequently agreed that the figures in “Exhibit No. 1555” were correct.

flººt No. 1759–2,” introduced on December 20, 1939, and appearing in appendix,
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Mr. JESUP. This checks with the information I have.

Mr. NEHEMRIs. We can correct that at a little later time. . .

Acting Chairman REECE. The table may be admitted subject to

correction of the figures.” - -

(The table referred to was marked “Exhibit No. 1555” and is in

cluded in the appendix on p. 11627.)

Mr. NEHEMRIs. I offer in evidence a letter of Samuel Rea, president,

Chicago Union Station Co., to the syndicate, and reply dated January

12. 1924.

Acting Chairman Reece. It may be admitted.

Thei. referred to were marked “Exhibit 1556–1 and 1556–2”

and are included in the appendix on p. 11628.)

Mr. NEHEMRIs. In this syndicate, Mr. Bovenizer, the percentage

participations of Kuhn, Loeb and National City continue to remain

the same?

Mr. BoveNIZER. Right.

Mr. NEHEMRIs. If you will glance at that table, Mr. Jesup, and

tell me whether to your knowledge and belief the percentage partici

pations of the four houses therein listed were likewise the same?

Mr. JESUP. That is right.

Mr. NEHEMRIs. Wasn't there a new participant? Illinois Mer

chants Trust Co.? That is to say, the Illinois Merchants Trust Co.

took over the share of the Illinois Trust & Savings Bank, as a result

of a consolidation that took place at that time?

Mr. JESUP. That is right.

Mr. NEHEMRIs. Otherwise, the percentage participations are the

same?

Mr. JESUP. Yes.

Acting Chairman REECE. It may be admitted.

(The table referred to was marked “Exhibit No. 1557” and is in

cluded in the appendix on p. 11629.)

Mr. NEHEMRIs. I think the next piece of financing, and the last of

the five that I have mentioned at the outset, was a $7,000,000 offering

of 5 percent guaranteed gold bonds. These bonds were offered in

November of 1924. Is that correct, sir?

Mr. BoveNIZER. Yes; there is also $850,000 first mortgage bonds.

Mr. NEHEMRIs. I am going to refer to that in just a moment. I

should like to offer, in this connection, a letter of Samuel Rea, presi

dent of the Chicago Union Station Co., to the syndicate, and reply,

dated November 12 and 14, 1924.

Acting Chairman REECE. They may be admitted.

(Thei. referred to were marked “Exhibits Nos. 1558–1 and

1538–2" and are included in the appendix on pp. 11629 and 11630.)

Mr. NEHEMRIs. In this issue. I take it that the respective participa

tions of Kuhn, Loeb & Co. and National City were still the same?

Mr. BoveNizeR. Yes.

Mr. NEHEMRIs. Mr. Jesup, would you tell me whether the per

centage participations on the table which you have in your hand show

any variation over those of the preceding four issues that we have
discussed?

Mr. JESUP. They are the same.

*See footnote 1, opposite page.
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Mr. NEHEMRIs. And the participants are the same 4

Mr. JESUP. That is right.

Mr. NEHEMRIs. I offer this table in evidence, with one qualifying

statement, that together with this issue that we have discussed, Mr.

Chairman, there was also purchased and sold $850,000 first mortgage

4% percent bonds, series R dated January 1, 1916, and due July 1,

1963.

Correct, Mr. Bovenizer?

Mr. BoveNIZER. Yes.

(The table referred to was marked “Exhibit No. 1559° and is in

cluded in the appendix on p. 11630.)

Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence

a table showing the percentage of interests of the investment banking

houses in the security issues of the Chicago Union Station Co., 1916–

24. The committee is already familiar with the names of these par

ticipants. May I draw your attention to certain essential facts about

those percentage participations? During this entire period of time

there appears to be no variation in the percentage participation of

Lee, Higginson & Co., First National Bank of New York, J. P. Morgan

& Co., Illinois Trust & Savings Bank. Mr. Jesup, do you accept my

statement as being correct and accurate?

EXHIBIT NO. 1560

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Chicago Union Station Co.—Percentage of interests of investment banking

houses in security issues of the Chicago Union Station Co., 1916–1924

[Summary of “Exhibits Nos. 1548, 1550, 1552, 1555, 1557 and 1559'')

First

Kuhn, National Clark. Lee Hig-|Natiºnal J. P. Mor: };
Loeb & City | Dodge & ginson | Bank of gan & §:
Co. Bank Co. & Co. New Co. sº

York

(1) (2) (3) (4) (5) (6) (7)

$30,000,000 4%% “A” Due 1963, Percent | Percent | Percent | Percent | Percent | Percent | Percent

Offered Feb., 1916------------ 28.88 14. 44 6.67 13. 33 13.33 U3.33 10.00

$10,000,000 6%% “C” Due 1963

Offered April, 1920----------- 30.00 || 1 15.00 5.00 13. 33 13. 33 13. 33 10.00

$6,000,000 6%% “C” Due 1963,

Offered May, 1921------------ 33.33 1 16.67 |---------- 13. 33 13. 33 13. 33 10.00

$6,150,000 5% “B” Due 1963,

Offered May, 1922------------ 33.33 1 16. 67 || ---------- 13. 33 13. 33 13. 33 10.00

$7,000,000 5% “B” Due 1963,

Offered Jan., 1924------------ 33.33 1 16.67 || ---------- 13. 33 13. 33 13.33 1 10.00

$7,000,000 5% Guaranteed Due

1944, Offered Nov., 1924
33.33 1 16.67 ---------- 13.33 13. 33 13.33 1 10.00

1 National City Company.

* Illinois Merchants Trust Company.

NotE.— Kuhn, Loeb & Co. and Lee Higginson & Co. each had an interest of 50% in the security issues of

the company, which they distributed to themselves and their associates in the proportions indicated here.

The associates of Kuhn, Loeb & Co. were The National City Bank and later the National City Company,

and Clark, Dodge & Co. The associates of Lee Higginson & Co., were the First National Bank of New

York, J. P. Morgan & Co., with a non-appearing interest, and the Illinois Trust & Savings Bank, later

Illinois Merchants Trust Co.

Mr. JESUP. That is correct.

Mr. NEHEMKIS. And I note, Mr. Bovenizer, that with the exception

of the first two offerings there are no percentage variations of Kuhn,

Loeb and National City for the third, fourth, fifth, and sixth offerings;
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they remain the same. Do you accept my statement as being correct

and accurate?

Mr. BowenizER. Yes.

Acting CHAIRMAN REECE. It may be admitted.

(The table referred to was marked “Exhibit No. 1560” and appears

in full on the opposite page.)

Mr. NEHEMKIS. At this point may I call two members of my staff,

Mr. Whitehead and Mr. Huff. Will you both step forward and allow

the chairman to give you the oath?

Acting CHAIRMAN REECE. Mr. Huff was sworn.

Mr. Whitehead, do you solemnly swear that the testimony you are

about to give in this procedure shall be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. WHITEHEAD. Yes.

TESTIMONY OF W. S. WHITEHEAD, SECURITY ANALYST, AND

CHARLES H. HUFF, ASSOCIATE UTILITIES FINANCIAL ANALYST,

SECURITIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.

Mr. NEHEMRIs. Mr. Whitehead, as a member of the staff of the

Securities and Exchange Commission, have you had occasion to ex

amine the files of Lee Higginson Corporation?

| Mr. WHITEHEAD. I have.

Mr. NEHEMRIs. I show you a file of documents which purport to

* been obtained from that company, and I ask you to identify

them and tell me whether you obtained them from the files of that

Cºmpany.

Mr. WHITEHEAD. These were obtained from the files of Lee Higgin

sh Corporation of New York City.

Mr. NEHEMRIs. I ask that the documents just identified be received

in evidence.

(The documents referred to were marked “Exhibit No. 1561.” The

ºuments were subsequently offered individually, each one receiving a

new exhibit number.)

Mr. NEHEMRIs. Mr. Huff, I show you a file of documents coming from

*firm of Harriman Ripley & Co., Incorporated, with reference to

Chicago Union Station Co. I ask you to examine this file and tell me

tº.{. obtained these documents from the files of Harriman

ipley & Co.

Mr. HUFF. These are documents that I obtained from the files of

Hariman Ripley & Co., Incorporated.

Mr. NEHEMRIs. I ask that the file identified be received in evidence.

(The file of documents referred to was marked “Exhibit No. 1562.”

*.documents were subsequently offered individually, each one re

*lºng a new exhibit number.)

|Mr. Avildsen assumed the Chair.)

*NEHEMRIs. I show you a file of documents purporting to come

from the firm of Smith, Barney & Co. with reference to the Chicago

Union Station Co. I ask you to examine this file and tell me

"hether or not you obtained these documents from the files of that

º
& Cº. HUFF. Yes; I obtained these from the files of Smith, Barney

0.
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Mr. NEHEMRIs. If it please the committee, I ask that these docu

ments just identified be received in evidence.

Acting Chairman AviLDSEN. They may be received.

(The#. of documents refered to was marked “Exhibit No. 1563."

The documents were subsequently offered individually, each one re.

ceiving a new exhibit number.)

Mr. NEHEMRIs. I show you a file purporting to come from Th

First Boston Corporation containing documents with reference to th

Chicago Union Station Co. I ask you to examine this file and tel

me whether you obtained these documents from The First Bostol

Corporation.

Mr. HUFF. I obtained these from the files of The First Bostol

Corporation.

r. NEHEMRIs. May it please the committee, these documents ar

submitted to the record.

Acting Chairman AvLLDSEN. They may be received.

(The file of documents referred to was marked “Exhibit No. 1564.

The documents were subsequently offered individually, each one re

ceiving a new exhibit number.)
-

THE 1935 REFUNDING—EFFECTS OF THE BANKING ACT OF 1933

Mr. NEHEMRIs. Mr. Bovenizer, during the summer of 1934, wa

there not presented the question of a refunding issue for Statio.

bonds? -

Mr. BOVENIZER. Yes.

Mr. NEHEMRIs. Your firm presented it?

Mr. BovenizBR. With Lee Higginson.

Mr. NEHEMRIs. Besides the guaranteed bonds I understand then

were also outstanding about the middle of 1934 the following fir,

mortgage issues of the Station Co.: $30,850,000 series A 4% percent

$13,150,000 series B 5 percent; $16,000,000 series C 6% percent. )

that correct?

Mr. BowFNIZER. I have no figures here, but I am quite sure that

right.

Mr. NEHEMRIs. The former group of underwriters, however, at th

time was no longer intact?

Mr. BowFNIZER. Yes; so far as we were concerned the Nation

City Co. had gone out of business.

Mr. NEHEMRIs. What had happened to break up the old group?

Mr. BoveNIZER. The National City Co. had gone out of busine

because of the act which had passed. We had taken Brown Hari

man in in their place.

Mr. NEHEMRIs. Weren’t there also some other changes? What hi

happened, Mr. Jesup, to the Chicago bank? They were likewise o

of the group?

Mr. JESUP. That is right.

Mr. NEHEMRIs. And that was due to the enactment of the Ban

ing Act?

Mr. JESUP. That is correct.

Mr. NEHEMRIs. Mr. Jesup, J. P. Morgan & Co. likewise was affect

by the passage of the Banking Act?

Mr. JESUP. That is right.
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Mr. NEHEMRIs. At this time, Mr. Bovenizer, did not Mr. Sparrow,

vice president of the Station Co., discuss the refunding with Mr.

Davis, formerly of the National City Co., and now with Brown Har

riman, as well as with yourself?

Mr. BoveNIZER. Yes; he did.

Mr. NEHEMKIs. I offer in evidence, Mr. Chairman, a copy of a letter

from the files of Kuhn, Loeb & Co. with reference to the subject mat

ter. That is a letter obtained in the manner which I described at

the outset of these hearings, so it requires no identification, but I

would like Mr. Bovenizer to be familiar with it before I discuss it.

Mr. BowFNIZER. All right, Mr. Nehemkis.

Mr. NEHEMRIs. You have examined it?

Mr. BowFNIZER. Yes.

Mr. NEHEMRIs. I offer it in evidence.

(The letter referred to was marked “Exhibit No. 1565” and is in

cluded in the appendix on p. 11631.)

Mr. NEHEMRIs. I should like to read from that letter, Mr. Chair.

man. This is a letter from W. W. K. Sparrow, vice president and

romptroller of the Station Co., to W. W. Atterbury, president of the

Station Co. [reading from “Exhibit No. 1565”]:

I have had some discussion with Mr. Newcomet of your company and have

also had some correspondence with Mr. Pierpont W. Davis, vice president, Brown

Harriman & Co. Incorporated, (formerly National City Company), and Mr. Geo.

W. Bovenizer, of Kuhn, Loeb & Co., New York, concerning the possibility of

Minancing series “C” 6% percent issue on a better basis.

Mr. HENDERSON. Was there a mistake there? That says Brown

Haſtiman Co., formerly National City Co.?

Mr. NEHEMkIs. That is right.

Mr. HENDERSON. Was that in the letter?

Mr. NEHEMRIs. I am reading exactly from the letter. I am afraid

º understand your question, Mr. Commissioner. Will you re

peat it?

Mr. HENDERSON. I wanted to make sure. I didn't understand that

Brown Harriman wasa

Mr. NEHEMRIs (interposing). I will read it again, sir. It says here

reading from “Exhibit No. 1565”]:

I have had some discussion with Mr. Newcomet of your company and have
also had some correspondence with Mr. Pierpont V. Davis, vice president, Brown

Himan & Co. Incorporated, (formerly National City Company), and Mr. Geo.

w. Bovenizer, of Kuhn, Loeb & Co., New York, concerning the possibility of

*financing series “C” 6% percent issue on a better basis.

When in New York yesterday I discussed this quite fully with Mr. Bovenizer

and Mr. Davis.

Do you recall, Mr. Bovenizer, whether Mr. County had any objec

tiºn to bringing in the firm of Brown Harriman & Co. through con.

sultation with Pierpont Davis?

Mr. BoveNizeR. Not that I know of.

Mr. NEHEMRIs. I offer in evidence, Mr. Chairman, a letter dated

August 6, 1934, from A. J. County to W. W. K. Sparrow, vice presi
dent and comptroller of the Chicago, Union Station Co. This letter

s been obtained in the fashion which I described at the outset of

the hearings.

*śliman AvTLDSEN. To be printed?
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Mr. NEHEMKIS. Printed, if you please, sir.

(The letter referred to was marked “Exhibit No. 1566” and is in

cluded in the appendix on p. 11632.)

THE SELECTION OF UNDERWRITING ASSOCIATES

Mr. NEHEMKIS. I would like to read one paragraph from that

letter [reading from “Exhibit No. 1566”]:

I note that you are interviewing Mr. Davis, of Brown Harriman & Co.—

Mr. County writes to Mr. Sparrow—

as well as Mr. Bovenizer. I am not sure that Brown Harriman & Co. partici

pated in the previous bond issue. If not, I assume that it would not be neces

sary to bring them in now, although they are a very high class firm and Mr.

Pierpont V. Davis is a good adviser.

I take it, Mr. Bovenizer, that Mr. County meant that the Pennsyl

vania was not under any moral obligation or commitment to include

Brown Harriman in the underwriting group since Brown Harriman

had not been a member of the previous group. Is that correct?

Mr. BowFNIZER. That is his interpretation, but it was up to us to

include them or not.

Mr. NEHEMKIS. And did you include them :

Mr. BovKNIZER. Yes.

Mr. NEHEMRIs. And you recognized them as the successor to the

National City Co.'s interest?

Mr. BovENIZER. Yes, that they were the only successor at that time.

Mr. HENDERSON. May I ask a question, please?

Mr. NEHEMRIs. If you please, sir.

Mr. HENDERSON. Do I understand that it wasn't up to the Pennsyl

vania Railroad as to whether or not Brown Harriman was included ?

Mr. BovENIZER. It was up to us entirely.

Mr. HENDERSON. You already had the business.

Mr. BowFNIZER. No, but it was up to us to include Brown Harri

man in it, as the successors of the National City Co., because all

the principal officers at that time of the former National City Co.

and a large part, I should say the better part, of the distributing

organization had gone into this firm of Brown Harriman & Co.

Incorporated. -

Mr. HENDERSON. Suppose the Pennsylvania Railroad, which I un

derstand has about 50 percent ownership of the terminal, had wanted

some other firmº of Brown Harriman &

Mr. BovKNIZER. We would have been delighted to consider that and

probably would have followed their wishes.

Mr. O'ConnELL. I understood you to say it wasn't up to them 2

Mr. BoyENIZER. No, it was up to us to use the successor of the

National City Co. That is what I meant by that statement, because

they had been our associates, you understand, heretofore, the Nationali

City Co. had been chosen by us, one of our original group in this

business, in 1912 or 1911, as the memorandum states.

Mr. O'Connell. By virtue of this long established custom, des

I understand that your firm and Lee Higginson were entitled to the

business and you also were entitled to decide who would participate z

Mr. BovenizBR. That was based entirely upon the service rendered -

so long as they wished to keep up the contact we were entitled to it

and hoped to keep it up.
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Mr. O'Connel.L. But you also indicate that the Pennsylvania Rail

road or the Terminal Co. would not be in position to tell you who

would participate.

Mr. BovenizBR. Oh, yes. I think probably they would tell us, but

the Pennsylvania Railroad Co., as I understand it, was perfectly will

ing to deal with us alone; it was up to us to choose our own associates,

which we did.

Mr. O'ConnDLL. But one statement that puzzled me was that you

indicated it was entirely up to you.

Mr. BoveNIZER. I meant by that statement to choose the successor

of the National City Co. for this particular group.

Mr. O'ConnELL. That is exactly it.

Acting Chairman AVILDSEN. It was not up to you to choose the suc

cessor of the Illinois Merchants Co.?

Mr. BoveNIZER. No; that was up to Lee Higginson. We were doing

this business on a joint group basis. Our original partner in the

business was the National City Bank which became the National City

Co., and later on in our eyes became Brown Harriman & Co.

Mr. NEHEMRIs. May I offer in evidence, Mr. Chairman, a letter from

W. W. K. Sparrow to Mr. A. J. County and Mr. Bruce Scott, dated

September 1, 1934. This letter was obtained in the fashion described

at the outset of these hearings.

* Chairman AviLDSEN. Without objection, it will be ad

mitted.

(The letter referred to was marked “Exhibit No. 1567” and is in

cluded in the appendix on p. 11632.)

Mr. NEHEMRIs. At this time, Mr. Bovenizer, did you not discuss the

possible refunding with Mr. Jesup?

Mr. BoveNIZER. Yes.

Mr. NEHEMRIs. And, Mr. Jesup, did you have occasion to discuss

the possible refunding with Mr. Sturgis? .

Mr. JESUP. Yes.

Mr. NEHEMRIs. Mr. Sturgis, I show you a memorandum dated Au

gust 29, 1934, and ask you to tell me whether that memorandum was

not dictated by you.

Mr. STURGIs. That is part of a series of memoranda. That is one;

Wes.

Mr. NEHEMRIs. Is the memorandum which you have in your hand

one which was dictated by you on the date there designated?

Mr. STURGIs. That is correct.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I offer

in evidence the memorandum identified by the witness.

Acting Chairman AvH.DSEN. It may be received.

(The memorandum referred to was marked “Exhibit No. 1568” and

appears in full in the text.)

TEMPORARY PLACING OF FIRST NATIONAL BANK’s UNDERWRITING INTEREST

Mr. NEHEMRIs. I should like, if I may, to read to you from that

memorandum prepared by Mr. H. S. Sturgis, dated August 29, 1934

[reading “Exhibit No. 1568”]:

Mr. Jessup of Lee, Higginson & Co. called with reference to the possibility

of a refunding issue by the Chicago Union Station Company. He stated that

he had discussed the matter with Mr. Bovenizer of Kuhn, Loeb & Co. and that
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while there were a number of “ifs” in regard to the business there Was a

possibility that an issue would come along perhaps in October. The purpose of

his call was to tell us that when the business materialized he would inform

us and would then ask us to designate some one to take our place in the business

with the idea that we were not permanently out of the underwriting business

and would probably wish to have Lee, Higginson place our share on a purely

temporary basis where we would be sure to have it back When, as and if

the Banking Act is changed so as to permit us to underWrite.

I thanked him very much for his information and told him that I Was

sure that everyone had expected that Lee, Higginson would take this attitude,

and that in spite of expecting it all of us would be most pleased to know that

that is their attitude.

Now, Mr. Jesup, upon what did you predicate your opinion that

the First National Bank was not permanently out of the underwrit

ing business? I might just say that the memorandum reporting your

conversation is dated August 29, 1934.

Mr. JESUP. I had been led to believe that Mr. Sturgis and some of

his associates had been working on the theory that there might pos

sibly be a change in the act and they could build up some optimism

in regard to that, and I think that is the reason for that statement.

Mr. NEHEMRIs. In anticipation of the possible revision of the Bank

ing Act of 1933, you called upon Mr. Sturgis, who was then repre

senting the First National Bank, to request him to designate someone

who might serve, shall I say, as a temporary custodian of the interest

in this financing of the First National Bank of New York. Is that

correct, sir?

Mr. JESUP. Well, I don’t believe that that was the phraseology I

used. I told him that we had two or three ideas ourselves, but if

he had any suggestions, we would be very glad to give them considera

tion. I think that is the phraseology I used.

S Mr. NEHEMRIs. Is that your recollection of the conversation, Mr.

turgis?

Mr. STURGIs. That is approximately my recollection, that we were

no longer in the business, that there was still some hope, let us say,

that that was not a permanent situation. We had served this com

pany for many years, and if the banks were again permitted to under

write, that we would have an opportunity to get back. On the other

hand, the people designated were far from just custodians. They

were good, sound houses who properly could be included in that

business.

Mr. NEHEMRIs. But you indicated in connection with the visit of

Mr. Jesup that you were not relinquishing your rights to this financ

ing, you were merely designating other houses or you would designate

other houses who would have perhaps the opportunity of occupying

your own position in the group. Is that correct?

Mr. STURGIs. Well, I would phrase it somewhat differently.

Mr. NEHEMRIs. You phrase it to me and let me have your version.

Mr. STURGIs. In the first place, the people who designate who shall

have the business are obviously the corporation putting out the issue,

and it can designate Kuhn, Loeb & Co. with all of it, or rather

Kuhn, Loeb with half of it, or Lee Higginson with half of it—that

is their business. These are big issues and Lee Higginson, I gather,

wanted to diversify their risk or reduce the amount of the risk and

they asked partners into that business. We apparently were good
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partners for Lee Higginson for many years, and they kept us on as

such in their business.

Mr. NEHEMRIs. Since 1911.

Mr. STURGIs. They could put us out at any time they wanted to.

But when he was kind enough—and let me make this plain, that we

were in many pieces of business, and this is the only one where we

have ever been asked to designate a successor. So if you are trying

to prove a proprietary interest, you are taking the one instance, as

far as we are concerned, that is in the records. There is no other.

Mr. NEHEMRIs. The subject matter of discussion before this com

mittee this afternoon, Mr. Sturgis, is the financing of the Chicago

Union Station Co.

Mr. STURGIs. Yes, but you introduced this with the statement you

were going to show a proprietary interest of the people in this.

Mr. NEHEMRIs. These hearings will continue at the pleasure of

the committee for 2 more weeks. We shall have occasion to discuss

this problem in much more detail.

Mr. STURGIs. I am trying to answer your question but I am trying

to put my point clearly. Lee Higginson invited us to be partners.

They did in 1934 invite us to say who might take our places. It was

a very nice thing for them to do, we appreciate it and we took

advantage of it.

Mr. NEHEMRIs. At this time, Mr. Jesup, did you have occasion, in

view of this realignment that was taking place as the result of the

impact of the Banking Act, to discuss the problem of the new

members of the group with the Station Co.?

Mr. JESUP. No; not as far as I know.

Mr. NEHEMRIs. Mr. Bovenizer, what is your recollection as to

whether you or or other members of your partners discussed bringing

in new members of the group with the company?

Mr. BowFNIZER. My recollection is it was not discussed with the

company.

Mr. NEHEMRIs. In other words, you felt this was a matter for the

syndicate, your people could handle it? -

Mr. BoveNIZER. So far as the company was concerned, Kuhn, Loeb

and Lee Higginson were doing the business.

Mr. NEHEMRIs. And they would have implicit confidence in any

selections you would make.

Mr. BoveNIZER. Yes.

FFFORTS OF EDWARD B. SMITH & CO. TO OBTAIN A PARTICIPATION IN THE

1935 ISSUE

Mr. NEHEMRIs. As the result of this realignment that was taking

place as the result of the Banking Act, Mr. Bovenizer, certain banking

houses were attempting to obtain a place in the business, notably

E. B. Smith & Co.. (Smith, Barney & Co.); is that correct?

Mr. BoveNIZER. I don't remember them coming to me. The only

ones that came to me were Mr. Glore here who thought he ought

to get the place of one of the Chicago participants and I referred

him to Mr. Jesup.

Mr. NEHEMRIs. We will come to that in a moment.
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Mr. Chairman, may I offer in evidence a document identified pre

viously as coming from the files of Smith, Barney & Co.

Acting Chairman AVILDSEN. Without objection, it may be admitted.

(The document referred to was marked “Exhibit No. 1569” and is

included in the appendix on p. 11633.)

Mr. NEHEMKIs. And may I read to you certain diary entries in

the document which has just been admitted. The first diary entry is

by JWC, John W. Cutler, partner of the firm of Smith, Barney &

Co., and it is dated September 5, 1934, and reads as follows [reading

from “Exhibit No. 1569”]:

JRS–

the initials are Joseph R. Swan—

or JWC to speak to Bovenizer regarding possibility of refunding the 5s and

6%s, as per KW's memo.

KW is Karl Weisheit.

As per KW's memo of August 10th.

I want to read you another diary entry dated December 7, 1934

[reading further] :

RC Jr.—

that is R. Cheston—

and I

John W. Cutler—

spoke to George Bovenizer today when he was in the office for Chesapeake

syndicate meeting. He said they had had the thing set up for several months

and had hoped to do it in October but did not go ahead then on account of St.

Paul situation. They are considering refunding only the 6%s ($18,000,000, I

think). Will probably take it up again in February. Might be well to say

something to County of P. R. R.—

Pennsylvania Railroad—

If opportunity presents. JPM&Co

I think that represents J. P. Morgan & Co.—

Had interest in old account thru their connection with Burlington. Question

whether or not we might see George Whitney about this.

May I read you another diary entry by Mr. Cutler bearing the date

December 11, 1934 [reading further]:

Spoke to Mr. Whitney reference Morgan's former interest in busness and he

said that their position in the various accounts came from LH&Co—

Lee Higginson & Co.—

(Schweppe of that firm had been very active in the earlier negotiations).

Therefore, anything he might do would have to be after talking with LEI&Co.

Question: Should we say anything to them directly?

May I read you another diary entry by John W. Cutler, dated De

cember 14, 1934 [reading further] :

Talked with Bovenizer reference my conversation with Whitney. He said he

might be able to say something to Higginson in our behalf.
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TRANSFER OF CONTINENTAL ILLINOIS BANK & TRUST Co.'s UNDERWRITING

INTEREST TO FIELD, GLORE & Co.

Mr. Bovenizer, do you recall whether the Continental Illinois Bank

& Trust Co. asked your firm to transfer their interest in the Station

Co. business to Field, Glore & Co.'

Mr. BowFNIZER. I don’t recall that.

Mr. NEHEMRIs. Mr. Glore, at long last I come to you. Do you

have any recollections on the subject?

Mr. GLORE. In connection with the Continental?

Mr. NEHEMRIs. Yes, do you recall any occasion wherein Continental

requested Kuhn, Loeb to transfer their old interest in the Chicago

group to your firm?

Mr. GLORE. Our files show that I wired our New York office, that

one of their vice presidents had phoned Kuhn, Loeb & Co. saying that

they had no objection to their interest being transferred to us.

Mr. NEHEMRIs. You have in your hands a letter, a photostatic copy

of a letter, dated February 28, 1935, addressed to Mr. Ralph Budd, pres

ident, Chicago, Burlington & Quincy Railroad Co., 547 West Jack

son Boulevard, Chicago, Ill. Do you recognize that photostatic copy

as being a true and correct copy of an original letter in your files?

Mr. GLORE. I do.

Mr. NEHEMKIs. I would like, Mr. Chairman, to offer this letter just

identified into evidence. And may I read from this. You will recall

this is a letter from Mr. Glore to Mr. Budd [reading from “Exhibit

No. 1570”]:

DEAR MR. BUDD: Sometime ago I discussed with you briefly the possibility of

calling the outstanding Chicago Union Station 6%.'s, at that time asking if I

could count on the Burlington's help to be included in this business if it were

done. Your answer was that I could.

I later found that Mr. Sparrow was handling the matter and that it was being

negotiated largely by the Pennsylvania with Kuhn Loeb. The old Union Station

group was composed of Kuhn Loeb, Lee Higginson, National City Company,

First National of New York, and the Continental Illinois Company. The latter

three are now out of business, but Kuhn Loeb are recognizing Brown Harri

man in the National City Company's place, inasmuch as practically the entire

personnel of the National City Company are now associated with Brown

Harriman.

I note, Mr. Bovenizer, that Mr. Glore says Kuhn, Loeb are recogniz

ing Brown Harriman in the National City Co.'s place, inasmuch as

practically the entire personnel of the National City Co. are now as

sociated with Brown Harriman. You have already testified that that

was the case?

Mr. BoveNIZER. Yes, sir.

Mr. NEHEMRIs. Continuing with the letter, Mr. Chairman [reading

further from “Exhibit No. 1570”]:

The Continental Illinois have advised Kuhn, Loeb that they would like to see

their former interest in our hands and from conversations I have had with Kuhn,

Loeb, there is no objection to our being included.

So that it would appear, Mr. Bovenizer, that Mr. Glore did have

conversations with you.

Mr. BovenizBR. I said Mr. Glore had conversations with me, and

I referred him to Lee Higginson because it was out of their share this

participation was to come.

Mr. NEHEMRIs. So that your memory is quite correct?

124491–40–pt. 22
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Mr. BovENIZER. Yes; I had conversations with Mr. Glore.

Mr. HENDERSON. You couldn’t remember the conversations?

Mr. GLORE. I probably did have them, though, I don’t know.

Mr. NEHEMKIs. The Commissioner said he still thinks it is a good

record, Mr. Bovenizer.

I take it as a fact, Mr. Glore, that you requested Mr. Budd to ask

Mr. Sparrow to assist your firm in obtaining the participation of the

business, and Mr. Budd carried out your request.

Mr. GLORE. Yes.

(The letter referred to was marked “Exhibit No. 1570” and is in

cluded in the appendix on p. 11634.)

Mr. NEHEMKIS. I show you a telegram, a photostatic copy of which

you now have in your possession, with the initials, “C. F. G.” to

“J. R. F.” dated March 5, 1935. C. F. G. are your own initials, and

J. R. F. I take to be the initials of Mr. Forgan?

Mr. GLORE. That is right.

Mr. NEHEMRIs. Is that a true and correct copy of the original in

your possession?

Mr. GLORE. Yes.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the telegram just

identified.

Acting Chairman AvLDSEN. Without objection it may be admitted.

(The telegram referred to was marked “Exhibit No. 1571” and is

included in the appendix on p. 11634.)

Mr. NEHEMRIs. Apparently, Mr. Glore, Mr. County was willing to

support the Burlington's request. Is that correct as you recall the

situation?

Mr. GLORE. That is right.

Mr. NEHEMRIs. Now I show you a telegram, of which you now have

a photostatic copy, dated March 5, 1935, to C. F. G. from J. R. F.,

C. F. G. being yourself?

Mr. GLORE. Yes.

Mr. NEHEMRIs. And J. R. F. being your partner, J. Russel Forgan?
Mr. GLORE. That is correct.

Mr. NEHEMRIs. This telegram reads as follows:

Sargent reports—

Is that Fred W. Sargent, president of the Chicago & Northwestern ?

Mr. GLORE. Fred—

Mr. NEHEMRIs. This is Fred Sargent?

Mr. GroRE. No.

Mr. NEHEMRIs. What Sargent is this?

Mr. GLORE. It is an employee of ours.

Mr. NEHEMRIs [reading “Exhibit No. 1572”]—

Sargent reports that County has told him he will put in a word with K. L. in

support of Burlingtons position in Union Station financing. Sargent thinks

County has heard from Burlington. He states further that it is possible that the

ICC will insist on public bidding for the bonds, although this is by no means

assured.

Initialed J. R. F. to C. F. G.

(The telegram referred to was marked “Exhibit No. 1572” and

appears in full above.)

Mr. Glore, do you recall whether Mr. Bryce, a vice president of the

Continental Illinois Bank, also interceded in your behalf by advising
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K. L. that the bank would like to have its interest taken up by your

firm?

Mr. GLORE. He did.

Mr. NEHEMRIs. I show you a photostatic copy of a telegram, pre

sumably sent by you to your partner, J. Russel Forgan, and ask you

to tell me whether this is a true and correct copy of an original from

your files.

Mr. GLORE. It is.

Mr. NEHEMKIS. I offer the telegram, dated March 5, 1935, from

Charles F. Glore to J. Russel Forgan, just identified by the witness,

and I should like to read the contents of that telegram [reading “Ex

hibit No. 1573”]:

“Bryce phoned Stuart”—That was Bryce of the Continental—

“phoned Stuart”—that, presumably, is Percy Stewart, your syndicate

manager.

Mr. BoveNIZER. Yes; but his name is spelled wrong.

Mr. NEHEMRIs. But it is Percy Stewart that is referred to [reading

further]:

Bryce phoned Stuart in Bovenizer's office that Continental would like to have

is have their interest in Union Station.

Initialed C. F. G., to J. R. F. I offer this in evidence.

(The telegram referred to was marked “Exhibit No. 1573” and

appears in full above.)

Mr. NEHEMRIs. Mr. Glore, I take it that your firm was finally in

cluded in the underwriting group, its participation being generally

considered as coming from the old interest of the Continental Illinois?

Mr. GLORE. That I don’t know. It came from Lee Higginson.

Mr. NEHEMKIS. Mr. Glore, I show you a letter presumably written

by yourself to your partner, J. Russel Forgan, dated March 11, 1935,

and I ask you to tell me whether that photostat which you have in

§. hands is a true and correct copy of the original in your files in

lcago. -

Mr. GLORE. It is.

Mr. NEHEMRIs. Is it a correct copy?

Mr. GLORE. It is; yes.

Mr. NEHEMRIs. Mr. Chairman, may I offer in evidence a letter dated

March 11, 1935, from Mr. Glore to Mr. Forgan, which has just been
identified?

Acting Chairman AVILDSEN. Without objection, it may be admitted.

(The letter referred to was marked “Exhibit No. 1574” and is in

cluded in the appendix on p. 11449.) -

Mr. NEHEMKis. May I read from the letter? [Reading from “Ex

hibit No. 1574:”]

Refunding of Chicago Union Station 6%'s seems all set and new bonds will be

offered very shortly.

Kuhn-Loeb and Lee-Higginson will head the business as in the past—Brown

Harriman and ourselves will follow, and probably Smith and the First of Boston

follow us. I don't know yet what our interest will be, nor do I particularly care.

I am much more interested in the position.

By that you meant, did you not, your place in the advertising
position?

Mr. GLORE. I meant it was a Chicago piece of business, and we were

very glad to be included in it.
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Mr. NEHEMRIs (reading further):

What I had not understood until recently is that the Chicago Union Station

account is a consolidation of two groups that were working on the issue, Kuhn

Loeb and the National City being one, Lee Higginson being the other. ASSO

ciated with Lee Higginson were the First National, Morgan–

I take it that reference to Morgan, Mr. Glore, is J. P. Morgan & Co. 2

Mr. GLORE. Right.

Mr. NEHEMRIs (reading further):

Morgan with a silent interest, and the old Illinois Merchants Bank. Our

interest will have to come out of the Lee Higginson participation, and We prob

ably will be considered as taking the Old Continental interest.

That was your impression at the time?

Mr. GLORE. It must have been.

Mr. NEHEMRIs (reading further):

Apparently the First National and Morgan are the ones suggesting Smith

and the First Of Boston.

On what did you base that statement, Mr. Glore—“Apparently the

First National and Morgan are the ones suggesting Smith and the

First of Boston”? -

Mr. GLORE. It may have been a guess, or it may have been some

thing that somebody told me at that time.

Mr. NEHEMRIs. I offer in evidence Mr. Chairman, a letter of James

Lee, assistant secretary, Lee Higginson Corporation, to Messrs. Field,

Glore & Co., March 23, 1935. This I take it is the official letter, Mr.

Jesup, which notified Field, Glore of its 10 percent share. Will you

examine that document and tell me whether that is a true and cor

rect copy of the original in the files of your firm’

Mr. JESUP. That is correct.

Mr. NEHEMRIs. Mr. Chairman, I offer the document in evidence.

º Chairman AvH.DSEN. Without objection, it may be ad

mitted.

(The letter referred to was marked “Exhibit No. 1575” and is

included in the appendix on p. 11635.) -

Mr. NEHEMRIs. Now, Mr. Jesup, I believe at this time you again

had occasion to talk with the people at the First National Bank to

ask whether or not they would designate a sucessor for their under

writing interest. Do you recall that?

Mr. JESUP. That is in connection with the first issue?

Mr. NEHEMRIs. That is in connection with the first issue coming
Out.

Mr. JESUP. Well, I thought I answered that before.

Mr. NEHEMRIs. Perhaps Mr. Sturgis had better tell us.

Mr. STURGIs. Well, March 7, 1935, that has to do with the re

funding.

Mr. Jesup. It is the conversation in regard to the same issue.

Mr. NEHEMRIs. I show you a copy, bearing the initials L. F. H.,

of a memorandum dated March 7, 1935, obtained from the files of

the First National Bank of New York, and ask you to examine this

memorandum, Mr. Sturgis, and tell me whether or not you are familiar

with the contents thereof.

Mr. STURGIs. That is right.

LMºtºrs Will you tell me whose initials are represented by
{
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Mr. STURGIs. Leverett F. Hooper, vice president of the bank. .

Mr. NEHEMRIs. Vice president of the bank at the time of the writ

ing of the memorandum ?

r. STURGIs. That is right—no; I don’t remember. He was made

a vice president. He was either manager of the bond department or

vice president; I don’t remember on that date.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the memoran

dum identified by Mr. Sturgis.

(The memorandum referred to was marked “Exhibit No. 1576”

and is included in the appendix on p. 11636.)

Mr. NEHEMRIs. I should like to read from this memorandum, if

you please [reading from “Exhibit No. 1576”]:

Mr. Jesup called today, saying that the Chicago Union Station Company

was considering redeeming its $16,000,000 First Mortgage 6% ſo bonds, Series

“C” on July 1 by the issuance of a like amount of 3% º or more probably 4%

bonds. If this is done, the company expects to sell at the same time an issue

of $2,100,000 debentures. Mr. Jessup said that Field, Glore & Company had

inherited the underwriting interest of the Illinois Merchants Trust Company.

Did you, Mr. Glore, correctly understand that to be the situation

at the time?

Mr. GLORE. I beg your pardon ?

Mr. NEHEMRIs. I was reading from a statement in Mr. Hooper's

memorandum in which he says, “Mr. Jesup said that Field, Glore

& Co. had inherited the underwriting interest of the Illinois Mer

chants Trust Co.” I asked if that was your general recollection?

Mr. GLORE. At that time I didn’t know where the interest came

from.

Mr. NEHEMRIs. On what was your impression based, Mr. Jesup?

Mr. JESUP. I am not sure that I used that phraseology. We had

had no conversation, as far as my partners in Chicago can recall,

with the Continental Illinois Bank. I think, if my recollection is

correct—and I get this recollection from one of my Chicago asso

ciates—it included Glore, Forgan very largely because of the fact

that the request had been made by Mr. Budd, of the Burlington, to

include it. I don't think that I carried any impression in the back

of my mind that we had “inherited,” if that is the phraseology used,

the position of the Continental Illinois Bank.

(Discussion off the record.)

Mr. JESUP. Mr. Nehemkis, may I add to my statement? I don’t

believe that I carried any impression in the back of my mind that

Field, Glore had inherited the position from the bank. There is

nothing in our records which would indicate that. I considered that

they were a member having the same interest that had formerly gone

with the Continental Illinois Bank, and the main reason that exists

in my mind for including Glore, Forgan is because of a request made

upon us by Mr. Budd.

Mr. NEHEMRIs...And apparently, Mr. Leverett Hooper, a vice presi

lent in charge of the investment department of the First National

Bank, must have misunderstood you, because he says very distinctly,

“Mr. Jºp said that Field, Gore & Co. had inherited the underwriting

interest of the Illinois Merchants Trust Co.”

But to continue the reading of the letter, Mr. Hooper goes on to

say [reading further from “Exhibit No. 1576”]:

J. P. Morgan had been asked if they cared to name an underwriting house to

have their share, and decided not to do so.
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Now, Mr. Jesup, with which partners of the firm of J. P. Morgan

& Co. did you discuss this matter?

Mr. JESUP. I did not discuss it with any partner of J. P. Morgan

& Co. One of my associates, I believe, took the matter up with J. P.

Morgan & Co., and I don't know who the partner was that he did
discuss it with.

Mr. NEHEMRIs. Can you tell me the name of your associate that

had these discussions?

Mr. JESUP. I believe it was N. P. Hallowell.

Mr. NEHEMRIs. Would you be good enough, Mr. Jesup, to send me

a letter which I may present to the committee from either you or

Mr. Hallowell, telling me the name of the partner or partners of

J. P. Morgan & Co. with whom Mr. Hallowell discussed this matter?

Mr. JESUP. Yes.

Mr. NEHEMRIs. You will do that?

Mr. JESUP. Yes.

Mr. NEHEMKIS. Thank you, sir."

As I understand the memorandum from which I am reading, J. P.

Morgan & Co. authorized Lee Higginson to distribute its share as

Lee Higginson saw fit.

Mr. JESUP. As I understand it, the conversations that took place—

ſ get this from my associate. He asked the firm, or one of the part

ners of J. P. Morgan & Co., if they cared to suggest any underwriter

or underwriters to take the place they had formerly had. They said

no, they had no suggestions to make. We were entirely free to do

whatever we wanted to.

Mr. NEHEMRIs. Are you familiar as a result of your discussions

with Mr. Hallowell at the time, as to what reason J. P. Morgan &

Co. advanced for not being willing to designate a successor to their

proprietary interest in the business?

Mr. JESUP. I don’t believe they gave any reasons at all. They just

made a simple statement that they had no further interest in it.

FIRST NATIONAL BANK DESIGNATES EDWARD B. SMITH & Co., WHITE, weld &

Co., AND LAZARD FRERES & CO. TO RECEIVE ITS UNDERWRITING INTEREST

Mr. NEHEMRIs. Mr. Sturgis, in distributing the business to White,

Weld, E. B. Smith, and Lazard Frères, the First National Bank did

not relinquish its proprietary interest in the account. Is that correct?

Mr. STURGIs. I said before, we don’t claim any proprietary interest.

We designated and suggested these three names to Mr. Jesup. He

was quite free to say “No” to any of the suggestions we made, and

the people whom we had designated were quite free to take it, or

say “Yes; we will take it, but we are going to hold on as long as

we want.” -

Mr. NEHEMRIs. I want you to look at a memorandum obtained

from the files of your bank, bearing date of March 13, 1935, with the

iniº's L. F. H. You have the original. Is that a true and correct

copy {

Mr. STURGIs. Well, I would like to look at it. Yes; that is correct.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the memoran

dum just identified.

1 Mr. Jesup subsequently submitted the information requested. See “Exhibit No. 1670.”

appendix, p. 11795.
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Acting Chairman AvLDSEN. Without objection, that may be ad

mitted.

(The memorandum referred to was marked “Exhibit No. 1577”

and is included in the appendix on p. 11636.)

Mr. NEHEMKIS. L. F. H., I take it, is Leverett F. Hooper, the

writer of the previous memorandum ?

Mr. STURGIs. That is correct.

Mr. NEHEMRIs (reading from “Exhibit No. 1577”):

Mr. Jesup telephoned me that while consummation of this business was at

least ten days away and the price of the new bonds was as yet undetermined,

they were now forming their group. Of our interest amounting 13% Wo, one-half

or 6%% of the business would be offered to E. B. Smith & Company, one-quarter

of our interest or 3%% of the business would be offered to White Weld, and

one-quarter of our interest or 3% 7% of the business would be offered to Lazard

Freres. Accordingly, S. A. W.

Who is S. A. W.?

Mr. STURGIs. Samuel A. Welldon.

Mr. NEHEMRIs. What is his position at the bank?

Mr. STURGIs. Vice president.

Mr. NEHEMRIs (reading further):

Accordingly, S. A. W. telephoned John Cutler of E. B. Smith and I telephoned

Alec White of White Weld and Jack Harrison (Stanley Russell away) of

Lazard Freres that at our request the account would offer them the above

interests in the business on original terms.

The account which is mentioned was on original terms?

Mr. STURGIs. That was meant.

Mr. NEHEMRIs. Is that the meaning of the term “account”? The

Original terms?

Mr. STURGIs. I don’t know, I presume so.

Mr. NEHEMRIs (reading further):

—that at our request the account would offer them the above interests in the

business on original terms.

The account consisting of Kuhn, Loeb and Lee Higginson? I pre

Sume that is what you meant?

Mr. JESUP. Yes.

Mr. NEHEMRIs (reading further):

E. B. Smith & Company will appear, White Weld and Lazard Freres will not.

We added that we hoped that banks were not permanently out of the underwriting

business and if and when we could legally do so, we would expect to recapture this

business from them.

Now, you seem to be rather allergic, Mr. Sturgis, to the use of the

words “proprietary interest.” Would you mind explaining to me

the distinction between recapture and any other thing that doesn’t

represent proprietary interest in your mind?

. STURGIs. If you have a piece of business that you have had

for many years, you certainly are going to do everything you can to

retain it. Subject to the prior offering of these bonds by the Chicago

Union Station to friends of ours, and subject to their still wanting

usin the business, we hoped that we would again be back in it when

we legally could be.

.NEHEMRIs. Now, I may be mistaken about this and I am sure

You will correct me, but this memorandum is written March 13, 1935,

and as I recall from the testimony this morning, the Banking Act of

1933 became effective on June 16, 1934. Would you enlighten me,
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Mr. Sturgis, as to what the First National Bank of New York was

doing in the underwriting business, anyway?

Mr. STURGIs. We weren't in the underwriting business.

Mr. NEHEMRIs. You were, according to two memoranda introduced

in evidence, parceling out underwriting participation in the Chicago

Union Station Co. and designating the successors of your proprietary

interest.

Mr. STURGIs. Do you call that being in the underwriting business?

Mr. NEHEMRIs. You explain it. I put the question to you.

Mr. STURGIs. I can assure you we got no fee for it, and I claim that

if you are in the business you are going to be paid for it.

Mr. NEHEMRIs. I should like to offer in evidence, Mr. Chairman, a

memorandum obtained from the files of Smith, Barney & Co. which has

been previously identified by a member of my staff.

Acting Chairman AvH.DSEN. Is it dated?

Mr. NEHEMRIs. It is dated May 6, 1935, and signed “JWC” and I ask

leave to read from this memorandum.

Acting Chairman AvTLDSEN. Without objection, it may be admitted.

(The memorandum referred to was marked “Exhibit No. 1578” and

is included in the appendix on p. 11637.)

Mr. NEHEMRIs. There is a memorandum from J. W. Cutler, May 6,

1935 [reading from “Exhibit No. 1578”]:

CHICAGO UNION STATION

I confirmed with Mr. Welldon and Mr. Hooper of the First National Bank that

they requested 6%% of their former interest in the business be allocated to us.

I would like to make this a matter of record. I think you should add that they

asked that they be allowed to consider taking this interest back should banks some

time in the future be permitted to underwrite.

I ask leave to offer in evidence, Mr. Chairman, a memorandum ob

tained from the files of Smith, Barney & Co., and previously identified.

This memorandum is dated March 22, 1935, and is signed by H. D.

Moore.

Acting Chairman AvTLDSEN. Without objection, it may be admitted.

(The memorandum referred to was marked “Exhibit No. 1579” and

is included in the appendix on p. 11637.)

Mr. NEHEMRIs. I should like, if I may, to read one paragraph of

this memorandum, which is headed, “Purchase Group—For Record

Only” [reading from “Exhibit No. 1579”]:

It was stated in the purchase group letter to us from Lee Higginson Corporation,

dated March 23, 1935, that our interest in this business was not to constitute a

precedent for future financing of this company. Also, it was Mr. Cutler's under

Standing with the First National Bank that the Bank should be allowed to con

sider taking this interest back some time in the future if banks were permitted

to underwrite the issuance of securities again.

Now, Mr. Jesup, in the realignment of banking houses which was

taking place at this time, The First Boston Corporation was also

offered a participation by Lee Higginson, is that correct?

Mr. JESUP. That is correct.

Mr. NEHEMKIs. There has been, Mr. Chairman, previously identified

a memorandum as coming from the files of The First Boston Corpora

tion. I now offer in evidence the memorandum previously identified,

dated March 18, 1935, and written by H. M. Addinsell.
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Acting Chairman Avildsen. Without objection, it will be admitted.

(The memorandum referred to was marked “Exhibit No. 1580” and

is included in the appendix on p. 11638.)

Mr. NEHEMKIs.#. like, if I may, Mr. Chairman, to read the

last paragraph of Mr. Addinsell's memorandum [reading from “Ex

hibit No. 1580”]:

While some of the old members of the syndicate have gone out of business and

this is a realignment, this is an invitation to appear as a principal in a new piece

of business that neither Harris Forbes nor First Boston appeared in in the past.

†§§ is injected on account of Mr. Charles Glore's being a director of the

Did Mr. Addinsell correctly understand the situation, Mr. Glore?

Mr. GLORE. I don’t know.

Mr. NEHEMKIs. You don’t care to comment; do you?

Mr. GLORE. I don't see how I could.

Mr. NEHEMRIs. Mr. Jesup, if I understand the situation correctly,

First Boston obtained its 5 percent interest out of the old interest

of J. P. Morgan & Co. which Lee, Higginson was authorized to dis

tribute by J. P. Morgan & Co., is that correct?

Mr. JESUP. I would consider it came out of the general pot which

we had to reallot, and whether it was to be considered coming out

of J. P. Morgan's interest and Continental's or someone else's, I don’t

know. I don't carry any recollection about that at all. It came out

of the general pot which we had to reallot.

QUESTION OF APPLICABILITY OF INTERLOCKING DIRECTORATE PROVISIONS

OF CLAYTON ACT AND TRANSPORTATION ACT OF 1920

Mr. NEHEMRIs. Mr. Glore, may I direct a question to you. If I

recall correctly, I think the previous testimony shows that you had

asked Mr. Budd, the president of the Burlington, to use his influence

in obtaining a position in the underwriting group for Field, Glore
& Co. I think §. is correct, isn't it?

Mr. GLORE. That is right.

Mr. NEHEMRIs. At this time you were director, were you not, of

the Chicago, Burlington & Quincy Railroad Co.?

Mr. GLORE. I was.

Mr. NEHEMRIs. And you were also a partner of the investment

º firm of Glore, Forgan & Co., then known as Field, Glore
& U0.

Mr. GLORE. That is right.

Mr. NEHEMRIs. Now, Mr. Bovenizer, Mr. Stewart of your firm was

somewhat concerned at that time about Mr. Glore's dual position

and drew Mr. Sparrow's attention to the matter. Do you recall that?

Mr. Bovenizer. No; that I don't recall.

Mr. NEHEMRIs. Let me see if this refreshes your recollection.

Mr. Bovenizer. Mr. Stewart is here if you would like to ask him.

Mr. NEHEMRIs. Let me put the question and see if you recall it.
! show you a letter from Percy M. Stewart, to W. W. K. Sparrow,

dated March 15, 1935. I ask you to read that letter. Glance quickly

$. last paragraph. That contains the point I want your clari.
10n On.

Mr. Boyenizer. I think I was away at this time, Mr. Nehemkis.

That is why he wrote the letter.
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Mr. NEHEMRIs. You say Mr. Stewart is here. I call Mr. Stewart,

Mr. Chairman.

Are you Mr. Percy Stewart? May the witness be sworn ?

Acting Chairman AVILDSEN. Do you Solemnly swear the testimony

you shall give in this proceeding shall be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. STEwART. I do.

TESTIMONY OF PERCY M. STEWART, KUHN, LOEB & CO., NEW

YORK, N. Y.

Mr. NEHEMRIs. Since you will be but a moment, do you mind

standing?

I ask you to look at that letter which purports to bear your signa

ture, and tell me whether or not that is a correct copy of an original

letter which you wrote on March 15, 1935, to Mr. W. W. K. Sparrow,

vice president of the Chicago Union Station Co.

Mr. STEwART. Yes; it is correct.

Mr. NEHEMKIs. It is correct?

Mr. STEwART. Yes.

Mr. NEHEMRIs. That is all, Mr. Stewart, thank you very much.

Mr. Bovenizer, are you familiar with the subject matter of the last

paragraph of the letter which you examined?

Mr. BOVENIZER. I am afraid I am not. I wasn't in the discussion

at that time. I am quite sure I was away, otherwise Mr. Stewart

wouldn't have written this letter to Mr. Sparrow. I would have.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the letter just

identified by Mr. Percy M. Stewart, Kuhn, Loeb & Co. This letter

is dated March 15, 1935, and I have had it identified for the record

by the person who sent it.

Acting Chairman AVILDSEN. Without objection, it may be received.

(The letter referred to was marked “Exhibit No. 1581” and is

included in the appendix on p. 11638.)

Mr. NEHEMRIs. May I read the last paragraph of Mr. Percy

Stewart's letter [reading from “Exhibit No. 1581”]:

I want at this time to tell you that Messrs. Field, Glore & Co. will be asso

ciated with ourselves and the Lee Higginson Corporation on original terms in

this financing. As you probably know, Mr. Glore is a director of the C. B. & Q.

I suggest therefore that it might be well if you called that Railroad's attention to

this so that they may determine for themselves whether, in view of this direc

torship, there is any danger that the sale of these bonds, guaranteed by the

Burlington, will be in violation of the Clayton Act.

I should like at this time, Mr. Chairman, to introduce an extract

of Section 20 of the Clayton Act and Section 20a of paragraph 12 of
the Interstate Commerce Act of 1920.

Acting Chairman AVILDSEN. Without objection, they may be
admitted.

(The extracts referred to were marked “Exhibits Nos. 1582–1 and

1582–2” and are included in the appendix on p. 11639.)

Mr. NEHEMKIS. May I read to the committee the pertinent language

of those two provisions. Section 20 of the Clayton Act provides

that [reading from “Exhibit No. 1582–1”]:

No common carrier engaged in commerce shall have any dealings in securi

ties * * * to the amount of more than $50,000, in the aggregate, in any one

year, with another Corporation, firm, partnership, or association when the said
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common carrier shall have upon its board of directors * * * any person

* * * who has any substantial interest in such other corporation, firm, part

nership, or association, unless and except such purchases shall be made from, or

Such dealings shall be with, the bidder whose bid is the most favorable to Such

common carrier, to be ascertained by competitive bidding under regulations to

be prescribed by rule or otherwise by the Interstate Commerce Commission.

Section 20a (12) of the Interstate Commerce Act of 1920 makes it

[reading from “Exhibit No. 1582–2”]:

unlawful for any officer or director of any carrier to receive for his own benefit,

directly or indirectly, any money or thing of value in respect of the negotiation,

hypothecation or sale of any securities issued or to be issued by such carrier.

Now Mr. Glore, may I direct a question to you, please? Did you

have occasion to obtain an opinion of counsel whether or not your

dual position as director of the Burlington and partner in the in

vestment banking house of Field, Glore & Co. ran afoul of the Clay

ton Act?

Mr. GLORE. I did not. I remember the matter being up with the

Burlington at the time this financing was done.

Mr. NEHEMRIs. Mr. Glore, I show you a letter addressed to me

from you, dated November 17, 1939. I ask you if that is your sig

nature and if that is a copy of a letter which you sent to me?

Mr. GLORE. It is.

Mr. NEHEMRIs. I offer this letter in evidence.

*g Chairman AvH.DSEN. Without objection, it may be ad

mitted.

(The letter referred to was marked “Exhibit No. 1583” and is

included in the appendix on p. 11639.)

Mr. NEHEMRIs. Mr. Bovenizer, in response to Mr. Stewart's letter,

Mr. Sparrow advised Kuhn, Loeb & Co. that Mr. Glore's dual posi

tion would not constitute a violation of the Clayton Act. Do you

not recall that situation or those circumstances?

Mr. BOVENIZER. I do not.

Mr. NEHEMRIs. Mr. Stewart, I will have to call you back.

TESTIMONY OF PERCY M. STEWART, KUHN, LOEB & CO., NEW

YORK CITY-Resumed

Mr. NEHEMRIs. Will you tell me if you recognize that wire from

Sparrow to you dated March 20, 1935?

Mr. STEwART. Yes.

Mr. NEHEMRIs. That is a true and correct copy of an original in

your possession?

Mr. STEwART. Yes.

Mr. NEHEMRIs. Mr. Chairman, I offer a telegram to Mr. Percy

M. Stewart, Kuhn, Loeb & Co., from W. W. K. Sparrow, dated

Chicago, March 20, 1935.

Acting Chairman AvH.DSEN. Without objection, it may be admitted.

(The telegram referred to was marked “Exhibit No. 1584” and

appears in full in the text.)

Mr. NEHEMRIs. I should like, Mr. Chairman, if I may to read

one sentence from that telegram. Perhaps I had better read the

whole telegram [reading “Exhibit No. 1584.”]:

Referring last paragraph your letter fifteenth (stop) General Counsel of

Burlington advises in respect to that question it involves personal liability of

Glore alone and could not in any way affect validity of bonds (stop) Under
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stand Mr. Glore's counsel satisfied he is not violating Clayton Act and he

expects to participate.

Did Mr. Sparrow correctly understand you, Mr. Glore, and if he

did, which version of that matter is correct, the one you previously

said to be the case or the circumstances now set forth in Mr. Spar

row's wire?

Mr. GLORE. What did I previously say?

Mr. NEHEMKIS. I asked whether you had occasion to obtain an

opinion of counsel about your dual position.

Mr. GLORE. In answer to your lettter on that point, I consulted our

files. I have nothing in our files on this subject. I remember the

consideration so far as the Burlington was concerned and I have no

recollection of ever having written to our attorney about the matter.

Apparently from Mr. Sparrow's telegram or letter, I did at that time.

Mr. NEHEMRIs. Can you advise us as to which version is correct?

Was Mr. Sparrow correct in his understanding, or was your previous

statement correct? Which do you stand on ?

Mr. GLORE. I have no recollection of having consulted our attorney

about this matter.

Mr. NEHEMRIs. Were you in communication at that time, do you

recall, Mr. Glore, with Mr. Sparrow?

Mr. GLORE. Yes.

Mr. NEHEMRIs. Now this telegram of Mr. Sparrow's was dated

March 20, 1935, and I think it would be a correct inference that it

must have been sent closely following his discussions, if any, with

you .

Mr. GLORE. I am sure it was.

Mr. NEHEMRIs. Would you hazard the guess that your memory

may have failed you on the circumstances at that time?

Mr. GLORE. I have no recollection of having discussed the matter

with our attorney.

Mr. NEHEMRIs. Very well, sir.

Mr. Chairman, I should like leave of the committee to offer a

letter from Edith J. Alden, secretary of the Chicago, Burlington &

Quincy Railroad Co., addressed to Peter R. Nehemkis, Jr., special

counsel, Investment Banking Section, Securities and Exchange Com

mission, Washington, D. C., November 30, 1939. Before permitting

it to leave my hands, may I just read two paragraphs from this

letter [reading from “Exhibit No. 1585”]:

Replying to your letter of November 21st having relation to the issue by

Chicago Union Station Company of $16,000,000 4% First Mortgage, Series D, and

$2,100,000 4% Guaranteed bonds in the year 1935:

Our records do not show that any question was raised as to the participation

of Field, Glore & Co. in these bond issues by reason of the fact that Mr. Charles

F. Glore, a partner in Field, Glore & Co., was at that time a director of

Chicago, Burlington & Quincy Railroad Company. The only opinion of which

we have record is the opinion of our Vice President and General Counsel made

a part of the application filed with the Interstate Commerce Commission, a

copy of which is hereto attached. I am advised that it is not likely that any

such question was raised or considered so far as this company was concerned

in view of the fact that the bonds in question were issued and sold by the

Chicago Union Station Company. The Chicago, Burlington, & Quincy Railroad

Company's connection with the transaction was as guarantor of the bonds and,

of course, in order to make such guarantee it was required to secure the author

ity of the Interstate Commerce Commission.
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Acting Chairman AvTLDSEN. Without objection, the letter may be

adj

(The documents referred to were marked “Exhibit No. 1585 and are

included in the appendix on p. 11640.)

Mr. NEHEMRIs. Mr. Glore, what is your understanding of the pur

pose of section 20 of the Clayton Act and 20a (12) of the Transporta

tion Act? What do you think was intended by those two provisions?

Have you any impressions on that? -

Mr. GLORE. My only feeling about it is that had we been dealing

directly with either the Burlington or Chicago Union Station Co. we

would have fallen under that act. We had no direct dealing with the

Chicago Union Station Co. and we tried to secure, and did secure, a

participation in a piece of business that had been negotiated by others.

Mr. NEHEMRIs. If I understand you correctly, you take the position

that since this was Station company business, guaranteed by Burling

ton, that situation took it outside the confines of the Clayton Act?

Mr. GLORE. No; I think it took us outside to some extent. I think,

furthermore, it was a piece of business that we had a very minor

interest in that had been negotiated by other bankers.

Mr. NEHEMRIs. Did not these two provisions from the Clayton Act

and Transportation Act which I have read have as their underlying

purpose to prevent railroad directors from using their position as

directors to further any interest which they might have in a railroad's

financing?

Mr. GLORE. I don’t think the fact that I was a director of the Bur

lington had anything to do with it. I have known Mr. Budd for a

great many years.

Mr. NEHEMRIs. I think you have misunderstood my question. I am

going to ask the reporter to read it.

(The reporter read the previous question.)

Mr. GLORE. I imagine so,

Mr. NEHEMRIs. Does not the rationale of this legislation apply

equally to railroads' guaranteeing the issues of their partly owned
Subsidiaries?

Mr. GLORE. I wouldn't want to pass on that.

Mr. NEHEMRIs. You have no comment on that?

Mr. GLORE. No.

Mr. NEHEMKIS. Did you not seriously concern yourself about the

problem at the time?

Mr. GLORE. No.

Mr. NEHEMRIs. You felt, as far as your firm and your position,

there was nothing to worry about?

Mr. GLORE. I think I shared the opinion of the Burlington when

this question was first raised.

SUMMARY OF PARTICIPATION IN THE 1935 ISSUES 1

Mr. NEHEMRIs. Mr. Bovenizer, if we may now sum up the allotment

the two 1935 issues, as I understand it, the 50–50 division between

the two principal underwriters, Kuhn, 'Loeb and Lee Higginson,

p '#1; No. 1756." introduced on December 19, 1939, and ap §§§ in the appendix,

in #. relates to the question of competitive bidding on the §§§ ,000 issue floated
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remained in effect with the modification that 2% percent of Lee

Higginson's division was ceded to K. L.'

Mr. BovENIZER. That is right.

Mr. NEHEMRIs. I should like to offer a letter from Kuhn, Loeb to

Lee Higginson Corporation, dated March 22, 1935, and the reply

thereto.

Acting Chairman AVILDSEN. Without objection, it may be admitted.

(The letters referred to were marked “Exhibits Nos. 1586–1 and

1586–2” and are included in the appendix on p. 11641.)

Mr. NEHEMRIs. Mr. Jesup, this 2% percent was a portion of J. P.

Morgan & Co.'s share that had not been distributed to the other firm,

was it not?

Mr. JESUP. It was 5 percent out of the total 50 percent which had

not been distributed, and in discussing the distribution of that 5

percent with Kuhn, Loeb, we came to the conclusion that we would

not distribute it, and following out the 50–50 arrangement, Kuhn,

Loeb took 50 percent of the 5 percent, and we took 50 percent.

Mr. NEHEMKIS. But the 2% percent was the old J. P. Morgan por

tion ?

Mr. JESUP. Well, no; it came out of the total 50 percent that was

to be distributed. Whether it came from J. P. Morgan or the Con

tinental Illinois, I don't know.

Mr. NEHEMRIs. It was all in the fire?

Mr. JESUP. We considered it was in the pot to distribute. As a

matter of fact, as I recall the memorandum read by you that was in

Mr. Sturgis' file he suggested that half of the 13% percent be given

to E. B. Smith and 25 percent each to White, Weld and Lazard

Frères & Co. We increased the participation by E. B. Smith to 10

percent over the 6% he had suggested. I considered that likewise

came out of the pot. That was 50 percent to distribute.

Mr. NEHEMRIs. May I refer to my previous question, Mr. Jesup 2

Kuhn, Loeb obtained 35 percent, did it not, in 1935? Do you recall

that?

Mr. JESUP. I think that is correct. We haven’t an official record

of that, but that is my understanding.

Mr. NEHEMRIs. And Brown Harriman got 17% percent?

Mr. BovKNIZER. I believe that is correct.

Mr. NEHEMRIs. Now, Lee Higginson got 15% percent.

Mr. JESUP. That is right.

Mr. BoveNIZER. That is right.

Mr. JESUP. That was 13%, which we elected to take, plus the 21%.

Mr. NEHEMRIs. Now, Field, Glore & Co. got a 10-percent interest;

is that correct; and that 10 percent was the same 10-percent inter.

est which the Continental Illinois Bank & Trust Co. used to have;

do you recall that, Mr. Jesup?

Mr. JESUP. Well, the amount was the same, yes; the amount was

the same.

Mr. NEHEMKIS. And, of course, as you all will recall, there has

been evidence introduced which seems to indicate that at least in the

investment banking community, it was regarded that Field, Glore had

inherited the old 10-percent interest. Now, the First National Bank

* “Exhibit No. 1577,” appendix, p. 11636.
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of New York had a 13%-percent interest; that is correct, isn't it,

Mr. Sturgis?

Mr. STURGIs. That is right. •

Mr. NEHEMRIs. And that 13%-percent interest was split three ways:

6% percent was divided—was given to E. B. Smith & Co.; White,

º & Co. obtained 3% percent; Lazard Frères & Co. obtained 3%

percent. -

Mr. STURGIs. That is right. Well, I think they got them; that is

what we asked them to give.

Mr. NEHEMKIs. I think it is safe to assume that the evidence here

tofore introduced from the files of E. B. Smith shows that? We may

assume that? •

º: STURGIs. Well, they got 10, don’t forget. They got something

sides.

Mr. NEHEMKIs. That's right. Now, we have accounted for all the

old interests in the group except the 13%-percent interest of J. P.

Morgan & Co. Now, if I am correct, Mr. Jesup—and you will please

correct me if I have fallen into error—that 13% percent went to the

First Boston, which obtained 5 percent; 3% percent to Edward B.

Smith & Co., and 2% percent to your own firm, and an additional 2%

percent out of the old Morgan interest went to K. L., plus Brown

Harriman—

Mr. JESUP (interposing). That is the way we divided the 13%

percent.

Mr. NEHEMRIs. You now recognize that those figures I have given

you are correct, and that those figures represent the distribution of

the J. P. Morgan & Co. 13%-percent interest?

Mr. JESUP. Well, it accounts for 13% percent, but I think—and I

have said this before—that I carry back in my mind that we were

allotting 50 percent.

Mr. NEHEMKIs. Yes.

Mr. JESUP. Now, Mr. Sturgis has testified that he has made sugges

º regarding 13% percent, and to the suggestion we made we added

Mr. NEHEMRIs. Yes. Now, does it not follow, Mr. Jesup, that since

we have accounted for all the redistribution of the percentage allot

ments of this group except the 13% percent, which I just traced for

you, that that redistribution obviously is the 13%-percent interest

formerly held by J. P. Morgan?

Mr. JESUP. Yes; that can be considered so.

Mr. NEHEMRIs. Fine.

Mr. Chairman, I should like to offer in evidence a table prepared
by members of the staff, which substantially carries out the kind of

distribution. I have been going through with the witnesses.

Acting Chairman AviLDSEN. If there is no objection, it may be
admitted.

(The table referred to was marked “Exhibit No. 1587” and is in

cluded in the appendix facing p. 11641.)

Mr. NEHEMRIs. I should like at this time to introduce two tables,

shºwing the amounts and the percentages of the participation in the

$16,000,000 first-mortgage issue, and the $2,100,000 guaranteed-bond

lSSue.
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Acting Chairman AvLLDSEN. If there is no objection, they may

be admitted.

(The tables referred to were marked “Exhibits Nos. 1588–1 and

1588–2” and are included in the appendix on p. 11642.)

THE 1936 REFUNDING—CHANGES IN PARTICIPATIONS NECESSITATED BY

ENTRY OF MORGAN STANLEY & CO. INCORPORATED

Mr. NEHEMRIs. Now, Mr. Bovenizer, in the fall of 1935, was not

consideration again given to the possible refunding of the $13,150,000

5 percent series B bonds?

Mr. BowFNIZER. Thirteen million? Probably it was.

Mr. NEHEMKIs. This proposal was amplified in the succeeding

months, as I recall, and finally included in addition to the $13,150,000

of series B bonds, $30,850,000 4% percent series A bonds; is that

right?

Mr. BovenizBR. That is right. The balance outstanding—that is

right.

Mr. NEHEMRIs. Now, the final plan, as I recall it, was to refund

those two issues with the 44 million first mortgage issue?

Mr. BoveNIZER. That is right.

Mr. NEHEMRIs. Is that correct?

Mr. BovKNIZER. Yes; the first mortgage 3%'s.

Mr. NEHEMKIs. I don’t hear your answer.

Mr. BoveNIZER. The first mortgage 334’s.

Mr. NEHEMKIs. Now, about this time, Mr. Jesup, in September

1935, do you recall whether or not the underwriting firm of Morgan

Stanley & Co. was organized?

Mr. JESUP. I believe they were.

Mr. NEHEMKIs. Now, the entry of Morgan Stanley & Co. into this

picture that we have been looking at necessitated making certain

changes in the percentage interests which the various members of the

group would have in the coming issue, as against the previous issue.

Correct?

Mr. JESUP. I wouldn't say it necessitated them; no.

Mr. NEHEMKIS. Now, at this time, did you have occasion to call on

Mr. Sturgis and explain this new development to him? Do you

remember that?

Mr. JESUP. I think that is correct. Is this [indicating paper] for.

Mr. Sturgis to identify 3

Mr. NEHEMRIs. For Mr. Sturgis; yes. Mr. Sturgis, you have in

your possession now a carbon copy of a memorandum dated February

27, 1936, bearing what purport to be your initials. I ask you to state

whether or not that copy is a true and correct copy of an original in

your possession?

Mr. STURGIs. Correct.

Mr. NEHEMRIs. I didn’t hear your answer.

Mr. STURGIs. That is correct.

Mr. NEHEMRIs. I offer the memorandum dated February 27, 1936,

bearing the initials, “H. S. S.,” entitled “Memorandum for Mr.

Hooper.”

º Chairman AvLDSEN. Without objection, it may be ad

mitted.
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(The memorandum referred to was marked “Exhibit No. 1589”

and is included in the appendix on p. 11643.)

Mr. NEHEMRIs. I should like to read from this memo, if I may

[reading from “Exhibit No. 1589”]:

Mr. Jesup, of Lee Higginson & Co., came to see me today to report that

Chicago Union Station will issue about $43,000,000 bonds for the purpose of

calling the 4%'s and 5's. They will probably be 3%'s at a premium. He came

in the second instance to explain that they were making some changes in the

percentage interest which various members of the group would have in this

issue as against the former one, all caused by the presence now of Morgan

Stanley & Company in the business.

Mr. Jesup, did Mr. Sturgis correctly understand you?

Mr. JESUP. I think that is right.

Mr. NEHEMKIs [reading further] :

It appears that in the former issue J. P. Morgan & Co. advised Lee Higginson

to allocate that interest wherever they wished. They gave 5 per cent to the

First Boston and divided the remainder between themselves and Kuhn, Loeb and

Company. Field, Glore and Company got the 10 per cent interest of the Con

tinental Bank. Mr. Jesup reported that Mr. Stanley—

Mr. Sturgis, Mr. Stanley is what individual?

Mr. STURGIs. Well, I assume—I don’t know. Mr. Stanley, I assume,

is of Morgan Stanley.

Mr. NEHEMKIs. Could it possibly be Mr. Harold Stanley'

Mr. STURGIs. I assume it was.

Mr. NEHEMRIs. You think so [reading further]:

Mr. Jesup reported that Mr. Stanley felt that this interest was too large; it

has, therefore, been cut to 7% per cent.

Now, Mr. Jesup, as I understand the memorandum that I have

teen reading from, the share of Field, Glore was cut down because

Mr. Stanley felt it was too large. When did you have occasion to

discuss this matter with Mr. Stanley

Mr. JESUP. I don’t believe that I discussed it with Mr. Stanley.

Mr. NEHEMKIs. Then what was the basis of your statement that

Mr. Stanley felt that this interest was too large and it has therefore

been cut to 7% percent?

Mr. JESUP. Well, I think I must have gotten that understanding

from one of my associates, perhaps, who did discuss the business with

Morgan Stanley & Co.

Mr. NEHEMRIs. Do you have any further recollections as to which

of your associates may have discussed it with Mr. Stanley

Mr. JESUP. I think it was Mr. Hallowell.

Mr. NEHEMRIs. Well, just as you were good enough to indicate

earlier that you would furnish the committee with a statement about

which of your partners—I think Mr. Hallowell—talked with—which

partner of J. P. Morgan, will you do likewise for this situation?

Send me a note telling me who—

Mr. JESUP (interposing). Whom he talked to in the firm of Mor

gan, Stanley & Co.?

Mr. NEHEMRIs. That is correct, and about when."

Now, do you recall discussing that situation with whichever of

Mºur, associates was involved? You must have, I presume, because
you had this information.

Mr. JESUP. Yes.

* See - - -- -

ar. ºisso. 1670,” introduced on December 15, 1939, and included in the

124491–40–pt. 22—8
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Mr. NEHEMRIs. Do you recall from your conversation with your

associate whether he saw Mr. Stanley on his own volition or whether

he was requested to see Mr. Stanley?

Mr. JESUP. I am sure that he saw Mr. Stanley on his own volition.

Mr. NEHEMKIS. Well, now, how did it happen, Mr. Jesup, that one

of your associates should be discussing this matter at all with Morgan,

Stanley & Co.' They had never before been in the group, having,

as you testified a few moments ago, just been organized at this time.

Mr. JESUP. Well, I think the thing that motivated us was the fact

that during the interim between this issue and the last issue, the firm

of Morgan, Stanley & Co. had been formed, and that firm had been

formed, as I remember it, largely from the personnel of J. P. Morgan

& Co. Three of the partners of J. P. Morgan had gone with the firm

of Morgan, Stanley & Co., and it was perfectly natural under the

circumstances to discuss it with Morgan, Stanley & Co. I think that

was part of the reason. Other reasons—we considered them a desir

able underwriter to have associated in the business in a substantial

way, and we valued their opinion and advice in regard to price,

terms, and so forth. I think those were the reasons.

Mr. NEHEMRIs. Would it be—I beg your pardon.

Mr. JESUP. Those were the reasons that motivated it.

Mr. NEHEMKIS. Would it be a correct statement, from what you

have just said, that you regarded Morgan, Stanley & Co. as the heir

to gºinterest the 13 percent interest, formerly had by J. P. Morgan

& Co.'

Mr. JESUP. Certainly not a legal heir.

Mr. NEHEMKIS. But in a loose usage, the usage that you and your

associates make of the term on the Street?

Mr. JESUP. Well, I don’t think I would, no; I don’t think I would

necessarily consider them an heir.

Mr. NEHEMRIs. But your associate (name to be supplied by you

at some future date) did feel constrained to discuss this question—

not only discuss it, but to accept Mr. Stanley's recommendation that

the firm of Field, Glore be cut down because he, Mr. Stanley, felt

the percentage interest was too large?

Mr. JESUP. I don’t think that was done on Morgan Stanley & Co.'s

recommendation. We had to cut various other participants in order to

ë. them into the situation. There were other people out besides

lore.

Mr. NEHEMRIs. That is correct, but Mr. Sturgis, writing, I presume,

shortly after his conversation with you, says [reading from “Exhibit

No. 1589”]:

Mr. Jesup reported that Mr. Stanley felt that this interest was too large. It

has, therefore, been cut to 7% percent,

Now, Mr. Jesup, what was the interest which was ultimately given

to Morgan Stanley & Co.?

Mr. JESUP. 15 percent.

Mr. NEHEMKIS. In other words, they got even a larger interest than

the old J. P. Morgan & Co.?

Mr. JESUP. That is correct.

Mr. NEHEMKIS. Now, to continue with the reading of the memoran

dum [reading further from “Exhibit No. 1589”]:

and Morgan Stanley & Co. will have 15 per cent, with Lee Higginson a like

amount. The First of Boston will have the same 5 per cent, allocated half from



CONCENTRATION OF ECONOMIC POWER 11465

Kuhn, Loeb & Co. and half from the Lee Higginson & Co. group. This cuts to 10

per cent the interest which we would ordinarily have to allocate to our friends

and they propose to allocate it in the same manner as last time.

Mr. Sturgis, which friends were you referring to ?

Mr. STURGIs. As it states there in the memo, one-half to E. B. Smith

& Co. and a quarter each to Lazard Frères and White, Weld.

Mr. NEHEMRIs. As I understand, Field, Glore's interest was reduced

from 10 percent to 7% percent?

Mr. STURGIs. That is correct.

Mr. NEHEMRIs. The interest which Lee Higginson had previously

divided with Kuhn, Loeb & Co. was taken over by Morgan Stanley?

Mr. JESUP. Will you repeat that, please?

(The question was read.)

Mr. JESUP. That is right.

Mr. NEHEMRIs. And the share which the First National Bank would

have for allocation was also under the necessity of being cut?

Mr. JESUP. That is right.

Mr. NEHEMKIs. This meant reducing the shares of the houses which

had been first designated, with your leave, Mr. Sturgis, as temporary

ºns of the business; in other words, those three houses had to

cut

Mr. STURGIs. That is right.

Mr. NEHEMRIs. Now, I take it, Mr. Sturgis, that your principal

interest at this time, in 1936, as on the earlier occasions, was to retain

your former interest in this piece of financing so that if banks were ever

again permitted to underwrite, you would still be in a position to take

your old position. Is that a correct statement?

Mr. STURGIs. Our interest was to try to do so; yes.

Mr. NEHEMKIs. Well, you certainly succeeded.

Mr. STURGIs. Well, we don’t know yet.

Mr. NEHEMKIS. Well, you succeeded up to 1936; you were doing

pretty well, Mr. Sturgis.

Now, in other words, if I understand this situation correctly, and

you, of course, will point out my error, 3 years after the enactment

of the Banking Act, the financial community still recognized that

the First National Bank of New York had a proprietary interest in

the financing of the Chicago Union Station Co.”

. Mr. STURGIs. I think you have got to let me answer that question a

little more broadly than it is worded.

Mr. NEHEMRIs. Please do.

Mr. STURGIs. There has been a good deal read in this memo about

the possibility of banks getting back in the underwriting business.

I think you have got to recall that in 1935, the proposed amendments
to the ºf ct, which went as far as the conference between

the Senate and tº House, which included in it a provision which

under certain resºictions would permit the banks again to under
Write—

Mr. NEHEMRIs (interposing). That was never enacted in the law,
however.

Mr. STURGIs. It was not, but it was definitely in the air. It might

have been a vague hope, but I think it was much more so than that,

use a great many people felt it was a proper thing. I still do.

Mr. NEHEMRIs. Was your bank, by the way, one of the banks that

*dvocated an amendment to the Banking Act so as
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Mr. STURGIs (interposing). I personally worked very hard for it.

I believe in it, and I think you will have it yet, because you are going

to need it.

Mr. NEHEMRIs. Well, that is another subject. So if I understand

this matter correctly, if the Chicago Union Station Co., let us say,

should, 3 years from now, decide to do a piece of refunding, there

would still be a question as to whether some of the present members

of the group could have their percentage interest, and they would

have to obtain some information from you or there would have to be

some conversation with you as to whether or not they could have—

Mr. STURGIs (interposing). That is not a correct statement, sir. In

the first instance, the Chicago Union Station has got to decide whom

they want to underwrite. If they decide they want Kuhn, Loeb and

Lee Higginson, then Lee Higginson still has the option as to whether

they offer us any of that business. The only thing we have tried to

do is to say to E. B. Smith and our other friends, “Don’t resent it if

we try to get it back.”

Mr. NEHEMRIs. Now, Mr. Jesup, you have been a messenger of

good tidings on numerous occasions; let's take the same hypothetical

situation I put to Mr. Sturgis. Let’s say 3 years from now, the Sta

tion Co. proposes to do a piece of underwriting—I mean refunding—

and your firm and Mr. Bovenizer's firm still have a joint account.

Would you feel constrained to still visit, as you have done in the

ast, Mr. Sturgis and ask him to what particular underwriting houses

he wished to designate the First National’s interest in the business?

Mr. JESUP. Well, I find that a very difficult question to answer. I

don’t see very well how I can speculate on what I might do several

years from now, and I don’t see how I can cross that bridge until we

come to it.

Mr. NEHEMKIS. Let me ask another question. Perhaps you can

help me with this. Suppose tomorrow word reaches you from Mr.

Bovenizer that the Station Co. is about to have discussions on refund

ing. You have had several meetings, you talked over the deal with

Mr. Bovenizer, you are ready to set it up. Would you, on that basis,

feel constrained to again visit Mr. Sturgis and get from him authoriza

tion to designate other houses, or to get his views on who the new

members of the group might be?

Mr. STURGIs. I would like to answer that question.

Mr. NEHEMRIs. Please, Mr. Sturgis.

Mr. HENDERSON. Counsel, Mr. Sturgis—

Mr. STURGIs (interposing). If he has made all his allocations, he

has no obligation to come to us any more at all. I will help him out.

Don’t put him in a place where he has got to make a commitment

with me.

Mr. HENDERSON. I think Mr. Sturgis has a point there.

Mr. NEHEMRIs. Mr. Glore, I think you had anticipated—

Mr. HENDERSON (interposing). I think that is what you lawyers call

a reversionary interest in the thing, but speaking for the committee—

I don’t want to assume that it has any legal status, since I am not a

lawyer—I can say that I think we have finished with that point and

we can go forward from here.
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FIELD, GLORE & Co. REQUESTs ASSISTANCE OF RALPH BUDD IN OBTAINING A

POSITION IN SYNDICATE

Mr. NEHEMRIs. Thank you, Mr. Commissioner. May I direct a

uestion to you, Mr. Glore? You rather anticipated it, hadn't you,

at the entry of Morgan Stanley might affect the position of your

own firm? I believe in January, a month before the redistribution of

the shares was made, you had occasion to write to Mr. Budd about

the future position of Field, Glore. Do you recall that situation?

Mr. GLORE. I do.

Mr. NEHEMRIs. Well, I show you a letter from you to Ralph Budd,

dated January 25, 1936, and I ask you to tell me whether that is a true

and correct copy of an original which is in your possession?

Mr. GLORE. Yes.

Mr. NEHEMRIs. Mr. Chairman, I offer this letter in evidence.

Acting Chairman AVILDSEN. Without objection, it may be received

in evidence.

(The letter referred to was marked “Exhibit No. 1590” and is in

cluded in the appendix on p. 11643.)

Mr. NEHEMRIs. May I read to the committee from this letter?

This is a letter by Charles F. Glore to Ralph Budd, Esq., Chicago,

Burlington & Quincy R. R. Co., 547 West Jackson Blvd., Chicago, Ill.,

and it says [reading from “Exhibit No. 1590”]:

I have just learned this morning that the Chicago Union Station plan to do

some additional refinancing.

If you will remember, in the recent issue of $16,000,000 4's Field, Glore & Co.

secured a position very largely, if not entirely, through your help. Normally, I

would not bother you again on this subject, but with the return through Morgan

Stanley & Co. of J. P. Morgan & Company to the bond business, there may be

Some discussion of interests in the proposed business that might or might not

affect the position that we secured in the last financing.

I take it, then, Mr. Glore, that you recognized that the return of

J. P. Morgan & Co. to business was being done through Morgan

Stanley; is that what you meant?

I don't want to misunderstand you. If you meant something—I

mean, after all, you people in the banking community, you know

the “deer runs” and the “salt licks.” I am just trying to understand

these problems. If I misunderstood you, I want you to tell me I have.

Well, perhaps I might continue with the letter while you contem

plate that [reading further]:

With this thought in mind, I am wondering if you would be willing to drop

Mr. County of the Pennsylvania Railroad a note to the effect that you would

like to have us continued in Union Station business. I suggest Mr. County for

the reason that I understand Mr. Clement is away from his ‘office.

If entirely consistent and you can write such a letter, it will be very much

appreciated. Very truly yours, Charles F. Glore.

And now I show you, Mr. Glore, a photostat copy of a letter from

Ralph Budd, addressed to you, and dated January 27, 1936. I ask if

You recognize that letter?

Mr. GLoRE. I do.

Mr. NEHEMRIs. You do recognize it?

I offer in evidence a letter from Ralph Budd to Mr. Glore, dated

January 27, 1936.

. (The letter referred to was marked “Exhibit No. 1591” and appears

in full on the following page.)
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Mr. NEHEMRIs. May I read this letter, Mr. Chairman? [Reading

“Exhibit No. 1591”:]

DEAR MR. GLORE: This will acknowledge your letter of January 25 about the

proposed refunding of Chicago Union Station issues. I shall be glad to write Mr.

County as suggested and hope that your Company will be included in the syndi

cate if the proposed refinancing is undertaken.

Yours very truly,

(Signed) RALPH BUDD.

I now show you, Mr. Glore, a letter addressed to you from Ralph

Budd, dated February 1, 1936, and ask you if you recognize that letter

as being an original in the files of your company?

Mr. GLORE. Yes. - - - -

Mr. NEHEMRIs. I offer this letter in evidence, Mr. Chairman,

Acting Chairman AvilDSPN. Without objection, it may be admitted.

(The letter referred to was marked “Exhibit No. 1592” and appears

in full in the text.) -

Mr. NEHEMRIs. May I read this letter by Mr. Budd to Mr. Glore?

[Reading “Exhibit No. 1592”:]

DEAR MR. GLORE: I advised you on January 27 that I would write Mr. County

about including your Company in the syndicate if the proposed refunding of

the Chicago Union Station is undertaken. Mr. County has answered my letter

as follows:

“Will be glad to see that the matter receives full consideration in connection

with the refunding of the Chicago Union Station Company issues, for which we

will desire the widest possible market.”

Yours very truly,

RALPH BUDD.

I should like at this time to offer in evidence, Mr. Chairman, a

memorandum pertaining to the Chicago Union Station Co., from the

files of Smith, Barney & Co., which has been previously identified.

Acting Chairman AvH.DSEN. Is there any date on it?

Mr. NEHEMRIs. There are a series of diary entries, which I will

designate as I read to you, with your leave, the memorandum in

question.

Acting Chairman AvH.DSEN. Without objection, it may be admitted.

(The memorandum referred to was marked “Exhibit No. 1593.”

and is included in the appendix on p. 11644.)

CHANGES IN PARTICIPATIONS NECESSITATED BY ENTRY OF MORGAN STANLEY

& Co., INC.—RESUMED

Mr. NEHEMKIS. This is a diary entry, under date of February 27,

1936, entered by J. W. C., who is John W. Cutler, a partner in the

firm of Smith, Barney & Co. Mr. Sturgis, would you listen atten

tively to this diary entry? [Reading from “Exhibit No. 1593” :]

H. Sturgis of First National Bank called today and said business would

probably come next week. $43,000,000 3%s. Same group, with addition of

Morgan Stanley, on account of their being back in business.

Mr. Chairman, I take it this is what the literature of psychology

refers to as a psychological §§ undoubtedly the writer of the diary

entry must have meant J. P. Morgan & Co. [reading further]:

Therefore, participations will be reduced and ours will be 5% instead of 6% 7%,

as it was in the old issue.

And a question mark there.

We may expect to hear officially from Mr. Jesup of Lee Higginson.
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I want to emphasize that last sentence, in view of the previous

testimony of some of the witnesses.

We may expect to hear officially from Mr. Jesup of Lee Higginson.

I continue with the diary entry, by John W. Cutler, dated February

27, 1936.

Mr. Jesup of Lee Hig telephoned later. His conversation was as follows:

“We are planning to call the 4%.S and 5 percent bonds of Chicago Union Station,

which will involve an issue of about $43,000,000 of new bonds. The group will

be the same, ourselves, Kuhn, Loeb, etc.—Kuhn Loeb heading. The bonds will

probably be 3%s, to be sold at a premium. Price not definitely fixed—some

where around 3.50 to 3.55 basis. The Road wants the premium in order to avoid

putting up new money.”

I call your attention to the next paragraph, Mr. Chairman.

[Reading further from “Exhibit No. 1593”:]

"The account becomes more complicated this time, as Henry Sturgis probably

explained to you, as Morgan Stanley is back in business, and that slices every

body. Out of the 10% interest that the First Natl. had left out of their 13%,

Henry—”

I presume he refers to you, Mr. Sturgis—

"said he wanted to divide 50% to EBS&Co.—”

meaning E. B. Smith & Co.—

"and 25% each to Lazard and White Weld, giving EBS&CO. an interest of 5%

and Lazard and White Weld each 2% 9%.”

I should like to offer in evidence at this time, Mr. Chairman, a diary

entry by Karl Weisheit of the firm of Smith, Barney & Co., the memo

randum having been previously identified.

*: Chairman AVILDSEN. If there is no objection, it may be

admitted.

º memorandum referred to was marked “Exhibit No. 1594”

and is included in the appendix on p. 11644.)

Mr. NEHEMRIs. May I read from this memo:

JWC–

That is John W. Cutler —

asked Ed Jesup if they were expecting to give us a participation out of their

interest as in the last deal where we got 3%% from them. Jesup explained

that the 3%% had come out of J. P. Morgan & Co.'s interest which they could

not at that time take themselves and that since Morgan Stanley were now in

business they would take the interest which J. P. Morgan & Co. formerly had

so that there was nothing to give us in addition to the 5% out of the First

National Bank's interest.

Mr. Jesup, did Mr. Karl Weisheit, partner of the firm of Smith,

Barney & Co., correctly understand you? - -

Mr. JESUP. Mr. Nehemkis, I have no recollection of talking to Mr.
Karl Weisheit. I presume that he did, and I presume that is correct.

But I have no recollection of that.

Mr. NEHEMRIs. I am sorry. My associate points out to me that

any conversation you may have had was not with Karl Weisheit, the

writer of the diary entry, but with John W. Cutler. . .

Mr. Jesup. Oh, I think that is right; I think that is right.

Mr. NEHEMRIs. Do you recall having such a conversation?

Mr. JESUP. Rather vaguely. - - - - -

Mr. HENDERSON. Mr. Nehemkis, these fractional participations are

getting confusing. Would you ask the witness whether any of those
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participations were ever sold—I mean, whether a company interest

was ever sold 7

Mr. NEHEMRIs. I think you put the question so well, Mr. Hender

son, I can’t improve upon it.

Mr. HENDERSON. Mr. Jesup, were any of those participations taken

off of one and given to another, ever sold or traded for a considera

tion ?

Mr. JESUP. Not that I know; no.

Mr. STURGIs. Never heard of it.

Mr. HENDERSON. I mean, is there any reciprocal treatment given in

any case with any of these?

Mr. JESUP. No.

Mr. STURGIs. Not that I know of.

Mr. HENDERSON. Let me ask, Mr. Sturgis, do you recall getting any

consideration for this business that you threw to these people?

Mr. STURGIs. Why, in what form Certainly not in money.

Mr. HENDERSON. No; any specific business that you got as a direct

result—

Mr. STURGIs (interposing). Certainly not; never anything asked

for.

Mr. NEHEMRIs. May I just suggest a possible question that I am

sure you were about to ask, Mr. Henderson? Would such consid

eration possibly have been in the way of trusteeship, registrarship?

Mr. STURGIs. Never got it.

Mr. NEHEMRIs. Sinking fund?

Mr. STURGIs. Never got it, never asked for it, nor was it offered

to us.

Mr. NEHEMRIs. How about deposit accounts?

Mr. STURGIs. Well, these people have had deposits with us for

WearS.
y Mr. HENDERSON. That is all.

Mr. NEHEMRIs. I take it then, Mr. Jesup, from the diary entry

which I read a moment ago, that you recognize that Morgan Stanley

was taking over the old J. P. Morgan & Co. interest.

Mr. JESUP. Well they got a larger interest than J. P. Morgan.

Mr. NEHEMRIs. Correct, they got a 15 percent interest whereas J. P.

Morgan had formerly had only a 131% percent.

Mr. JESUP. That is right.

Mr. NEHEMKIS. So in addition to taking over the old interest and

as a result of cutting down Field, Glore and other reallocations, they

i. out with a larger interest than J. P. Morgan & Co. formerly

na,OI

Mr. JESUP. The reason for that was, we wanted to keep 15 percent

for ourselves and wanted to put Morgan Stanley on the same basis.

Mr. NEHEMRIs. So that you recognize, Mr. Jesup, that even with

the passage of the Banking Act of 1933, the proprietary interest of

this business on the part of J. P. Morgan & Co. did not lapse. Do you

want that question repeated?

Mr. JESUP. No. Well, I–we didn't feel that we had any legal obli

ation or moral obligation to offer this participation to Morgan

š.y. It was something that we wanted to do because of the history

of the account.
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Mr. NEHEMRIs. But you felt that with the entry of Morgan Stanley

into business you wanted them to have the old participation in addition

to a slightly larger amount?

Mr. JESUP. We wanted them to have exactly the same participation

that we were taking.

Mr. NEHEMRIs. Now, have any of the other banking firms in the

financial community recognized this proprietary right of J. P. Morgan

& Co. to its business? Do you recall?

Mr. JESUP. I don’t know.

Mr. NEHEMRIs. Perhaps this will refresh your recollection. I

should like at this time, Mr. Chairman, to offer in evidence a memoran

dum obtained from the files of Smith, Barney & Co. and previously

identified. This memorandum is by G. W. Speer and is dated March

3, 1936.

*:::::: CHAIRMAN AVILDSEN. If there is no objection it will be

TecelVed.

(The memorandum referred to was marked “Exhibit 1595” and is

included in the appendix on p. 11644.)

Mr. NEHEMRIs. May I read to you, Mr. Jesup, from a statement by

flº: of the banking community? [Reading from “Exhibit No.

1595”] :

The First National Bank of New York had an interest of 10% in Chicago Union

Station financing in the past. When the First 4s, Series “D”, were sold in

March, 1935, their interest was increased to 13% 7% because of the fact that

J. P. Morgan & Co. was not in the business. The First National Bank directed

that 50% of their interest (or 6%% of the total business) be allocated to us

and we received an additional 3% 7% interest through Lee Higginson Corporation

out of their proportion of J. P. Morgan & Co.'s interest.

In the case of the present financing the interest of the First National Bank was

reduced to their former 10% because of the fact that Morgan Stanley & Company

took over the old J. P. Morgan & Co. interest.

. So that we have another banking house in the community recogniz

ing that Morgan Stanley took over the old J. P. Morgan & Co. interest.

Mr. JESUP. Who wrote that memorandum ?

Mr. NEHEMKIs. This is a memorandum written by G. W. Speer, a

memorandum obtained from the files of Smith, Barney & Co., dated

March 3, 1936, and identified by a member of my staff as having been

furnished to him by a responsible partner of the firm of Smith, Barney

& Co., May I continue with the reading? [Reading further from

“Exhibit No. 1595”]: -

In the case of the present financing the interest of the First National Bank was

reduced to their former 10% because of the fact that Morgan Stanley & Company

took over the old J. P. Morgan & Co. interest. Half of this 10%, or 5% of the

total business, was allocated to us, 25% each (or 2%º of the total business)

being given to White, Weld & Company and Lazard Freres & Company, Inc. We

received no interest in the present purchase group through Lee Higginson Cor

Pºition because the 3%% which we had thus received when the First 4s, Series

D" were offered was taken by Morgan, Stanley & Company. Consequently our

final interest in this financing was limited to the 5% allocated to us by the First

National Bank.

In other words, as I understand what this individual is saying, Mr.

sup, Morgan Stanley had a right to the proprietary share of J. P.

Morgan & Co.'s interest even if it necessitated cutting the shares of the

ºther houses that had previously obtained positions in the earlier

financing.

"' -----º.
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Mr. JESUP. Well, I don’t know Mr. G. W. Speer. To the best of my

belief and knowledge, I never had any conversation with him. . I can’t

place him at all. I think in this memorandum he is using entirely his

own phraseology, and in some respects it is inaccurate. The interest

of the First National Bank was never 10 percent. It was always

13% percent.

Mr. NEHEMRIs. Before we get into a discussion of this, the record

is correct on the basis of your own preceding testimony as to what the

accurate percentages were. This was a reading from a diary entry.

Mr. STURGIS. What I want to raise is

Mr. NEHEMRIs (interposing). You don’t deny that?

Mr. STURGIs. I want to raise this question—that he is so inaccurate

in regard to our participations that I want to raise a question as to the

accuracy of the rest of the memorandum.

Mr. NEHEMRIs. That is a very legitimate comment.

Mr. Bovenizer, to come back to you for a moment, I haven’t for

gotten about you. The participation as thus rearranged as a result of

the organization of Morgan Stanley & Co. were carried out when the

issue was floated. Is that correct? Do you recall that?

Mr. BoveNIZER. Yes; surely.

Mr. NEHEMRIs. I should like to offer, Mr. Chairman, a letter from

Kuhn, Loeb & Co. to Lee Higginson, dated March 2, 1936; a letter from

the assistant secretary of Lee Higginson Corporation to Morgan Stan

ley & Co., Inc., dated March 2, 1936, bearing on the lower left-hand

corner the following statement [reading from “Exhibit No. 1596–2”]:

Confirmed : March 2, 1936. Morgan Stanley & Co. Incorporated (Signed) Harold

Stanley, President.

and a letter from Kuhn, Loeb & Co. to Pierpont V. Davis, Esq., vice

president, Brown Harriman & Co., Incorporated, under date of March

2, 1936. All of these letters have been previously identified.

Acting Chairman AvLLDSEN. Without objection, they will be re

ceived.

(The letters referred to were marked “Exhibits Nos. 1596–1 to

1596–3” and are included in the appendix on pp. 11645–11646.)

Mr. NEHEMRIs. May I offer at this time, Mr. Chairman, two tables

prepared by the staff of the Investment Banking Section from ledger

transcripts, memoranda, and correspondence furnished us and obtained

from the various houses here concerned, showing the percentage dis

tribution of the $44,000,000 first-mortgage issue offered in April 1936,

and the $7,000,000 guaranteed bond issue offered in August 1936, con

cerning which our testimony has dealt.

May I point out, before relinquishing these documents to you, the

participation interests of the various firms."

In the April 1936 issue we find that Kuhn, Loeb & Co., which had a

joint interest, 50–50 with Lee Higginson, ceded 2% percent to the

First Boston Corporation and divided the remainder of its interest as

follows: 31.67 percent retained by Kuhn, Loeb; Brown Harriman &

Co. Incorporated, 15.83 percent; the First Boston Corporation, 5 per

cent. Is that correct?

Mr. BowFMIZER. We gave 2% percent to the First Boston.

1 Referring to “Exhibit No. 1597–1.” See appendix, p. 11647.
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Mr. NEHEMKIs (interposing). And also your firm, Mr. Jesup, gave

2% percent to the First Boston?

Mr. JESUP (interposing). That is right.

Mr. NEHEMKIS. So in the Lee Higginson group, we have Lee Hig

ginson, 15 percent; Field, Glore & Co., 7% percent; Edward B. Smith

& Co., 5 percent; White, Weld & Co., 2% percent; Lazard Frères, 2%

percent; and the First Boston, having received 2% percent from each

of the two houses, obtained an aggregate of 5 percent."

Now, in the August 1936 offering of guaranteed bonds, Mr. Bove

nizer, were there any changes in the percentage allotments?

Mr. BovenIZER. No; the same arrangement as in the March trans

action.

Mr. NEHEMRIs. And, Mr. Jesup, in the August offering were there

any percentage changes in the members of your group?

Mr. JESUP. I think they were just the same. They were the same;

yes.

EXTENT TO WIBIICH CHICAGO UNION STATION GROUP HAD BECOME

CRYSTALLIZED–USE OF TERM “NOT A PRECEDENT’”

Mr. NEHEMRIs. So by this time the participations of these various

houses whose names I have read off had become crystallized, and

would this be a fair statement: That in all probability, unless the

Station Co. itself requested, you will regard this group as being the

group for the next offering on Station Co. bonds?

Mr. JESUP. No.

Mr. NEHEMRIs. You think—

Mr. JESUP (interposing). Not necessarily; there might be a lot of

conditions that might alter all those participations.

Mr. NEHEMRIs. As far as you know, Mr. Bovenizer, is this the group

that can be considered the group for Station Co. financing?

Mr. BoveNIZER. I would say that of any group that has carried

through for a long time now.

Mr. NEHEMRIs. These percentages have gone through, as we saw

earlier, since 1915?

Mr. Bovesizer. Yes.

Mr. NEHEMRIs. And you do not feel, however, that there is any

precedent about this financing?

Mr. BovenizBR. No.

, Mr. NEHEMRIs. In other words, if there should come out a refund

ing issue in the next month, you would reshuffle this whole group?

Mr. BoveNIZER. I wouldn’t say we would; we would consider what

We might do. We might take it just as it is, we might not. I don’t

know at this moment what we might do.

Mr. NEHEMRIs. Is it probable, however, that you would include

the same houses?

Mr. BoveNIZER. As far as we are concerned, I should say yes.

wº NEHEMRIs. What would your answer to the same question be,

. Jesup.

Mr. JESUP. I would think so, unless something happened in some

of these houses which might possibly alter the facts.

*"Exhibit No. 1597–1.”
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Mr. NEHEMRIs. May I offer in evidence the two tables which have

been identified?

Acting Chairman AviLDSEN. Without objection, they will be

received.

(The tables referred to were marked “Exhibits Nos. 1597–1 and

1597–2” and are included in the appendix on p. 11647.)

Mr. O'CoNNELL. I notice, Mr. Jesup, one of these memoranda of

diary entries of Mr. Speer, in the last paragraph he states this [read

ing from “Exhibit No. 1595”]:

As in the case of the previous financing it was stated in the purchase group letter

to us from Lee Higginson Corporation that our interest in the business was

not to constitute a precedent in connection with any future financing for

Chicago Union Station Company.

Do you recall if that general statement was contained in that group

letter?

Mr. JESUP. That is right.

Mr. O'Con NELL. Is that contained in the letter to each of the par

ticipants, or was it contained in the letter to Smith, Barney & Co.'

Mr. JESUP. I assume that it was in each of the letters.

Mr. O'ConnELL. Would you know specifically whether in the group

letter to Morgan Stanley & Co. you advised them that the 15 percent

participation was not to be considered a precedent in connection with

future financing?

Mr. JESUP. I wouldn't remember unless I saw the letter.

Mr. O'Cox NFLL. But you are familiar with the fact that in some

cases that statement is made in the group letter?

Mr. JESUP. That is right.

Mr. O'Conn ELL. What is the theory behind that, to protect you

from what?

Mr. JESUP. Just the thought in back of our minds and the hope

that there might be possibly a change in the act.

Mr. O'ConnELL. What do you understand that this particular

provision does? Does it protect you from a legal obligation to con

tinue to allot business to particular

Mr. JESUP (interposing). No; no particular obligation, it just puts

us on record that we might possibly change the group.

Mr. NEHEMRIs. Mr. O'Connell, I think I have here in front of

me the letter which was sent by Lee Higginson to Morgan Stanley,

which I offered a moment ago without reading. I think this con

tained the information you want.

Mr. O'Connel L. Would you read that portion of it?

Mr. NEHEMRIs. I will give you the result of it. There is no state

ment in this letter that this allocation was not to be considered a

precedent. The percentage participations are set out in the letter.

It states as follows [reading from “Exhibit No. 1596–2”]:

Your participation in this purchase will be subject to a management fee of

%% and your pro-rata share of all expenses (including any losses which may

result from purchases and sales dealing in these bonds).

In addition to yourselves, the following have also been included in this pur

chase, with interest as indicated.

Then appears the rest of the group, and their interest and their

dollar amounts [reading further]: -
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Of the interest of the $2,200,000, principal amount to The First Boston Corpo

ration, $1,100,000 (i.e. 2%%) has been offered to them by Messrs. Kuhn, Loeb

& Co., and $1,100,000 (i.e. 2%%) by Lee Higginson Corporation.

º are the percentages that Mr. Jesup and Mr. Bovenizer testi

to.

I find nothing in here that says that this business was not to be

regarded as a precedent, and I assume that it is always very important

in the banking community to indicate whether these matters are a

precedent.

This letter was pretty much in the nature of a binding obligation,

because, as you recall at the time I offered this letter, I indicated that

at the bottom of this letter there appeared the following [reading

further from “Exhibit No. 1596–2”]:

Confirmed March 2, 1936. Morgan Stanley & Co. Incorporated. (Signed)

Harold Stanley, President.

So that Mr. Stanley, unless there was some oral conversation, cer

tainly was never informed formally that he could understand that

this was not a precedent for future business.

Mr. O'Connell. Of course, Mr. Jesup, my interest arises because of

your statement made several times that there was no legal or moral

obligation on your part or on the part of the other syndicate manager

to allocate a share of this business to any particular company; and if,

as appears to be the fact, in writing to Smith, Barney, who was

apparently the successor to one of the original participants, you found

it necessary to use rather formal legal language to the effect that it

was not to constitute a precedent for future business, and, on the other

hand, did not find it necessary to make such a formal statement to

ºther participants, it would seem to me to require a little more elabora

tion as to just what in terms of the trade the situation really was. It

isn't a legal question, as I understand it.

Mr. JESUP. In the first place, I might say that possibly that phrase

should have been included. Possibly the reason that it was not in

cluded—I am speculating on this now—I think it was because Mor

gan Stanley had exactly the same participation that we had, and we

regarded them as a main, chief partner in the business, possibly on a

little different basis than some of the others having a smaller interest.

Mr. O'CoNNELL. Do you think by any stretch of the imagination

that Smith, Barney might have been considered as having obtained a

legal right to future participation had you not put this provision in
your letter?

Mr. JESUP. No; I don't think so. Very frequently those letters

He written without any qualifying phrase at all, such as that. We

frequently get that kind of a letter without any qualifying phrase.

don't necessarily consider that that is any binding obligation un

ſes the phrase is used. I can remember innumerable cases where we

have had a piece of business and the letter of confirmation hasn't

contained that phrase.

Mr. Q'CoNNELL. I am quite sure it would have no legal effect. I

Am rather interested in the usage in the business which seems to

have grown up of accepting what has been referred to as a proprie

tary interest on the part .# the original participants, let me say, in
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a group, and that you continue on in such a way as to protect that

proprietary interest even after the Banking Act of 1933 when the

original participant is no longer in existence. That is a usage which

has apparently developed as far as this evidence is concerned, is it

not?

Mr. JESUP. That is right.

Mr. NEHEMRIs. Would you indicate under what circumstances you

would feel constrained, or your syndicate manager would feel con

strained to write in a letter something to this effect: “This group

shall not constitute a precedent for future business”? Do I make

myself clear?

Mr. JESUP. It might possibly be some such thing as we have been

talking about, Mr. Sturgis' optimism, possibly the banks coming in,

or some other situation which might arise which might possibly

change the make-up of the account.

Mr. NEHEMKIS. Is it not a fact, Mr. Jesup, that the manager of an

account is usually very careful to indicate at the time of offering his

participations to other members of the group whether or not that

particular offering does constitute a precedent?

Mr. JESUP. I don’t think so, Mr. Nehemkis.

Mr. NEHEMRIs. Mr. Bovenizer, you have been in this business for

many, many years. What is your judgment?

Mr. BoveNIZER. I don’t think it is ever done, except in a very ex

traordinary case.

Mr. NEHEMKIS. In other words, if the manager of the account is

quite clear in his mind that he is going to reshuffle the group on the

next issue, or for one reason or another doesn't want the group to

become crystallized, he will indicate to the participants that this

does not constitute a precedent?

Mr. BoveNIZER. I should say, Mr. Nehemkis, that no group is

crystallized. It may chalºge at any time.

Mr. NEHEMKIs. Except the Chicago Union Station Co. group,

which remained crystallized from the year 1915 until the last piece

of financing, 1936. What is your version, Mr. Glore? What do you

think? What is your own practice in your firm 2

Mr. GLORE. I don’t know.

Mr. NEHEMRIs. Do you originate business?

Mr. GLORE. Yes.

Mr. NEHEMRIs. What do you do?

Mr. GLORE. I don’t know.

Mr. NEHEMRIs. Mr. Fennelly isn’t here?

Mr. GLORE. No.

Mr. NEHEMRIs. I haven't any further direct questions, but as you

recall, Mr. Chairman, we offered a chart earlier to which I should like

to refer. This chart, when the committee has leisure to examine it

will show the history of these various participations through the pieces

of financing that we have been discussing and as we have traced in the

previous testimony how these minute little percentages were allo



CONCENTRATION OF ECONOMIC POWER 11477

cated and redistributed. I now offer this copy in lieu of the one pre

viously offered." - •

Acting Chairman AvLLDSEN. It may be admitted. Is it a different

chart?

Mr. NEHEMRIs. It is the same one, but a caption has been put on.

Just substitute the charts."

Mr. MILLER. I would like to ask a question, Mr. Chairman. I would

like to have Mr. Bovenizer, if he would, explain to the committee in a

very general way, what the practice is of an underwriting house in get

ting up a group to purchase a new issue, No. 1, and No. 2, a continu

ing piece of business, a new piece of financing for an old account.

Will you just tell us in a general way what the general customs of the

business have been?

Mr. NEHEMRIs. Mr. Miller, may I interrupt a moment? It is ter

ribly late, and I perhaps might tell you that in the course of these

hearings I think the committee is going to be deluged with descrip

tions of just the point that you are raising. You may want to get

Mr. Bovénizer's reaction, but I thought in view of the fact that it is

after 6, if I informed you of this point you might want to defer your

question.

Mr. MILLER. I don’t want to keep the members of the committee,

but I think there has been a lot of confusion here about the custom

of these syndicates. I would like Mr. Bovenizer's view.

Acting Chairman AvLLDSEN. Is Mr. Bovenizer going to be a witness

at Subsequent hearings?

Mr. NEHEMRIs. I don’t think so.

Mr. BoveNIZER. There will be others here who can answer the

question.

Acting Chairman AvLLDSEN. How long would it take you?

Mr. BovenizBR. I don’t know. There is no general custom. Every

group stands on its own feet. If you had a group that has gone on

for a number of years and you are satisfied with the members of it,

you don't usually change them unless you feel you ought to include

somebody else because of their placing ability, or something along that

line. If some organization has been coming along and growing, you

tell the rest of your group. That is why I say these groups are no

precedent, because somebody may come along tomorrow and turn out

to be what we think is just as good as somebody we have got in here.

We make up our minds that we ought to give them 5 or 7% percent

and tell the rest of the boys in the group, “We’ve got to cut you down

to let them in.” I mean, every account in my mind stands on its own

two feet. And then you wouldn’t want, perhaps, the same people to

ºffer the same security all the time. The geographical considerations

have to be taken into consideration. One thing will sell better in

Chicago than it will in New York or in San Francisco better than

either place. You include more people out there or you seek people

*Previously entered as “Exhibit No. 1587,” appendix, facing p. 11641.
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out there to be in your account. There are an awful lot of considera

tions. I don’t think you could make any hard and fast rule."

Acting Chairman AvH.DSEN. Does that answer your question, Mr.

Miller?

Mr. MILLER. Yes.

Mr. NEHEMRIs. Mr. Chairman, do you desire to hear at this time

the witnesses to be called tomorrow?

Acting Chairman AvHDSEN. If you please.

Mr. NEHEMRIs. At the morning session we will discuss, if it is your

pleasure, the financing of the Pacific Gas & Electric Co. The two wit

nesses will be Mr. Stanley Russell, of Lazard Frères & Co., and Mr.

George Leib, of Blyth & Co. At the afternoon session we will discuss

the financing of the Southern California Edison Co., and the witness

will be Mr. George D. Woods, of The First Boston Corporation.

Acting Chairman AVILDSEN. Are there any other questions of the

present witnesses? If not, they will be excused.

(The witnesses, Bovenizer, Glore, Jesup, and Sturgis were excused.)

Acting Chairman AvLDSEN. The committee will stand adjourned

until 10:30 tomorrow morning.

(Whereupon, at 6:15, p. m., the committee recessed until 10:30

a.m. Wednesday, December 13, 1939.)

* By a circular letter dated March 5, 1940, the Chicagº, Union Station Company invited
bids for the sale of $16,000,000 principal amount first Mortgage 3% º Bonds, Series F,

due July 1, 1963. 107, invitations were extended. The Station Company received 5 ac

knowledgments and 1 bid, the latter from the investment banking firm of Halsey, Stuart

& Co., Inc., which submitted a bid of 98.05% of the principal amount of said bonds, plus

accrued interest at the coupon rate to the date of payment, therefor. On March 14, 1940,

Fº ºgºny rejected the said bid, and awarded the issue to a syndicate headed by Kuhn

Oeb 0.

A comparison of the syndicate members and their percentage participations for this

ſºng with that of the last previous underwritings of the Chicago Union Station Co.

OIIOWS :

$44,000,000 1st. mtge.

%§§ ºº sº 1st. Intge.

x. #1597–1); $7,- Onds Series
Underwriter Öğ00 Guaranteed Fof 63 (sº sº.

33%% Bonds of ’51 mental data, p. -)

(Ex. #1597–2)

Kuhn, Loeb & Co-------------- ------------------------- 31.67 31.67

Lee, Higginson Corporation---- ----------------- 15.00 15.00

Harriman, Ripley & Co., Inc.- ------------------ 15.83 15.83

Morgan Stanley & Co., Inc.----------------------------- 15.00 15.00

Glore, Forgan & Co------------------------------------- 7. 50 7. 50

Smith, Barney & Co------------------------------------ 5.00 5.00

The First Boston Corp---------------------------------- 5.00 5.00

White, Weld & Co-------------------------------------- 2.50 2.50

Lazard Freres & Co------------------------------------- 2.50 2.50

The details of the $16,000,000 Series F financing are included in the appendix, p. 11822.
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WEDNESDAY, DECEMBER 13, 1939

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:35 a. m., pursuant to adjournment on

Tuesday, December 12, 1939, in the Caucus Room, Senate Office Build

*; Representative B. Carroll Reece presiding.

resent: Representative Reece, acting chairman; Messrs. Hender

son, O'Connell, Avildsen, and Brackett.

Present also: Senator Joseph Guffey, of Pennsylvania; Baldwin B.

Bane, Securities and Exchange Commission; Clifton M. Miller,

Department of Commerce; Hugh B. Cox, Department of Justice:

Peter R. Nehemkis, Jr., special counsel, and Samuel M. Koenigsberg,

associate attorney, Securities and Exchange Commission.

Acting Chairman REECE. The committee will come to order, please.

Before you call the next witness, Mr. Nehemkis, Commissioner Hen

derson would like to make a statement. We would be glad to have

you do so now, Commissioner.

Mr. HENDERSON. For the purpose of complete understanding, I

would like to say that the S. E. C. is not recommending and is not

studying recommendations relating to specific changes in the Banking

Act of 1933. The endeavor of this presentation is to bring out the

facts, and anything relating to recommendations concerning legisla

tion must necessarily come, if at all, from this committee.

Acting Chairman REECE. Mr. Nehemkis, are you ready to proceed?

Mr. NEHEMRIs. Mr. Chairman, you may recall that yesterday

afternoon 'I told Senator O'Mahoney that inadvertently the original

copy of a letter from Kuhn, Loeb & Co. was not placed in the record,

and I would have it here this morning. I should now like to offer

a letter from Kuhn, Loeb & Co., addressed to the committee's counsel,

and a copy of a letter by Kuhn, Loeb to the Senate Committee on

Interstate Commerce.”

Mr. NEHEMRIs. Mr. Stanley Russell.

Acting Chairman REECE. Do you solemnly swear that the testi

mony you are about to give in this proceeding shall be the truth, the

whole truth, and nothing but the truth, so help you God?

Mr. RUSSELL. I do.

* See supra, p. 11428.

* Previously entered as “Exhibits Nos. 1538–3 and 1539–1." See supra, p. 11428.

11479

124491–40–pt. 22–0



11480 CONCENTRATION OF ECONOMIC POWER

TESTIMONY OF STANLEY A. RUSSELL, LAZARD FRERES & CO.,

NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Russell, will you state your full name and

address, please?

Mr. Russell. Stanley A. Russell, Cresmont Road, Montclair, N. J.

Mr. NEHEMRIs. With what banking house are you now associated?

Mr. RUSSELL. Lazard Frères & Co.

Mr. NEHEMRIs. What is your position with that house?

Mr. RUSSELL. Partner.

Mr. NEHEMRIs. You became associated with Lazard Frères at

what time, Mr. Russell?

Mr. RUSSELL. August, in 1934.

Mr. NEHEMRIs. And prior to your association with Lazard Frères,

what was your previous business connection?

Mr. RUSSELL. The National City Co.

Mr. NEHEMRIs. And at the National City Co., what position did

you occupy?

Mr. RussFLL. Vice president.

Mr. NEHEMRIs. And as vice president of the National City Co.,

did you have any particular or special duties?

Mr. RUSSELL. I handled the purchase of industrial and public

utility securities.

Mr. NEHEMRIs. Mr. Russell, are you a director of the General

American Investors' Corporation?

Mr. RUSSELL. Yes, sir.

Mr. Narukis And of the Pennsylvania Dixie Cement Corpo

ration?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. Do you hold any other directorships?

Mr. RUSSELL. I don’t think so.

NATIONAL CITY CO. ACCOUNTS AND THEIR SUBSEQUENT FINANCING

Mr. NEHEMRIs. Mr. Russell, am I correct in believing that the

Pacific Gas & Electric Co. was formerly an account of the National

City Co.?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. And do you recall whether the Anaconda Copper

Co. account was also once associated with the National City éº

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. Could you tell me some of the other important

* that had been handled by the City Co. prior to its disso

ution .

Mr. RUSSELL. Consolidated Edison Co.

c.” NEHEMRIs. That was formerly known as Consolidated Gas

O.

Mr. RUSSELL. Yes, sir.

Hershey Chocolate Corporation, National Steel Co., Container

Corporation, United Aircraft, and others. I don’t remember.

Mr. NEHEMRIs. Do you recall whether the Firestone Tire & Rub

ber Co. was?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. That was a National City account?

Mr. RUSSELL. Yes, sir.
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Mr. NEHEMRIs. How about the Boeing Airplane Co.?

Mr. RUSSELL. Well, I included that in the United.

Mr. NEHEMKIs. I see. But the financing had been really separate,

hadn't it, for both the companies? - -

Mr. RussFLL. Well, I think originally it was combined, and then

it was separated. -

Mr. NEHEMKIs. And United Air Lines Transport Corporation?

Mr. Russell. Well, that was separated.

Mr. NEHEMKIs. And the Virginian Railway Co.?

Mr. RUSSELL. Yes.

Mr. NEHEMKIS. Wasn't that an account?

Mr. RUSSELL. Yes, sir. -

Mr. NEHEMRIs. Now, can you tell me who in the banking field has

financed recently some of these old National City accounts? Let

me start with the first one we talked about, Pacific Gas & Electric.

The first financing after the passage of the Banking Act was under

the leadership of what banking firm'

Mr. RUSSELL. Lazard Frères & Co.

Mr. NEHEMRIs. And Anaconda Copper?

Mr. Russell. Blyth & Co.

Mr. NEHEMKIs. And National Steel?

Mr. Russell. Kuhn. Loeb & Co.

Mr. Nemris. And Hershey?

Mr. RUSSELL. They have had none.

Mr. NEHEMRIs. And what about Container Corporation?

Mr. RUSSELL. They have had none.

Mr. NEHEMRIs. And how about the United Aircraft Corporation?

Mr. Russell. I think Brown Harriman and G.M.-P. Murphy took

that business.

Mr. NEHEMKIs. And do you recall who has done any financing for

Firestone Tire & Rubber Co.?

Mr. RussELL. Brown Harriman and I think Otis & Co.

Mr. NEHEMRIs. And the Virginian Railway Co.'

Mr. Russell. Brown Harriman.

Mr. NEHEMKIs. I think you mentioned that Consolidated Gas had

been a National City account. Who has handled that financing?
Who has been the leader?

Mr. RUSSELL. Morgan Stanley & Co.

Mr. NEHEMRIs. Let me ask you which accounts of those that we

have been speaking of have been underwritten by your firm, Lazard
Frères. Pacific Gas & Electric?

Mr. RussFLL. That is one.

Mr. NEHEMRIs. Just that one?

Mr. Russell. That is correct.

Mr. NEHEMRIs. How did it happen that the Pacific Gas & Electric

account went to Lazard? Who was responsible for bringing that

account to your firm?

Mr. Russell. I presume I was.

Mr. NEHEMRIs. And would you hazard a guess as to how it hap

ned that Firestone and Boeing Airplane and United Aircraft and

ranspºrt Co., and I believe you also said the Virginian Railway Co.,

found themselves with the firm of Brown Harriman & Co...?

o was responsible, would you say, for bringing thos Intsto that firm? p 3. y y, glng e accoun
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Mr. RUSSELL. Mr. Ripley had the contact with all of those accounts,

except the Virginian Railway, which was a contact of Mr. Davis.

Mr. NEHEMRIs. Mr. Davis being a vice president of Brown Har

riman, now Harriman Ripley & Co.'

Mr. RUSSELL. Correct.

Mr. NEHEMRIs. So that all of those accounts that we referred to

that went to Harriman Ripley were brought there by Mr. Joseph

Ripley, who had the contacts with his accounts, or Mr. Davis, who

had the contact with the Virginian Railway, if I understand that

correctly?

Mr. RUSSELL. That is my opinion.

Mr. NEHEMRIs. And how did it happen that Anaconda Copper

Mining Co. went to Blyth & Co.?

Mr. RussBLL. Because Mr. Mitchell had the contact, primarily.

Mr. NEHEMRIs. Mr. Mitchell, as president of the National City

Co., had been primarily responsible for that?

Mr. RUSSELL. Yes.

Mr. NEHEMRIs. So when he went to Blyth as chairman of the

board, that account went with him; is that correct?

Mr. RUSSELL. That is correct.

Mr. NEHEMRIs. Mr. Russell, am I correct in understanding that

the Pacific Gas & Electric account had once, in the early days, been

an account of Halsey, Stuart; that is, before it came to the National

City Co.2

Mr. RUssPLL. I don’t know whether that is true or not.

THE PACIFIC GAS & ELECTRIC CO. ACCOUNT

Mr. NEHEMRIs. Did the account come to the National City Co.

about 1919; do you recall?

Mr. RussBLL. I would place it at 1920; I am not sure.

Mr. NEHEMRIs. About 1920. You became at the very early stage

of that business closely connected with its financial problems, did you

not, Mr. Russell?

Mr. RUSSELL. I did.

Mr. NEHEMRIs. And for many years you had enjoyed a close rela

tionship with the then president of P. G. & E., Mr. Hockenbeamer ?

Mr. RUSSELL. First with Mr. Creed, the president, and later with

Hockenbeamer.

Mr. HENDERSON. May I ask Mr. Hockenbeamer's position with

P. G. & E. 2

Mr. RussBLL. Origially vice president and treasurer; later, on Mr.

Creed's death, he became president.

Mr. HENDERSON. When he was vice president and treasurer, did he

handle most of the negotiations for financing?

Mr. RUSSELL. He and Mr. Creed did.

Mr. NEHEMRIs. So, that, Mr. Russell, until the break-up of the

National City Co., all P. G. & E. business was handled by the Na

tional City Co. and by you as the vice president in particular?

Mr. RUSSELL. Not entirely by me, but largely by me.

Mr. NEHEMRIs. But you were generally considered among your

colleagues as the expert in charge of that particular financing. It

was generally felt that you knew more about it than the other men.

Mr. RUSSELL. That is true.
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Mr. NEHEMRIs. You had perhaps lived with it longer than the

Others. As a matter of fact, you had actually drafted or assisted in

drafting the first P. G. & E. mortgage, hadn't you?

Mr. RUSSELL. That is correct.

Mr. NEHEMRIs. Mr. Russell, will you look at this memorandum

which purports to bear your initials and tell me whether this comes

from the files of Lazard Frères? -

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. I offer the document identified by the witness in

evidence. It is a memorandum entitled “Pacific Gas & Electric Co.,

Official—Confidential,” dated October 2, 1934, signed “S. A. Russell.”

May I read a passage from that memorandum ?

Mr. Hockenbeamer recognized my long standing acquaintance with his situa

tion, dating from the first operation under his present mortgage, including the

drafting of that mortgage—

Mr. RUSSELL (interposing). I beg your pardon. I think that is a

different memorandum from the one you are reading.

Mr. NEHEMRIs. You are correct. My associate handed me a dif

ferent memorandum. I withdraw that, Mr. Chairman. May I have

it back, please? So that the record may be correct, I shall ask you

to identify this memorandum which I now hand you. Was that

memorandum prepared by you, and does it come from the files of

Lazard Frères?

Mr. RUSSELL. It does.

Mr. NEHEMRIs. I offer in evidence, Mr. Chairman, a memorandum

entitled “Pacific Gas & Electric Co.,” dated September 22, 1934.

signed “S. A. Russell.”

Acting Chairman REECE. It may be admitted.

(The memorandum referred to was marked “Exhibit No. 1598.”

and is included in the appendix on p. 11648.)

Mr. NEHEMRIs. In view of the fact, Mr. Russell, that you had

been so closely associated with the earlier financing of P. G. & E.,

that it had been regarded as an account which you were personally

familiar with, it was not unnatural that after the dissolution of the

City Co. when you became associated with Lazard Frères, that you

should have some claims, perhaps, on that business?

Mr. Russell. Well, I wouldn’t express it as a claim. I had hopes

that my relationship with Mr.Hjºr could be realized for

the firm of Lazard Frères & Co., and in a very tangible way.

Mr. NEHEMRIs. You have already identified a memorandum which

I had offered before the other one.

Mr. Russell. Yes.

Mr. NEHEMRIs. I now offer in evidence, and I will repeat the title

sº that the reporter may have it correct, a memorandum entitled

Pacific Gas & Electric Co., Official—Confidential,” dated October 2,

1934, and initialed “S. A. R.”

Acting Chairman REECE. It may be admitted.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I

shºuld like to read to you from that memorandum [reading from

“Exhibit No. 1599°]:

l Today I lunched with Mr. George Leib of Blyth & Co. at his request. After

"cheon he wanted to see our offices and in my room before leaving expressed

*** friendliness and a desire to cooperate in successful business whenever

*sible. At this point, I commented that we felt the same way and that one



11484 CONCENTRATION OF ECONOMIC POWER

of these days we might sit down and discuss the P. G. & E. situation, where

upon he said that was a matter concerning which I should talk with Mr. Hock.

enbeamer. He indicated that he had talked with Mr. Hockenbeamer when he

was on the Coast about two weeks ago. He also mentioned that Mr. Hocken

beamer was here for a few days recently, whereupon I said that Mr. Hocken

beamer had come in to see me and we had discussed the situation. He,

Meaning Leib—

apparently, was not aware that Mr. Hockenbeamer was in to see me. He

thereupon went on to say that, of course, I knew then that no financing was

contemplated for this year and it might be some time before financing was done.

He further commented that of course we, meaning Lazard Frères & Co., Inc.,

should be in the account, and stated that Mr. Hockenbeamer had a great liking

for me. However, at this point, he also said that he supposed it would be a

“free for all' like a lot of other things.

Mr. Leib, I take it, did not feel at this time that your prior asso

ciation and affiliation with that account gave you any special prior

ities and that whoever got the business would get it.

Mr. RUSSELL. You had better ask Mr. Leib.

Mr. NEHEMRIs... I think we shall have an opportunity to do so,

Mr. Russell [reading further from “Exhibit No. 1599”]:

The plain deduction from this comment is, in my mind, that they expect or

hope to get a leading position, if not the leading position, in the handling of

this business, but, as he went away, he said we are still, of course, good friends.

I conclude, therefore, we should not raise the question of P. G. & E. financing

with the firm of Blyth & Co. unless they do so with us. Our objective should

be to develop the situation directly with Mr. Hockenbeamer and others in

terested in the Company even despite the fact that Blyth & Co. have the

strongest position on the Pacific Coast of anyone.

Do you consider, Mr. Russell, that you were really responsible for

bringing the P. G. & E. account to Lazard Frères?

Mr. RussBLL. Why, I think so. -

(The memorandum refered to was marked “Exhibit No. 1599” and

is included in the appendix on p. 11648.)

FUTURE DISPOSITION OF NATIONAL CITY COMPANY ACCOUNTS

Mr. NEHEMRIs. Do you recall, Mr. Russell, following the enact

ment of the Banking Act, whether there had been any conferences

between vourself and other officers of the National City Co. concern

ing the future disposition of some of the City Co. accounts? You

may have heard Mr. Ripley testify on that.

Mr. RUSSELL. I don’t recall that.

Mr. NEHEMRIs. You recall no such conversations. Did you your

Self have any conversations with any of your fellow officers concern

ing the future disposition of National City business?

Mr. RUSSELL. I recall none.

Mr. NEHEMRIs. You and Mr. Ripley might have been considered as

having been two of the major executive officers of the City Co. at
the time?

Mr. RussBLL. Probably.

Mr. NEHEMRIs. Do you recall having any discussions with Mr. Rip

ley concerning the future disposition of City Co. business?

Mr. RUSSELL. No.

Mr. NEHEMKIs. Now, Mr. Russell, isn't it a fact that you did have

an agreement with Joseph Ripley concerning the disposition of Na

tional City business?

Mr. RUSSELL. It is not a fact.
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Mr. NEHEMRIs. Mr. Russell, you have been good enough to stipu:

late concerning a number of documents obtained from your files which

were made available to us, and in lieu of asking you to identify each

and every one I am going to ask you to identify this stipulation. This

is the stipulation dated December 13, 1939, which you have entered

into, is it not?

Mr. Russein. Yes, sir.

Mr. Ninºis. These are the documents concerning which you have

stipulated?

. RUSSELL. Yes, sir.

Mr. NEHEMRIs. Will you read the stipulation?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMKIs. That is correct?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. Mr. Chairman, I offer the documents enumerated

in the attached stipulation in evidence.

Acting Chairman REECE. Do you wish these to be printed?

Mr. NEHEMKIs. Yes.

Acting Chairman REECE. They may be admitted.

(The documents referred to were marked “Exhibits Nos 1600–1 to

1600–16,” and are included in the appendix on pp. 11649–11659.)

Mr. NEHEMRIs. I have no further questions of the witness, Mr.

Chairman, and I should like at this time to call Mr. George Leib.

Acting Chairman REECE. Do the members of the committee wish to

ask any questions?

Thank you, Mr. Russell.

Mr. NEHEMRIs. If it is not too inconvenient, will you remain in the

room, although you are dismissed at this time?

Mr. RUSSELL. Yes, sir.

Mr. NEHEMRIs. Mr. George Leib, please.

Acting Chairman REECE. Do you solemnly swear that the testi

mony you are about to give in this procedure shall be the truth, the

whole truth, and nothing but the truth, So help you God.

Mr. LEIB. I do.

TESTIMONY OF GEORGE C. LEIB, VICE PRESIDENT AND DIRECTOR,

BLYTH & CO., INC., NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Leib, will you state your full name and ad

dress, please?

Mr. LEIB. My home address?

Mr. NEHEMRIs. Yes.

Mr. LEIB. George C. Leib, 625 Park Avenue, New York City.

. Mr. NEHEMRIs. And will you state your present business connec

tion, Mr. Leib?

Mr. LEIB. Vice president of Blyth & Co.

Mr. NEHEMRIs. Was not Blyth & Co. organized in 1914 by Charles

Blyth and yourself?

Mr. LEIB. And several others.

Mr. NEHEMRIs. It was at that time primarily a Pacific Coast

house, was it not?

Mr. LEIB. It started in San Francisco.

Mr. NEHEMRIs. And it had offices in San Francisco and Chicago,
and I believe in New York and some other cities?
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Mr. LEIB. It started in San Francisco and then it extended its

offices over through the country gradually, year by year.

Mr. NEHEMRIs. Now, at this time, that is to say, 1914, did Harrison

Williams have any stock interest in Blyth & Co.'

Mr. LEIB. He did not.

Mr. NEHEMRIs. Who, by the way, is Harrison Williams? Will

you tell me who he is? Identify him for me.

Mr. LIEB. Mr. Harrison Williams is a very prominent public-utility

executive, a very prominent holder of securities of various public

utility companies and investment trusts. I think he is on the execu

tive committee of the North American Co. Whether he has any

official title in the North American Co. I do not know.

Mr. NEHEMRIs. Has Mr. Harrison Williams at any time had any

stock interest in Blyth & Co.?

Mr. LEIB. Never."

Mr. NEHEMRIs. Will you give me, if you will, Mr. Leib, the names

of the officers of Blyth & Co.'

Mr. LEIB. I have not the names here. There are about twenty, I

would say 25.

Mr. NEHEMRIs. Will you glance at the sheet I am about to show

you and if you agree that these are the names of the officers and

directors of Blyth & Co., will you read them.

Mr. LEIB. Yes, indeed. Those are they. Do you wish me to read

them?

Mr. NEHEMRIs. Would you? -

Mr. LEIB. Chairman of the board, Mr. Charles E. Mitchell;

president, Mr. Charles R. Blyth; and there is a group of about 10

or 12 vice presidents, consisting of George Leib, Roy L. Shurtleff,

Thomas H. Boyd, Eugene Bashore, Stewart S. Hawes, Horace O.

Wetmore, James G. Couffer, Bernard W. Ford, Lee M. Limbert,

Donald N. McDonnell, Donald Royce, A. E. Ponting, David T.

Babcock, Mansel P. Griffiths, J. Lawrence Pagen, Robert L. Osswalt.

Those are the names.

Mr. NEHEMRIs. Thank you very much.

Mr. NEHEMRIs. About 1933, did you not have occasion to take

direct charge of your New York office? -

Mr. LEIB. In 1933, I came back to New York as one of the active

executives in the New York office. It was never, as far as I know,

designated that I was in charge of the New York office. I had been

with the firm longer than anyone in the New York office and as such

I might have been considered senior, but I was certainly not in charge

of many of the activities in the New York office except in a very

general way.

C. E. MITCHELL JOINS BLYTH & Co., INC.

Mr. NEHEMRIs. Now, 1933 was also the year which witnessed the

passage of the Banking Act. That meant, did it not, Mr. Leib, that

certain individuals that formerly had commercial banking connec

tions would be free to make new connections with investment bank

ing firms?

Mr. LEIB. That is correct.

* Mr. Leib subsequently corrected this answer. See “Exhibit No. 1757,” intron December 19, 1939, and included in appendix, p. 11659. oduced
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Mr. NEHEMRIs. And about the time that you came to your New

York office for the purposes which you have described, you began

looking about for an individual to take into the firm, someone who

had broad contacts on the street, a person who knew, shall we say,

the “deer runs” of the Wall Street district. Do you recall !

Mr. LEIB. I recall that our New York office had not made any

headway and we were very active, very anxious to get someone, in

New York who could be helpful in developing eastern business. The

word “deer runs” is a word I think you get from one of my letters.

I may have used it. It means to be familiar with the investment

banking activity as it exists, in the East, just as we were with the

investment activity existing in the West. That means to have per

sonal contacts with the executives of the large companies of issue, to

be familiar, to have known them for years, to have known the finan

cial set-ups of a great many companies back here. That was what we

were working to do, very assiduously.

Mr. NEHEMRIs. And you found that individual who knew, if I may

again quote your excellent phrase, the “deer runs” of the Wall Street

district, in the person of Charles E. Mitchell, did you not ?

Mr. LEIB. He was found for us. Everywhere that we went, we

would tell this story to our various friends around the street, asking

their opinion as to who would be a good man to help develop this,

and everywhere we kept getting high opinions of Charles E. Mitchell

as a man of ability, and as a man of integrity, and as a man who

did know the investment-banking business as it existed in the East,

as a man who should be helpful in the development of an investment

banking business here in the East.

Mr. HENDERSON. Mr. Leib, you were the author of the term “deer

run.” I think yesterday Mr. Nehemkis said “deer runs and salt

licks.” Were you responsible for that, or is that something

Mr. LEIB. “Salt licks” is foreign to me. I am glad to have it in

my vocabulary.

Mr. NEHEMRIs. Now we have a situation where one who knows the

investment-banking community has to also know the “deer runs” and

the “salt licks.” Ší.

Mr. LEIB. I didn't say anything about the salt licks.

Mr. NEHEMRIs. What had been Mr. Mitchell's previous banking

position, do you recall?

Mr. LEIB. In a general way. You can ask Mr. Mitchell when he

comes down, but you have got it. He was head of the National City

Co. for years and head of the National City Bank. Prior to that

time he had his own investment banking business.

Mr. NEHEMRIs. And Mr. Mitchell became chairman of the board of

Blyth & Co., did he not :

Mr. LEIB. That is correct.

Mr. NEHEMRIs. When you made Mr. Mitchell chairman of your

board, did you have any knowledge of his relation to some of the

partners of J. P. Morgan & Co., notably Mr. Harold Stanley and

Mr. George Whitney?

Mr. LEIB. We knew Mr. Mitchell knew practically everyone of

importance and standing in the investment banking business here in

the East, and of course we knew that he knew Mr. Stanley and he

knew Mr. George Whitney and so forth.
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Mr. NEHEMRIs. Mr. Leib, did you regard this relationship as far

as you were aware of it from your own personal knowledge as being

a close one?

Mr. LEIB. Yes; we thought Mr. Mitchell's relations, as I said before,

with all of the outstanding investment banking and banking fra

ternity in the East was a very close one.

Mr. NEHEMRIs. Now, do you consider it to be of significance that

one should have a close relationship with Morgan Stanley because

of its position in the underwriting business?

Mr. LEIB. I think Morgan Stanley—you are speaking of Morgan

Stanley?

Mr. NEHEMRIs. My question was Morgan Stanley.

Mr. LEIB. It is a firm of high standing throughout the country,

there are in it individuals of great ability who have had contacts with

companies of issue for many years. Naturally, I think that a

friendly relation with that firm is important, of course it is, just as it

is with any other good firm.

Mr. NEHEMRIs. Mr. Leib, I show you a photostat copy of what

purports to be an original document, a letter from Mr. Charles R.

Blyth to Mr. George Leib, dated September 14, 1935. I ask you to

examine this document and tell me whether it is a correct and true

copy of an original in your files.

Mr. LEIB. It is a little longer than he generally writes, but it is a

correct copy of the original.

Mr. NEHEMRIs. I ask that this document identified by the witness

be admitted to the record.

Acting Chairman REECE. It may be received.

(The letter referred to was marked “Exhibit No. 1601” and is

included in the appendix on p. 11660.)

Mr. NEHEMRIs. I want to read a short paragraph from this docu

ment, written to Mr. George Leib by his partner, Mr. Blyth.

It will be interesting to see how much of a relationship we shall have with

Morgan, Stanley & Co.

So I take it, Mr. Leib, your west coast partner, Mr. Blyth, like

wise felt, as you did, that having a close relationship with Morgan

Stanley was important to a house, to any house, in the underwriting

business?

Mr. LEIB. Mr. Blyth recognizes better than many bankers in the

East the high standing that Morgan Stanley has on the coast, the

dealer following they have out there, and he realizes the importance

of that connection.

THE P. G. & E. FINANCING

Mr. NEHEMRIs. With the break-up of the bank security affiliates

pursuant to the Banking Act of 1933, I take it that you were aware

that there would be a certain amount of competition for the ac

counts of some of the former bank affiliates?

Mr. LEIB. We did. -

Mr. NEHEMRIs. And that certain of the executive personnel asso

ciated with the old affiliates might endeavor to exert certain claims

on the form of business of those affiliates, and might perhaps be in

a position to make their claims stick?

r. LEIB. Is this a question?
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Mr. NEHEMRIs. It was intended to be a question.

Mr. LEIB. I sort of lost it. You started over.

Mr. NEHEMRIs. We will have the reporter read it back. Will the

reporter repeat the question to the witness?

(The question was read.)

Mr. LEIB. What am I supposed—did I think that?

Mr. NEHEMRIs. Did you think that?

Mr. LEIB. I have forgotten whether I thought that or not.

Mr. NEHEMRIs. As you review the situation now, did you think

that might have been the situation at the time?

Mr. LEIB. I am not going to do any supposing, if you will pardon

Ine.

Mr. NEHEMRIs. All right; we will proceed and let you keep to

matters that you are clearly familiar with.

Now one of the accounts of the old National City Co. had been

Pacific Gas & Electric, had it not?

Mr. LEIB. That is correct, and it had also been one of Blyth &

Co.'s accounts. National City took it away from us.

Mr. NEHEMRIs. We will come to that in a moment.

Does P. G. & E., as far as you know, have any affiliation with any

larger utility system?

Mr. LEIB. Yes, It has no affiliation but the North American Com

pany owns about 2,000,000 shares of the Pacific Gas & Electric's

five and one-half or six million shares.

Mr. NEHEMRIs. Was that true at the time we are discussing, 1933,

roughly speaking?

Mr. LEin. I would say “yes,” if my memory is correct.

Mr. NEHEMRIs. Now you have already testified, I believe, that at

this time Mr. Hockenbeamer was the president of P. G. & E.'

Mr. LEIB. That is correct.

Mr. NEHEMkIs. And I believe also that Mr. Russell has so indi

cated, to, in his testimony.

You also said a moment ago, if I recall, that Blyth & Co. had par

ticipated in some of the earlier financing of this company, that in

fact it ºd been an account of Blyth & Co. and National City took

it away

Mr. LEIB. Correct.

Mr. NEHEMRIs. Am I correct that it was in 1919 that your house

brought out an issue of preferred stock for P. G. & E.?

Mr. LEIB. Correct.

. Mr. NEHEMRIs. And in 1931, you held second position, I believe,

in the underwriting of the $25,000,000 first and refunding mortgage

gold bonds, series F?

Mr. LEIB. That is my recollection.

Mr. NEHEMRIs. Do you mind if I interrupt your testimony just

for a moment and ask one of the members of my staff to identify

certain documents? -

Mr. LEIB. Not a bit.

Mr. NEHEMRIs. Mr. Lewis Evans, please. Mr. Evans, will you
come forward and be sworn?
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TESTIMONY OF LEWIS N. EVANS, ASSOCIATE ATTORNEY, SECURI

TIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.

Acting Chairman REECE. Do you solemnly swear that the testimony

you are about to give shall be the truth, the whole truth, and nothing

but the truth, so help you God?

Mr. EVANs. I do.

Mr. NEHEMRIs. Mr. Evans, you are a member of the staff of the

Securities and Exchange Commission, are you not?

Mr. EvaNs. I am.

Mr. NEHEMRIs. And in connection with certain investigations

which you have made for the Investment Banking Section of the

Commission you have had occasion, have you not, to examine the

files of the City. Co. of New York, Incorporated, in dissolution, for

merly the National City Co.”

Mr. EvaNs. I did.

Mr. NEHEMRIs. I show you, Mr. Evans, two documents from the

files of that company and ask you to tell me, whether or not these

documents were furnished to you by responsible officers of that com

pany.

Mr. EvaNs. This was a compilation made up by Mr. Law of that

company.

Mr. NEHEMRIs. That is all, Mr. Evans, thank you.

Mr. Chairman, I offer in evidence two documents just identified

by the witness, one pertaining to the $25,000,000 Pacific Gas & Elec

tric Co. financing of the first and refunding mortgage gold bonds,

series F, due June 1, 1960, and offered in July of 1930, and the sec

ond pertaining to the offering of January 12, 1931. The leading

company was the National City Co., with Blyth & Co. in second place.

American Securities Co. in third, H. M. Byllesby & Co. of Chicago,

fourth, E. H. Rollins of New York in fifth, Peirce, Fair & Co. of San

Francisco in the sixth.

I would point out that these memoranda contain the following

footnote:

J. P. Morgan & Company and the First National Bank of New York each were

given a one-quarter interest in our participation.

I won't take your time at this moment to explain how that hap

pened, as subsequent witnesses will go into that particular point at a

later time.

I now offer these documents in evidence.

Acting Chairman REECE. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1602 and

1603” and are included in the appendix on pp. 11662 and 11663.)

Mr. NEHEMRIs. Is it correct, Mr. Leib, that from the last piece

of financing that was referred to in those memoranda, the P. G. & E.

engaged in no subsequent financing until the issue of 1935?

Mr. LEIB. That is correct.

Mr. NEHEMRIs. So that in 1935, when it was learned on the street

that P. G. & E. was to undertake further financing, the question at

once arose who would have the leadership over this financing?

Mr. LEIB. That is correct.
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Mr. NEHEMKIS. I suppose we might put the question differently.

Really, it was a question of who was to occupy the place formerly held

by National City?

Mr. LEIB. Who was to head the business, that is correct.

Mr. NEHEMRIs. Now, Mr. Stanley Russell, I believe, testified that

he had been particularly associated with P. G. & E. financing, and

that he had enjoyed a close personal relationship with Mr. Hocken

beamer, the president of the company. So that, Mr. Leib, at the time

when it first became clear that P. G. & E. was in the market for some

financing, did you at that time believe that Russell would be able to

exert a strong claim for the leadership of the business?

Mr. LEIB. It is a pretty competitive business and we knew Mr.

Hockenbeamer held Mr. Russell in very high regard. He admired

him tremendously, and when Mr. Russell went over to Lazard Frères

we were confident in our own minds that Mr. Russell was going to

attempt to bring that business to Lazard Frères, very naturally.

Mr. NEHEMRIs. Now at this period that we have been discussing,

when you first became interested in the P. G. & E. financing—

Mr. LEIB (interposing). What period is that that we first became

interested?

Mr. NEHEMRIs. Thirty-five.

Mr. LEIB. We have been interested in it from 1919 and we were

leaders of two pieces of business, one in 1919 and one in 1920 as I

remember.

Mr. NEHEMRIs. That is correct, but the previous questions and an

swers have led us to the point where you are now becoming aware that

P. G. & E. is interested in some new financing, the first new financing
Since 1931.

Mr. LEIB. I see. Yes.

Mr. NEHEMRIs. So that at this period when you became interested

again in possible P. G. & E. financing, were not various realignments

taking place in the investment banking business? That is to say, the

old security affiliates were out of business, some of their executive per

sonnel had transferred to other firms? In short, wasn't the whole

climate at that time one largely of forming new groups and solidify

ing old established groups?

Mr. LEIB. The business was in a state of flux.

Mr. NEHEMRIs. Weren't problems of that character being consid

ered by officers of your company as they probably were by officers and

partners of other houses?

Mr. LEIB. You mean, as to who was to head the Pacific Gas &

Electric business?

Mr. NEHEMRIs. And who was to head any other accounts and who

Would have the leadership, and so on, and what readjustments were

being made?

Mr. LEIB. They were being considered actively at that time.

Mr. HENDERSON. Anaconda was one of those?

Mr. LEIB. Anaconda was one of those.

Mr. NEHEMRIs. Had not some of your fellow officers felt Mr. Ripley

had claimed to have inherited the old National City Co. business?

Mr. LEIB. I do not know what my fellow officers thought. I never

tersonally heard Mr. Ripley ever claim that he inherited any of the
National City business. Maybe he did claim it, but my recollection is

never to have heard it.
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Mr. NEHEMRIs. In 1936, was Mr. Eugene M. Stevens a vice chair

man of Blyth & Co.?

Mr. LEIB. He was.

Mr. NEHEMRIs. I show you two letters, of which I have photostat

copies, purporting to have been written by Eugene M. Stevens, and

I ask you to examine the signatures of those copies and tell me whether

you believe them to be true and correct copies, and whether they bear

the signatures of Mr. Stevens.

Mr. LEIB. Those are Mr. Stevens' signatures; yes.

Mr. NEHEMRIs. I offer these two letters identified by the witness in

evidence.

Acting Chairman REECE. They may be admitted.

(The letters referred to were marked “Exhibits Nos. 1604 and 1605”

and are included in the appendix on pp. 11665 and 11666.)

HEIRSHIP OF NATIONAL CITY CO. BUSINESS

Mr. NEHEMRIs. Mr. Chairman, may I read to you from these letters

which I have just offered in evidence? This is a letter from Mr.

Eugene M. Stevens, a vice president of Blyth & Co., to Mr. Harris

Creech, president, Cleveland Trust Co., Cleveland, Ohio, dated April

14, 1936; and I read from the bottom of the first page [reading from

“Exhibit No. 1604”]:

As a matter of fact, no New York firm has inherited the right to the National

City Company business. Brown, IIarriman & Co. have in their organization a

number of former National City men, but Brown Bros., Harriman & Co., the

banking firm who started their investment banking business with a union of

former Brown Bros. and National City men; paid nothing to the National City

stockholders for the Company's good will, and have positively no claim of in

heritance. Other investment banking firms, also, are now manned by former

National City men, including our own firm—not only in New York but scattered

across the country. As I have said, Mr. Mitchell, the Chairman of our Board,

was formerly the head of the National City Company and of the National City

Bank, and is responsible for the development of the National City Company

from a three man personnel to a point where it had become the largest organi

zation of its kind in the country, all of which was entirely under his leader

ship. He, in fact, was ultimately responsible for the negotiation and con

summation of the pieces of financing which the National City Company did.

It would definitely appear, therefore, that if there is any claim for the National

City business as a heritage, that we could make such a claim—perhaps on better

grounds than any other investment banking firm.

I remember this point came up in our discussion and I am giving you this

definite information in regard thereto.

Mr. HENDERSON. Mr. Nehemkis, how large was that volume of fi

nancing which National City had before the divorcement?

Mr. NEHEMRIs. It was—

Mr. HENDERSON. Wasn't that in the record yesterday?

Mr. NEHEMKIs. It was offered yesterday, Mr. Commissioner, and

as I recall it, in 1926 it was well over 50 percent of all originations

and participations by all bank affiliates. But perhaps one of my

associates can furnish me with that particular exhibit, so that I can

be more precise.

Mr. AvildsEN. The statement says 54.1 percent for 1927 for the

National City Co., a bank-affiliate origination.

Mr. HENDERSON. How large would that be?

Mr. AvLLDSEN. Here is the statement.

* “Exhibit No. 1534,” appendix, p. 11611.
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Mr. HENDERSON. That was $408,000,000 for 1927, and in 1930 it

was $227,000,000 even though at that time it was only 12 percent of

the originations of bond issues. It was a pretty big field you were

Scrapping for, wasn't it?

Mr. LEiB. Yes. Could I say a word about Mr. Stevens?, He was

the head of the Federal Reserve Bank in Chicago for quite a few

years. He was only with us about a year, and he died very suddenly.

e was trying very hard to get this Firestone business for Blyth &

Co. Mr. Mitchell was also trying hard, but the personal relationship

between Mr. Ripley and the Firestone people was so strong that we

lost out, and Harriman Ripley got the business.

Mr. NEHEMRIs. I was just about to ask if I might read to you, Mr.

Chairman, a passage from another letter which was just introduced."

This is a letter again from Mr. Stevens to Mr. Creech.

Mr. HENDERSON. Mr. Leib, you wanted an opportunity to say some

thing, or had you finished?

Mr. LEIB. I am all finished, yes; thank you.

Mr. NEHEMRIs [reading from “Exhibit No. 1605”]:

You will recall that I went down to see Shea in the latter part of July, and

he advised me that the whole matter was deferred,—

I take it that means the Firestone financing, Mr. Leib?

Mr. LEIB. Yes.

Mr. NEHEMRIs (continuing reading)–

but with the implication that he felt that he had certain obligations to another

banking house, which I am quite sure was Brown, Harriman & Company. This,

you will remember, appeared to be based on Joe Ripley of Brown Harriman

having sold Shea on the idea that Brown Harriman had inherited the National

City business. This, of course, is not a correct assumption, as neither Brown

Harriman nor anyone else has ever paid a dollar to the National City Company

for its good will. Whatever there was of inheritance, and certainly from the

standpoint of the individuals concerned, we should inherit the business more

fully through Mr. Mitchell and others in our firm than any other banking house.

Mr. LEIB. Again, I say, the man who wrote that letter, Mr. Stevens,

was only with us a year or so. He assumes there that Mr. Ripley

laimed that heritage. I never knew that he did claim that in

heritance. I think he got the business purely on his ability and past

financing, which he had done so successfully.

Mr. NEHEMRIs. Mr. Leib, I show you a photostat copy of a letter

written by you to Mr. James Black, dated February 21, 1935. I ask

You to tell me whether this is a true and correct copy of an original

letter in your files.

Mr. LEIB. It is.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I offer

the letter identified by the witness in evidence.

Acting Chairman REECE. It may be admitted.
(The etter referred to was marked “Exhibit No. 1606” and is in

cluded in the appendix on p. 11666.)

Mr. NEHEMKis. I read from the letter:

February 21, 1935–

Mr. Leib, as we go along in here, will you help me—

As you know, Elsey—

*"Exhibit No. 1605,” appendix, p. 11666.



11494 CONCENTRATION OF ECONOMIC POWER

Mr. LEIB. Mr. Elsey is the president of the American Trust; he

was the president of the American Trust.

Mr. NEHEMRIs (reading further):

As you know, Elsey and the American Trust would like to have us heirs to

their sixteen percent interest in the Pacific Gas business.

Now, the American Trust was one of the participants in the old

financing?

Mr. LEIB. Correct.

Mr. NEHEMRIs [reading further from “Exhibit No. 1606”]:

This, coupled with our historic connection with the business, would appear

to entitle us to head this account, particularly in view of the fact that the old

National City Company has no heir (according to public statement of its Presi

dent, James Perkins); and further in view of the fact that even if there is

a heir, the legacy has been split between Brown Harriman and Lazard Fréres.

Now, your reasoning, then, I take it, was that with the American

Trust 16 percent interest plus the Blyth former 22 percent interest,

you had the largest single claim on the business?

Mr. LEIB. Well, I wouldn't say that was quite my reason. It is a

very competitive business, as you know. We were using every effort

that we could to build up our position to head that business. The

American Trust Co. could not do any underwriting business, so we

went to Mr. Elsey and we asked him, in view of the fact that he could

not do it, would he be helpful to us in letting us say that he would

like to have us have his share of the business. He had no authority

to do that. We had no authority to ask him to do it. We did it

simply as another piece of twine making a rope to pull ourselves into

the leadership of that business.

As to the supposition about the legacy, I do not think there was

any legacy. Why I put that in there I couldn't tell you.

Mr. NEHEMRIs. You were apparently referring to the statement in

Mr. Perkins' letter which was offered here in evidence yesterday, in

which he said, I will quote it at this time: *

In so far as it—

Meaning goodwill—

may be represented by personnel trained in the investment-banking business,

such personnel consist of free individuals whom the City Company is not in a

position to deliver to a prospective purchaser.

Mr. LEIB. That is it.

Mr. NEHEMRIs. In the next statement you state—that even if

there is an heir, the legacy has been split between Brown Harriman

and Lazard Frères.

Was there to your personal knowledge, Mr. Leib, such an under

standing between those two houses with respect to the allocation

of all National City Co. business?

Mr. LEIB. There was not.

Mr. NEHEMRIs. What was the basis of your statement—that “even

if there is an heir, the legacy has been split between Brown Harriman

and Lazard Frères?”

Mr. LEIB. I don’t think that is a statement, Mr. Nehemkis. I

think that is a supposition. Why I put it in there I couldn't tell

you.

1 “Exhibit No. 1528,” appendix, p. 11606.
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Mr. HENDERSON. We have had, Mr. Leib, people from other busi

nessessay that that is for its literary value.

Mr. LEIB. I don’t think it has any literary value. I would say

just the reverse.

Mr. NEHEMRIs. It has no significance whatsoever ?

Mr. LEIB. It has no value.

Mr. NEHEMRIs. May I continue with this letter, Mr. Leib [reading

from “Exhibit No. 1606”]:

Giving no consideration to Hock's personal feelings—

Hock being Hockenbeamer, president of P. G. & E. :

Mr. LEIB. Yes.

Mr. NEHEMRIs [reading further]:

for Stanley Russell, the following syndicate would seem to us to be the logical

syndicate, and one in which the interests of the Pacific Gas & Electric Company

would be best served :

Percent

Bºth & Co., Inc.----------------------------------------------------- 37

Brown, Harriman & Co.-----------------------------------------__ _ _ 19

Lazard Frères------------------------------------------------------- 19

First Boston Corporation----------------------------------------------- 71.

B. B. Smith & Co---------------------------------------------------- 7 ||3

Witter & Company--------------------------------------------------- 5

E. H. Rollins & Sons----------------------------------------------- ..)

In this account, you will notice that I have simply taken the old National

City percentage interest and divided it between Brown Harriman and Lazard

Frères, which is the only possible, fair treatment to be given to this situation.

Now, were the figures that you arrived at and the division between

these houses likewise a matter of mere supposition, or was there

some basis?

Mr. LEIB. No; there was no basis. Brown Harriman and Lazard

Frères—the men in those two concerns were men of ability, they

had been connected with the Pacific Gas & Electric financing for

many, many years; they were both houses of capital and houses of

standing. It obviously was best for the interests of Pacific Gas &

Electric Co. that those houses be in the business. They had a historical

knowledge of the business. They knew where many of the securities

were placed, through their own organizations, and not to have given

them a good position in the account would have been hurtful to the

account in our opinion. Why they were in 19–19, that seemed like

a simple figure, 19 percent for each. It might as well have been

18 or 17 or 22. That was just my own personal idea which I was

trying to get over to Mr. Black.

Mr. NEHEMRIs. May I ask at this point why you were writing at

all to Mr. Black about this matter? Who was Mr. Black, and why

should he have been interested in this matter in the first place?

Mr. LEIB. Again I go back to the statement that this is a competi

live business, Mr. Nehemkis, and we were trying to get a piece of

business. James Black was the vice president of the North Ameri

ºn Co. We were trying very hard to get Mr. Black to influence

Mr. Hockenbeamer to turn that business over to us. We were un

Successful in doing it. We thought at times that we were making

headway with Mr. Black, but then it would fall down and they would

gº back on their policy of not interfering with the companies in

which they own an interest, and this was but one of innumerable

124491–40–pt. 22––10
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efforts we made to influence Jim Black in our firm, just as we went

to Mr. Elsey of the American Trust and tried to influence him.

We tried to influence everyone we could to help us get this business.

Mr. MILLER. Mr. Leib, had Mr. Black been an officer or an executive

in the Pacific Gas Co. before?

Mr. LEIB. He had been an officer in one of the component parts of

Pacific Gas, that is, the Western Power. He had been a very active

officer, and when Western Power was purchased by Pacific Gas &

Electric for two million shares of its common stock, Mr. Black went

with the North American Co., but he was very familiar with the

operating conditions and the personnel of the Pacific Gas & Electric

Co., as he had been first a competitor and then his organization had
One In.
g Mr. O'CoNNELL. Was Mr. Black connected with the Pacific Gas at

the time this letter was written?

Mr. LEIB. No; he was not."

Mr. HENDERSON. The North American, I think you said, had two

million shares?

Mr. LEIB. Had approximately two million shares of the Pacific Gas.

Mr. HENDERSON. Out of how many?

Mr. LEIB. In round figures, six million.

THE FIRST P. G. & E. FINANCING—1935

Mr. NEHEMRIs. Mr. Leib, prior to this first offering, that was the

$45,000,000 series G 4 percent bonds by P. G. & E., as I recall it, there

had been scarcely any major utility financing up to this time?

Mr. LEIB. I think only one or two pieces.

Mr. NEHEMRIs. So that for all practical purposes the P. G. & E.

offering of 1935 was the first major piece of utility financing in 1935?

Mr. LIEB. That is correct.

Mr. NEHEMRIs. And it was your firm in association with other

firms that was responsible for bringing that piece of business out?

L* That is correct; the symdicate brought it out, headed by

aZarC1.

Mr. NEHEMRIs. That was my understanding. At this time, was not

Stanley Russell also active in negotiations with Mr. Hockenbeamer

for leadership over this financing?

Mr. LEIB. I am sure he was. Not to my knowledge, but I am sure he

WaS.

Mr. NEHEMRIs. I show you, Mr. Leib, a telegram dated February 15,

1935, from yourself to your California partner, Charles R. Blyth.

This is a photostatic copy, and I ask you to tell me whether it is a

true and correct copy of an original in your custody and possession?

Mr. LEIB. That is 2 months before this letter, isn’t it?

Mr. NEHEMKIS. That is right.

Mr. LEIB. The letter is April 14 and this is February. That is

COrrect.

Mr. NEHEMRIs. I offer this telegram in evidence, Mr. Chairman.

Acting Chairman REECE. It may be admitted.

(The telegram referred to was marked “Exhibit No. 1607” and is

included in the appendix on p. 11667.)

1 Mr. Leib subsequently informed the committee that Mr. Black was a director of Pacific

Gas & Electric Co. at that time. See infra, p. 11510.
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Mr. NEHEMRIs. May I read from it? Will you again, Mr. Leib,
help me in identifying some of the individuals mentioned [reading

from “Exhibit No. 1607”]?

Patterson states Frank Anderson—

Who are those two individuals? -

Mr. LEIB. Patterson was an employee of Blyth & Co. at that time.

Mr. Anderson was chairman of the board of the Bank of California

at San Francisco. -

Mr. NEHEMRIs (reading further):

Patterson states Frank Anderson talked to him in California about Value of

California banking houses to California underwritings and deplored occasional

invasion of California business by eastern houses. Would it—

Mr. Chairman, this is a telegram written rather cryptically, May I
take the liberty of inserting occasional words so that the clarity is

plain? - • -

Acting Chairman REECE. I think that is permissible.

Mr. NEHEMRIs (reading further):

Would it possible for you to telephone him and solicit his advice regarding

this business? Possibly Bernard—

That is Bernard—

Mr. LEIB (interposing). That is Bernard Ford.

Mr. NEHEMKIs (reading further):

Possibly Bernard could telephone C. O. G.

That is C.O. G. Miller, one of the directors of P. G. & E.?

Mr. LEIB. Correct.

Mr. NEHEMRIs (continuing to read from “Exhibit No. 1607”):

On same basis. I believe both these men would be flattered and keenly interested

helping us obtain senior position this business. Certainly it would allow us Say

to Russell we would like delay for few days in order have additional conversations

with Anderson and Miller and I don't think Hock—

Meaning Hockenbeamer—

would insist upon closing if he knew those conversations going on between

them and us. Seems to us we have everything to gain by delaying for week or so

and nothing to lose. Stop. Heading business and 37% º interest might be line

along which we should fight for week or so. Only person who must have speed

is Russell. -

I take it by that you meant, Mr. Leib, that if Russell could keep his

advantage he might have obtained the leadership, but if the negotia

tions could be prolonged, other forces perhaps might intervene and
crowd him out?

Mr. LEIB. Russell—you are correct—Russell had the advantage at

that time and we figured that delay would be in our favor. However,

Mr. Russell held his advantage and got the business.

Mr. NEHEMRIs (reading further from “Exhibit No. 1607”):

Will advise you soon as we hear from Fogarty.

Who is Fogarty?

f Mr. LEIB.. Mr. Fogarty was another man we were trying unsuccess

ully to influence in our favor. He is the head of the present North

American Co., at least he was at that time. ...We were talking with

him, as I recall it, I was talking with him, telling him of the reasons,

as I saw them, why Blyth & Co. should be selected over anyone else
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to head that business. I was hoping that Mr. Fogarty would be help

ful to us, but he was not.

Mr. NEHEMRIs. Mr. Leib, I show you a photostatic copy of what

purports to be a letter written by Charles Blyth to you, dated Feb

ruary 16, 1935. I ask you to tell me whether this is a true and cor

rect copy of an original in your possession?

Mr. LEIB. It is.

Mr. NEHEMRIs. The letter is offered in evidence.

Acting Chairman REECE. It may be admitted.

(The letter referred to was marked “Exhibit No. 1608” and is in

cluded in the appendix on p. 11668.)

Mr. NEHEMRIs. I should like to read one paragraph from that

letter. You recall this is a letter from Charles Blyth, Mr. Leib's

west coast partner [reading from “Exhibit No. 1608”]:

The fact is he

Meaning Hockenbeamer—

Mr. LEIB. Correct.

Mr. NEHEMRIs (continuing):

and Stanley are close buddies. He considers Stanley and not the National City

or anybody else the Banking agency which created the original mortgage and

has acted in the financial interest of the Company ever since. He stated that

to us yesterday and said Stanley knows more than any living person other than

himself, about P. G. & E. financial matters. Hock also said, when we urgently

agitated our heading the business that he had gone too far now with Stanley

to reverse himself.

Mr. LEIB. I show you a photostatic copy of a telegram from your

self to Charles R. Blyth, dated February 19, 1935. Is this a true and

correct copy of an original in your possession?

Mr. LEIB. Yes.

Mr. NEHEMRIs. The telegram is offered in evidence, Mr. Chairman.

Acting Chairman REECE. It may be admitted.

(The telegram referred to was marked “Exhibit No. 1609” and is in

cluded in the appendix on p. 11669.)

Mr. NEHEMRIs. It reads as follows:

Charles R. Blyth 9% Blyth & Co. Inc., 215 W. 6th St., Los Angeles, Calif. Just

came from long talk with Jim Black. I clearly outlined our position in whole

matter, Stop Off the record Jim thinks Brown Harriman attitude completely
untenable.

Mr. Leib, what was the Brown Harriman attitude, and why was it

completely untenable?

Mr. LEIB. Well, you will have to wait a second until I look this

over. It doesn’t come back to me.

Mr. NEHEMRIs. You glance at it. We will wait.

Mr. LEIB. My recollection of that is that Brown Harriman was

insisting upon appearing in second position all over the country in

the advertisement offering this first issue of Pacific Gas & Electric

bonds. We felt very strongly that we should appear in second posi

tion. My memory is that by this time Stanley Russell had the busi

ness in hand and we had lost it. Therefore, we were arguing over

the public appearance. As I remember it, Brown Harriman gave us an

ultimatum to the effect that if they couldn’t appear in second posi

tion, they would not appear, and we finally argued it out and com

promised, as I remember, by Brown Harriman appearing in second
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position east of the Mississippi, and Blyth & Co. appearing in sec

ond position west of the Mississippi, and Lazard appearing in first

position all over the country.

Mr. HENDERSON. Mr. Lieb, is this order, of where the names appear

Very important?

Mr. LEIB. We consider it very important. The nearer the top

Mr. HENDERSON. Is it something like the way the actors want their

names placed in lights and the like? It is a business proposition, isn't

it? Is it worth something to have second or first position as against

third or fourth 2

THE BENEFITS OF POSITION IN ADVERTISING

Mr. LEIB. The first position is the most important, because there

you head the business, and the nearer you can get to the first position,

the more important that is. It means you have the larger amount,

and it is of importance; yes.

Mr. HENDERSON. That is, the distributors all over the country rec

ognize the importance of that?

Mr. LEIB. I personally think that it is overemphasized, but it has

i. down through the years in the investment banking industry

at the nearer the top you can get. the better, and it is worth while

fighting for.

Mr. HENDERSON. What prompted that question was that you said

Brown Harriman served an ultimatum that if they didn't get second

º they would drop out. That means they would give up that

usiness?

Mr. LEIB. No; as I remember it, it means that they would not

appear in the advertisement which would show their position in the
DuSlneSS.

*: Hºsonos. They would take the cash and let the credit go, is

that it?

Mr. LEIB. It may be. I have forgotten that argument. It comes

back to me rather vaguely after 5 years, but I do not think it was

anything of any moment.

, O'Connel.L. If I understood you correctly, I should assume

that the ultimatum would have been entirely acceptable to you, if they
hadº out of the business, and kept their percentage of the issue.

Wºuldn't that make your company in second position?

Mr. LEIB. Yes; that would seem to put us in a better position.
Maybe they were going to drop out of aft the business, I don't know.

Maybe they said they wouldn't go in at all. I have forgotten.

Mr. MILLER. A few minutes ago I asked you about Mr. Black. Was
he not a director of the Pacific É. & Electric Co. at that time?

Mr. LEIB. I do not think so. My memory isn't clear, but I do not

think he was a director. Was he, Mr. Nehemkis?

Mr. NEHEMRIs. I do not think he was."

Continuing with the telegram, Mr. Leib, I am now skipping some

sentences [reading from “Exhibit No. 1609”]:

Think we should be able trade splendid deal with Russell regarding appearance,

º: he tertainly on weak ground not having single friend in court

Now, who were your friends in court at this time?
"

-

Mr. Black was a director at that time, see infra, p. 11570.
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Mr. LEIB. I will never understand how we lost that. We had so

many friends and he had so few, but we lost it. [Laughter.]

Mr. NEHEMRIs. Mr. Leib, I show you a photostat copy of a tele

gram which purports to have been written by yourself to Charles R.

Blyth, dated February 19, 1935. Will you be good enough to tell

me whether this is a true and correct copy of the original in your

possession?

Mr. LEIB. It is.

Mr. NEHEMKIs. I ask that the telegram identified by the witness be

received for the record.

Acting Chairman REECE. It may be received.

(The telegram referred to was marked “Exhibit No. 1610” and is

included in the appendix on p. 11669.)

Mr. NEHEMRIs. I show you six telegrams from you and other of

your officers. I ask you to examine these documents and tell me

whether they are true and correct copies of originals in your pos

session.

Mr. LEIB. They are.

Mr. NEHEMRIs. I offer these documents in evidence.

Acting Chairman REECE. They may be admitted.

(The telegrams referred to were marked “Exhibits Nos. 1611–1 to

1611–6” and are included in the appendix on pp. 11669–11671.)

Mr. NEHEMKIS. Will the clerk hand back the telegram which was

marked “Exhibit No. 1610”?

QUESTION OF AGREEMENT BETWEEN RIPLEY AND RUSSELL

Mr. NEHEMRIs. I am going to read to you, Mr. Leib, a telegram

which you have just identified, and ask you to listen to it very care.

fully. This is addressed to Charles R., Blyth, Russ Building, San

Francisco, Calif. [Reading from “Exhibit No. 1610”]:

I forgot to tell you that I told Brown Harriman yesterday that Russell had

told us he had an agreement with them under which he would handle all of

his own accounts. Sylvester * * *

That is an officer of Harriman Ripley—

said yes but the understanding was that if Hock wanted him to head account

we were to have second position and equal percentage with Russell. In other

words these two without any consideration of us simply took first two positions

in business. It would serve them both right if we went in there and insisted

upon heading business ourselves and I believe we could come awfully close to

putting it over.

Mr. Leib, wasn’t there some understanding between Brown Harri

man, or rather Joe Ripley and Stanley Russell concerning which you

advised your partner, Charles R. Blyth?

Mr. LEIB. Let me see that telegram, will you please? This has to

do more with appearance than anything else. It may be that there

was some understanding on the appearance. I can well imagine that

somebody in Brown Harriman might have said to Mr. Russell, “You

are so close to Hockenbeamer, he obviously wants to do the business

with you, so God bless you. However, if you get the business away

from Blyth & Co., don’t forget our grand organization”—and words

to that effect.

We didn’t feel that way. We felt very close to the business our

selves and, notwithstanding Mr. Russell's closeness with Mr. Hocken
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beamer, we expected to go after the business. ... I can imagine they

may have had a conversation along those lines, although I don't know.

Mr. NEHEMKIS. I read to you from your telegram, dated February

20, 1935, to your partner, Charles R. Blyth [reading from “Exhibit

No.jº.

Reason Russell taking this position is because he had agreement about which

he did not tell us that if Hock elected Lazard to head business then Brown was

to have second position with equal percentage interest.

In other words, as I understand it, Mr. Leib, there were really two

agreements or understandings. There was one on general City busi

ness and the second was on this specific deal.

Mr. LEIB. I know nothing of any such agreements, Mr. Nehemkis.

Mr. NEHEMRIs. You must have had some idea about it, because at

this time you said:

Reason Russell taking this position is because he had agreement about which

he did not tell us. -

Possibly you don’t remember at this time, but your wire would

indicate that you may have had some knowledge at that time?

Mr. LEIB. That wire must have been to the effect that Mr. Russell

said to me, going back five years, that “this business was my business

and Hockenbeamer wants me to have the business and I am going after

it, and no one else is going to get the business” and on that basis and

that Mr. Hockenbeamer did want him to have the business, as was

clearly evidenced by the after developments.

Brown Harriman might very well have said, “All right, good luck

to you.

pparently Mr. Russell must have told me that there was some

understanding between Hockenbeamer and himself, that he was to get

that business. I have forgotten.

Mr. NEHEMRIs. Were you here, by chance, yesterday afternoon

when Mr. Joseph Ripley testified?

Mr. LEIB. I was not here; no.

Mr. NEHEMRIs. Let me read you from the transcript of that testi

mony:

Mr. NEHEMRIs. Mr. Ripley, was one of your fellow officers in the National City

Co. Mr. Stanley Russell?

Mr. RIPLEY. Yes.

Mr. NEHEMRIs. Did you have an understanding with Mr. Stanley Russell con

Serning the participations that the National City Co. formerly had and as to what

their future disposition might be?

Mr. RIPLEY. No.

Mr. NEHEMRIs. You had no understanding with Mr. Stanley Russell concerning

ºnton. of the National City Co. and what their future disposition

Mr. RIPLEY. No.

.NEHEMR1s. So that you had, if I understand you correctly, no understanding

concerning either National City Co. originations or participations?

Mr. RIPLEY. No understanding.

Mr. [EIR. What is the date on the telegram?

Mr. NEHEMRIs. February 20, 1935.

Mr. Leib. You see, by that time Mr. Russell had the business. He

* in onstant conversation at that time, just as we were, with

Brown Harriman. This must have to do with some understanding

just 2 or 3 days after Russell had the business, between the time he
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obtained the business and the time it was offered, because my recol

lection is very clear that never did Mr. Russell tell me that Brown

Harriman had agreed to stay out of the business, that they were not

going to compete for the business, and so forth. My memory is clear.

I do not quite understand that telegram, but that telegram must refer

to an agreement or to a conversation which Mr. Sylvester had—and I

do not think Mr. Ripley had anything to do with it, Mr. Sylvester

handles that kind of thing—the agreement they had which was just 3

or 4 days old. It does not date back for a year or 6 months or any

thing like that.

Mr. HENDERSON. You think it doesn’t have anything to do with

the division of accounts of the old National City?

Mr. LEIB. Mr. Henderson, I can't tell you how remote that is. I

never heard it claimed in all the business we competed for, that we

ever divided up any business.

Mr. HENDERSON. You are not clear how it crept into your telegram?

Mr. LEIB. It must have been an agreement of 2 or 3 days' standing

after Russell had the business, or when he was competing vigorously

for the business, Mr. Henderson, a week before or 2 weeks.

He may have had some conversation that he was going to get the

business and Brown Harriman said, “We want our position,” and he

said, “You can have your position the same as mine, but I am going

to head the business.”

Mr. HENDERSON. Not to lay too much stress on Mr. Stevens' letter,

but that was very clear as to what he thought about the matter, was it

not?

Mr. LEIB. It was clear what he thought about the matter, but Mr.

Stevens hadn't been in the investment É.i. for more than a year.

He had been in Federal Reserve banking for years.

Mr. HENDERSON. When you take the limited experience you say Mr.

Stevens had and couple it with almost identical language appearing

in your telegram, isn't it a fact that it does relate to that?

Mr. LEIB. I don’t think so. It is very difficult to recall the circum

stances surrounding a telegram after 5 years, as you know.

Mr. NEHEMRIs. I notice in gazing over the audience there is a

witness in this room who I think can throw light on this problem.

Would you mind if we stopped for one moment? Mr. George

Woods, will you take the stand, please?

Acting Chairman REECE. Do you solemnly swear the testimony you

are about to give in this proceeding shall be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. Woods. I do.

TESTIMONY OF GEORGE D. WOODS, WICE PRESIDENT AND DIREC

TOR, THE FIRST BOSTON CORPORATION, NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Woods, I show you a copy of a telegram dated

March 23, 1935, from George Ramsey to yourself.

Mr. HENDERSON. Will you have Mr. Woods identified?

Mr. NEHEMRIs. I shall in just a moment.

And I ask you to tell me whether this is a true and correct copy of

an original in the files of the First Boston Corporation?

Mr. Woods. Yes; it is.
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Mr. NEHEMRIs. You recognize that that is a true and correct copy

of the original in your custody?

Mr. WooDS. I do.

Mr. NEHEMRIs. I ask that this document be received for the record,

Mr. Chairman.

Acting Chairman REECE. It may be received. -

º telegram referred to was marked “Exhibit No. 1612” and is

included in the appendix on p. 11672.)

Mr. NEHEMRIs. Mr. Woods, you are an officer of The First Boston

Corporation?

. Woods. I am.

Mr. NEHEMRIs. And what is your position?

Mr. Woods. I am a vice president and director.

Mr. NEHEMRIs. And how long have you been a vice president and

director of The First Boston Corporation?

Mr. Woods. Since May or June 1934.

Mr. NEHEMKIS. Since June 1934?

Mr. Woods. Approximately.

Mr. NEHEMRIs. I am going to read a telegram which was just iden

tified, Mr. Woods, dated March 23, 1935; and this was apparently

written by your associate, Mr. George Ramsey, to you and you were at

that time at Los Angeles?
Mr. Woods. That is correct.

Mr. NEHEMRIs [reading from “Exhibit No. 1612”]:

Have just finished long harangue Stanley Russel who has been in contact

Baur by tel and tel stop He presented Addinsell with same arguments he gave

us L. A. and while not so belligerent certainly will put up strong argument for

position ahead Brown Harriman. Will surely contact Bauer by telephone today.

Subsequently Joe Ripley called up and came over and we gave him usual song

and dance referring him to Bauer but asked his impression of understanding

with Stanley vis a vis business formerly participated in but not headed by City

Co. Stanleys statement to Harry—

Meaning Harry Addinsell?

Mr. Woods. Correct.

Mr. NEHEMRIs (reading further):

Stanleys statement to Harry and me today exactly opposite Ripleys under

standing. This for your information when feathers start to fly on Monday.

So apparently, Mr. Woods, if you have been listening to this testi

nony, as I take it you have, there was an understanding between Joe

º and Stanley Russell concerning business formerly participated

in but not headed by City Co., and that was your understanding, I take

it, as it was reported?

Mr. Woods. As you have pointed out, that is a telegram sent by my

associate, who was then located in New York, to me, and I was in Los

Angeles. I personally have no knowledge of these conversations to

which Mr. Ramsey refers. I have checked our files, at your sugges

tion, and I have discussed the matter with Mr. Addinsell, and I can't

find any facts about the thing. The inferences from that telegram I

would prefer not to comment on.

Mr. NEHEMRIs. That is all, Mr. Woods, unless the gentlemen of the

committee have some questions.

Mr. HENDERSON. Mr. Chairman, would it be roper for counsel,

taking these documents which are admitted, to make a summary state
ment for the benefit of the committee? I confess I am a bit confused.
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Acting Chairman REECE. It would seem so to me. Unless there is

objection on the part of the committee, we will be very glad to have you

do so at the appropriate time.

Mr. NEHEMRIs. As I understand the situation, very briefly, there

would appear to have been some agreement reached between Mr. Rus

sell and Mr. Ripley concerning the respective participations of their

firms in the Pacific Gas & Electric Co. business. Such appears to be

the evidence that has been offered to date.

There would appear to be two understandings from the evidence

offered today, a general understanding on the National City business,

and a specific understanding on P. G. & E. business, and from the

telegram just read to you, obtained from the files of The First Boston

Corporation, it would appear that Mr. Ripley's testimony given to

this committee yesterday is in conflict with the understanding of

one of the officers of The First Boston Corporation who had conver

sations with both Mr. Ripley and Mr. Stanley Russell concerning their

agreement or understanding between each other, for as you will re

call, Mr. Ramsey of The First Boston Corporation felt constrained

to advise his associate, Mr. Woods, who was then on the West Coast,

that he had been given conflicting versions of the Russell-Ripley

understanding, and was further constrained to advise Mr. Woods so

that he could govern his own actions accordingly. Such is my un

derstanding of this relationship or agreement.

Mr. HENDERSON. In view of this restatement, Mr. Leib, do you

want to add to what you have already said?

Mr. LEIB. Yes; I think it is very frequently the case that wishful

thinking will make all of us, being human, take a casual conversation

and translate it into an understanding if it fits our interests to do

that. We have a little conversation with someone and the first thing

we know, we go away, and get to thinking it is an undertsanding.

I notice these are all telegrams from other people. Was there a tele

gram from me in which I quoted Mr. Russell? . Possibly he didn't

use the word “understanding.” Possibly he said, “I am going to

give it to them and they know I am giving it to them.” -

Mr. NEHEMKIs. That is a possibility, but what do you recall as an

actuality?

Mr. LEIB. I do not recall anything, it is 5 years ago; but I don't

believe, if they said they had no understanding, that they had an

understanding, and unfortunately, the man who sent the telegram to

Mr. Woods is dead—Mr. Ramsey. We can’t get him.

Mr. HENDERSON. That is the reason we do not call him ourselves,

of course.

Mr. LEIB. I know, but I believe that there were more incidental

conversations in which we may have used the word “understanding”

and often it was not an understanding, it was not an agreement: It

was an inference.

Mr. HENDERSON. Let me ask you this: Taking this together with

the actual fact that many of the accounts did pass along these lines—

that is, National City Co.'s accounts—what do you think this com

mittee is entitled to infer?

Mr. LEIB. I think this committee is entitled to infer that business

follows personalities, and it would very naturally be a split if two

strong personalities went in opposite directions; they would each
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claim their share in the business. I believe if men like Mr. Russell

and Mr. Ripley and those men said they had no understanding—and

that has always been my understanding of it—then I am certain in

my own mind there was no question of it, and I don't care what

thought a telegram carries, it is not so. -

Mr. HENDERSON. And your feeling is just the same when it appears

in two telegrams—

Mr. NEHEMRIs. Six telegrams.

* HENDERSON. I am speaking of his own and others by Mr.

amSeV.

Mr. im. Mr. Henderson, there is no difference in my opinion.

I have known those men too long to think they would say they had

no agreement if they had an agreement. I don't care how many

telegrams people sent, unless I saw the agreement between those

Illen–

Mr. HENDERSON. And you don't care how many telegrams you sent

yourself which reflect that understanding?

Mr. LEIB. Yes, I did; and I am sorry they carry an impression

which I am convinced is a false impression.

Mr. O'Connel.L. Was that your impression until you learned Mr.

Ripley had testified?

r. LEIB. I didn't know Mr. Ripley had testified, but it had

always been my understanding that there was no agreement to split

the business, that the business would flow to the strongest personality

who handled the business and handled it successfully in the past.

That has always been my understanding.

Acting Chairman REECE. No further questions?

Mr. NEHEMRIs. Do you wish to continue?

Acting Chairman REECE. Are you through? I should say we

might continue for another 15 minutes if there is no objection.

Mr. NEHEMRIs. Mr. Woods, I think you are dismissed now.

Mr. Woods. Is that for the entire hearing?

Mr. NEHEMRIs. I am afraid I can’t say that, Mr. Woods.

Mr. Leib, I am sorry to have kept you waiting so long. I had

inadvertently misplaced an exhibit I wanted. We have carried the

Pacific Gas & Electric financing up to about 1935, and as I recall

it, about that same time the Congress was interested in the enactment

of the Rayburn bill. Do you remember the situation at the time?

Mr. Leib. My memory is that it was a little earlier than that, but I

guess it was 35; yes.

PLAN OF FIGHT ON RAYBURN BILL

Mr. NEHEMRIs. Now, Mr. Leib, did you have any particular interest

in that legislation?

Mr. Leia. We were against it.

Mr. NeHEMRIs. You were very much against it?

Mr. LEIB. Very much; yes; we thought it was bad legislation.
Mr. NEHEMRIs. Now, Mr. Leib, I show you a telegram from you to

Yºur assoicate, Mr. Bernard W. Ford, dated February 22, 1935. I ask

Jº to identify this photostat copy and tell me whether it is a true
and correct copy of an original in your possession.

Mr. LEIB. It is.



11506 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. The telegram identified by the witness is offered in

evidence.

Acting Chairman REECE. It may be admitted.

(The telegram referred to was marked “Exhibit No. 1613” and is in

cluded in the appendix on p. 11672.)

Mr. NEHEMRIs. I now read, if the committee please, from the tele

gram :

Apropos our conversation yesterday Loring Hoover in Washington with Fo

garty and other utility executives in fight on Rayburn bill.

Plan now is to have another bill introduced which will be moderate and proper

and then Blyth & Co. will immediately organize dealers of country to approach

people to whom they have sold utility securities to wire their Senators and Rep

resentatives in favor this new bill. Believe we can put seventy-five thousand

ºrums in Washington within twenty days by this method. Sullivan Crom

WeII—

Who are Sullivan & Cromwell?

Mr. LEIB. Sullivan & Cromwell are attorneys, a firm of attorneys in

New York City.

Mr. NEHEMRIs [reading further from “Exhibit No. 1613”]:

Sullivan Cromwell preparing our data, letters to dealers, etc., now and we

going to it tooth and nail.

Utilities have been our best friends and it certainly is time for us to give

them complete support.

Confidentially, tried organize IBA—

What do those initials represent?

Mr. LEIB. Investment Bankers Association.

Mr. NEHEMKIs (reading further):

Confidentially tried organize IBA but encountered usual vacillation, inertia and

timidity, so we are going it alone. Best always.

GEORGE LEIB.

|Laughter.]

Mr. LEIB. That is correct.

Mr. NEHEMKIs. Mr. Chairman, you were good enough to allow

me 15 minutes. I think, if it is the pleasure of the committee, unless

you have any further questions, we might adjourn at this time.

Acting Chairman REECE. If there are no questions to be asked, the

committee will stand in recess until 2 o'clock.

(Whereupon. at 12:12 p.m., a recess was taken until 2 p.m. of the

same day.)

AFTERNOON SESSION

(The committee resumed at 2:10 p.m. on the expiration of the

recess.)

Acting Chairman REECE. The committee will come to order, please.

Are you ready to proceed, Mr. Nehemkis'

Mr. NEHEMRIs. Mr. George Leib recalled, please.

TESTIMONY OF GEORGE C. LEIB, VICE PRESIDENT AND DIRECTOR,

BLYTH & CO., INC., NEW YORK, N. Y.-Resumed

Mr. NEHEMKIs. Mr. Leib, I believe you said before leaving the

stand that you wanted to make some explanation in regard to the

last exhibit that was offered.

Mr. LEIB. Well, I wanted to
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Mr. NEHEMKIS. I was just going to say, Mr. Leib, that if that is

your desire, I wish you would do so, but I wonder if I might not

continue with your direct examination and then, when we have con

cluded, you may make any statement you may wish.

Mr. iii. Think that would be a better procedure.

QUESTION OF PERMANENCE OF THE P. G. & E. UNDERWRITING GROUP

Mr. NEHEMRIs. You will recall, Mr. Leib, that you identified for

me a telegram dated February 21, 1935, which you had occasion to

send to your partner, Mr. Charles R. Blyth, and that telegram has

been offered in evidence. I would just like to read it and then ask

you a few questions [reading from “Exhibit No. 1611–3”]:

Hock suggested possibility joint account which you and Roy accepted. Russell

accepted this in its entirety as far as he was concerned, and Elsey was favorable.

i. after two days silence Russell comes back and suggests we take third

0n.

". thing simply does not make sense and is insulting to our intelligence

and standing as a firm.

Have told all this to Jim Black and told him we simply cannot understand

picture. He is equally mystified. I have explained to him importance this

syndicate to company because unquestionably this is way syndicate will stand for

WearS to come.

At this point, may I remind the committee that late yesterday

afternoon we had testimony on a similar subject, and the witnesses

who were with us then indicated that syndicates do not stand for

all eternity, but fluctuate from time to time.

Continuing with this telegram, Mr. Leib, you went on to say [read

ing further]:

This is most important piece negotiation Blyth has had in years. If we miss

*game on this hand with all honors we hold then there is something wrong

If I understand correctly the situation, Mr. Leib, the banking firms

which would be invited to join the syndicate by Blyth, assuming it

obtained the leadership, would thereafter retain a vested right to

their interest in the business?

Mr. LEIB. You might gather that from that wire, but that would

be an error. The best proof of the pudding is the eating and to show

how wrong I was in my deduction that it would stand for years is

the syndicate itself. It didn't stand for a year. It was changed

around, greatly amplified and changed.

Mr. NEHEMRIs. Who ultimately obtained the leadership of the first

piece of financing?

Mr. LEIB. Lazard Frères.

Mr. NEHEMRIs. And in the second piece of financing who obtained

the leadership?

Mr. LEIB. As I remember it, it was Lazard Frères for the first three

pieces of financing or the first two.

Mr. NEHEMRIs. The first two?

Mr. LEIB. Yes.

Mr. NEHEMRIs. Then, for the third piece who had the leadership?

Mr. LEIB. Blyth & Co.

Mr. NEHEMRIs. And thereafter?

Mr. LEIB. Blyth & Co.
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Mr. NEHEMKIs. Now, if the situation continues to exist, it is under

stood, is it not, as a result of bankers' courtesy, that thisº of

business, namely the P. G. & E. financing, will hereafter done

under the leadership of Blyth & Co.?

Mr. LEIB. Only so long as Blyth & Co. does the business success

fully, economically, and to the complete satisfaction of the directors

of the Pacific Gas & Electric Co.

Mr. NEHEMRIs. And assuming that that condition is always satis

fied, it will be understod in the banking community that the leader

ship of the P. G. & E. business is Blyth & Co.'s?

Mr. LEIB. I don’t say it would be understood in the banking world

because the banking world has nothing to do with it, but the people

who have anything to do with it are the directors of the Pacific Gas &

Electric Co. They make the first, last, and every decision.

Mr. NEHEMRIs. Did you have any other meaning than that which

I am inferring, in the statement [reading from “Exhibit No. 1611–

3”]:

Because unquestionably this is the way the syndicate will stand for years to

COme,

and

this is the most important piece of negotiation Blyth has had in years?

Mr. LEIB. I thought that the financing, if it was headed by Lazard

Frères, would be satisfactory to the company, that they would do

the business successfully, and that it would stand that way because

the company would want it to stand. That is what I evidently meant

by the telegram.

Mr. NEHEMRIs. And then you further said in the telegram, [read

ing from “Exhibit No. 1611–3”]:

If we miss making game on this hand with all honors we hold then there

is something wrong with us.

What were the honors which Blyth held?

Mr. LEIB. Well, we had been in Pacific Gas & Electric business for

years. We had headed two pieces of business in 1929 and 1930. We

had been up toward the top in the former financing. We had a

national organization. We knew the directors of the company very

well and we knew that they held a very high opinion of Blyth and

Co. We knew the business of Pacific Gas & Electric, the financial

business, from top to bottom. We had been joint-account managers

of the financing of the San Joaquin Light & Power Co., one of the

most important parts of Pacific Gas. We had financed and headed

the business of the Western States, which was one of the companies.

We had sold the first preferred stock that was sold publicly by an

investment banking house. We had been connected with that busi

ness for fourteen years, intimately connected with it. Those were

the trump cards that we felt we had.

Mr. NEHEMRIs, Didn't you have some other trumps? For example,

Mr. Fogarty, of North American?

Mr. firm. We certainly tried to make him a trump but he turned

out not to be a trump for us.

Mr. NEHEMRIs. Didn't you have another trump in the personage

of James Black of the North American Co. ?

Mr. LEIB. Off suit, no trump.
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Mr. NEHEMRIs. Harrison Williams, of North American?

Mr. LEIB. Same thing.

Mr. NEHEMKIs. And C. O. G. Miller?

Mr. LEIB. We had only one trump, and that was Mr. Hocken

beamer.

Mr. NEHEMRIs. And Frank Anderson?

Mr. LEIB. We tried.

Mr. NEHEMRIs. And Elsey, of the American Trust?

Mr. LEIB. We tried.

Mr. NEHEMRIs. And Guy C. Earl, of P. G. & E.?

Mr. LEIB. We tried.

Mr. NEHEMRIs. And Allen L. Chickering?

Mr. LEIB. Same answer.

Mr. NEHEMRIs. Who was Hock’s friend in court?

Mr. LEIB. Stanley Russell.

Mr. NEHEMRIs. And who, in turn, was Stanley Russell's friend

in court?

Mr. LEIB. Mr. Hockenbeamer.

Mr. NEHEMKIs. Mr. Leib, I have here a number of documents

obtained from the files of your company. If you will just glance

at them quickly and tell me if you think they are correct copies, I

should like to offer them in evidence.

Mr. LEIB. I identify them.

Mr. NEHEMRIs. The documents which have been identified by the

witness are offered in evidence.

Acting Chairman REECE. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1614–1

to 1614–26” and are included in the appendix on pp. 11672–11686.)

Mr. NEHEMRIs. Mr. Leib, I assume your firm made available to

us all your correspondence in connection with the P. G. & E under

Writing pursuant to our request?

Mr. LEIB. I think so.

Mr. NEHEMRIs. Now, during all of this period of negotiations, I

have been impressed by the fact that at no time has any reference

been made in the documentation which you have made available to

us, either by you or your associates, as to whether or not this piece

of financing, its terms or price, was to the best interests of the

P. G. & E. stockholders or prospective investors. Weren't you con

cerned with this aspect of the problem at all?

Mr. LEIB. We were concerned but we really didn't have to be con

termed with Mr. Hockenbeamer at the head of the company. He

took care of that.

Mr. NEHEMRIs. Is it not a part of the duty and obligation of a

banker to concern himself with those problems? -

Mr. LEIB. Absolutely.

Mr. NEHEMRIs. I don't understand your answer.

Mr. LEIB. Absolutely.

Mr. NEHEMRIs. It is part of his duty?

Mr. LEIB. Yes; absolutely.

Mr. NEHEMRIs. But in His particular instance you had such im

plicit confidence in Mr. Hockenbeamer that you felt his judgment

i. ºctory and that you didn’t have to give it any additional

ug
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Mr. LEIB. No; I would not say that. We didn’t come to the point

of negotiating for the price of these bonds to the public and for the

spread yet. That didn’t come up, that is one of the last things that

comes up.

Acting Chairman REECE. This last group of exhibits which were

introduced, do you wish to have introduced as a group or indi

vidually?

Mr. NEHEMRIs. Whichever is convenient for the reporter, as long

as they are printed.

Acting Chairman REECE. They will go in, then, as a group.

Mr. NEHEMRIs. In this connection, Mr. Leib, will you tell me pre

cisely what judgments the investment banker exercises when his aid

is sought? Does he look for new construction or for the economic

value of the construction, or for the strategic position of the enter

prise which he is asked to finance, or for its real productivity, or as

it would appear in the case we have been discussing, merely for the

probability that the bonds can be sold?

Mr. LEIB. Well, I would say that he looks at all of those. He

naturally looks first at security because he is thinking of the security

of his client's money, and then he looks at the worth, the purpose of

the issue, to see that it is a worthy purpose and a proper purpose,

and then along the line he begins to thing aboutº, because

there is not much use of thinking of the other things if it can't be

sold, and then he considers the other factors which you have brought

out, Mr. Nehemkis.

Mr. NEHEMRIs. He does, then, give consideration to these other

factors?

Mr. LEIB. Yes.

Mr. NEHEMRIs. I have no further questions of Mr. Leib. Is it the

º pleasure to hear Mr. Leib on the statement he wished to

In a Ke

Acting Chairman REECE. Yes; we will be glad to hear you.

Mr. LEIB. The principal statement I wanted to make was that I

made an inadvertent misstatement this morning." Mr. James Black

was a director in 1935 of the Pacific Gas & Electric Co. That was

asked me this morning and I had forgotten. I do remember now

that he was a director and that is one of the reasons I went after

that quite vigorously. That is the only statement I have to make.

Acting Chairman REECE. Are there any questions by the members

of the committee?

If not, you may be excused.

(The witness, Mr. George C. Leib, was excused.)

Mr. AvLDSEN. I understand that Mr. Stanley Russell would like

to clarify some of the matters that were brought into the testimony

here today.

Acting Chairman REECE. If there is no objection by the committee.

Mr. NEHEMKIS. I understood that Mr. Russell desired to make a

statement to the committee.

Acting Chairman REECE. The committee will be glad to hear you.

1 Supra, pp. 11496 and 11499.
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TESTIMONY OF STANLEY A. RUSSELL, LAZARD FRERES & CO., NEW

YORK, N. Y.-Resumed

DENIAL BY MR. RUSSELL OF AGREEMENT BETWEEN HIMSELF AND MR. RIPLEY

Mr. RussBLL. I want to endeavor to clear up what appears to be a

misunderstanding with reference to this question of an understanding

between myself and Mr. Ripley. I was asked, I believe, one question

this morning to the effect, Was it a fact, that I had an agreement

with Mr. Ripley with respect to the participation or division between

us of old City Co. business, My answer was it, was not a fact. ... I

confirm that answer. I had no understanding with Mr. Ripley with

respect to old City Co. business, and the records as regards division

of the business or business that Brown Harriman Co. subsequently

offered us proves that case, if you will look into the record.

As regards the Pacific Gas & Electric matters, you must realize

that I went to San Francisco to call on Mr. Hockenbeamer not

knowing there was any business in the offing. My play with Mr.

Hockenbeamer was to the effect that this was in essence the same

old account that had handled his business for 15 years. That old

account was the National City Co., Blyth & Co., and others, and in

presenting my case to Mr. Hockenbeamer I included Brown Harri

man and Blyth. I tied Brown Harriman with ourselves because

that supported my contention that this was in essense the same old

account that had handled the business. Now, as regards Mr. Ripley,

I can only surmise.

My guess is that what happened was that prior to my leaving for

the coast I probably saw Mr. Ripley at lunch or at some meeting and

said I was going to the coast, and he said, probably, “Well, are you

going to get a P. G. & E. deal?” I said. “I don't know.”

“Well, don't forget us.”

“Well, I certainly won’t, and I would expect that you should be
with us in the business.”

If there was any agreement of any kind or character, that is proba

bly the essence of any conversation that happened between us. There

Was no agreement of any general character. My whole case with

Mr. Hockenbeamer was to tie Brown Harriman in as close as possible

to give him a picture of the old account. That is as far as I can recall

the sum and substance of any agreement or possible understanding

that may have existed between us. It had no general implication,

whatever it might have been. I just wanted to try to clear that up.

Acting Chairman REECE. Do the members of the committee have

any questions?

Thank you Mr. Russell.

(The witness, Mr. Stanley A. Russell, was excused.)

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I should

like to call the next witness, Mr. George D. Woods.

TESTIMONY OF GEORGE D. WOODS, WICE PRESIDENT AND

DIRECTOR, THE FIRST BOSTON CORPORATION, NEW YORK, N.Y.–

Resumed

Mr. NEHEMRIs. May I have an off-the-record discussion with the

Witness for a moment?

(Consultation with the witness.)

124491–40—pt. 22–11
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ORGANIZATION AND PREDECESSORS OF THE FIRST BOSTON CORPORATION

Mr. NEHEMRIs. Mr. Woods, The First Boston Corporation is the

successor to the goodwill of the Chase Harris Forbes Corporation.

Is that correct?

Mr. WOODs. That is correct.

Mr. NEHEMKIS. And it was organized in 1932 as a consolidation of

Chase Securities Corporation and Harris Forbes & Co. and the First

National Old Colony Corporation?

Mr. Woods. No ; that is not correct. At the 1932 date the Chase

Securities did not enter into the situation. It (The First Boston

Corporation) was organized in 1932 for the purpose of taking over

the assets and personnel of what was known as the First National

Old Colony Corporation, which was the investment affiliate of The

First National Bank of Boston.

Mr. NEHEMRIs. What two commercial banks were the predecessor

organizations of The First Boston Corporation?

Mr. Woods. Well, if I understand your question correctly, the an

swer is that the First National Bank of Boston had a security affiliate

which was known as The First of Boston Corporation, and the Old

Colony Trust Co. also domiciled in Boston had a securities affiliate

which was known as the Old Colony Corporation. The First National

Bank of Boston acquired the capital stock of the Old Colony Trust

Co., and coincidentally or at about that time the business formerly

conducted by The First of Boston Corporation and the Old Colony

Corporation were combined under the title, the First Old Colony

Corporation.

Mr. NEHEMRIs. In order to comply with the Banking Act of 1933,

as I understand it, the First National Bank of Boston offered its

shareholders an opportunity to acquire about 45 percent of the stock

of The First Boston Corporation?

Mr. WOODS. That is correct.

Mr. NEHEMRIs. And the balance of the stock was offered to inves

tors who had no interest in the bank?

Mr. WOODS. That is correct.

Mr. NEHEMRIs. Mr. John R. Macomber, formerly chairman of the

board of the Harris, Forbes organization, Mr. Harry M. Addinsell,

formerly vice president of the Harris, Forbes organization, and others

of their associates had expressed a willingness at this time to become

associated with the management of The First Boston Corporation and

acquire some of its stock?

Mr. WOODs. That is correct.

Mr. NEHEMRIs. As I further understand the transactions, approxi

mately 45 percent of the stock was also offered to the stockholders of

The Chase Corporation, the stockholders of which were identical with

those of the Chase National Bank of the city of New York?

Mr. WoODS. Correct.

Mr. NEHEMRIs. Can you tell me rather briefly, Mr. Woods, about

the rights to subscribe to the new stock, how much was offered, what

value the share was, just very briefly 7

Mr. Woods. Five hundred thousand shares of the stock of our firm,

which at that point became known as The First Boston Corporation,

were offered approximately 45 percent to the stockholders of the First

National Bank of Boston and approximately 45 percent to the stock

holders of the Chase Corporation, as you pointed out.
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OFFER OF STOCK TO EMPLOYEES AND OFFICERS

Mr. Woods. The remainder of the stock was offered coincidentally

to those officers and employees of The First Boston Corporation who

evidenced desire to buy it, and some portion of the remainder was

offered and subsequently purchased by people who were neither offi

cers of the corporation nor stockholders of either bank. Those people

presumably were desirous of making an investment in which they

had confidence. - -

The stock was offered at $18 a share, which obviously brings it to a

total of $9,000,000, and The First Boston Corporation started off

business on June 16, with a capital of $9,000,000. There were no com

missions paid and the entire amount paid by the stockholders for the

stock was paid into the corporation. - -

Mr. NEHEMRIs. Mr. Woods, if I may interrupt at this point, the

series of transactions which you have described by which the prede

cessor organizations of The First Boston Corporation were merged

into the new corporation is somewhat different from the testimony

which we have heard heretofore on the dissolution of the National

City Co." As I understand it, the banks felt that the stockholders

should have an opportunity to acquire an interest in the new organi

zation which was being set up to conform to the requirements of the

Banking Act of 1933. Is that substantially correct?

Mr. Wood. That is substantially correct. The management of

each of the banks felt that to the extent that the banks, and there.

fore their stockholders, had made an investment over the years in

educating a group of people in the security business and underwriting

business, that those stockholders who had whatever value it was to

such an organization should have the first opportunity to participate
In 16.

Mr. NEHEMRIs. And in this connection, it was recognized that the

records and the correspondence and the other documents relating to

the general securities issues of these predecessor organizations, to

gether with the correspondence with former customers, would be

purchased and acquired by the new organization. And that, I take it,

was also part of the agreement?

Mr. Woods. With respect to the records and papers that you re

ferred to of The First Boston Corporation, they had always been the

property of The First Boston Corporation; there was no change in

that, the bank in Boston merely sold its stock.

With respect to the files and records of the Harris, Forbes Co., or

the Chase Harris Forbes Co., there was an agreement, the effect of

which was that The First Boston Corporation and the Chase Cor

poration both had access to all the files of the Chase Harris Forbes

Co., and to the Chase Harris Forbes group.

Mr. NEHEMRIs. Mr. Woods, I show you a letter addressed to coun

sel, from Nevil Ford, vice president ofThe First Boston Corporation.

Can you tell me whether you are familiar with this letter and recog
Illze it as.#one from your organization?

Mr. Woods. I recognize it as being one from our organization.

"Testimony of W. Averell Harriman and Joseph P. Ripley, supra, pp. 11384–11426.
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Mr. NEHEMRIs. I merely wish to offer it for the record. I don't

intend to examine you on the contents.
-

I offer the letter identified by the witness in evidence.

Acting Chairman REECE. It may be admitted.

(The letter referred to was marked “Exhibit No. 1615” and is in

cluded in the appendix on p. 11686.)

Mr. NEHEMRIs. Mr. Woods, have you ever seen the printed letter

that Winthrop W. Aldrich, then chairman of the board of the Chase

Corporation, submitted to the stockholders on May 11, 1934?
Mr. WoODS. I have.

Mr. NEHEMRIs. Is this a true and correct copy of that letter?

Mr. Woods. I recognize it and identify it.

Mr. NEHEMKIs. The letter is offered in evidence.

Acting Chairman REECE. It may be admitted.

(The letter referred to was marked “Exhibit No. 1616” and is

included in the appendix on p. 11687.)

Mr. NEHEMKIs. Have you ever had occasion to see the letter sub

mitted by Daniel G. Wing, chairman of the board of the First Na

tional Bank of Boston, to the stockholders of the First National

Bank of Boston and the Chase Corporation in connection with the

dissolution of the security affiliate?

Mr. Woods. I have, and I recognize this and so identify it.
Mr. NEHEMKIs. The letter is offered.

(The letter referred to was marked “Exhibit No. 1617” and is in

cluded in the appendix on p. 11690.)

Mr. NEHEMRIs. Will you tell me, Mr. Woods, whether this is a

true and correct copy of an original letter in your files, written by

Allan M. Pope, to Mr. George W. Bovenizer, of Kuhn, Loeb & Co.”
Mr. Woods. Yes. I recognize that letter.

Mr. NEHEMRIs. Before offering this, Mr. Chairman, may I read

two paragraphs from this letter written by Allan M. Pope to George

W. Bovenizer of Kuhn, Loeb'. This letter is dated May 16, 1934

[reading from “Exhibit No. 1618”]:

We hope that as the capital market may open up we may have considerably

more new issues than The First Boston Corporation formerly had. Mr. John R.

Macomber, as Chairman of our Board, and Mr. Harry M. Addinsell, as Chair.

man of our Executive Committee, with five other officers who served with them

In Harris, Forbes & Co. for many years, will devote a large measure of their

time to such desirable new underWriting as may develop. We will have control

of the name of Harris, Forbes & Co. and succeed to the goodwill of that
organization.

The personnel of The First of Boston Corporation will continue intact under

the slightly altered name of The First Boston Corporation and in the same

locations. Under this new title we hope to continue to make ourselves useful

to you and your associates and to continue what always has been to us a very

pleasant relationship.

That is offered.

(The letter referred to was marked “Exhibit No. 1618” and is in

cluded in the appendix on p. 11695.)

ACQUISITION BY THE FIRST BOSTON CORPORATION OF “PREFERENTIAL

RIGHTS” OF THE CHASE HARRIS FORBES COMPANIES

Mr. NEHEMKIS. I show you a copy of a letter signed by H. M.
Addinsell, chairman of the executive committee, addressed to Kuhn,
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Loeb & Co., dated July 2, 1934, and ask you to tell me whether this

is a true and correct copy of an original in your possession.

Mr. Woods. I recognize it. -

Mr. NEHEMRIs. May I read from this letter, which is dated July

2, 1934 [reading from “Exhibit No. 1619”]:

In view of the past relationships between your firm and Harris, Forbes &

Company and subsequently Chase Harris Forbes Corporation, I am sure you

will be interested to know that The First Boston Corporation has exercised its

option to acquire the good will of the securities business of the Chase Harris

Forbes companies (other than as pertaining to certain governmental and munic

ºns) including preferential rights and the right to the name “Harris

"OrDeS.

Mr. Woods, would you enlighten me on the meaning of the phrase

*including preferential rights”?

Mr. Woods. Well, “preferential rights” obviously means somebody

by agreement has a right in preference to somebody else's right.

Mr. NEHEMRIs. And the implication here is that Harris, Forbes

had in the past entered into certain arrangements with companies

which involved preferential rights as to future financing, and that

the new organization had inherited those rights and would be in a

position to exercise them. Is that about what it comes to ?

Mr. Woods. Well, I think the first part of your statement I wholly

agree with. The second part of your statement I must comment on.

I don't believe that our new organization expected that we were

j to be able to exercise those preferential rights without the full

owledge and consent of the people with whom the agreements had

been reached by Harris, Forbes & Co. or Chase Harris Forbes Cor

poration.

We have never felt, in point of fact, that those preferential rights,

So-called, which, parenthetically, are of questionable value and have

been since the iatter part of 1935, could be transferred excepting

with the express consent of the people with respect to whose financ

ing they were effective, and no effort was made to get such express

consent at the time. Since then, I might say for the information of

the committee, those preferential rights insofar as they exist have

been waived from time to time upon the request of the companies.

Mr. NEHEMRIs. What would you say was the purpose of Mr.

àddinsell at this time, July of 1934, when the new organization was

being set up, in informing Kuhn, Loeb that these preferential rights

were also to bej as part of the business relationship, shall

I say, of The First Boston Corporation?

r. Woods. Well, I wouldn't hazard a guess on that, Mr.

Nehemkis.

Mr. NEHEMRIs. At least, it would appear, would it not, Mr. Woods,
that one of the factors that Mr. Addinsell was anxious to communi

cate to Kuhn, Loeb & Co. was the existence of certain preferential

rights; as to whether or not they could be exercised in the future or

what validity they might have, that is something else.

Mr. Woods. No; I would think perhaps—I will make a guess—that

he was more probably trying to convey to the people at Kuhn, Loeb

& Co. that those of us who had grown up in the Harris, Forbes organ

ization and were now with The First Boston Corporation were going

to do our level best to continue to carry on theº discussions

with the former clients of Harris, Forbes & Co.
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Mr. NEHEMKIS. May I read another paragraph of this letter?

[reading from “Exhibit No. 1619.”]:

We expect to be active in the underwriting and distribution of new issues of

high grade bonds. In so far as Harris, Forbes & Company or Chase Harris

Forbes Corporation participated in underwritings and offerings headed by your

selves, we will accordingly be pleased if you will substitute our name in your

Syndicate records in order that we may have the opportunity of considering

future participations in such accounts.

I take it, Mr. Woods, that what Mr. Addinsell was here conveying

was that the old relationship between the two firms would continue

and he just wanted the syndicate manager to note that there was a

new organization, The First Boston Corporation, and to make the

appropriate substitution on the KL records?

Mr. WoODS. That is correct.

Mr. NEHEMRIs. I offer the letter in evidence, Mr. Chairman.

Acting Chairman REECE. It may be received.

(The letter referred to was marked “Exhibit No. 1619” and is in

cluded in the appendix on p. 11695.)

Mr. NEHEMKIs. Mr. Woods has been good enough to have pre

pared a statement regarding the organization of The First Boston

Corporation, which he has submitted to me and which I have read.

In his behalf I should like to offer it in evidence so it becomes a part

of the permanent record. -

Acting Chairman REECE. It may be received.

(The statement referred to was marked “Exhibit No. 1620” and is

included in the appendix on p. 11696.)

EXECUTIVE PERSONNEL AND STOCKHOLDERS OF THE FIRST BOSTON

CORPORATION

Mr. NEHEMKIs. As I understand it, the executive personnel of The

First Boston Corporation is comprised almost entirely of individuals

previously associated with the former security affiliates of the Chase

National Bank of the City of New York and the First National Bank

of Boston.

Mr. WoODs. That is correct.

Mr. NEHEMRIs. I show you a letter from A. E. Burns, Assistant

Secretary of The First Boston Corporation, addressed to counsel,

dated April 13, 1939, and ask you to tell me whether you recognize

this as coming from your firm'

Mr. Woods. I so recognize it.

Mr. NEHEMRIs. Perhaps you may want to refer to that? Will you

tell me who the principal officers and directors of The First Boston

Corporation are? -

Mr. Woods. Well, the three principal officers and directors are

Messrs. Macomber, Pope, and Addinsell. In addition to that, the

following gentlemen are vice presidents and directors: James Cog

geshall, jr. Eugene I. Cowell, Nevil Ford, Duncan R. Linsley, John

C. Montgomery, William H. Potter, Jr., Arthur C. Turner, George D.

Woods. The board, in addition to the people I have just named,

includes Messrs. Hambuechen and Orr, neither of whom are officers

or regularly in the employ of the corporation. There are numerous
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other vice presidents. There is a treasurer and a Secretary and a

comptroller.

Mr. NEHEMKIS. I offer it in evidence.

Acting Chairman REECE. It may be admitted.

(The letter referred to was marked “Exhibit No. 1621” and is in

cluded in the appendix on p. 11699.

Mr. NEHEMRIs. How many stockholders are there of The First

Boston Corporation, Mr. Woods?

Mr. Woods. As of July 14, 1939, at which date a record was taken

for purposes of distribution of a dividend, there were 9,940 stock

holders, with 500,000 shares of stock. I would like to add, that repre

sents an average holding of just over 50 shares.

Mr. NEHEMRIs. Now, can you tell me as of June 17, 1939, the names

of the 10 largest stockholders of The First Boston Corporation ? Do

you have that information? Let's do two things at one time. I

show you a stockholders’ list furnished us by your company and ask

you to tell me if this is the copy which was submitted ?

Mr. WooDs. It is.

Mr. NEHEMRIs. Why don't you use that for your own convenience

and give me the names of the 10 largest stockholders?

Mr. Woods. As of June 17, 1939, the 10 largest stockholders were

Stone & Webster, Inc.—

Mr. NEHEMRIs. The number of shares as you go along.

Mr. Woods. Holding 18,480 shares, which I might say is less than

4 percent of the total, and they are the largest stockholder.

Harry M. Addinsell, holding 11,500 shares. Mr. Addinsell is

chairman of the executive committee and active in the management.

F. S. Moseley & Co., 11,430 shares.

Skelton & Co., 9,748 shares. Parenthetically I might say that it is

my belief that Skelton & Co. is the nominee for a bank in Boston

and that stock is held for a number of smaller stockholders.

John R. Macomber, who is chairman of the board of The First

Boston Corporation, owns 7,500 shares.

J. W. Hambuechen, who is one of our directors, owns 7,228 shares.

Albert H. Wiggin owns 7,176 shares.

Chase, Henderson & Tenant have 5,930 shares, registered in their

name. I might say that that is a London brokerage concern, and

my understanding is they hold it for numerous people in London.

Nevil Ford, who is a vice president and director of our firm, owns

4,400 shares.

Bertram M. Wilde owns, 4,000 shares.

Apparently those are the 10 largest stockholders.

Mr. NEHEMRIs. Did you give me the name of Cudd & Co.?

Mr. Woods. Cudd & Co. is the eleventh largest stockholder, and

owns 3,911 shares.

Mr. NEHEMRIs. Is that a nominee?

. Mr. Woods. I believe Cudd & Co. is nominee for the Chase Na

tiºnal Bank personal trust department.

Mr. NEHEMRIs. Not the nominee for Albert H. Wiggin?

Mr. Woods. I have no knowledge of that.

Mr. NEHEMRIs. Mr. Chairman, I should like to offer a list of the

holders of 500 shares and over of The First Boston Corporation as
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of record at the close of business June 17, 1939, identified by the wit

ness now in the chair.

Acting Chairman REECE. It may be admitted.

(The list referred to was marked “Exhibit No. 1622” and is in

cluded in the appendix on p. 11700.)

Mr. NEHEMRIs. Of your stockholders, some have investment bank

ing connections, do they not?

Mr. WoODS. That is correct. -

Mr. NEHEMRIs. Stone & Webster, Inc., which holds 18,000 shares,

has investment banking connections, has it not, through Stone &

Webster and Blodget?

Mr. Woods. I believe the latter is the wholly owned subsidiary

of the former.

Mr. NEHEMR1s. Of Stone & Webster, Inc.? Now, F. S. Moseley

holds 11,000 shares. What kind of business is conducted by that

company, do you know?

Mr. Woods. Investment banking business, general security busi

ness. I believe they are members of the New York Stock Exchange.

Mr. NEHEMRIs. And I note that Jackson & Curtis owns some 3,000

shº. Do you happen to know the kind of business that company

1S. In

Mr. Woods. Quite similar to that of Moseley & Co.

Mr. NEHEMRIs. And Lee Higginson Corporation owns 2,000 shares.

Mr. Woods. They also are in the investment banking business.

Mr. NEHEMKIs. And Ernest E. Quantrell is the holder of 2,000

shares. Do you happen to know whether Mr. Quantrell is asso

ciated with an investment banking house?

Mr. Woods. Not to my knowledge. Mr. Quantrell, as far as I

know, has had no business association for several years past.

Mr. NEHEMRIs. I note that Brown Brothers Harriman have some

stock, 1,881 shares. Is that correct?

Mr. Woods. I didn’t know that. If their name is on the list, it is

undoubtedly correct.

Mr. NEHEMRIs... I am reading from a list that has been prepared

from your other list. Tucker, Anthony & Co.

Mr. Woods (interposing). Brown Brothers Harriman, to go back

to them for a moment, are the private banking firm as distinguished

from the investment banking.

Mr. NEHEMRIs. That is correct, concerning whom we had testimony

yesterday.

Now, Tucker, Anthony & Co. I note has 1,300 shares. What is the

business of that house?

Mr. Woods. Similar to Moseley.

Mr. NEHEMRIs. Investment banking, general securities business?

Mr. Woods. That is right.

Mr. NEHEMRIs. And Ladenburg, Thalmann & Co. I note have 800

shares. Are they in the investment banking business too?

Mr. Woods. Right.

Mr. NEHEMRIs. And J. Henry Schroder & Co. have some 600

shares. What is the nature of their business?

Mr. Woods. Investment banking business.

Mr. NEHEMRIs. And I note that White, Weld & Co. have 590

shares. White, Weld & Co. is likewise in the investment banking

business?
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Mr. Woods. That is true. I am very much flattered to find all these

banking firms have our stock.

Mr. NEHEMRIs. There is nothing like enlightening one's witness

about his own business.

Mr. Woods. I am inclined to think that to some extent in view of

the fact this list that was given to you was prepared at a dividend

record date, that these shares that are of record in these names may

be held to a greater or lesser extent for the account of customers and

others.

Mr. NEHEMRIs. If you would like to make a correction on the

material submitted, I would be very grateful.

Mr. Woods. I merely submitted a list of the registered stockholders,

but I sense the implication that all of these people may own the

stock for their own account, and they may so own it, but there is

a question in my mind as to whether some of them, such as Jackson &

Curtis, Tucker, Anthony & Co., Ladenburg Thalmann & Co., are not

holding it for the account of others. Moseley, I might say, was

among our original stockholders and bought the stock with the

avowed intention of holding it for investment purposes.

Mr. NEHEMRIs. I was merely suggesting, Mr. Woods, if there is any

question in your mind about it, if you will send me a note about it,

I will be very glad to offer it for the record." If there is any cor

rection to be made concerning statements you or I have made in the

past few moments, we will rectify them together.

Mr. Woods. Thank you very much.

INVESTMENT BANEING BY A PUBLIC CORPORATION

Mr. NEHEMRIs. As I understand it, The First Boston Corporation

is actually a public corporation in that it has stockholders who are

widely dispersed. Its balance sheets and financial condition are

matters of public record. Is that so?

Mr. Woods. That is correct.

Mr. NEHEMRIs. Do you know of any other investment banking

houses among the major firms in the business which occupy a similar

position to The First Boston Corporation?

Mr. Woods. Harris, Hall & Co., Chicago, are a publicly owned con

cern. Blair & Co., New York, similarly are publicly owned. Those

are the only two that occur to me at the moment.

Mr. NEHEMRIs. Yesterday Mr. Ripley, who was testifying, was

asked a question:

How did it happen that you suggested the voting trust arrangement?

. I don't think you were here, but it was in connection with the vot

ing trust of Brown Brothers Harriman and Harriman Ripley.

How did it happen that you suggested the voting trust arrangement? You

must recall, if perhaps you can, what the discussions were at the time. What

prompted you to suggest that special type of instrument?

Mr. RIPLEY. For nine years, sir, I worked for the National City Company,

whose stock was traded on the public markets. It went up one day and it

went down another day. I observed the effect of that situation on an invest

ment banking organization. I observed that some members of the staff were

*Mr. Woods, under date of February 24, 1940, offered further clarification of this phase

ºf his testimony. It is included in the appendix on p. 11827.
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watching the market for the stock of the company rather than tending to their

Dusiness. I vowed that if I could help it, I would never wish to work for an

investment banking organization whose stock was spread all around and for

which there were public markets.

Now I am skipping some of the testimony of Mr. Ripley.

Now, feeling as I did that I had this obligation to my staff and to myself,

I made up my mind that I was going to try to do something to prevent getting

myself back into the position where the stock of this company was spread

around in various hands and the future was distinctly uncertain.

Would you care to comment on that statement as it affects your

situation?

Mr. Woods. I have nothing to say other than I and my principal

associates are entirely happy with our present situation.

Mr. NEHEMRIs. Do you think Mr. Ripley's observation, as I read

it to you, of the undesirability of having the stock of an investment

banking house spread around is sound?

Mr. WooDs. In view of the fact that I am an officer and director

and active participant in the business of a concern whose stock is

very widely spread around, I just simply differ with that point of

view. The ownership of our stock causes us no difficulty. Unfor

tunately, it does go up and it does go down, but we find ourselves

perfectly capable of carrying on our investment banking business as

we are situated.

Mr. NEHEMKIS. So, may I say, if this be a correct statement, that

you and your associates feel that there is nothing undesirable in

having a public corporation functioning in the investment banking

business.

Mr. Woods. There is nothing undesirable about it in my judgment;

InO.

Mr. NEHEMKIs. Now in the allocation of First Boston business,

have there been any participations given to Stone & Webster and

Blodget {

Mr. Woods. Oh, yes; from time to time Stone & Webster and

Blodget have been included in our syndicate lists.

Mr. NEHEMRIs. Have they been substantial participations?

Mr. Woods. I dare say there are cases when they have had sub

stantial participations.

Mr. NEHEMRIs. You testified, I believe, that Stone & Webster and

Blodget was one of the substantial holders of stock of The First

Boston Corporation.

Mr. Woods. The parent of Stone & Webster and Blodget.

Mr. NEHEMRIs. Stone & Webster, Inc.?

Mr. Woods. That is correct.

Mr. NEHEMKIs. And the investment banking house is known as

Stone & Webster and Blodget?

Mr. WoODs. That is correct.

Mr. NEHEMRIs. Do you have any notion offhand in how many

originations of The First Boston Corporation participations have

been given to Stone & Webster and Blodget; just roughly?

Mr. Woods. Not offhand. I can’t state a figure offhand, but I

would say in a very substantial number of underwritings Stone &

Webster and Blodget are included. We regard them highly as dis

tributors and they have ample capital. -
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Mr. NEHEMRIs. I should like to offer a table, Mr. Chairman, show

ing the participations of Stone & Webster and Blodget in issues

managed by The First Boston Corporation, from June 14, 1934, to

June 30, 1939. These data were compiled from the registration state:

ments relating to the respective issues on file with the Securities and

Exchange Commission, and the table was prepared by the staff of

the Investment Banking Section.

Acting Chairman REECE. It may be admitted.

(The table referred to was marked “Exhibit No. 1623” and is

included in the appendix on p. 11704.)

Mr. NEHEMKIS. Would you excuse me for a moment, Mr. Woods,

while I call another witness? You may remain seated.

Mr. Lloyd Mathers, please.

Acting Chairman REECE. Do you solemnly swear the testimony you

are about to give in this proceeding shall be the truth, the whole

truth, and ºil. but the truth, so help you God?

Mr. MATHERS. I do.

TESTIMONY OF LLOYD MATHERS, SECURITIES ANALYST, SECURI.

TIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.

Mr. NEHEMRIs. Mr. Mathers, are you a member of the staff of

the Securities and Exchange Commission?

Mr. MATHERs. Yes, sir.

Mr. NEHEMRIs. And in the course of your investigations have you

had occasion to examine the files of Lehman Brothers?

Mr. MATHERs. I have.

Mr. NEHEMRIs. I show you certain documents obtained from the

files of Lehman Brothers and furnished you by responsible officials

of that organization and ask you to tell me whether those are the

documents which have been submitted to you by partners of Lehman
Brothers.

Mr. MATHERs. They are.

Mr. NEHEMRIs. Thank you very much.

(The witness, Mr. Mathers, was excused.)

REALIGNMENTS IN INVESTMENT BANKING BUSINESS— 19:33–1934

All NEHEMRIs. Mr. Woods, about the time of the organization

of The First Boston Corporation, the investment banking business

was undergoing certain readjustments, new alignments were taking

Place, and old contracts were being renewed, certain of the old banks

Were, out of the underwriting business. This meant, I take it, that

º financing formerly done by these organizations would be sought
after

Mr. Woods. That is correct.

Mr. NEHEMRIs. And, on the other hand, there was some uncer

tainty among the houses as to the disposition of the accounts for

merly handled by some of the bank affiliates, as to whether they

Would fall to the successors of the old affiliates or whether other

banking houses would obtain this business; is that correct?

Mr. Woods. I dare say.

Mr. NeHEMRIs. Do you know it to be so? You were a member

ºf a very important house at that time and I assume you and your

fellow officers were thinking a good deal about these problems.
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Mr. Woods. We spent surprisingly little time thinking about what

was going to happen to the business formerly carried on by the

Guaranty Co. or the National City Co. We did spend a very sub

stantial portion of each business day devising ways and means of

seeing to it that The First Boston Corporation did its full share of

the business that had been formerly done by Harris, Forbes & Co.,

and those of us who were primarily in the buying and underwriting

end of the business went to great length to acquaint the former

clients of Harris, Forbes and Chase Harris Forbes of our new situa

tion and our abilitv to do business. But what the others were doing,

really my opinion wouldn't be worth very much.

Mr. NEHEMRIs. I didn't intend you to comment about what others

were doing. I intended that you would give me the atmosphere of

yourself and your own associates. I had in mind more particularly

this kind of discussion between Mr. Nevil Ford, one of your fellow

officers, and Mr. Dorsey Richardson, of Lehman Brothers, who on

April 4, 1934, had this to say in a memorandum entitled *Relations

with Successor Company to First of Boston Corporation.”

Mr. HENDERSON. Has that been identified ?

Mr. NEHEMRIs. It has. [Reading from “Exhibit No. 1624”:]

Last Thursday I lunched at The First of Boston Corporation with Mr. Nevil

Ford who, jointly with Mr. Pope, is one of the senior officers of the Corpora

tion. Mr. Ford is a personal friend of long standing.

We discussed two subjects, first, the reorganization plan whereby the new

company “The First Boston Corporation” will be established to continue in the

issuing business, and second,

Note this, Mr. Woods—

the possibility of this new company and Lehman Brothers working more closely

together, especially through the inclusion of Lehman Brothers in certain under

writing groups in place of bank affiliates and/or private firms which have gone

out of business or have weakened as to ability to assume commitments. * * *

With regard to the future relations between the new company and Lehman

Brothers, Mr. Ford was most optimistic that cooperation would be possible, and

was quite definite in expressing a desire on the part of himself and his asso

ciates to include Lehman Brothers in business in which we had not been rep

resented previously. He said that a reconstitution of groups had not been dis

cussed with the Chase Harris Forbes people, but that as soon as the legal for.

malities for the establishment of the new company had been finished attention

would be turned to a survey of existing business in both organizations. Mr.

Ford said that he recognized that there would be many holes in previous groups

and that wherever it was possible he would try to discuss with us the possi.

bility. of our joining.

I offer the memorandum from which I have read in evidence, Mr.

Chairman.

Acting Chairman REECE. It may be admitted.

ſº memorandum referred to was marked “Exhibit No. 1624”

and is included in the appendix on p. 11704.)

Mr. NEHEMR1s. It was, then, in this atmosphere, so to speak, Mr.

Woods, that early in 1934 First Boston commenced negotiations for

the financing of the Southern California Edison issue of 1935, correct,

sir?

Mr. Woods. That is correct.

Mr. NEHEMRIs. And there was some uncertainty at this time as to

whether First Boston, would obtain this account even though it had

been associated with the earlier financing of the company?

Mr. WOODS. That is correct.
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Mr. NEHEMRIs. There were other firms actively competing for the

business; for example, Blyth & Co., Lazard Frères, Field, Glore; is

that correct?

Mr. Woods. Yes; those firms and several others.

Mr. NEHEMRIs. I show you, Mr. Woods, a letter by John R. Ma

comber, addressed to Albert W. Harris, and dated August 3, 1934.

I ask you to tell me whether this is a true and correct copy of an

original letter in your files?

Mr. WoODS. It is.

Mr. NEKEMRIs. The letter is offered in evidence, Mr. Chairman.

Acting Chairman REECE. It may be admitted.

º: letter referred to was marked “Exhibit No. 1625” and is

included in the appendix on p. 11705.)

Mr. NEHEMRIs. I read from the third paragraph thereof. You

will recall this is a letter from Mr. Macomber, Mr. Woods' associate,

to Mr. Albert W. Harris.

By the way, Mr. Albert W. Harris was at that time and still is

president of the Harris Trust & Savings Bank of Chicago?

Mr. Woods. No; I think at that time Mr. Harris may have been

chairman of the board.

Mr. NEHEMRIs. Chairman of the board.

Mr. Woods. And he may still be chairman of the board.

Mr. NEHEMRIs. But he was in any event connected with the Harris

Trust & Savings Bank in Chicago?

Mr. Woods. Yes; he is the son of the founder and no doubt the

largest stockholder.

Mr. NEHEMRIs [reading from “Exhibit No. 1625”]:

When I was in New York last week, I had luncheon with Mr. Burnett Walker at

his request.

Can you tell me who Mr. Burnett Walker is?

§ Woods. Mr. Burnett Walker is a partner of Smith, Barney

& Co.

Mr. NEHEMRIs (reading further):

Walker, you will remember, was with us in the early days and then became

Vice president of the Guaranty Company. In the unwinding of that organiza

tion, he is now a partner of E. B. Smith & Co., which firm, without any formal

agreement, has, I am sure, the goodwill of the Guaranty Trust Company itself

as far as business which the company cannot transact is concerned, and I

think they will be a fairly important factor in certain classes of issue business

In the future. Joe Swan, the old president of the Guaranty Company, also

is a partner of Edward B. Smith & Co., and one or two others of the old

Guaranty men are associated there also. They are a pretty energetic and

resourceful group.

I now read from the fourth paragraph of that letter:

Walker told me that he was going to the Pacific Coast to spend a week or

two with his family at Santa Barbara but in the course of his visit he was

sºng to see Mr. H. J. Bauer, Chairman of Southern California Edison Company,

and he asked me if we had any objection to his so doing.

ãº I pause there. Would you care to enlighten me, if you

Will, why it was necessary for Mr. Burnett Walker to ask Mr.

\ºmber whether Mr. |Macomber had any objection to Burnett

Wºr, talking to the President of the Southern California Edison

o

Mr. Woods. I don't believe it was necessary, Mr. Nehemkis. I

think Mr. Walker was merely being courteous.
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Mr. NEHEMRIs. In other words, this is what we call or what is

called banker's courtesy 2 Mr. Burnett Walker, recognizing that this

was an open field for the business, was simply courteous and called

on your people just to ask if it was all right for him to drop in to

see Mr. Bauer, this having been an old historical account of yours.

Is that about the substance of the matter?

Mr. Woods. Well, I doubt, knowing Burnett Walker, if he asked

Mr. Macomber if he could drop in on Mr. Bauer. I would say he

probably said to Mr. Macomber that he was going to do so, and

knowing both of the gentlemen quite intimately, I imagine Mr.

Walker's mind worked along the line that A. W. Harris was, and

had been for years, a director of the Southern California Edison Co.,

and Mr. Harris and Mr. Macomber, who are more or less contempo

raries, were old, old friends, and Mr. Walker probably recognized the

fact that Mr. Harris might look to Mr. Macomber for his point of

view with respect to investment banking matters.

Mr. NEHEMRIs. Suppose Mr. Macomber had said after this cour

tesy gall, “No, I don’t think you ought to talk to Harry Bauer,” what

then .

Mr. Woods. Bankers' courtesy, since you coined that phrase, is such

that Mr. Macomber never would have said that.

Mr. NEHEMRIs. You don’t think that is possible under banker's

courtesy %

Mr. WoODS. That is correct.

Mr. NEHEMRIs. May I continue from the letter [reading from

“Exhibit No. 1625”]:

I told him that this business had always been headed up by the Harris Trust

& Savings Bank, although as their eastern associates, Harris, Forbes had had

a share in it, but more than that, any business had particularly been headed

up in your good self—

meaning, I take it, Albert Harris?

Mr. WoODs. Correct.

Mr. NEHEMRIs [Reading further] :

Therefore, I really was not in a position to say very much about it but,

naturally, couldn't object to his calling on them. I said to him, however,

that I would suggest that, as he was spending a day or two in Chicago, before

seeing Mr. Bauer on this phase of the business, I thought it would be courteous

for him to see you.

So at this period in the summer of 1934, Mr. Woods, the Harris

Trust & Savings Bank being barred from the underwriting business,

there existed a general impression among the investment banking

firms that the Southern California Edison business was, so to speak,

open territory?

Mr. Woods. I dare say that is true.

Mr. NEHEMRIs. And that would account for E. B. Smith's interest

and Mr. Walker's trip to the west coast to see Mr. Bauer?

Mr. Woods. That is correct.

Mr. NEHEMRIs. Now during the period of the 20's, and up until

1932, was there not in existence a reciprocal arrangement whereby

Harris Trust & Savings Bank and Harris, Forbes & Company, a

Yredecessor of The First Boston Corporation, shared in each other's

usiness?

Mr. Woods. There was.
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THE HARRIS TRUST & SAVINGS BANK AND HARRIS, FORBES & COMPANY

AGREEMENT

Mr. NEHEMRIs. And under this arrangement, did not Harris,

Forbes & Co. have the right to participate on original terms to the

amount of 70 percent in security originations of Harris Trust &

Savings Bank?

Mr. WoODS. That is true.

Mr. NEHEMRIs. And conversely, did not Harris Trust & Savings

Bank have the right to participate on original terms in security

Originations of Harris, Forbes & Co.

Mr. Woods. That is true. In addition, I would like to take just a

moment to enlighten the committee on the background of that gen

eral method of operation. As was pointed out in this statement with

regard to The First Boston Corporation which Mr. Nehemkis was

kind enough to put in the record, the firm of N. W. Harris & Co.

Mr. NEHEMRIs (interposing). Are you reading, Mr. Woods?

Mr. Woods. No, I am just looking for a date. The firm of N. W.

Harris & Co. was organized in Chicago as a partnership in 1882.

Subsequently, N. W. Harris & Co. changed its corporate form of

existence and ultimately became known as the Harris Trust & Sav

ings Bank. At or about the time that happened, the eastern partners

of the old N. W. Harris partnership did business in New York under

the name of Harris, Forbes & Co. and continued for some years to do

business in Boston under the name of N. W. Harris & Co.

Because of the fact that there had been a long business association

tween those two groups of men, one in the East and one in the

West, when the western group incorporated under the banking law

and became the Harris Trust & Savings Bank, this arrangement

which Mr. Nehemkis has referred to was entered into.

It was an arbitrary division between partners, and as Mr. Nehemkis

has said, the underwriting business originated by the eastern partners

was shared with the new western firm. Conversely, the business

ºriginated by the western partners was shared by the eastern concern.

There was no corporate identity but, because jointly the individuals

had built the business up, they felt it was only fair to continue it on

some sharing basis, and Mr.Nº. statement is quite correct, that

through August 1930 the business was divided on the basis of 70

percent to the East and 30 percent to the West, and that was true

of the Southern California Edison business over a period of a great

many years.

Mr. NEHEMRIs. Mr. Woods, have you ever seen a copy of the orig

inal contract entered into between these two organizations?

Mr. Woods. I may have.

Mr. NEHEMRIs. I show you a copy of the contract entered into be

ween Harris, Forbes & Co., Inc., by Harry M. Addinsell, vice presi

lent, and Harris Trust & Savings Bank, Chicago, Ill., dated July

25, 1930. Will you examine this and tell us if you have ever seen

a copy before, or a similar copy?

While the witness is examining that, Mr. Chairman, so that there

"lay be no question concerning the authenticity of this agreement, I
rºad to you from a letter addressed to Mr. W. S. Whitehead, care

of Securities and Exchange Commission, Washington, D.C., from



11526 CONCENTRATION OF ECONOMIC POWER

Harris Hall & Company; Mr. Whitehead is a member of my staff

[reading from “Exhibit No. 1626–1”]:

Referring to our telephone conversation of Saturday, I have obtained for

you a letter of July 25, 1930, addressed to the Harris Trust and Savings Bank,

Chicago, and signed by Harris, Forbes & Company, New York, and Harris,

Forbes & Company, Inc. of Boston, confirming the reciprocal arrangement

which had hitherto existed between these concerns with respect to the purchase

and marketing of securities. This is the only written memorandum with respect

to this matter which we have been able to find, and I recall that it was reduced

to writing at that time because the Chase Securities Corporation had on or

about July 1, 1930, purchased all the stock of Harris, Forbes & Company and

Harris, Forbes & Company, Inc.

Mr. Woods, I return to my previous question.

Mr. WooDs. Yes; I have seen this before.

Mr. NEHEMRIs. And you recognize this as a correct copy of the

original agreement?

Mr. WooDs. That is the substance of it. I am sure it is a correct

copy.

Mr. NEHEMRIs. Mr. Chairman, the letter from which I have just

read, together with the copy of the agreement, as identified by this

witness, are now offered in evidence.

Acting Chairman REECE. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1626–1

and 1626–2° and are included in the appendix on pp. 11707 and

11708.

º NEHEMRIs. Mr. Woods, Harris, Hall & Co. is in effect, I

believe, the successor to the investment banking business of Harris

Trust & Savings Bank. Do you know whether that is correct?

Mr. Woods. I think in effect that is correct; yes.

Mr. NEHEMRIs. I have here, Mr. Chairman, a copy of a prospectus

of Harris, Hall & Co., a public document, and I read to you one

paragraph, if I may :

The company—

Referring to Harris, Hall & Co.—

is entitled to the benefits of a proposal made to Harris Trust and Savings Bank

under date of October 28, 1935 and accepted by resolution of the Board of

Directors of Harris Trust and Savings Bank adopted October 28, 1935. The

said proposal, as accepted, contemplates that, when Harris, Hall & Co. shall

commence business after the sale of the Preferred and Common Stock offered

hereby, Harris Trust and Savings Bank shall, insofar as it may without violation

of any confidence reposed in it and without impairment to its best interest and

position in respect of dealings in securities which under existing applicable law

and/or regulations it is permitted to distribute, on its own premises make

available to Harris, Hall & Co. all information now in its possession in respect

of its former connections and Sources of securities other than those before

mentioned, together with all contracts and/or established relations heretofore

existing between Harris Trust and Savings Bank and the issuers and/or sellers

of securities and all pertinent data in possession of the Bank in respect of the

issuance of securities; and that Harris Trust and Savings Bank shall, in so far as

its own best interests may permit, further endeavor to direct to Harris, Hall & Co.

all opportunities coming to or to the knowledge of the Bank for the purchase

of securities for distribution and shall permit Harris, Hall & Co. publicly and

at all times and places to identify itself as successor to the said Harris Trust

and Savings Bank in relation to the purchase of securities.

I have a letter, Mr. Chairman, addressed to counsel, dated Septem

ber 18, 1939, from Mr. Norman W. Harris, vice president of Harris,

Hall & Co., pertaining to certain information at his house on stock

ownership, and so on. It is not pertinent to this discussion, but I
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wish it to be in the record so the presentation may be complete. Ac

cordingly, I offer it in evidence.

Acting Chairman REECE. It may be admitted.

(The letter referred to was marked “Exhibit No. 1627” and is in

cluded in the appendix on p. 11709.)

ownership of STOCK IN HARRIs, HALL & Co. BY OFFICERS OF THE FIRST

BOSTON CORPORATION

Mr. NEHEMRIs. Mr. Woods, are not certain of the officers of The

º, Boston Corporation holders of preferred stock in Harris, Hall

& Co.'

Mr. Woods. Not to my knowledge, Mr. Nehemkis.

Mr. NEHEMRIs. You have no recollection whether or not Mr. Ad

dinsell or Mr. Linsley or Mr. Macomber or yourself hold any stock in

Harris, Hall & Co.?

Mr. Woods. Well, when the stock was originally offered, I bought

two or three hundred shares of the common stock. I subsequently

sold it. I think that—I know that Mr. Macomber and Mr. Addin

sell similarly bought a few shares of the common stock. Whether

they still own it, I have no information.

Mr. NEHEMRIs. Will the reporter return to me the last letter that

was offered and will the reporter be good enough to read the last

question put to the witness?

REPORTER:

Mr. NEHEMRIs. Mr. Woods, are not certain of the officers of The First Boston

Corporation holders of preferred stock in Harris, Hall & Co.”

Mr. Woods. Not to my knowledge, Mr. Nehemkis.

Mr. NEHEMRIs. Mr. Woods, would you be good enough to recon

sider my question?

Mr. Woods. Well, I will be glad to reconsider it but as far as I am

concerned I don't know of anybody that

Mr. NEHEMRIs (interposing). Did you ever hold any stock?

Mr. Woods. I have held common stock. I understood you to say

preferred stock.

Mr. NEHEMRIs. You have never held any preferred ?

Mr. Woods. Not to the best of my knowledge.

Mr. NEHEMRIs. And you have no knowledge of any of the other

officers holdings preferred?

Mr. Woods. That is correct.

* NEHEMR1s. Have any of the other officers held any common
St00

Mr. Woods. Yes; I believe they have. As I said, I owned, I think,

200 shares of it at one time, which I purchased at the organization

and subsequently disposed of.

Mr. NEHEMRIs. Do you know whether Mr. Addinsell still holds any

common stock?

. Mr. Woods. I don't know whether he still holds his stock. I

Imagine he does, and I imagine Mr. Macomber does.

Mr. NEHEMRIs. Mr. Linsley?

Mr. Woods. I don't know about Mr. Linsley.

Mr. NEHEMRIs. Would you be good enough to furnish the com

mittee with a statement on that point?

124491–40—pt. 22–12
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Mr. Woods. I would be delighted."

Mr. NEHEMRIs. Will you send it to me and I will duly offer it?

Mr. Woods. Yes, sir.

Mr. NEHEMRIs. Mr. Woods, does the arrangement which existed

between Harris, Forbes & Co. and Harris Trust & Savings Bank still

prevail as between Harris, Hall & Co. and The First Boston Corpo

ration?

Mr. Woods. No. The arrangement that existed between the former

firms you mentioned does not prevail as between The First Boston

Corporation and Harris, Hall.

Mr. NEHEMRIs. Has not Harris, Hall & Co. occasionally attempted

to claim the old 30-percent interest of First Boston originations?

Mr. Woods. I am sure they may have; yes. -

Mr. NEHEMRIs. And what disposition was made of those endeavors

by you or your other officers?

Mr. Woods. Well, various endeavors developed in the light of

various sets of facts, and an agreement eventually was reached as to

the interests of all the underwriters, including Harris, Hall.

Mr. NEHEMRIs. Has not The First Boston Corporation had occasion

to intervene with the manager of an underwriting group in order to

get Harris, Hall & Co. included in a syndicate?

Mr. Woods. Yes; I believe we have done that.

Mr. NEHEMRIs. Do you know in which syndicate?

Mr. Woods. I can’t tell you right offhand.

Mr. NEHEMRIs. If I told you the Los Angeles Gas & Electric Co.

syndicate, would that refresh your recollection?

Mr. Woods. Yes; definitely, it would. I remember we did have

some discussion with Blyth & Co. about the inclusion of Harris, Hall.

Mr. NEHEMRIs. Blyth & Co. was the leader of that financing?

Mr. Woods. That is my recollection.

Mr. NEHEMRIs. This morning, Mr. Chairman, may it please the

committee, Mr. Leib was good enough to stipulate concerning the

authenticity and identification of certain letters which I propose to

offer at this time. I would like to read from one letter to Mr. Harry

M. Addinsell, chairman, executive committee, The First Boston Corpo

ration, 100 Broadway, New York, from Mr. Charles E. Mitchell,

chairman of the board of Blyth [reading from “Exhibit No. 1628–5”]:

Referring to our talk this afternoon regarding the underwriting of $40,000,000

Los Angeles Gas & Electric Corp. First and General Mortgage bonds, series of

4s, due 1970, now in registration, it is agreed that your underwriting position

in this business shall be revised from $3,000,000 to $2,500,000, and that this differ

ence of $500,000 shall be offered to Harris, Hall & Company, 111 West Monroe

Street, Chicago, which has been done by letter today.

The remaining documents are confirmations between the respective

parties to this arrangement. The letters are offered.

Acting Chairman REECE. They may be admitted.”

(The documents referred to were marked “Exhibits Nos. 1628–1 to

1628–8” and are included in the appendix on pp. 11710–11712.)

*Mr. Woods subsequently submitted the information requested. See “Exhibit No. 1696,”

introduced December 19, 1939, and appearing in appendix, p. 11826.

*Additional material on this, subject was, offered in evidence on December 14, 1930,

See “Exhibits Nos. 1640–1 to 1640–4,” appendix, p. 11746.
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MR. ADDINSELL's RECORDS OF THE FIRST BOSTON CORPORATION PARTICIPATIONS

Mr. NEHEMRIs. Does not Mr. Addinsell, chairman of your execu

tive committee, make a practice of keeping notations of the participa

tions which The First Boston Corporation receives in the originations

of other banking firms?

Mr. Woods. Yes; he does for his personal edification.

Mr. NEHEMKis. And of the participation ceded by First Boston

to other firms from its originations?

Mr. Woods. I believe that is included in his record.

Mr. NEHEMRIs. And these records also contain notations with re

spect to estimated syndicate profits and comments thereon 8

Mr. Woods. That I do not know.

Mr. NEHEMR1s. Do you know whether these records to which I

º ºferred are generally called in your shop “the little black

Ooks”?

Mr. Woods. I don't know whether they are generally called “the

little black books.”

Mr. NEHEMRIs. What do you refer to them when you have occa

sion, if you do, to refer to these records?

Mr. Woods. I think I probably refer to them as Mr. Addinsell's

records of participations.

Mr. NEHEMRIs. I hand you two volumes of the so-called little

black books. Would you look at them and tell me whether you have

ever seen them before?

I should say that when Mr. Addinsell was good enough to make

these available to the subpena of this committee, they were bound

in black covers, and the originals having been returned, they are now

in the more mundane covers of the commission.

Mr. Woods. Yes; I recognize them.

Mr. NEHEMRIs. Have you seen those before?

Mr. Woods. That is right.

Mr. NEHEMRIs. Now, let me just show you a typical record from

ºne of these entries. It happens by chance to be Harris, Hall & Co.

Will you examine this ...'tell me what the various notations are?

Mr. Woods. This apparently is a record of the participation of

ºur firm in issues headed by Harris, Hall.

Mr. NEHEMRIs. Well, what are the various notations? Suppose

You start at the beginning.

Mr. Woods (reading from “Exhibit No. 1630”): On March 26, 1936,

Iowa Electric Light & Power Co., 4's, 1955, total principal amount

$3,000,000. Harris, Hall participation, stated in percentage, 36.8 per

... First Boston Corporation participation stated in percentage,

ºpercent; in dollars, $1,325,000. Estimated syndicate profits, $21.

*... Under the heading “Comments” the notation is made “In previ
mus issue.”

Mr. NEHEMRIs. That is enough, just as an indication.

May I have that back, please?

Now, can you tell me, Mr. Woods, of your own personal knowledge

whether it is customary for other banking houses to keep similar

ºrds of business ceded to other houses and the reciprocity in turn
*eived from other houses?

Mr. Woods. I have no personal knowledge of other houses keeping

*ords such as Mr. Addinsell keeps.
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Mr. NEHEMRIs. I have before me four sheets pertaining to Harris,

Hall & Co., and I note that Central Maine Power Co. 4's of 1960,

amount $15,600,000, First Boston participation 20.7 percent, Harris,

Hall's participation 3.2 percent, the amount of the participation being

$500,000, contains this comment: “Succeeded Harris Trust interest”;

and I note in the next issue of 11–21–35, Kansas Power & Light Co.,

4%’s of '65, $30,000,000 amount; First Boston participation 22.5 per

cent; Harris, Hall participation 1.7 percent; amount of the partici

pation $500,000; comment: “Succeeded Harris Trust interest.”

Skipping along, I find 4–6–36, California, Oregon Power Co. 4's,

and so on; comment: “Harris Trust interest.” Narragansett Electric

Co. with the various entries similar to the one I have read, “Harris

Trust interest.”

Southern Kraft Corporation, and so on, “Harris Trust in parent

company financing.”

Now, Mr. Wools, I repeat to you the question I asked you earlier.

Has not Harris, Hall & Co. attempted to claim and has it not claimed

successfully, the old arrangement which existed between your prede

cessor organization and the Harris Trust & Savings Bank?

Mr. Woods. In point of fact, Harris, Hall hasn’t made any such

claim, Mr. Nehemkis. I would like to say to the committee that at

the time your representative came into our office and approached Mr.

Addinsell on the subject of borrowing this book of records that he

keeps, both Mr. Addinsell and myself pointed out that these records

had nothing to do with The First Boston Corporation. There is no

member of the buying corporate underwriting department that passes

on these comments that go in there. I subsequently discovered that

most of the entries are all made by Mr. Addinsell's secretary and I

wouldn’t even hazard a guess as to the authorship of most of those

comments. Speaking for The First Boston Corporation, I say to you

frankly that the Harris, Hall people made no claim of a continua

tion of the arrangement that existed between the Harris Trust and

Harris, Forbes & Company up through 1930. It is true that we in

our organization recognizing that Harris, Hall has a very definite

standing among the highest in the Middle West and has an adequate

capital, do use our efforts insofar as we reasonably can, to see to it

that they have a place in underwriting where it is possible to do so.

That is by no implied or written agreement, though. It is by reason

of no implied or written agreement.

Mr. NEHEMRIs. Mr. Woods, did I understand you to say that your

impression is that Mr. Addinsell’s secretary made these entries?

Mr. WooDs. That is as I understand it.

Mr. NEHEMRIs. You mean the secretary, whoever she be, of her

own volition, goes to these little records and makes notations without

any instructions?

Mr. WoODS. I explained to your man when he came to take these

books, as did Mr. Addinsell, that these were in no sense official rec

ords of The First Boston Corporation. I pointed out clearly that I

had no opinion as to whether the notations with respect to each firm

named were complete, or incºmplete, and I had no way of saying that
the percentages that other firms had in our business or we had in

other firms’ business was accurate. I said we kept those records as

* See “Exhibit No. 1630,” appendix, p. 11716.
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a firm matter elsewhere. This is a book that Harry Addinsell keeps,

as I said a few moments ago, for his own edification and it was given

to your man, who has just recently left the room, with that express

understanding. -

Mr. NEHEMRIs. Do you wish the committee to understand, Mr.

Woods, that a responsible, important person like Mr. Addinsell merely

amuses himself by occasionally making entries in books and that

otherwise these entries which are rather clearly labeled and con

cerning which you have identified them, “Percentage Participation,

Estimated Syndicate Profit, Comments,” are merely the idle amuse

ment of a rather busy person?

Mr. Woods. No; I don't wish to imply they are the idle amuse

ment of a rather busy person, but I do want to have perfectly clear

that they are not the official records of The First Boston Corporation.

Mr. NEHEMRIs. Assuming they are not the official records of The

First Boston Corporation, would you care to venture a guess, as to

what the purpose is in keeping these notations? What significance

is there to these notations? Why should Mr. Addinsell feel it nec

essary to make these entries, and as you have observed, these are two

fairly voluminous volumes, and from our examination they concern

every underwriting house in America. What do you suppose Mr.

Mºll wants to make these entries for if they have no signi

cance?

Mr. Woods. Well, I have discussed the matter with Mr. Addinsell.

Mr. NEHEMRIs. Before your testimony ?

Mr. Woods. I beg your pardon

Mr. NEHEMKIs. You said you discussed the matter with Mr. Ad

dinsell, and I just asked, Before this testimony you are now giving?

Mr. Woods. At the time your man came into our office.

Mr. NEHEMRIs. What did Mr. Addinsell indicate was the purpose

of these notations?

Mr. Woods. Well, he didn't make clear to me what the purposes of

the notations were.

Mr. NEHEMR1s. Then the committee is to understand, Mr. Woods,

that the senior officer of your organization keeps fairly careful and

Precise records, going back many years, and with contemporaneous

nºtations of participations given to other firms, participations re

(eived by The First Boston Corporation, syndicate profits, comments

on the historical origins of those businesses, for his own edification

And that that has no bearing upon the business relationship of your

house. Is that what you want the committee to understand? I

Want to be thoroughly clear about that, Mr. Woods.

Mr. Woods. May I have the reporter read that question?

(The reporter read back the immediately preceding question of

Mr.Nehemkis.)

tr. Woods. By “no bearing on the business relationship of my
house.” I presume you mean with the names listed?

T. NEHEMRIs. I will give you a concrete illustration of what I

"derstand might happen.

Mr. Addinsell and your associates are in the process of starting a

F. of syndication. You have a rough idea of the number of

* You want to include in it. Now, if this thing has any signifi

ºte, the first thing Mr. Addinsell would want to do would be to

"fºrback here to see whether he is under some reciprocal obligation,

**º
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in view of the fact that business has been ceded to First Boston by

other houses, and he will then find what his obligation is. He got this

business from so and so, or he received this business from this house,

therefore he may be under an obligation to include that house in his

origination. Does that sound plausible to you?

Mr. Woods. It is entirely plausible.

Mr. NEHEMRIs. But you don't know whether it is a fact?

Mr. Woods. On the contrary, I know that it is completely at var

iance with the facts, Mr. Nehemkis. We explained to the gentleman

from your office, whose name escapes me, that came in to get this

book for the purposes of having it photostated, that that very morn

ing, as a mere coincidence, those of us in the buying and selling end

of the business who were particularly interested had sat around and

worked up, together with the sellers of the securities, a syndicate for

an issue which we proposed to register the very next day. In point

of fact, the issue was not registered and probably will not be regis

tered until the turn of the year, but we said at the time, which was

the fact, that we didn't refer to this book at all. In point of fact, I

say to you that as a group of executives in our board meetings, to the

extent we discuss makeups of syndicates in the board meetings, we

never refer to this book.

Mr. NEHEMRIs. Let me read you from the entry under the name,

“Morgan Stanley & Co., Participation of The First Boston Corp. in

Issues Headed by Morgan Stanley & Co.” Then, as the committee

will recall from Mr. Woods’ explanation, the various captions appear.

The important things here are the comments [reading from “Exhibit

No. 1631”]:

Ohio Edison Company in previous issue: Central New York Power Corporation,

in old Utica Gas & El. issues; Consolidated Edison Co., Inc., of New York, in

previous issue—

and so on, all comments on the relation of The First Boston Cor

poration or its predecessors to that business.

Do you suppose that Mr. Addinsell merely instructs his secretary

to fill up that space and those comments are without significance?

Or do you wish the committee to understand that those comments

really have significance because they indicate the extent to which

your firm is under a reciprocal obligation to Morgan Stanley & Co.,

Inc., or any other firm that has ceded your house business and to

whom you must in turn cede business?

Mr. WoODs. Mr. Nehemkis, what I have said over the last 15

minutes with respect to the manner in which we conduct our busi

ness and set up these underwriting groups in consultation with the

issuing companies are the facts and I really have nothing more to

say about what the committee may understand from these papers.

Mr. NEHEMRIs. Mr. Chairman, I don’t, think it is necessary to

print these two voluminous volumes. I think it will be satisfactory

for the purposes of the record if we offer samples as illustrations of

the larger content.

.."; Chairman AviLDSEN. I think so. Have you selected the

stum I) 16S : -

Mr. NEHEMRIs. I have, sir. And I offer five sheets dated as of

February 28, 1939, headed, “Underwriting Participations * * *

by the various firms in business, headed by The First Boston Cor
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poration.” The second column contains this notation: “The First

Boston Corporation's participations in business headed by the re

spective underwriting houses.” There then appears the list of names

and the dollars of the respective amounts.

I offer these five pages.

Acting Chairman AVILDSEN. They may be received.

(The pages referred to were marked “Exhibit No. 1629.’ and are

included in the appendix on p. 11713.)

Mr. NEHEMRIs. I now offer four sheets pertaining to Harris, Hall

& Company, concerning which testimony has been given.

(The sheets referred to were marked “Exhibit No. 1630” and are

included in the appendix on p. 11716.)

Mr. NEHEMRIs. And I now offer eight sheets pertaining to partici

pations received in Morgan Stanley & Co. Incorporated originations.

(The sheets referred to were marked “Exhibit No. 1631” and are

included in the appendix on p. 11717.)

Mr. HENDERSON. What is to be the disposition of these books, Mr.

Nehemkis? I can readily see that they would be of tremendous

value to competing houses, and have no purpose, I believe, to be

served here.

Mr. NEHEMRIs. May I suggest that the committee impound these

volumes and keep them in its own possession.

Mr. Woods. Mr. Henderson, there is nothing in these books that

isn't to be found in the registration statement covering the various

Security issues.

Mr. HENDERSON. All this work has been done, but might I just say

that the last column of the notation—do we have a column il. that,

Mr. Bane?

Mr. Woods. The last column wouldn't be covered. I withdraw that.

Mr. HENDERSON. We don’t attempt to trace who had the previ

ous piece of business and what the shares were, I believe.

Mr. BANE. A great many of these weren't registered. They were

prior to that time.

Mr. HENDERSON. I am not suggesting that there is anything sinister

in these volumes. I am suggesting that they would be highly valuable

to other people in the business. I don't believe we ought to make

them generally available.

Mr. Woods. Let me say for my firm that as far as we are concerned

"º in the business could look at them.

..HENDERson. If that is your attitude, it is strange that we had

such difficulty in getting them.

Mr. Woods. Mr. Henderson, the reason that there was difficulty

about getting these books was because Mr. Addinsell considered them

his personal property and we went to great pains to make it clear to

Mr. Nehemkis' group with whom we had no other even small differ

ences of opinion—we worked along very well—that this was not infor

mation from the files of The First Boston Corporation, and I didn't

Realize it was going to be discussed at this length here today, and I

Just really want to have that quite clear because it was clear at the

time the books were taken.

Mr. NEHEMRIs. Mr. Henderson, I think the record should clearly

show that what Mr. Woods has said is correct. I think my staff has

º the mºst cordial relations with Mr. Woods and his associates, and

at The First Boston Corporation has cooperated with us fully and to



*

11534 CONCENTRATION OF ECONOMIC POWER

every extent possible. It is also correct that it was told to a member

of the staff that these two volumes were the personal property of Mr.

Addinsell and that if we desired them for purposes of this study they

would be furnished to us under subpena. This committee duly upon

request issued a subpena for these volumes. However, when the time

came for serving the subpena—you bear me out on this, Mr. Woods, if

you will—Mr. Addinseil voluntarily relinquished them and no sub

pena was served upon him.

I think that is a correct statement of the facts. Is that so, Mr.

Woods?

Mr. Woods. That is wholly correct.

Acting Chairman AvH.DSEN. The committee will recess for a couple

of minutes to discuss the matter of whether these shall be admitted

into the record. Will you just stay there, Mr. Woods?

º: recess.)

cting Chairman AVILDSEN. The committee will be in order.

Acting Chairman AVILDSEN. We will resume the hearing. Mr.

Henderson, will you please state for the benefit of the record your

lºaning of these sample pages from Mr. Addinsell’s “little black

book”?

Mr. HENDERSON. I understand that there is no objection if the

entire record is made available, as suggested.

Acting Chairman AVILDSEN. You mean to say Mr. Addinsell so

expressed himself, or his counsel?

Mr. HENDERSON. His counsel.

Mr. NEHEMRIs. To be correct, Mr. Arthur Dean, of Messrs. Sulli

van and Cromwell, who is representing Mr. Woods, has so indicated.

Isn’t that correct?

Mr. Woods. That is correct, and I will confirm that. There is no

secret about any figure that is in these papers that were given to the

committee, and I see no reason for treating them in a confidential

fashion. If there is some mechanical objection to including them in

the record, that is another question entirely.

Mr. HENDERSON. I was about to suggest, in order to save burdening

the record, that we use the sample pages and place the rest of it

in the committee's files as we do with similar documents.

Acting Chairman AvildsEN. Then the reporter will include these

three sets" of sample pages in the record.

Mr. Woods. May I make one comment, Mr. Nehemkis, before we

leave this part of our discussion? It may have been left in the com

mittee's mind through the series of questions and answers that there

was the possibility of some connection between the fact that Stone &

Webster, Inc., own a block of stock which is, as I pointed out, less

than 4 percent of the total of our stock, and the fact that that is a

list of our underwritings in which Stone & Webster have had par

ticipations, and I would like to make perfectly clear in the minds

of the committee that those of us who fix the participations have

given consideration to fixing them from time to time, to Stone &

Webster's capital and their ability to distribute, and their general

standing in the business. To my personal knowledge, Stone & Web

ster and Blodget have never made a request for a participation in a

1 “Exhibits Nos. 1629, 1630, and 1631.” The rest of the books are on file with the

committee.
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piece of business which we were handling, and mentioned or implied

or suggested the ownership of that stock as being a factor in their

making the request.

RELATION OF ALBERT W. HARRIS TO THE FIRST BOSTON CORPORATION AND TO

SOUTHERN CALIFORNIA EDISON CO.

Mr. NEHEMRIs. Mr. Woods, I show you a photostat of a letter to

John R. Macomber, Esq., 1 Federal Street, Boston, Mass., from Mr.

Albert W. Harris, dated August 6, 1934. Will you be good enough to

to tell me whether this is a true and correct copy of the original in

your files?

Mr. Woods. It is.

Mr. NEHEMKIS. It is offered in evidence.

Acting Chairman AvLLDSEN. Admitted.

(The letter referred to was marked “Exhibit No. 1632” and is

included in the appendix on p. 11721.)

Mr. NEHEMRIs. I should like to read a paragraph from that letter

[reading from “Exhibit No. 1632”]:

I note what you have to say in connection with the Southern California

Edison and Mr. Walker.

The committee will recall that I previously offered and read from

a letter" referring to Mr. Walker's then pending visit to the west

coast to see Mr. Bauer about this business [reading further from

“Exhibit No. 1632”]:

I think I will repeat to you what I said to Mr. Walker. I told him that

we were not out of the investment business, that we proposed to do as much

bond business as we could do, that in the past six months we had done more

municipal bond business than we ever had in any six months before, that we

expected the Banking Law and the Securities Law to be changed so that the

investment houses and banks could do more business, and that, while it might

be necessary and desirable for us to make new connections, we did not propose

to make any until we were off with the old ; certainly we did not propose to help

anybody who did not help us and if he wanted us to do anything for him he

would have to do something for us first; that we were in the municipal bond

business and the banking business and we wanted more trust business such as

appointments as active trustees under mortgages, transfer agents and registrars

for stock issues, and anything we could legitimately do, we expected to use our

influence to help anybody that would use their influence to get business for

us of the kind we could handle; that up to date we had not severed our con

nections with the old Chase Harris Forbes crowd; that we had not got down

to considering any of the present rules and regulations very seriously, as we

were confident they would have to be changed before business would improve;

and incidentally, as far as the Southern California Edison and the San Diego

situation were concerned he could talk to Mr. Bauer or he could talk to me and

it did not make any difference which one he talked to, because he would be

talking to the same fellow.

|Laughter.]

Now, Mr. Woods, according to Mr. Harris’ philosophy, if an invest:

ment banking firm placedj with his bank in the way of

deposits, trustee, or transfer agent business, and so forth, Mr. Harris

was prepared to use his influence with corporations to obtain busi

ness for that investment banking firm. That would appear to be

correct, would it not?

*

*See “Exhibit No. 1625,” appendix, p. 11705.
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Mr. Woods. Well, I dare say Mr. Harris would throw into the

scales his judgment of the ability of the given investment banking

firm to do the job in mind.

Mr. NEHEMRIs. And if Mr. Walker expected to do any business

with the Southern California Edison people, he would have to do

something, apparently, first for Mr. Harris. In other words, as far

as Mr. Harris was concerned, it was a case of “cash on the barrel.”

In the letter which I have just read, Mr. Harris said, “that up

to date we had not severed our connections with the old Chase Harris

Forbes crowd.” Did this mean that the close working relationship

between the two groups was still operative, despite the fact that the

Banking Act had barred the Harris Trust & Savings Bank from

underwriting activities?

Mr. Woons. Well, Mr. Nehemkis, I suppose that Mr. Albert Harris

and Mr. John Macomber have been intimately associated with each

other in a business way for at least 40 years, and probably closer to

45 years, and a relationship of that sort which has been a happy

one over such a long period of time obviously is not going to ".
severed overnight. I don’t know what was in Mr. Harris' mind

when he wrote this letter, but knowing Mr. Harris reasonably well I

think the phrase to which you refer merely means that he knows the

people in the old Chase Harris Forbes organization, he knows the

way their minds work and their ability, and he probably means that

he proposes to continue to do business with them at least for the

present.
-

Mr. NEHEMRIs. In the letter from which I have been reading, Mr.

Woods, Mr. Harris said [reading from “Exhibit No. 1632”) :

As far as the Southern California Edison and the San Diego situation were

concerned he

Burnett Walker–

could talk to Mr. Bauer or he could talk to me and it did not make any differ.

ence which one he talked to, because he would be talking to the same fellow.

Now, Mr. Bauer is president of the Southern California Edison Co.,

and, I assume, a responsible official of that company?

Mr. Woods. And Mr. Albert Harris, if my memory serves me, is

the oldest director of Southern California Edison Co., and his asso

ciation with it dates back many; many years; it certainly antedates

Mr. Bauer's incumbency as president by many years. My recollection

is that Mr. Bauer 25 years ago was one of the junior members of the

legal staff of the Southern California Edison Co., subsequently left,

and went into the practice of law independently; and I am quite

sure that when Mr. Bauer was a younger man in the legal division

of the Edison Co., Mr. Harris made his acquaintance, I judge that

Mr. Harris is using that rather picturesque way of saying that he and

Mr. Bauer, respect, each other's judgment and enjoy a very close

personal relationship.

Mr. NEHEMRIs. Mr. Harris was also at that time either president

of the Harris Trust & Savings Bank or chairman of the board?

Mr. Woods. Either one or the other, although it is fair to say that

the active management of the bank at this time was in the hands of

Mr. Howard Fenton, and I believe Mr. Fenton was president of the

bank at this time.
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Mr. HENDERSON. Mr. Woods, I could go further toward accepting

your explanation about Mr. Bauer and Mr. Harris were it not for

some of the clauses that precede, namely, “that up to date we had not

severed our connection with the old Chase Harris Forbes crowd;

that we did not get down to considering any of the present rules and

regulations very seriously.” I mean, if it were taken separately, I

think I could get this elder-junior relationship and this talking to

the same fellow, though perhaps not so readily as you do. But

it seems to me very plain that what Mr. Harris is saying is that “We

are still in this thing, and you talk to me as you always have about

the disposition of this business.”

Mr. NEHEMRIs. Well, Mr. Commissioner, there was a question that

occurred to me. It grows out of the same point you raised, and I

wonder if Mr. Woods could enlighten me upon it. Is it customary—

and you have had considerably more experience than I have in finan

cial matters—for directors to be going around and telling bankers,

“You don't have to speak to the president, you speak to me. I am his

alter ego.” Is that customary?

Mr. Woods. Of course, it is not customary, Mr. Nehemkis, and I am

quite sure that a relationship such as the one that Mr. Harris enjoys

with the Southern California Edison Co. is even less customary. Mr.

Harris, as I say, is probably the oldest member of the board of direc

tors of the Edison Co., not only in point of years, but in point of

years of service as a director.

Mr. HENDERSON. But it does say that anybody who wants to do

business with us better be prepared to give us something we could

legally take, does it not? In other words, if you want to do business

ºn this particular item, we have to have a quid pro quo of some kind,

.# way of trusteeships, transfer agencies, registrarships, and so

Orth.

Mr. Woods. Well, Mr. Commissioner, your interpretation of this

Paragraph is just as good as anybody else's; certainly just as good as

line. But I would like to suggest you read the entire letter because

if my memory serves me, most of it is taken up with the discussion

ºf the relative merits of Arabian horses and kindred subjects and it

is a chatty letter from one old friend to another old friend, and I

am certain if Mr. Harris thought it was going to be subjected to the

minute scrutiny that it is receiving here, he would have been very

much more careful. [Laughter.]

lº connotation of this paragraph should be taken for the entire

etter.

Mr. HENDERSON. I have read the letter and it is a good salty letter.

In fact, I think he is one of the best letter writers we have had before

this committee in absentia.

Mr. NEHEMRIs. Mr. Woods, I show you a copy of a letter from the

Harris Trust and Savings Bank, by Mr. Howard Fenton, addressed

to Harry M. Addinsell and ask you to tell me whether it is a true

*ścorrect copy of an original in your possession?

Mr. Woods. It is.

Mr. NEHEMRIs, I show you a letter to John R. Macomber, from

Duncan R. Linsley, dated May 16, 1935, and ask you to tell me

whether you recognize this as being a true copy?

Mr. Woods. I do.
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Mr. NEHEMRIs. And I show you a letter from B. W. Lynch of H.

M. Byllesby & Co., addressed to Mr. Linsley, and ask you to tell me

whether you recognize this as being a true copy.

Mr. WoODs. It is.

Mr. NEHEMRIs. I ask, Mr. Chairman, that the three letters just

identified be offered in evidence.

Acting Chairman AviLDSEN. Without objection, they may be

admitted.

(The letters referred to were marked “Exhibits Nos. 1633 to 1635”

and are included in the appendix on pp. 11722–11723.)

Acting Chairman AviLDSEN. Mr. Nehemkis, could you tell the com

mittee about how much more time you will require for this witness!

Mr. NEHEMRIs. I am going to try to finish in as short order as

I can. -

Acting Chairman AvH.DSEN. Any estimate?

Mr. Nemºiris, if you press me, sir, let's make it 20 minutes.

Acting Chairman AvH.DSEN. That will conclude the hearing today?

Mr. NEHEMRIs. That will conclude the hearing today; yes. I offer

the seven documents previously identified from the files of Lehman

Brothers.

Acting Chairman AviLDSEN. They may be admitted.

(The seven documents referred to were marked “Exhibits Nos.

1636–1 to 1636–7” and are included in the appendix on pp. 11723–

11726.)

Mr. NEHEMRIs. Now, in the letter from Mr. Fenton of the Harris

Trust Bank to Mr. Addinsell, of which I show you a copy—suppose

I give you it so you may follow it—I note that Mr. Fenton writes

as follows, in the second paragraph of that letter [reading from “Ex

hibit No. 1633”]:

H. M. Byllesby & Company and their allied corporations keep substantial

balances with the Harris Trust and Savings Bank and it certainly is good busi

mess for us to do everything we possibly can for them.

This would indicate, would it not, one of the advantages to be

derived by an investment banker in keeping a substantial deposit

account with a bank?

Mr. Woods. Well, it would only indicate that if you assume the

bank has some ability to function in behalf of the investment banker.

Mr. NEHEMRIs. Are such favors generally expected by investment

bankers who keep substantial deposit accounts with a bank?

Mr. Woods. They are not expected by my firm.

Ml. NEHEMKIs. Have you any personal knowledge as to whether

other banking houses might expect such favors?

Mr. Woods. No; I do not have.

Mr. NEHEMKIS. Generally speaking, Mr. Woods, is not the choice

of which bank is to serve as registrar, transfer agent or trustee left

to the investment banker who has been primarily responsible for

setting up the syndicate and handling the underwriting?

Mr. Woods. No; I wouldn't say that generally ºing that was

true. In more recent years, the reverse is more generally true. The

commercial banks are very diligent in pursuing issuing companies,

with respect to those jobs. And I think it is becoming more and more

customary for the issuing company to designate its trustee, its trans

fer agent, and its registrar.

Mr. NEHEMKIS. Let me read you from a letter just offered, from

Edward J. Frost, of Wm. Filene's Sons Co., to Paul M. Mazur of
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Lehman Brothers, 1 William Street, New York, August 6 [reading

from “Exhibit No. 1636–1”].

What arrangements are suggested with respect to Registrars and Transfer

Agents for the new Federated Preferred Stock?

In this connection, the Old Colony Trust Company and The First National

people, Boston, would like to act as Transfer Agents and Registrars, respectively.

And Mr. Mazur's reply [reading from “Exhibit No. 1636–2”]:

Ten days ago I spoke to Jack Kaplan on the telephone in reference to regis

trarship and transfer agency for Federated.

Note the next sentence:

Generally speaking, the choice of these two offices is usually left to the

banker. Jack Kaplan told me that it was quite satisfactory for us to go

ahead and name both registrar and the transfer agent. In line with that, we

have selected J. P. Morgan & Co. as transfer agent, and have not yet reached

a conclusion about the registrar.

So that at least one banker does think it is one of the functions

of an investment banker to have something to say about who is to

be the registrar or transfer agent.

Mr. Woods. You have apparently uncovered a difference of opin

ion between Mr. Mazur and myself. What is the date of that letter?

Mr. NEHEMRIs. August 6, 1936.

Mr. Woods. Well, as I said -

Mr. NEHEMKIS. (interposing). The reply was August 10, 1936,

and while we haven’t time for it, the record will show in connection

with other letters that I have offered, dated June 26, 1937, March 3,

1938, February 28, 1938, June 20, 1938, that other bankers in your

profession apparently think that a banker has something very specific

to say about who gets a trusteeship.

As an indication of what other bankers think, I wish to read to

". a memorandum, the authenticity of which has been stipulated to

y Mr. Harold L. Stuart, under date of December 13, 1939. This is a

memorandum to Mr. F. K. Shrader, Chicago Office [reading from

“Exhibit No. 1637”]:

Samuel Armstrong, a Vice President in the Corporate Trust 1)epartment

ºf the Chase whom I have known for a long time, telephoned today regard

ing the new issue of Public Service Company of Northern Illinois, which

explained my wire to you. He inquired first whether the Bonds would be

issued under a new mortgage and apparently we do not know the answer

in this office. He then said that, of course, he was looking for trust business

and in the event that there will not he a new mortgage, he wants to go after the

New York paying agency job, unless we should be figuring on it for ourselves

in which case he would do nothing about it * * *

If there is no conflict with our interests, he has in mind having his man in

º see what he can do and will you please wire me what I should say to

m.

I offer this memorandum in evidence, Mr. Chairman.

Acting Chairman REECE. Without objection, it will be admitted.

(The memorandum and the accompanying letter of stipulation were

º,* No. 1637” and are included in the appendix on

p. -

Mr. NEHEMRIs. Mr. Woods, I show you a number of documents

which purport to come from the files of The First Boston Corpora

*S* “Exhibit No. 1669,” appearing in Hearings, Part 23, appendix. p. 12210, for*upplementary information on#ºs. 1637.” g
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tion. Will you be good enough to examine them and tell me whether

they are true and correct copies?

Mr. Woods. They are

Mr. NEHEMRIs. They are true and correct copies?

Mr. Woods. That is right.

Mr. NEHERIs. They are offered in evidence.

Acting Chairman AviLDSEN. Without objection, they may be

admitted.

(The documents referred to were marked “Exhibits Nos. 1638–1 to

1638–5” and are included in the appendix on pp. 11727–11730.)

PREPARATION OF SOUTHERN CALIFORNLA EDISON CO. SYNDICATE

Mr. NEHEMRIs. About March 2, 1935, after a considerable period of

negotiation about Southern California Edison financing, your people

began to consider the problem of syndication and the various houses

that you would include in the group. I show you, Mr. Woods, a

document obtained from the files of your company, showing various

syndicate percentage participations of the houses that you were con

sidering. Is this a true and correct copy of an original in your

possession?

Mr. WOODS. It is.

Mr. NEHEMRIs. Are you familiar with that sheet?

Have you ever seen it before?

Mr. Woods. Yes; I have seen it before.

Mr. NEHEMRIs. Now, I note, Mr. Woods, that you have included

20 houses in your tentative list, and against these houses you have

indicated certain order of appearances, and then you have indicated

apparently in the first typewritten draft, percentage of participations

and dollar participations, and then apparently, your syndicate man

ager has had occasion to make various changes and readjustments.

Very briefly, will you indicate to the committee how it happens that

the various changes take place. By way of suggestion to you, are

there conversations between your syndicate manager and other houses

as to whether or not the percentage to be allotted is satisfactory,

discussions back and forth on that phase?

Mr. Woods. Well, the answer to that is technically, yes. But those

discussions have very little, if any, effect on the participations. This

list that you have, which is from our files, is a very preliminary draft

of an underwriting group which was prepared in connection with

many discussions with Mr. Bauer, the president of the Southern

California Edison Co., in the early part of 1935. It contemplates

total underwriting of $68,000,000, whereas the issue in fact was

$73,000,000, so that that would date this particular list, perhaps

three or four weeks in advance of the actual filing of the registration

statement.

In this particular situation, Mr. Bauer, the president of the com

pany, had a few fixed and definite ideas of his own, and he indi

cated early in the proceeding that he was going to rely on us with

respect to syndicate matters, primarily to inform him with respect

to the financial ability and the ability to perform in the matter of

distribution of the various bankers.

1 “Exhibit No. 1639–1,” appendix, p. 11730.
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Mr. Bauer encouraged members in the investment banking frater

nity to come and discuss the contemplated financing with him, it

being his point of view that he was desirous of personally forming

an opinion of the various houses by discussion with their partners.

I don't know just who actually made the numerous changes indi

cated on this list. I don't recognize the handwriting, but the list

was arrived at ultimately in discussion between Bauer on the one

hand and myself on the other, and I had the benefit of the point of

view of my associates who were, of course, in the East at the time,

and I communicated with them quite frequently.

Mr. NEHEMKIs. Mr. Woods, is it customary for your people who

work up the syndication to keep a series of records similar to the

one that we have been examining?

Mr. Woods. No; it is most unusual.

Mr. NEHEMRIs. This is rather an unusual document?

Mr. Woods. That is right.

Mr. NEHEMKIS. What do you do with your preliminary records

º you get these various scratchings on the paper? Do you destroy

them :

Mr. Woods. Dispose of them; after all, the only one that is im

portant is the final one.

Mr. NEHEMKIs. Now, one statement in your testimony of a moment

ago, if I understand you correctly, you said Mr. Bauer had not exer

cised any particular interest or veto power over the make-up of the

syndicate,|. left it pretty much to your people?

Mr. Woods. No; you misunderstood me. I said that he was very

much interested in the make-up of the underwriting group and en

couraged bankers to come to him, although he indicated early that

he was going to leave us the business of checking up on the financial

ability and the ability of the people to distribute. He wanted our

judgment on that question.

Just generally, I would like to say, on the subject of the syndicate,

as far as The# Boston Corporation is concerned, that our method

of approach results in a great many of these preliminary drafts of

a syndicate, all of which, as we have pointed out, are ultimately

destroyed, because there is no real purpose in keeping them.

Our buying department, the officer in the buying end of the busi

less—that is, the man in charge—invariably prepares a preliminary

list. Similarly, the selling-department people prepare a list. The

two lists are worked over and finally, after the buying and selling

end of the business come more or less into an agreement on the

make-up of the list, it is discussed with either Messrs. Macomber,

Addinsell, or Pope for their final approval.

The matter is discussed with the company through the buying

department as a running, continuous thing. You, of course, un

º; have in mind as the result of your very complete exami

lation of our business that during the period of preparation of the

of underwritings, officers of the company, directors of the com

pany, and officers and directors of that firm which has been desig

intº as the syndicate manager, are simply besieged by requests for

Participations, and the question of working those things out is not

eft to any one person. They are always worked out in meeting by

Various departments in our firm and the issuer.
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Mr. NEHEMRIs. Mr. Bauer, as a matter of fact, had a very active

part in the make-up of the syndicate. For example, as I recall it, he

objected to several underwriting houses being included. He didn't

want Bonbright or Byllesby in the group, and he called your specific

attention to the fact that you had omitted the Pacific Co.

Mr. Woods. Mr. Bauer has a very definite point of view about any

thing he is associated or identified with, and anybody that is in the

immediate neighborhood never has any misunderstanding of what

his point of view it, and he did have a lot to do with the make-up

of that syndicate.

Mr. NEHEMR1s. Would you venture to say, Mr. Woods, that it

should be the active duty of corporate management to concern itself

with the make-up of a syndicate rather than leave it to the exclusive

judgment of a banking house?

Mr. Woods. I definitely think that, and I furthermore think that

has gotten to be a quite general practice.

Mr. Neimſkis, in other wor s, there is a trend in that direction?

Corporate management is assuming more and more of an active part

in the make-up of the syndicate list?

Mr. Woods. There was a trend in that direction, and I think that

objective has been pretty much achieved.

Mr. NEHEMRIs. Now, Mr. Woods, I show you a document from

your files showing the historical participants in the business of the

Southern California Edison Co. on the 5's of 1952 which were offered

in 1927, and will you be good enough to tell me whether this as a

true and correct copy of an original in your custody and possession?

Mr. WOODS. It is.

Mr. NEHEMRIs. And while you have that list in your hands, will

you be good enough to read off the percentage allotments that were

given to the group on that early offering?

Mr. Woops. This offering, which was made in the middle of Sep

tember 1927, indicates Harris, Forbes & Co. with an interest of 30%,

E. H. Rollins & Sons, 30%; National City Co., 10%; Coffin & Burr,

3%; First Securities Co. of Los Angeles, 7%; Blyth, Witter & Co.,

4%; Wm. R. Staats of Los Angeles, 4%; Security Trust Co. of Los

Angeles, 24%%; American National Bank, San Francisco, 2%; Bond,

Goodwin & Tucker of San Francisco, 7.1%%. -

Mr. NEHEMRIs. Mr. Woods, can you tell me, if you can from mem

ory, the members of the group that composed the 1935 syndicate and

their percentage allotments?

Mr. Woods. I can’t possibly do that from memory.

Mr. NEHEMRIs, Perhaps this will refresh your memory. This is
from your own files.

Mr. Woods. Yes; this does refresh my memory. Would you like

me to read the participations?

Mr. NEHEMRIs. Just give us the names of the members of the 1935

group and tell us as you go along which of those people were in the
earlier group.

Mr. Woods. In April 1935, Southern California Edison had an

issue of $73,000,000 of mortgage bonds. First Boston Corporation

had a 25 percent interest.” We have discussed the connection between

“Exhibit No. 1630–2.” appendix, p. 11731.

*Ibid, also “Exhibit No. 1639–14,” appendix, p. 11737.
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First Boston Corporation and Harris, Forbes & Co., E. H. Rollins &

Sons had a 11%.7% interest; in the '27 business their interest was 30%.

Blyth & Co. had a 10% interest; in the '27 business Blyth, Witter &

Co. had a 4% interest, Brown Harriman & Co. had a 7% "4 interest:

they were not in the '27 business. -

Mr. NEHEMRIs. Did they take anyone's place who was in the '2

business?

Mr. Woods. That is difficult for me to say five years after. My

recollection is that we had Brown in there because they were really

very good people. - - -

Mr. NEHEMkIs. Would you pass me that historical sheet for a

moment? Would you venture the suggestion that Brown was invited

in because you wanted Brown to take the position of National

City Co.2

#. Woods. No; I wouldn't, Mr. Nehemkis.

Mr. NEHEMRIs. That is just pure coincidence?

Mr. Woods. Lazard Frères in the '35 business had a 7%% interest.

E. B. Smith & Co. in the 1935 business had a 71/2% interest.

Mr. NEHEMRIs. May I ask whether E. B. Smith was invited to

take anyone else's place?

Mr. Woods. No; I wouldn’t think so. There is nobody on the old

list that might justify that thought.

Dean Witter & Co. had a 7%-percent interest in the '35 business.

At the time the '27 business was done, Mr. Witter was a partner of

Blyth, Witter & Co. Field, Glore & Co. had a 5-percent interest in

the 35 business. William R. Staats Co. had a 4-percent interest in

the 35 business and that firm had a 5-percent interest in the '27

business. Kidder, Peabody & Co. had a 4-percent interest in the 35

business. Their name doesn’t appear on the previous list. White,

Weld & Co., 4 percent. Their name doesn’t appear on the earlier

list. Coffin & Burr, 3% percent; Coffin & Burr had 3 percent in the

27 business. Pacific Co. of California, 2 percent. Their name does

not appear on the earlier list. Stone & Webster and Blodget, 1 per

cent; their name does not appear on the earlier list.

Mr. NEHEMRIs. I have one more question to ask you, Mr. Woods.

A short time ago, If I understood you correctly, you said that Mr.

Bauer left it to the discretion of your house to check up on the

financial responsibility of the prospective members of the under

writing group that you were considering. How does an underwriter

go about ascertaining that kind of information :

Mr. Woods. Well, there are various ways of having a point of view

about it. Of course, the obvious, the most straightforward way is to

ask the partners of the house concerning which the question is raised

for a statement of their condition.

Mr. NEHEMRIs. Do you ever have occasion to do that?

Mr. Woods. We have done it on infrequent occasions.

Mr. NEHEMRIs. I am sorry, I didn't hear that.

Mr. Woods. We have done it on infrequent occasions. Being in the

business, Mr. Nehemkis, on a day-to-day basis over a long period of

years, and following the general activities of the numerous firms and

partnerships, one learns to have a point of view about the relative

ability from the standpoint of both capital and distribution of the

various firms. I wouldn't attempt in a casual, offhand fashion to

124491–40–pt. 22—13
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describe to the committee just how one with that experience and

background goes about it.

Mr. NEHEMKIs. Do you make it a practice generally, Mr. Woods,

in making up your syndicate list, to check on the financial position

or the outstanding underwriting commitments of the various houses

that you contemplate including in the list?

Mr. Woods. I wouldn’t put it as formally as to say that we check

on it.

Mr. NEHEMKIS. But you somehow or other, maybe through a

process of Osmosis, get that information.

Mr. Woods. We have it in mind; yes.

Mr. NEHEMKIS. I wish you would enlighten the committee as to

just how you go about it. I have perhaps mistakenly been under the

impression that that is rather confidential information. People don't

go around giving out their balance sheets unless they are subpenaed

by this committee. Just how do you get that information? Let me

be very blunt, if I may. This is a purely hypothetical question, and

of course would never happen. Suppose your firm contemplates in

cluding Morgan Stanley & Co., Incorporated, in a syndicate. Would

you by chance pick up the telephone and call Harold Stanley and say,

“Harold,” if you so address him, “I would like to come over and get

a look at your financial condition.” Would Harold say, “Come ahead,

George, I’ll show it to you.” Is that the way it is done?

Mr. Woods. Well, perhaps I might answer you by saying that with

in the past 3 weeks there was an issue, registered under the Securities

Act, and finally offered to the public with the various approvals re

quired under the Holding Company Act, of a utility in Indiana, and

the president of that company addressed a letter to each prospective

underwriter and requested that the prospective underwriter, in view

of the fact that business was progressing, furnish him with a state

ment of his condition as of some recent date, certified either by a

public accountant or by a competent officer of the company. That is

one way of doing it.

Another way of doing it, which is perhaps more usual, although the

way I have outlined may well be coming into fashion—I have no

opinion on that—is on a day-to-day basis to follow the business that

is carried on by various concerns. We have in our organization two

men who are intimately acquainted with the partners of a great

number of investment banking firms all over the country. What an

investment banker does nowadays is entirely public, there is no diffi

culty at all to be apprised of the activities of the firm.

Mr. NEHEMKIs. Could you obtain the reports submitted to the New

York Stock Exchange by partnership houses as a further method of

ascertaining the capital position of a house?

Mr. Woods. I am not familiar with the conditions under which

those reports are furnished to the stock exchange.

Mr. NEHEMKIS. Could you possibly obtain the reports that are filed

by corporations in those States which require corporations to file

balance sheets?

Mr. Woods. Under their various “blue sky laws”?

Mr. NEHEMRIs. Yes.

Mr. Woods. Yes; I am quite sure that is public information.

Mr. NEHEMRIs. Does your house ever have occasion to utilize that?

Mr. Woods. Not to my knowledge.
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Mr. NEHEMKIs. In other words, if I understand you correctly, the

people in your house who are intimately acquainted with this problem

and charged with the responsibility of knowing the financial position

of other houses, through the familiarity and acquaintanceships that

they have on the street, somehow or other get to know this.

Mr. Woods. They have a very good idea of the ability of the vari

ous firms. Of course, while it is difficult to arrive at a mathematical,

so to speak, answer to the question that you have raised, since we

have been in business in The First Boston Corporation we have never

had a particle of difficulty in the direction of a failure of either an

underwriter, or, for that matter, a member of the selling group, to

take up his securities. I don’t mean to say that in perhaps remote

cases one or two members of a selling group have not called up and

said they would rather cancel, but it doesn’t amount to a thing and

there is usually a very good reason for it, but the system, as far as

we are concerned, work because we have been through some rather

difficult times, and as you well know there have been two or three

issues which underwriting bankers were forced to take up and pay

for on the delivery date which hadn’t approached public distribution.

Mr. NEHEMKIS. I have no further questions, Mr. Chairman.

Acting Chairman AvTLDSEN. Are there any other questions?

Mr. NEHEMKIS. Before dismissing the witness, I should like him

to identify for the record several documents. Mr. Woods, do you

want to look at these documents? Will you run over them quickly

and tell me whether they come from your files?

Mr. Chairman, you may be interested to know the witnesses whom

we propose to call for tomorrow's session before the committee. At

the morning session the witness will be Mr. Charles E. Mitchell, and

at the afternoon session Mr. B. A. Tompkins, vice president of the

Bankers Trust Co., of New York.

Acting Chairman AvLLDSEN. The Chair also wishes to announce

that a subcommittee of this committee will meet in Room 357 of this

building tomorrow morning at 10:30 to resume the insurance hear

ings." #. Herndon will be the witness at that hearing.

Mr. Woods (handing over documents). They come from our files.

Mr. NEHEMRIs. I offer for the record, Mr. Chairman, this file of

documents, identified by the witness.

*g Chairman AvLLDSEN. Without objection they may be ad

mitted.

(The documents referred to were marked “Exhibits Nos. 1639–1 to

1639–23” and are included in the appendix on pp. 11730–11744.)

Acting Chairman AvLDSEN. This committee may be adjourned

until 10:30 tomorrow morning.

(Whereupon at 4:40 p.m. a recess was taken until 10:30 a.m.,

Thursday, December 14, 1939.)

* Hearings on reinsurance and rewriting of insurance held before a subcommittee of this

ºtember 7, 8, 14, 15, 20, 21, and 22, 1939; included in Hearings, Part 13,
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THURSDAY, DECEMBER 14, 1939

UNITED STATES SENATE

TEMPORARY NATIONAL ECONOMIC COMMITTEE,

Washington, D. C.

The committee met at 10:45 a. m., pursuant to adjournment on

Wednesday, December 13, 1939, in the Caucus Room, Senate Office

Building, Senator Joseph C. O’Mahoney presiding.

Present: Senator O'Mahoney, chairman; Representative Reece;

Messrs. Henderson, O'Connell, Arnold, Avildsen, and Brackett.

Present also: Charles L. Kades, Treasury Department; Ganson

Purcell, Securities and Exchange Commission; Hugh B. Cox, De

partment of Justice; Clifton M. Miller, Department of Commerce;

Theodore J. Kreps, economic adviser to the Committee; and Peter

R. Nehemkis, Jr., special counsel, and Samuel M. Koenigsberg, asso

ciate attorney, Securities and Exchange Commission.

The CHAIRMAN. The committee please come to order. Mr.

Nehemkis, are you ready to proceed?

Mr. NEHEMRIs, I am, sir.

The CHAIRMAN. Will you call your first witness.

Mr. NEHEMRIs. Mr. Charles Huff, please.

TESTIMONY OF CHARLES HUFF, ASSOCIATE UTILITIES FINANCIAL

ANALYST, SECURITIES AND EXCHANGE COMMISSION, WASH

INGTON, D. C.—Resumed

Mr. NEHEMRIs. Mr. Huff, you have had occasion to examine the

files of Harris, Hall & Co. in Chicago, have you not?

Mr. HUFF. I have.

The CHAIRMAN. You have been sworn, have you not :

Mr. NEHEMRIs. He has, sir.

I show you certain documents which you have obtained from the

files of that company and ask you to tell me whether they were

furnished to you by responsible officials of Harris, Hall & Co.'

Mr. HUFF. Yes, sir.

Mr. NEHEMRIs. That is all, Mr. Huff.

Mr. Chairman, may I just explain to you, having been absent

Yesterday, we were discussing the relationship between Harris, Hall

& Co., which succeeded to the investment banking business of

the Harris Trust & Savings Bank of Chicago, and the relationship

of those two organizations to The First Boston Corporation.

The material which has just been identified arrived by mail from

Chicago this morning and of course was not available for intro

duction to the record yesterday.

So I should like at this time to introduce this material.

11547
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The CHAIRMAN. Without objection, the material may be received.

You wanted it printed in the record?

Mr. NEHEMRIs. I do, sir.

The CHAIRMAN. It may be received for printing.

(The documents referred to were marked “Exhibits Nos. 1640–1

to 1640–45” and are included in the appendix on pp. 11746–11768.)

RELATIONSHIP BETWEEN HARRIs, HALL & COMPANY AND THE FIRST

BOSTON CORPORATION

Mr. HENDERSON. Do you feel that this bears on any particular ques

tion that was up for consideration yesterday? I mean, what is the

purpose of introducing that material?

Mr. NEHEMKIs. I think, sir, if it is the pleasure of the committee,

the question can readily be answered by a slight reading of two of

the documents. Thus, for example, a letter #. Mr. Hall to Mr.

John E. Barber, vice president of the Middle West Corporation,

dated December 4, 1935 [reading from “Exhibit No. 1640–39”]:

I am writing you to say that the firm of Harris, Hall & Company is actively

engaged in business, having joined in underwriting several old Harris utility

issues and having up for consideration Several originations of our own.

You know, I think, that we have succeeded to the corporation bond business of

the Harris Trust and Savings Bank. Under the Banking Act of 1933, the

Bank can no longer perform its longstanding function as investment banker for

a large group of corporations, many of them utilities. We have thought that

the passing of the Harris Trust and Savings Bank out of this field in Chicago,

left a gap and we are going to attempt, with due modesty, but with lots of

confidence, to fill this gap. We think we have fallen heir to a unique position

in the Middle West and are anxious to bring before your Company our facilities

for serving you.

And the other letters are of a similar tenor. Now you may recall,

Mr. Commissioner, and gentlemen of the committee, that the question

was put to witness Woods yesterday whether pursuant to the old

agreement that existed between the Harris Trust & Savings Bank and

Harris, Forbes and Company, Harris Hall, the successor to the busi

ness of the bank, had attempted to claim any of the new business of

First Boston, pursuant to the old arrangement, and the next telegram

bears upon that point.

This is a telegram from Mr. G. B. Heywood, to Norman W. Harris

of the Harris Trust & Savings Bank, dated November 4, 1935, and—

Mr. HENDERSON (interposing). Who is the writer of the telegram?

Mr. NEHEMRIs. Mr. Heywood is an official, I believe, of Harris,

Hall & Co. Is that correct? [to Mr. Huff.]

Mr. HUFF. He is vice president.

Mr. NEHEMRIs. I call to your attention that the telegram is directed

to the bank. The first word was apparently a code word, which

means Los Angeles Gas & Electric Co. officials [reading from “Ex

hibit No. 1640–1”]:

“—say deal all made with underwriters too late include us. Only chance

would be to get Blyth who will head deal to give us position stop Please pass

information on to Bower—

Bower being an officer of Harris, Hall—

and Hall and suggest they see Blyth in New York soon as possible.

Regards.

G. B. HEYWOOD.
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Now, the evidence yesterday” showed that Blyth & Co., at the re

quest of Mr. Addinsell, gave up an interest in that business so as to

take in Harris, Hall & Co., and these documents are further cor

roboration of the line of testimony which was presented to you

yesterday.

Mr. HENDERSON. You mean the line of inheritance?

Mr. NEHEMKIS. That is a more accurate statement; thank you, sir.

. Mr. MILLER. Mr. Nehemkis, if I may ask, are any witnesses being

called from Harris, Hall & Co. with relation to these documents that

you are introducing?

Mr. NEHEMKIS. It is not contemplated, sir, to call any witnesses

from that company unless it is the pleasure of the committee to do

so. It had seemed to us that Mr. Woods was competent to discuss

the whole matter, and at that time these documents were not avail

able to us, and you will recall only two documents were introduced

yesterday from that particular firm, and it seemed like an imposition

to ask somebody to come from Chicago merely to identify two

documents.

Mr. HENDERSON. Let me ask you this, Mr. Counsel: Harris, Hall is

aware of what documents have been taken by the investigators?

Mr. NEHEMRIs. Yes; it is always our practice to sign a statement

in which all documents taken from the files are enumerated, and that

statement is left with the official who has been aiding the particular

member of the staff.

Acting Chairman Reece (as the chairman leaves the table tempo

º Without objection, the documents referred to may be

TecelVed.

Mr. NEHEMRIs. I should like to call as our first witness this morn

ing Mr. Charles E. Mitchell.

Acting Chairman REECE. Do you solemnly swear the testimony you

are about to give in this proceeding shall be the truth, the whole

truth, andº: but the truth, so help you God?

Mr. MITCHELL. I do.

TESTIMONY OF CHARLES E. MITCHELL, CHAIRMAN, BLYTH & CO.,

INC., NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Mitchell, will you be good enough to state your

full name and address, please?

Mr. MITCHELL. Charles E. Mitchell.

Mr. NEHEMRIs. And what is your present business connection.
Mr. Mitchell?

Mr. MITCHELL. Chairman, Blyth & Co., Inc.

Mr. NEHEMRIs. And prior to that what was your business connec

tion and association?

Mr. MITCHELL. Just prior thereto I had a smallº of my

QWn and did some business, and prior thereto I was chairman of the

Nº. City Bank of New York and the chairman of the National

ity Co.

Mr. NEHEMRIs. Mr. Mitchell, in response to a communication from

me dated August 18, 1939, did you cause to have prepared certain

*Supra, p. 11528.
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schedules showing the originations and participations and profits of

Blyth & Co.?

Mr. MITCHELL. I did.

Mr. NEHEMRIs. I show you a document which purports to be those

schedules and ask you to identify this document.

Mr. MITCHELL. That is the document furnished.

Mr. NEHEMRIs. I ask that the document identified by the witness

be marked for identification. -

Acting Chairman REECE. It may be so marked.

(The document referred to was marked “Exhibit No. 1641” for

identification.)

Mr. NEHEMRIs. There was, Mr. Chairman and gentlemen of the

committee, offered in evidence yesterday a letter from a former

associate of Mr. Mitchell’s, Mr. Eugene M. Stevens, to Mr. Harris

Creech, president of the Cleveland Trust Co. With leave of the

committee, I should like at this time to read a passage from that

letter [reading from “Exhibit No. 1604”]:

As I have said, Mr. Mitchell, the Chairman of our Board, was formerly the

head of the National City Company and of the National City Bank, and is

responsible for the development of the National City Company from a three man

personnel to a point where it had become the largest organization of its kind

in the country, all of which was entirely under his leadership. He, in fact,

was ultimately responsible for the negotiation and consummation of the

pieces of financing which the National City Company did. It would definitely

appear, therefore, that if there is any claim for the National City business as a

heritage, that we could make such a claim—perhaps on better grounds than any

other investment banking firm.

And the committee will also recall the testimony of Mr. George

Leib, a fellow officer of Mr. Mitchell. The question was put to Mr.

Leib :

Mr. NEHEMKIs. Now, 1933 was also the year which witnessed the passage of

the Banking Act. That meant, did it not, Mr. Leib, that certain individuals that

formerly had commercial banking connections would be free to make new con

nections with investment banking firms?

Mr. LEIB. That is correct.

Mr. NEHEMKIS. And about the time that you came to your New York office for

the purposes which you have described you began looking about for an individual

to take into the firm. someone who had broad contacts on the street, a person

who knew, shall we say, the “deer runs” of the Wall Street district, do you recall?

Mr. LEIB. I recall that our New York office had not made any headway and

we were very active, very anxious to get someone in New York who could be

helpful in developing eastern business. The word “deer runs” is a word I

think you get from one of my letters. I may have used it. It means to be

familiar with the investment banking activity as it exists in the East, just as

we were with the investment activity existing in the West. That means to

have personal contacts with the executives of the large companies of , issue,

to be familiar, to have known them for years, to have known the financial

set-ups of a great many companies back here. That was what we were

working to do, very assiduously.

Mr. NEHEMKIS. And you found that individual who knew, if I may again quote

your excellent phrase, the “deer runs” of the Wall Street district in the person of

Charles E. Mitchell, did you not?

Mr. LEIB. He was found for us.

Mr. Mitchell, can you tell me who found you for Mr. Leib?

Mr. MITCHELL. I am sorry I can’t.

1 See “Exhibit No. 1604,” appendix, p. 11665.
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Mr. NEHEMRIs. I thought possibly as I read the transcript over

last night that you might have been able to enlighten me as to who

the finder was.

Mr. HENDERSON. I would suggest a finder's fee.

Mr. NEHEMRIs. Heaven forbid, Mr. Commissioner

RETURN OF “THE MORGAN PEOPLE” To THE INVESTMENT BANKING BUSINESS

Mr. NEHEMKIs. Mr. Mitchell, I show you a letter written by you to

your San Francisco partner, Mr. Charles Blyth, dated July 31, 1935.

Will you examine it and tell me whether this is a true and correct

copy of the original in your files?

Mr. MITCHELL. Excuse my time.

Mr. NEHEMRIs. Quite all right.

Mr. MITCHELL. It is.

Mr. NEHEMRIs. It is a true and correct copy Ž

Mr. MITCHELL. I would say so.

Mr. NEHEMRIs. It is identified by the witness and is offered.

The CHAIRMAN. The letter may be received.

º letter referred to was marked “Exhibit No. 1642” and is

included in the appendix on p. 11768.)

Mr. NEHEMRIs. The letter reads:

I am satisfied as a result of my talk with Whitney—

Is that Mr. George Whitney?

Mr. MITCHELL. Yes.

Mr. NEHEMRIs (reading further):

this afternoon that the Morgan people will shortly be back in the investment

banking business, possibly within the next fortnight and certainly by the first

of September. I think they are waiting at the moment to see if the underwrit

ing amendment in the banking bill will pass, and regarding this they are more

Optimistic than they have been.

Mr. Mitchell, was that one of the subjects of your conversation

with Mr. Whitney at the time?

Mr. MITCHELL. I assume it was. When was that letter written?

Mr. NEHEMRIs. This was written July 31, 1935. To the best of

your recollection?

Mr. MITCHELL. It must have been.

Mr. NEHEMRIs [reading further from “Exhibit No. 1642”]:

If it does not pass I am sure they are prepared to act in another direction, my

guess being that they will set up Drexel & Company as an investment banking

house, leaving J. P. Morgan & Company in the commercial banking business.

May. I assume also, Mr. Mitchell, that that subject was part of

your discussion with Mr. Whitney?

Mr. MITCHELL. I can hardly say so. If I hazard a guess, I would

say that it was probably not a subject that was discussed.

Mr. NEHEMRIs [reading further from “Exhibit No. 1642]:

lº" a feeling that their re-entry in one form or another will be to our

§ that you meant, to the benefit of Blyth & Co.'

Mr. MITCHELL. I would have said, it would have been to the benefit

of the Street and Blyth. What I had in mind at that time I can't

say, but certainly to the benefit of the entire situation.
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Mr. NEHEMRIs. I think you had that in mind, as the next phrase

indicates. [Reading further:]

As they will be constructive in leadership and I am sure will count us as

close allies.

How did you envisage, Mr. Mitchell, that the return of the Morgans

to business would constitute constructive leadership?

Mr. MITCHELL. I think after 25 years of experience in the Street

that that was a sound assumption on my part.

Mr. NEHEMKIS. Well, I wonder if you couldn’t expound that just

a little more?

How did the Morgans manifest constructive leadership in the

banking business?

Mr. MITCHELL. I would say that from the time the investment

banking business was conducted by J. P. Morgan & Co., in my experi

ence, and I would say as well with respect to commercial banking

and general banking business, that that firm stood at the very peak

as to ethics, understanding, and leadership, always working i. the

best, and making order many, many times out of chaos.

Mr. NEHEMRIs. Would you say, Mr. Mitchell, that other members

of the financial community likewise regard the House of Morgan as

symbolizing constructive leadership in the business?

Mr. MITCHELL. I would say so. Of course, no man is so great that

he hasn’t enemies.

Mr. NEHEMRIs. Continuing with this letter [“Exhibit No. 1642”]:

The only lingering doubt that I have regarding our position in their groups—

Did that mean the Morgan syndicates?
-

Mr. MITCHELL. That is, such groups as might be made up by any

one, by anyone handling the investment banking business.

Mr. NEHEMRIs. I was inquiring, Mr. Mitchell, about the phrase,

“their groups”? Did that mean the Morgan syndicates to be organ
ized in the future?

Mr. MITCHELL. Yes.

Mr. NEHEMKIs [reading further from “Exhibit No. 1642”]:

lies in the fact that historically they have what you and I would probably

consider an undue respect for capital and are inclined to use that yardstick

in their line-ups to far too great a degree.

Now, don’t the Morgans have other yardsticks than capital? For

example, shall we say, the historical relation of a house to a piece of
business?

Mr. MITCHELL. Mr. Counselor, I think that I expressed myself

quite accurately there when I said they perhaps put too great a

stress, too great emphasis. Of course, they consider all of these other

things and the historical relation, but I think I expressed my thought
accurately in that statement.

Mr. NEHEMKIs. Then you continued [reading further from “Ex

hibit No. 1642”]:

I am sure that they—

meaning the Morgans—

are already laying out fall business in volume.

§ “they” you meant the Morgans?

r. MITCHELL. Yes.

Mr. NEHEMKIs. Because you have earlier indicated—
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Mr. MITCHELL (interposing). Mr. Whitney was the one I had

talked about.

Mr. NEHEMKIs [reading]

I am sure that they are already laying out fall business in volume.

I assume that you had that impression as a result of your talk with

Mr. Whitney?

Mr. MITCHELL. I would not go that far, Mr. Counselor. I think

that the Street, in general, knowing what financing would have to

come, and knowing that financing to have been the business of J. P.

Morgan & Co., knowing that new financing must come, would assume

that there was being laid out financing in volume from that mass of

business.

Mr. NEHEMRIs. If I understand correctly what you are saying, Mr.

Mitchell, it was the general impression on the Street that the old

Morgan accounts were coming up for refunding, maturities had to

be met, and the Morgans would continue to handle that business.

Mr. MITCHELL. I think that is a fair assumption. I hope that in

these letters you realize that I am writing informally to a partner

of mine and not selecting my words for interpretation in a hearing

such as this sort. It is rather my general impression, stated at that

time, and to go back and pick words out of the air 5 years back is

a little difficult.

Mr. NEHEMRIs. I assume that is correct and I shall try and help

you as much as possible in that particular.

To continue with the letter [reading from “Exhibit No. 1642”]:

and that this will include a substantial amount of Telephone business and,

I regret to say, Consolidated Gas business.

Do you recall the reason for the phrase, “I regret to say, Consoli

dated Gas business.” Mr. Mitchell?

Mr. MITCHELL. Yes; I recall that quite well.

Mr. NEHEMRIs. Well, I will have occasion at a later moment to

go into the subject with you. I wanted to be sure your memory

was clear on the subject.

Now, at the time that you became chairman of the board of Blyth

&º were you not indebted to J. P. Morgan & Co. in a considerable

Sunn

Mr. MITCHELL. I certainly was, and the world knew it.

Mr. NEHEMRIs. Are you indebted now?

Mr. MITCHELL. I am not.

Mr. NEHEMRIs. One of the reasons which made you extremely

valuable to Blyth & Co. was the extent of your intimate relations

with the firm of J. P. Morgan & Co., was it not?

Mr. MITCHELL. Oh, I would say my knowledge of the Street,

through a very long period of years, but I doubt very much, indeed,

if Blyth & Co. became interested in me at all through my special

acquaintance with J. P. Morgan & Co.

. NEHEMRIs. Now, after you wrote to your partner on the west

coast, Mr. Blyth, you fººd from him a letter of reply. I show

you that icº dated August 2, 1935, and ask you to tell me whether

it is a true and correct copy of an original in your possession?

Mr. MITCHELL. Such a bad copy. You are going to read this,
aren't you?

Mr. NEHEMRIs. Well, I hope to be able to read it.
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Mr. MITCHELL. I will grant that it is true, but a very bad copy.

Mr. NEHEMRIs (to assistant). Do you have any mimeographed ma

terial that Mr. Mitchell might look at?

The letter identified by the witness is offered in evidence.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1643” and is in

cluded in the appendix on p. ——.)

Mr. NEHEMRIs [reading from “Exhibit No. 1643”]:

I'm not particularly concerned that J. P. Morgan & Co. are going to return

to the investment banking business—it was inevitable. Our main job is to

get under the covers and as close to them as is possible.

Now, I think I know what that phrase means, but I wonder if you

couldn’t enlighten me, and perhaps clarify it so that there might not

be any misunderstanding.

Mr. HENDERSON. We can go on without that.

Mr. NEHEMRIs (reading further):

While I recognize the eloquence of adequate capital, I also am a believer in the

efficacy of strong personal relationships. That you have such with the Morgan

institution is a certainty. * * *

Of course Morgan & Co. will naturally fall heir to some of the bigger utility

accounts, but that doesn't mean they won't recognize us in a substantial way—

certainly in distribution and probably also in underwriting.

I suppose Mr. Blyth had in mind such accounts as Niagara

Hudson 2

Mr. MITCHELL. I can’t tell you what Mr. Blyth had in mind. He is

a very picturesque writer and I would not attempt to fathom his

mind through his letters.

Mr. HENDERSON. You think of those letters as having a literary

quality?

Mr. MITCHELL. A very fine literary quality.

THE ILLINOIS BELL TELEPHONE FINANCING, 1935

Mr. NEHEMRIs... I show you a letter dated September 26, 1935, from

you to your associate, Mr. Blyth, and ask you to tell me whether that

is a true and correct copy of an original in your possession?

Mr. MITCHELL. I remember such a letter and grant that it is.

Mr. NEHEMRIs. The letter is offered. This letter is dated Septem

ber 26, 1935.

Evidence previously introduced into the record indicates and

shows that Morgan Stanley & Co. was organized on September 15,

so that it would appear this letter was written 11 days after the

organization of Morgan Stanley & Co. It reads as follows [reading
from “Exhibit No. 1644”]:

Harold Stanley, of the new firm of Morgan, Stanley & Company, asked me to

lunch with him yesterday and we had an hour and a half's discussion, the

main points of which I am sure you will find of interest.

He opened the conversation by saying that he wanted to get the bad news

off his chest first and he was doing that not only because of our relation, but

because George Whitney, who had to leave town the night before for several

days, asked him particularly to see me and explain the situation. The bad

news was that we were not going to be in the underwriting of the bell Telephone

Of Illinois.

As I recall it, Mr. Mitchell, that was one of the first of the offerings

under the leadership of Morgan Stanley, is that correct?

Mr. MITCHELL. I think so,
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Mr. NEHEMRIs. I am particularly impressed by the fact that Mr.

George Whitney, a partner of J. P. Morgan & Co., should have been

constrained to ask his former partner and associate, Mr. Harold

Stanley, to inform you that it was not possible for your firm to have

a position in the Illinois Bell Telephone underwriting group. Isn't

that somewhat anomalous, Mr. Mitchell?

Mr. MITCHELL. I can’t make an assumption of that sort.

Mr. NEHEMRIs. Do you recall having this conversation?

Mr. MITCHELL. Oh, yes, indeed.

Mr. NEHEMKIS. And there is no question that Mr. Stanley told you

what you wrote?

Mr. MITCHELL. I don’t think I would have put it in the letter if

it was not so.

Mr. NEHEMRIs. And you can’t indicate why it was necessary for

Mr. George Whitney to convey this information?

Mr. MITCHELL. No.

Mr. NEHEMKIS. Isn't it a fact that Mr. George Whitney at the time

was actively engaged in the make-up of the syndicate list of the

telephone issue?

. MITCHELL. I don't know anything about that.

Mr. NEHEMRIs [reading from “Exhibit No. 1644”]:

To make a long story short, they found that if they were to go beyond the

very short underwriting list that they have, and are bound to more or less

by past relations to the business, to a point of including us, they would

necessarily have to include four or five firms more. * * *

He added that not having our name on these first three pieces of business

that they are going to do is a real embarrassment to them, as they recognized

it must be to me, because they are very anxious indeed to give public evidence

to the close relationship that they have always had with me, and continue to

feel. He said that he could assure me in every way that there would never be

an issue where our name as a possible underwriter would be forgotten–

Mr. MITCHELL (interposing). May I interrupt? That is the type

of word that is used in a letter that may be misleading. The word

“embarrassed” is used. I don’t believe I have ever had a talk with

Harold Stanley where I found that he was embarrassed about any

thing. [Laughter.] And I certainly have never experienced a feel

ing of embarrassment in talking with him. That is a word that slips

into an intimate letter that has not been carefully chosen. You will

excuse the interruption.

Mr. NEHEMRIs. Certainly, sir. I understand.

Mr. HENDERSON. Mr. Chairman, could you not assure the witness

that when he wants to give his own interpretation of a word used,

this committee has always permitted that.

The CHAIRMAN. Well, I think that is quite well understood with

respect to the processes of this committee. I am curious to know

what your definition of the word is. As it was used, I mean.

Mr. MITCHELL. I would say that I probably mean that after our

very, very long years of relationship, Howard Stanley was a little

Sorry that circumstances didn't make it possible for our entry in that

business, and frankly, I think I was more sorry than he. [Laughter.]

But as far as embarrassment, Senator, I would hardly say that there

was that between Stanley and myself.

Mr. NEHEMRIs. Do you recall, Mr. Mitchell, what the circumstances

Were that made it impossible for Mr. Stanley to include your firm in

that first telephone business that Morgan Stanley brought out?

Mr. Mitchell. I didn't get the question.
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Mr. NEHEMRIs. I said, do you recall the circumstances that made

it impossible for Mr. Stanley to include your firm in the early Tele

phone offering?

Mr. MITCHELL. No; I would have to guess at that. I don’t recall the

circumstances well enough to testify to it.

UTILITY HOLDING COMPANIES TO WHICH MORGAN STANLEY & Co.,

INCORPORATED HAD SUCCEEDED J. P. MORGAN & CO. AS BANEER

Mr. NEHEMRIs. May I continue [reading from “Exhibit No. 1644”]:

He was good enough to Say that he considered that there was no One On the

Street with whom he had had as close relations in the issuance business Over

a long period than myself, or whom he considered, by reason of talking the

same language, could be more helpful than I could.

I am skipping to the Second page.

Stanley was particularly interested in what our policy might be with regard

to the distribution of preferred or common stocks. I told him the name of a

security meant little to me as I could name many preferreds that were better

than bonds, and many commons that were better than preferreds, and I felt

that our policy would be to handle any security that was prime in the category

in which it was placed. I told him that we were now looking into a prime

public utility common stock with the idea of developing a syndicate for national

distribution and he expressed the hope that we would find conditions right to

go ahead with this kind of business, and indicated that with the probable ne

cessity of breaking up stock holdings of some of the public utility holding cor

porations that they had to do with, they would be glad to see such a house as

ours to whom they could turn.

I am a little bit puzzled by that paragraph, Mr. Mitchell, because

I have had no understanding, until I read this letter, that Morgan

Stanley & Co. ever had any stockholdings in public utilities. Am I

correct in assuming that the reference to “they” was to J. P. Morgan

& Co.?

Mr. MITCHELL. I wouldn’t say so. I would think it was the holding

companies to which I referred in that letter.

Mr. NEHEMRIs. Yes; and I also referred, as I have read, to the

break-up of stockholders of some of theR. utility holding corpo

rations that they had to do with. Now, Morgan Stanley do not hold

stock in public-utility corporations?

Mr. MITCHELL. Holding companies that they had to do with, not

stock that they had to do with.

Mr. NEHEMRIs. Let me continue then [reading from “Exhibit No.

1644”]:

they would be glad to see such a house as ours to whom they could turn—

Turn for the distribution of such stock?

Mr. MITCHELL. Yes.

Mr. NEHEMKIs. Well, now, it then cannot obviously refer to Morgan

Stanley. -

Mr. MITCHELL. The second “they” obviously refers to Morgan Stan

ley. The first “they” refers to the holding companies.

Mr. NEHEMRIs. Well, now

The CHAIRMAN (interposing). What paragraph are you reading?

Mr. NEHEMRIs. On the third full paragraph on page 2. I think I.

would normally not dwell on the point, Mr. Chairman, but I think it

is a problem here involving a little more than grammar. I am

going to, if I may, Mr. Mitchell, read to you once again that sentence
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with which we differ on the use of the word “they” and see if you

can't enlighten me [reading from “Exhibit No. 1644”]:

and indicated that with the probable necessity of breaking up stock holdings of

some of the public utility holding corporations that they had to do with * * *

Now, that first “they”; I will put the question specifically. You

indicate by your own answer which it refers to. Does “they” refer

to J. P. Morgan & Co.?

Mr. MITCHELL. No.

Mr. NEHEMKIS. To whom does it refer?

Mr. MITCHELL. The holding company, the holding companies that

they, Morgan Stanley & Co., had to do with.

Mr. NEHEMRIs. Now I ask you another question. What do Morgan

Stanley have to do with holding companies? Morgan Stanley is an

underwriting house. They don’t hold stock in utility holding com

panies, they distribute securities. Are you sure that you didn’t have

in mind J. P. Morgan & Co., which at that time did hold stock in

utility companies?

Mr. MITCHELL. I am very sure of my intent in that sentence.

Mr. HENDERSON. Mr. Nehemkis, could I ask a question there? This

letter, Mr. Mitchell, was written within 11 days, I think, after the

formation of Morgan Stanley, am I correct in that?

Mr. NEHEMKIS. That is correct, sir.

Mr. HENDERSON. Had they, Morgan Stanley, brought out any

issues relating to holding companies in those 11 days?

Mr. MITCHELL. No, Mr. Commissioner; but I think that I was

assuming there that Morgan Stanley would succeed to the invest

ment-banking business that had been carried on by J. P. Morgan &

Co., andjd be the entity in touch with the issuing companies, for

whom J. P. Morgan & Co. had acted.

Mr. HENDERSON. Thank you.

Mr. NEHEMKIs. Mr. Commissioner, I was interrupted; I am sorry.

º” heard the full answer of the witness. May I have it read,

please?

(The preceding question and answer were read.)

Mr. NEHEMKIs.8. with the letter [reading from “Ex

hibit No. 1644”]:

Incidentally, speaking of public utilities he

Stanley—

Voluntarily remarked that while he did not want to be committed, he would

personally consider that my contact with Consolidated Gas and its subsidiaries

In past years would justify the expectation that Blyth & Co. would be in the

Second underwriting position in that business as it developed, and he thought

he would want to be talking to me about future financing for that Company

within the next ten days. I judge this would be on business likely to develop

before the end of the year.

Mr. Mitchell, I show you a letter.

The CHAIRMAN. Have you finished with that letter?

Mr. NEHEMRIs. I have sir.

The CHAIRMAN. Have you developed to your own satisfaction the

meaning of the second clause in that paragraph with all the “theys”?
Mr. NEHEMRIs. I have not developed it to my full satisfaction,

but apparently Mr. Mitchell is unable to clarify his own rhetoric.
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The CHAIRMAN. Well, it is not a matter of rhetoric; I think it is

a matter of understanding. May I ask you one or two questions

about it, Mr. Mitchell?

Mr. MITCHELL. Certainly, sir.

The CHAIRMAN. Do you have a copy of the letter?

Mr. MITCHELL. Yes; I have it.

The CHAIRMAN. If there is anything significant in the clause, I

would just like to get it clear.

Mr. MITCHELL. May I ask what paragraph that is?

The CHAIRMAN. Page 2, the third full paragraph, “Stanley was

particular * * *.” I am referring now to the four last lines of

that paragraph. Let's read the whole sentence [from “Exhibit No.

1644”]:

I told him that we were now looking into a prime public utility common

stock with the idea of developing a syndicate for national distribution and

he expressed the hope that we would find conditions right to go ahead with

this kind of business.

Now it is all perfectly clear up to there. “And indicated”—now I

assume you mean “I indicated.”

Mr. MITCHELL. No; I think that means he indicated.

Mr. NEHEMKIS. Stanley indicated.

The CHAIRMAN. All right, then, that means that he indicated, that

Stanley indicated, reading as it was intended to convey the meaning

[reading further]:

that with the probable necessity of breaking up stock holdings of some of the

public utility holding corporations that they had to do with

Now what does that “they” mean?

Mr. MITCHELL. That “they,” Morgan Stanley & Co.

The CHAIRMAN. Morgan Stanley & Co.

Mr. MITCHELL. Who I assumed had succeeded in the relationship

of J. P. Morgan & Co., to such issuing companies.

The CHAIRMAN. All right: “had to do with, they would be glad”;

what does it mean?

Mr. MITCHELL. They, Morgan Stanley & Co.

The CHAIRMAN [reading]

Would be glad to see such a house as ours to whom they could turn.

Mr. MITCHELL. Morgan Stanley & Co.

The CHAIRMAN. So you wish the committee to understand “they”

refers to Morgan Stanley & Co.?

Mr. MITCHELL. Yes.

The CHAIRMAN. And no other outfit?

Mr. MITCHELL. Yes.

Mr. MILLER. Mr. Commissioner, might I ask a questions of the

witness?

Mr. Mitchell, just why was Morgan Stanley-interested in develop

ing a subject of distribution of equities? Was that the type of busi

ness that they normally did, or was it not the type of business?

Mr. MITCHELL. No; I would say it was not the type of business

that J. P. Morgan had done, and Mr. Stanley, through this con

versation, very evidently had given me the impression that that was

business that they would not be likely to do.

Mr. MILLER. But Blyth & Co. had done that type of business

and had the distributing organization? -

Mr. MITCHELL. Yes, Wir. Miller; we had.
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Mr. NEHEMRIs. Mr. Mitchell, I show you a letter from your Cali

ſomia partner, Mr. Blyth, addressed to you, dated September 30,

1935, Will you examine the letter and tell me whether it is a true

and correct copy of a letter in your possession or custody?

Mr. MITCHELL. I recall this letter and grant that it is a true copy.

Mr. NEHEMRIs. Thank you, Mr. Mitchell. I ask that the letter be

offered for the record.

(The letter referred to was marked “Exhibit No. 1645” and is

included in the appendix on p. 11771.)

The CHAIRMAN. Before we proceed, will you please indicate which

of these letters you want to go into the record? They have been

accumulating here. They have not been marked.

Mr. NEHEMRIs. The letter dated July 31, 1935, if the committee

please, I should like to have admitted in full." The letter dated

August 2, 1935, I should like to have printed in full. Similarly with

the letter dated September 26, 1935.

The CHAIRMAN. These three letters may be admitted to the record

for printing.

(The letters referred to were marked “Exhibits Nos. 1643 and 1644”

and are included in the appendix on pp. 11769 and 11770.)

Mr. NEHEMRIs. Your partner, Mr. Blyth, wrote to you on Septem

her 30, 1935, as follows—I skip to the fourth paragraph [reading

from “Exhibit No. 1645”]:

Your talk with Harold Stanley was by no means disappointing to me. I do

not for one minute think that we can expect to preempt the entire field of

ºriginal financing and in all cases be a major participant or the originator.

It also seems true that, notwithstanding discontinuance of the City Company,

Guaranty Company and others, that their mantles have fallen, to a considerable

extent, upon Brown Harriman, E. B. Smith, and so on.

I think, Mr. Mitchell, that you have indicated in your previous

testimony that the mantle of J. P. Morgan & Co. had fallen to a con

siderable extent upon Morgan Stanley.

*Mºunt. Yes; but I would never grant what Blyth put in

! IllS letter.

Mr. NEHEMRIs... I did not ask you whether you granted it. We are

discussing Mr. Blyth's letter. At the appropriate time you can tell

he in response to a question what you thought. Let's wait until we
"Ome to it.

Mr. MITCHELL. All right.

Mr. NEHEMRIs (reading further from “Exhibit No. 1645”):

Otherwise Stanley wouldn't have apparently felt obligated to a continuation

of certain groups formerly associated together, even though under different

*les. Aside from your personal relationship with the Morgan firm, and

ºthaps the scarcity of major league players, there is no particular reason

why Morgan Stanley should do more for us than the business advantages

involved in the deal would amount to. If they adopt a policy of taking positions
lin other business, as Kuhn Loeb does and if we are able to bring them business

which shows substantial profits, that is a horse of another color.

Now, Mr. Mitchell, you have at the outset of your testimony iden

tified for me certain materials which has come from your files, and

* of the letters' which I had occasion to offer in evidence referred

**ºnyersation which you had with Mr. Stanley in regard to the

Pºsible inclusion of your firm in second position in Consolidated Gas
T

Admitted supra, p. 11551, as “Exhibit No. 1642.”
*"Exhibit No. #}, appendix, p. 11773.

124491–40–pt. 22–14
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financing. Has your firm been given second position in Consolidated

Gas financing?

Mr. MITCHELL. It has.

POSITION OF DLYTH & CO. IN THE CONSOLIDATED EDISON CO. FINANCING

PERCENTAGE PARTICIPATION OF BLYTH & CO. TO PARTICIPATION OF

MORGAN STANLEY & Co., INCORPORATED

Mr. NEHEMRIs. In all financing of Consolidated Edison Co., as it is
now known?

Mr. MITCHELL. Yes; it has.

Mr. NEHEMRIs. I note, Mr. Mitchell, that your firm not only has

second position, but it has the largest percentage participation of any

member of the underwriting group in all of the Consolidated Edison

and subsidiaries’ financing. Thus, for example, in the first piece

of financing your percentage participation was 40 percent, exceeding

that of any other house and being second alone to Morgan Stanley.

In the second piece, your participation was 40 percent. In the third,

41 percent; in the fourth, 41 percent; in the fifth, 42 percent; in the

sixth, 33 percent; in the seventh, again, 33 percent; and, continuing,

33 percent, 31 percent, and until the most recent, 40. Always, the

second highest position to Morgan Stanley, always exceeding all other

members of the underwriting group.

Mr. MITCHELL. It sounds right, except those percentages.

Mr. NEHEMRIs. These percentages have been compiled from the

registration statements relating to the respective issues and from the
files of the S. E. C. If you wish, Mr. Mitchell, you can have one of

your technical men examine these percentages as they appear in the

record, and if you find any error, you can, at an appropriate time,

offer corrections.

Mr. MITCHELL. I simply raise the question because I know that as

to the whole, if I understood your statement, you say that of the

total issue we underwrote 40 percent.

Mr. NEHEMRIs. No; your percentage participation in the under

writing was 40 percent.

Mr. MITCHELL. Forty percent of what?

Mr. NEHEMRIs. This table is expressed as percentages of Morgan

Stanley & Co., Incorporated, participations in each issue. You got

40 percent of what Morgan Stanley underwrote. -

Mr. MITCHELL. Ah; 40 percent of their participation; is that it!

Not 40 percent of the issue. -

Mr. NEHEMRIs. No; it couldn’t be. There wouldn’t be anything

left for Morgan Stanley & Co.

Mr. MITCHELL. Yes; 60 percent would be left.

Mr. NEHEMRIs. Well, there were 40 other underwriters.

Mr. MITCHELL. That is why I question it. - -

Mr. NEHEMRIs. Do you have any questions about it now, is it

thoroughly clear now? -

Mr. MITCHELL. I assume that you are correct, if that shows it,

that we had 40 percent.

Mr. NEHEMKis. Of the amount underwritten by Morgan Stanley'

Mr. MITCHELL. Yes. In other words, if Morgan Stanley under

wrote $10,000,000 out of the $50,000,000 issue, we had $4,000,000.
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Mr. NEHEMRIs. Right. And where I say, you had a 33%-percent

participation, that means you had a participation amounting to

33% percent of what Morgan Stanley underwrote?

Mr. Mitchell. That is right.

Mr. NEHEMKIs. I’m sorry if I was not quite clear at the outset.

Mr. MITCHELL. That's all right.

Mr. MILLER. I am not clear, Mr. Nehemkis. When you say 40

percent, does that mean the relation between the amount that Mr.

Mitchell's firm had, as compared with what Morgan Stanley had

They were not subunderwriters, they were not taking part of Morgan

Stanley's share?

Mr. NEHEMRIs. No; Mr. Mitchell gave a very correct illustration,

I think. If Morgan Stanley on a $50,000,000 issue took for itself

$10,000,000, Mr. Mitchell's firm's participation would be, as the per

centages indicate, 40 percent of the $10,000,000, or, in another in

stance, perhaps 30 percent of the $10,000,000 taken by Morgan Stanley

& Co., and so on.

sº* Then it is the relationship; it is not part of Morgan

anley's

Mr. NEHEMRIs. Oh, heavens, no. The relationship of the amount

taken by Blyth & Co. that was underwritten or taken by Morgan

Stanley. Is that clear, sir?

Mr. MILLER. Yes; it is.

Mr. NEHEMRIs. Fine.

Now, Mr. Mitchell

The CHAIRMAN (interposing). Has this table been offered?

Mr. NEHEMRIs. It has not.

The CHAIRMAN. Do you want to?

Mr. NEHEMKIs. Not necessarily, unless you care to have it in, sir.

I have given it to the record.

Mr. Mitchell, from information which you have furnished us, the

participations of Blyth & Co. in the Consolidated Edison business

amounted to $33,750,000, and your profits in that business, before

overhead, amounted to $375,703.

Mr. Chairman, I am going to offer a table. The fundamental data

frºm which this table was prepared has been identified by the witness.
The table is now offered.

: MITCHELL. Mr. Chairman, I am perfectly content so long as
on all of these Fº of profits it will be recognized that they are

gross profits, and I wish that I could say that gross and net were

Pºtty close figures, but in our business they are not.

The CHAIRMAN. Well, the table handed to me contains several

ºlumns of figures, one of which is labeled “Size of issue”; one under

Subhead of “Participations,” is called “Amount”; and the next,

"Percent of total,” then the final column is entitled “Net profit before

Overhead.”

Mr. MITCHELL. That is all ri ht, so long as you understand, Sena

ºr that profit before ºš is gross profit, and that there is a

ºy great difference between gross and net. I don’t think I need to

tell anybody that.

The Chairman. That is clearly understood.

Who prepared this?
T

“Exhibit No. 1646.” appendix, p. 11773.
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Mr. NEHEMRIs. Prepared by the staff of the Commission.

Mr. AvLLDSEN. Why did they use the word “net,” instead of “gross”?

Mr. NEHEMRIs. We didn’t. Oh, I beg your pardon. It does appear.

I think that must be taken from Blyth's own material.

The CHAIRMAN. What is your definition of that phrase, “Net profit

before overhead” Let’s get an understanding between the S. E. C.

and the witness.

Mr. NEHEMRIs. I am not interested in giving any definition. That

is taken from the material submitted by Blyth & Co.'

The CHAIRMAN. But when it is prepared, you understand what

you are submitting.

Mr. MILLER. Are these really profits, or commissions? Do you

think gross profits, or are they simply the spread between the issue

price, and the price paid to the company? Are they gross commis

sions or really profits?

Mr. MITCHELL. Well, we hope that they arePºli but when any

thing is set down as a profit before overhead, I am never sure it is a

profit in the ultimate. It means

The CHAIRMAN (interposing). You are making a distinction, then,

between the actual profit, which is finally measured, and that which

you call net profit before deducting the overhead?

Mr. MITCHELL. Precisely.

The CHAIRMAN. That is all you want to be understood as saying, in

defining this phrase?

Mr. MITCHELL. That is right.

The CHAIRMAN. With that understanding, the table is admitted.

(The table referred to was marked “Exhibit No. 1646” and is

included in the appendix on p. 11773.)

Mr. HENDERSON. This footnote is from the material supplied by

Blyth & Co., and it is a footnote to the heading, “Net Profit Before

Overhead, see Footnote.” I now read the note:

Net profit before overhead. The figures shown are the gross profit less syndi

cate expense, documentary tax stamp and other direct expense or losses attrib

utable to the particular issue. No deductions have been made for salesmen's

compensation or general operating overhead of any character.

The CHAIRMAN. I think that is what the witness was trying to

bring out.

Mr. MITCHELL. Thank you very much.

Mr. NEHEMKIs. Mr. Chairman, I should like, however, that the

record be perfectly clear that the phrase “net profit” was taken from

the official records of Blyth & Co.

The CHAIRMAN. Yes, sir.

Mr. MITCHELL. Thank you, sir.

Mr. NEHEMRIs. Mr. Mitchell, were you not fomerly a trustee of

Consolidated Gas Co. 2

Mr. MITCHELL. I was.

Mr. NEHEMRIs. Was Mr. Floyd Carlisle a trustee of Consolidated

Gas Co.'

Mr. MITCHELL. He was.

Mr. NEHEMRIs. Is Mr. Carlisle presently known to you ?

Mr. MITCHELL. He is.

* “Exhibit No. 1641,” supra, pp. 11549–11550, which was marked for identification only.
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Mr. NEHEMRIs. Is it not a fact, Mr. Mitchell, that you were instru

mental in obtaining a position on the board of trustees for Floyd

Carlisle?

Mr. MITCHELL. I would say that that was a true statement.

Mr. NEHEMRIs. Is it not also a fact, Mr. Mitchell, that you were

instrumental in obtaining a position on the board of directors of

Consolidated Gas Co. for Mr. George Whitney, partner of J. P.

Morgan & Co.?

Mr. MITCHELL. If I was, it was very incidental. I think that with

some stretch of the imagination that might be true, but I certainly

was not fully responsible for his coming on the board.

Mr. NEHEMRIs. Mr. Mitchell, I show you a letter from you to

your California associate, Mr. Hyth, dated October 5, 1937. I ask

you to examine the stamp at the bottom of that letter containing

your name and tell me whether in your judgment this is a true and

correct copy of an original in your possession.

Mr. MITCHELL. Yes.

Mr. NEHEMR1s. The letter is offered for the record, Mr. Chairman.

The CHAIRMAN. The letter is received.

(The letter referred to was marked “Exhibit No. 1647” and is in

cluded in the appendix on p. 11773.)

Mr. NEHEMRIs. I read to you, Mr. Mitchell, from the letter you

wrote to Mr. Blyth [“Exhibit No. 1647”]:

I talked the Consolidated Edison situation over with him—

Meaning Stanley—

thoroughly and after ceding (1) that I had been instrumental in bringing Floyd

Carlisle into that situation; (2) that I had been influential in getting a position

on the Board for George Whitney, and (3) that Carlisle had promised me in

the Spring of 1935 that if Morgan & Company did not get back into the investment

º: business, the financing of Consolidated Edison would be thrown over

0 Ine, he

Meaning Stanley—

gllowed that we had a real right to our present position in all Consolidated

Edison business and assured me that if there was any rearrangement in the

Account we would in no case be cut in percentage beyond the percentage cut that

Morgan Stanley themselves took ; in other words our position would be

lmaintained.

Mr. Mitchell, do you want to add anything to the former statement

you made as to how Mr. Whitney obtained his position?

ſr. MITCHELL. No. It supports exactly what I said.

DISCUSSION WITH FLOYD CARLISLE RELATIVE TO FUTURE CONSOLIDATED

EDISON CO. BUSINESS

Mr. NEHEMRIs. Now, did you, as your letter would indicate, dis

“Is the prospective financing of Consolidated Edison and its sub

sidiaries with Mr. Carlisle in the spring of 1935?

Mr. MrrCHELL. Yes; I did.

Mr. NEHEMRIs. And Mr. Carlisle agreed that you might have the

leadership in that business if the Morgans didn't return to the invest

ment-banking business?

Mr. Mrichell. Well, since we are harping on words I would light

on that word “agreed.” I would say that that was an improper use

of the word for that discussion.
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. Mr. NEHEMKIS. Well, since you talked this over with Mr. Car

lisle, what word would you suggest?

Mr. MITCHELL. Well, let me give you the fact. In the National

City Bank, in the National City Co., the financial operations, issues

of the Consolidated Gas Co. and subsidiaries, had been carried on for

a great many years, in fact long before I became connected with the

institution, which was in 1916. During that entire time it had hap

pened that I personally had been the one to sit down with the com

pany officials and to arrange their financing. I think it might be

truthfully said that I knew as much about their finances as any single

man on the street and I personally had been the contact between the

City Bank, the City Co., and the Consolidated Gas Co. and subsid

iaries. Knowing their financial structure and with the historical

past, as it was, I recall that Mr. Carlisle in the spring of 1935, at a

time when I had gone to him for his personal advice to me as to

the acceptance of an invitation from Blyth & Co. to join them and

the relative value to me of an invitation that had come concurrently

from another large house, he had voluntarily said to me—I won't

attempt to give the exact words, but approximately this—that if I

returned to the investment-banking business as contemplated in our

discussion, that he would think it proper and likely that I would be

qualified to continue financial advice and relations with the Con;

solidated Gas Co., and he made this proviso (again I don't pretend

to quote his exact words), he said—“This is assuming that the invest

ment banking business formerly conducted by J. P. Morgan & Co. is

not carried on by them through some other organization. Under those

circumstances I would think that it was proper that they—whoever

they might be”—I don’t like this, I am *...*. all mixed up with this

word “they”—“would be the likely house for Consolidated Gas Co. to

turn to, and if that occurs, I think you can be assured in any event of

very great consideration.”

Now, you see, that is very far from agreement. He didn't agree

with me about anything. There was only one blow struck, and with

his having that I was content to go out of the door, but I don’t think

I could call it an agreement.

Mr. NEHEMRIs. The word used in your letter of October 5, 1937

Mr. Mitchell, was “promised me.” Shall I continue to use the word

“promised”?

Mr. MITCHELL. Well, “promised me” is a

The CHAIRMAN (interposing). There is a song about that, Mr.

Mitchell.

Mr. MITCHELL. I was thinking of that. There is some sentiment in

it, and it certainly is not an agreement. If it had been promised me

it would be in the law courts all the time.

The CHAIRMAN. Well, I think what you are getting at is that by the

use of the word “agree” and the use of the word “promise” you did

not mean that there was any binding agreement that would be up

held in a court of law, but perhaps that there was an understanding?

Mr. MITCHELL. A distinct intimation—let's put it that way, sir.

The CHAIRMAN. On which you thought you would rely?

Mr. MITCHELL. Yes.

Mr. NEHEMKIs. Mr. Mitchell, the earlier financing of Consolidated

º, had been under the leadership of the National City Co., had it
not .

1 “Exhibit No. 1647.”
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Mr. MITCHELL. It had, yes.

Mr. NEHEMRIs. Now, I am a bit confused by the fact that Mr.

Carlisle indicated to you at the time of your discussion that if the

Morgans didn't return to business, the intimation was that you might

have this business. Now, why the interjection of the Morgans?

They had no claim on this business. They had never been the leader.

You had always been the leader. They had been a mere participant.

Would you care to clarify that situation for me?

Mr. MITCHELL. Well, at that time, Mr. Whitney was a member of

the board of directors, I was not. Mr. Whitney had been on the

bºard, I think, of the United Corporation, which was the largest

single holding of the shares of Consolidated Gas Co. This is my

recollection. I think that Mr. Carlisle's reaction was quite proper

and quite correct.

Mr. NEHEMRIs. Now, Mr. Mitchell, as I recall the letter, on or

thout October 5, 1937, you discussed this situation with Mr. Stanley.

You were writing about that conversation?

Mr. MITCHELL. You are referring to this letter?

Mr. NEHEMRIs. Yes, sir; that is correct.

Mr. MITCHELL. Yes.

Mr. NEHEMKIS. And Mr. Stanley conceded your various conten

tiºns.(1) that you had been instrumental in bringing Floyd Carlisle

|Qthe picture, and (2) that you had been helpful in getting George

Whitney on the board. That is correct, isn't it?

. MITCHELL. Yes.

Mr. NEHEMRIs. And that as a result of your efforts in behalf of

the House of Morgan, Mr. Stanley conceded that Blyth was entitled

"he second ranking position in Consolidated Edison financing?

Mr. MITCHELL. Mr. Counsellor, I think you are assuming some

"lºgin that question that I have not testified to at all.

NEHEMRIs. I want to be thoroughly sure that I don't mis

"lºtstand you.

º: ... Well, you are saying this, as I understand it, that

*se I had been influential in getting Mr. George Whitney on the

! I was entitled to special consideration from the firm of Mor

$º Stanley, with respect to Consolidated Edison business.

* NEHEMRIs. Now, is that not correct?

§ HELL. That is as I understood you.

º, NEHEMRIs. That was the inference f was drawing. Do you

* It is improper?

§ . Yes; because—

# NEHEMRIs. Why?

that - Because the real reason why we were entitled to

º my opinion, why Harold Stanley thought we were en

Solid to that—was the very close contact that I had had with Con

i. Gas financing over a long period of years. I would say
ºwing Harold Stanley, these reasons in here were purely inci

†: '. that long relationship. If I were going to claim any

thejº I am not any different than a lot of other fellows on

I'd sh; # I claim a lot of things that are the bunk. [Laughter.]

Sonal de over those claims and base it very definitely on my per

peri...anding of the affairs of Consolidated Gas Co. over a

edge º: ears and the help that Blyth & Co., by virtue of the knowl

personally had, could be in that situation.
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Mr. NEHEMRIs. Mr. Mitchell, witnesses that have appeared before

the committee have indicated the situation similarly to what you are

saying. In other words, business in the investment banking field has

a habit of following certain individuals, men get associated with a

piece of financing and that financing follows them :

Mr. MITCHELL. Just exactly as it would be in a law office, gentlemen,

or in any other type of business. Yes; I would say that business

generally, especially where it is of a personal and professional char

acter, follows the individual.

Mr. NEHEMRIs. Just as, for example, you were the man in the

National City Co. who probably knew more about Anaconda than

the others, you were intimately associated with its affairs, you under

stood the ramifications of it, so it was inevitable that when new

financing came around and you transferred to a new association, that

business followed you?

Mr. MITCHELL. I don't want to be a stickler on words, but that

word “inevitable” I don’t like.

Mr. NEHEMRIs. Well, it gravitated toward you?

Mr. MITCHELL. I would say that the chances were more favorable

to me than to anybody else.

Mr. NEHEMRIs. As I recall the situation, Mr. Stanley Russell, who

appeared here yesterday, was also interested in that business, wasn't

he 2

Mr. MITCHELL. Yes; and not only Stanley Russell. There were

others that were interested.

Mr. NEHEMRIs. Was Mr. Ripley interested?

Mr. MITCHELL. Of course, §. Ripley was interested.

Mr. NEHEMRIs. Why do you say “of course” . That is an inter

esting phrase.

COMPETITION IN INVESTMENT BANKING

Mr. MITCHELL. This is a monopoly investigation. My long expe

rience on the Street tells me that the investment-banking business is a

dog fight. There is no monopoly about it, gentlemen. And where a

piece of business presents itself every house is immediately inter

ested, and there is more or less of a scramble. Now, when you are

going directly to an issue you have to go in a very dignified manner

and you have got to have a real road to travel. You can’t just go

down because you think somebody is going to like the color of your

eyes. It's got to be a real basis for an approach.

Now, when I say that Mr. Ripley was interested in that business,

that is exactly what I mean.

Mr. Stanley Russell was interested in the business. I could name

other houses that were interested in the business, and actively inter

ested in trying to get it.

Mr. NEHEMRIs. But the fact remains, that when the financing

ultimately came out, you got it?

Mr. MITCHELL. That is the very important fact, we were really

the only matter of importance in the entire situation. [Laughter.]

Mr. NEHEMKIs. I am glad you recognize that, Mr. Mitchell.

[Laughter.]

Now, in connection with your conversation with Mr. Stanley, when

you were discussing the Consolidated Edison situation, Mr. Stanley
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Onceded your right to a very important position in that financing,

because as you say, your past relationship—

Mr. MITCHELL (interposing). Are you speaking of Anaconda’

Mr. NEHEMRIs. No; returning to Con. Gas. Mr. Stanley con

(Eded your right to a substantial place in that business because of

Yºur past relationship?

Mr. MITCHELL. A right of claim, I would say.

Mr. NEHEMRIs. And, according to the testimony already offered,

that right has ripened.

In other words, you have indicated to me, and the testimony so

shows, that your firm has always had second position in Consolidated

Edison and subsidiary financing and the second largest amount after

Mºrgan, Stanley; right?

Mr. MITCHELL. Well, you used “right” a couple of times, now

Mr. NEHEMRIs (interposing). Is that correct, sir?

Mr. MITCHELL. Right—I don't—there is no legal right.

Mr. NEHEMRIs. I am sorry, you misunderstood me.

Mr. MITCHELL. I see words—since we are discussing words—that

Tºp in here. I noticed some testimony that came into somewhere

that I have seen in the last day or two, the words “right” and “pro

prietary.”

ti Mr. NEHEMRIs. Mr. Mitchell, I think you should answer my ques

10n.

Mr. MitchELL. I am going to answer your question, if the Com

|sioner will permit me to do it. I simply want to say that when

I use the wor “right,” or when you use it in this case, I want it

derstood it is a right to claim. It is an ethical and moral term.

§e is nothing legal in it; nothing whatsoever.

º, NEHEMRIs. I think you are unduly sensitive to the use of

Wºrds, and the confusion has arisen because I asked a question after

"Sentence. Unfortunately, I used the word “right,” meaning “is

t correct?”

words MITCHELL. I don't know who started this discussion about

ºwn. Well, let's proceed, sir. I think we may get along

º,(names. We may have to bring Mr. Webster before we are

* Hºornson. Or the semantics experts. But I just have one

"...ſiºn; may I ask it?

tinº in line with what you have been saying concerning the dis
Mct 10n between the legal and the ethical or moral right, is it not a

** this right to claim—I think that is the way you express

la *y frequently does develop into a piece of business, and that a

º "mber of the pieces of business following the divorcement did

M". lines of those who had the right to claim?

i. HELL. Or thought they had.

HENDERson. Well, i accept that.

it—th *MRIs. Now, your right to claim—and I use your phrase,

bºn.Second position in the Consolidated Gas business has always

mainta - - -

Mr ined. You have always had that position? .

- . Please understand, I have never claimed second

business.Pºsitioni.
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Mr. NEHEMRIs. You were given it?

Mr. MITCHELL. We were given it.

Mr. NEHEMRIs. Now, in March, toward the end of March of 1936,
the Consolidated Edison Co. brought out a $60,000,000 issue, and the

number of underwriters was increased in that issue from 29 to 0%

Do you recall that piece of financing, Mr. Mitchell?

Mr. MITCHELL. Yes. - -

Mr. NEHEMRIs. And what was your firm's position in that syndi

cate? Did it remain second place?

Mr. MITCHELL. Yes, sir. - Q

Mr. NEHEMRIs. Do you recall what Morgan Stanley's interest W**

Mr. MITCHELL. In dollars of underwriting?

Mr. NEHEMRIs. Yes; in rough amount.

Mr. MITCHELL. No; I don’t.

Mr. NEHEMRIs. About $9,000,000?

Mr. MITCHELL. I couldn’t tell without reference. -

Mr. NEHEMRIs. Mr. Mitchell, I show you a memorandum Writ”

by you dated March 29, 1936, to members of your staff. I ask yº!

to examine this memorandum and see if it doesn't refresh You"

memory.
Mr. MITCHELL. Well, this is the type of usual record I make for

the executive committee. -

Mr. NEHEMRIs. What was Morgan Stanley's interest in that Pie"

of financing?

Mr. MITCHELL. It was stated that it will be $9,000,000.

I don’t know whether it was actually that or not. -

Mr. NEHEMRIs. At the time you wrote this memorandum, what did

you understand, even though the underwriting group was to be *

creased from 29 to 66, that Blyth & Co.'s position would be?

Mr. MITCHELL. Exactly what is stated here.

Mr. NEHEMKIS. What is stated?

Mr. MITCHELL. $3,600,000.

Mr. NEHEMRIs. Is that second position?

Mr. MITCHELL. It is. -

Mr. NEHEMRIs. That is all I wanted to have you tell me, sir. The

memorandum, identified by the witness, is offered in evidence.

The CHAIRMAN. It may be received. 7)

(The memorandum referred to was marked “Exhibit No. 1648

and is included in the appendix on p. 11774.)

Mr. NEHEMRIs. Now, so far as you can tell, will Blyth & Co.,con

tinue to have second position in Čonsolidated Édison business?

Mr. MITCHELL. I think as long as they deserve it, though I regard

nothing as static in the investment banking business or the position

of firms in underwriting.

The CHAIRMAN. How will they continue to deserve it?

Mr. MITCHELL. By being helpful in the financing, as it occurs, by

showing that in initial distribution, interest as we may have it in

trading, contacts with various holders and our treatment of their

interest, as long as Blyth & Co. maintain the services and the Scopº

and the position that it has today, I would say that that second pos!"

tion was well assured.

The CHAIRMAN. Who is to be the judge as to whether or not Blyth

& Co. does maintain that position?
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Mr. MITCHELL. It is difficult for me to say, because that is some

thing that is usually determined by the issuer and the head of the

(Count. Sometimes entirely by the issuer, sometimes in other pieces

of business entirely by the underwriting group manager. In this

º, I assume that it would be the issuer, plus Morgan Stanley &

Cº., assuming they were to lead the account.

The CHAIRMAN. What circumstances are there then that enter into

the determination of the relative positions of these various houses?

Mr. MITCHELL. Senator, I assume that when any house is selected

tº act as manager of an account, their first thought is the success of

the business. That is number one.

The CHAIRMAN. By that you mean, the success of the flotation and

the distribution?

Mr. MITCHELL. Yes. Second, historical relationship. If a certain

hºuse of good reputation has been connected with a piece of business

historically over a period of years, and is eliminated, let us say, to

make the case extreme, eyebrows are raised. Is there some difficulty

lºween the issuer or the house of issue, or is this particular house

dºgrading and gone down to a place where they should be elimi

lated! If a house maintains its position and has been historically

ſonnected with various issues of the issuer, that house has a right to

* considered, and the management, looking to the good of the busi

*S, will give consideration to historical relationship. Now, there

are other#. that are considered by the manager of an account.

Certain houses, for instance, have been specialists, let us say, in

Public utilities, certain have been specialists in rails. Those houses

Would have to be considered by a manager in accordance with his ex

Pºrtness to judge. Their names, for instance, in the utility issue, the

"ame of a house that has been known particularly as a utility house

Would add to the prestige of the issue itself as it came out, if their

"le were attached. That is something that is always considered.

Then,fºliº would say that if an issue had to do with

the Pacific coast, let us say it comes out of a company operating

Sºcially on the coast, coast underwriters should be particularly con

idered. It is advantageous for the issuer, it is advantageous for the

"iness itself to have the support of the houses that are geographi

ºlly located where their knowledge of the particular business would

°onsidered as prime. Again, in the selection of an underwriting

º and I put this last because I frankly think that it is the last

** to be considered, is the reciprocal relation between one house

"the house that may be considered.

9W, that combination, and probably several other things that in

º *y answer to your question I have left out of mention, consti

º: What passes through the mind of the manager of an account

†. hºismaking up a syndicate.

it . AN. With regard to a large number of these accounts,

ºld appear that the relative position of the different houses

º approximately the same?

ing, i. : Yes; and yet, Senator, as I said earlier in this hear
pºsiti don't believe that the investment banking business and the

% of the various houses in the field of investment banking can

º at all, and I don't believe in the static character of any
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Frankly, with a house that is coming along as I consider my house

is coming along, that is my claim.

The CHAIRMAN. Now, this is as you have testified, not by way of

any hard and fast legal agreement that could be upheld in court, but

a sort of gentlemen's understanding of those concerned?

Mr. MITCHELL. Yes. There are a great many accounts on which

there is no gentlemen's understanding at all—accounts that are made

up where the members of the account have been told or should know

if they have not been told that their position may be very different

in the next piece of business. It is a matter of reconsideration.

There are few accounts I consider truly frozen.

Mr. NEHEMRIs. Is this an account you consider truly frozen 2

Mr. MITCHELL. I would hope it wouldn’t be.

Mr. NEHEMRIs. As far as Blyth & Co. would be concerned up to

the present time—I suppose there have been eight or nine issues—

your position having remained fixed, would you regard your position

as frozen or crystallized?

Mr. MITCHELL. I would hope that it wasn't, frozen just so long as

we deserve it, and the minute that Blyth & Co. in their service ren

dered and ability to serve degrades, if that should ever happen—

while I am choosing words I would rather put it that way

The CHAIRMAN. Which you hope will not happen, and which you

will endeavor to see does not happen. [Laughter.]

TILE TELEPHONE ACCOUNT

Mr. MITCHELL. I will do my best. But if that should happen, I

wouldn't consider that they had a right to that position, and I do nºt

believe whoever is the leader of an account would consider it SO,

either.

The CHAIRMAN. Now, those frozen accounts, to use your phrase, are

the most desirable accounts, I take it, those which are issued by

corporations of permanent standing, of good reputation, the securities

of which the public might, desire to have 2

Mr. MITCHELL. You can't be truly comprehensive of the situation

in making that remark. There are certain accounts that are frozen

to a far greater extent than others. For instance, what we know as

the Telephone account.

The CHAIRMAN. Is that a frozen account?

Mr. MITCHELL. As to its leadership and the first few names on that

account, I think it is more nearly frozen, perhaps, than most
accounts.

Mr. NEHEMRIs. Who is the leader of that account?

Mr. MITCHELL. Morgan Stanley.

Mr. NEHEMRIs. And who are the first few names on that account 2

Mr. MITCHELL. I would rather go back to the records than to tºto give it to you from memory. y

Mr. NEHEMRIs. Will you have that available for us when We

resume this afternoon?"

Mr. MITCHELL. Yes; I will."

Mr. NEHEMRIs. Roughly speaking at this particular moment, can

you tell me about how many houses are in that particular group in

1 Infra, p. 11573.
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frozen, crystallized group? Roughly your assistant will give us, cry group ghly y 8

the exact figures later.

Mr. MITCHELL. I would say, offhand, six or eight houses.

Mr. NEHEMRIs. Blyth & Co. is not one of those companies?

Mr. MITCHELL. We are not; we hope to be.

Mr. NEHEMRIs. But you are not yet?

Mr. MITCHELL. No.

Mr. NEHEMRIs. Is Brown Harriman one of those frozen houses in

that account?

Mr. MITCHELL. I am going to produce a list for you.

The CHAIRMAN. The houses are not frozen ; it is the issues.

..Mr. NEHEMRIs. Mr. Chairman, it is getting rather late. I wonder

if you want us to conclude.

The CHAIRMAN. Mr. Mitchell was about to explain his view of a

|articular frozen account when we interrupted him. You said, for

"ample, the Telephone account.

, MITCHELL. The leading names on that account, I would say,

Wils as nearly a frozen account as any. Mind you, I don’t say any

ºf them are frozen. If they are, I would lie down and say there is

10 use fighting. So I won't grant that is a frozen account. I say it

ls an account that has been held together as those top names for a

gººd many years, and I hope that it won't always be so.

The CHAIRMAN. What is the effect of this practice upon the issues

hºmselves, upon the rates of interest that obtain, and upon the result
to the issuer?

MITCHELL. Oh, on those big accounts, by and large, I think

that the issuer has always gotten top prices.

e CHAIRMAN. You don’t think that this plan of operation by

tlemen's understanding, dividing the issue among a number of

"es, eliminates any competition among these houses with respect
to the issue? -

* MitchELL. No; I frankly don't. That price is set as a rule
W the leader of the account. Morgan Stanley are the head of that

*ount, and if they didn't give that company the most favorable

º that the market would afford they would not only jeopard

0º: elr position with the company but they would lose their prestige

On e Street. They must continue to do the fine job that they have

ºº years or they lose their prestige and no ‘irm has held it

*Chairman. And this is the way it is done?

* AllTCHELL. This is the way it is done.

po#. CHAIRMAN. By dividing the account in certain definite pro

ſtº approximately, among certain selected firms? . . .

lesaidº; In this particular case, Senator, I think it could

Was giv at the historical relation of firms to the Telephone business

ale5. particular consideration. I mentioned several things that

is ...ted, but in the Telephone account the historical relatiou

The Preponderance of consideration.

let hav*RMAN. Does this plan of dividing an issue in this man

might * the effect of excluding from participation houses which

ſr. M erwise have participated? - -

lip, it ..º. Senator, it is my experience that if a house comes

it is...n't matter how far down the line, but if it comes forward

*g to get increasing consideration." It will start way down
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in the selling group and it will come forward high in the selling

group, and Ée first thing you know you will find them entering the

underwriting group and if they go on to a higher position of ef

ficiency and importance, they will go higher constantly in the under

writing group.

Mr. NEHEMRIs. Mr. Mitchell said, if I heard him correctly, that

in Telephone financing the historical relation is given prepondenant

consideration. Do you know that of your own personal knowledge?

Mr. MITCHELL. Oh, no; I know it from observation only, and when

I say I know it I assume that to be from my observation.

Mr. NEHEMKIS. We are almost finished, sir, with this phase of

the examination.

There are about two or three more questions, and I think this is

a good place to adjourn. I just want to button up the testimony Mr.

Mitchell has given.

I want to return—we have been on a long detour, Mr. Mitchell—

to your correspondence on October 5, 1937, with Harold Stanley with

reference to Consolidated Gas financing. I am going to read you

once again what you wrote at that time to your associate, Mr. Blyth

[reading from “Exhibit No. 1647”]:

He–

Stanley—

allowed that we had a real right to our present position in all Consolidated

Edison business and assured me that if there was any rearrangement in the

account we would in no case be cut in percentage beyond the percentage cut

that Morgan Stanley themselves took. In other words our position would be

maintained.

In other words, if there should be any percentage rearrangement

in the account of Consolidated Gas financing, your altered position

will never be any worse proportionately to that of Morgan Stanley's.

Mr. MITCHELL. You have used the word “never.” I think that

I would certainly not let that carry through except in the immediate

future. In other words, I think that is what Stanley meant, and it

is certainly what I conceived, and I certainly never conceived the

word “never.”

Mr. NEHEMRIs. That is all, sir.

The CHAIRMAN. Are there any other questions to be asked of Mr.

Mitchell at this time?

When the committee adjourns, it will be the adjournment of the

public session. The members of the committee are requested to re

main in the room for just a few moments. The committee will stand

in recess until 2 o'clock. -

(Whereupon, at 12:20 p.m., the committee recessed until 2 p.m.

of the same day.)

AFTERNOON SESSION

The meeting resumed at 2:20 p. m., Chairman O'Mahoney

presiding. -

The CHAIRMAN. The committee will please come to order.

Mr. MITCHELL. May I ask, just for the accuracy of the record, there

is some confusion, even in the mind of the stenographer, I know, as

to a question and answer this morning. As I understood, this was
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the question: “Were you not indebted to J. P. Morgan & Co. in a con

siderable sum?”

Answer: “I certainly was, and the world knew it.”

The next question: “Are you indebted now?”

And the answer was: “I am not.” Is that according to the record?

The CHAIRMAN. That was my understanding of your answer.

Mr. MITCHELL. I just wanted to clarify that.

Mr. NEHEMRIs. Mr. Mitchell, we left off this morning with a dis

cussion of Telephone matters. You were good enough to indicate to

the committee that you would make available certain information.

Let me repeat to you some of the questions at this time. You had

this to say:

Mr. MITCHELL. There are certain accounts that are frozen to a far greater

extent than others. For instance, what we know as the Telephone account.

The CHAIRMAN. Is that a frozen account?

Mr. MITCHELL. As to its leadership and the first few names on that account,

I think it is more nearly frozen, perhaps, than most accounts. * * *

Mr. NEHEMKIS. Roughly speaking at this particular moment, can you tell me

how many houses are in that particular group, in a frozen group? " * *

Mr. MITCHELL. I would say, offhand, six or eight houses.

Does that refresh your recollection on it?

Mr. MITCHELL. It does.

Mr. NEHEMRIs. Have you available now, sir, what you indicated

you would produce.

Mr. MITCHELL. I have.

Mr. NEHEMKIS. And now will you tell me which of those six or

seven houses are regarded as being members of the Telephone group?

THE TELEPHONE GROUP

Mr. MITCHELL. I would say that for a long period of years—and I

we that from recollection—the business has been headed by J. P.

organ and latterly, by Morgan Stanley & Co.; and there have

ilways been in that group, always, according to my recollection,

Kuhn, Loeb & Co.; Kidder, Peabody & Co.; Lee, Higginson & Co.;

and latterly, Lee Higginson Corporation. Since Morgan Stanley &

Co. have handled this financing, those names have headed the list.

There have also followed them in all of the issues, the First Boston

Corporation; Brown, Harriman & Co.; and Edward B. Smith & Co.,

and those names, by and large, have been the names that have appeared

in the public advertising.

. Mr. NEHEMRIs. And it was that list of names and those underwrit

ing houses which you have just enumerated that you regard as being

"º:
. MITCHELL. Those names have appeared so often with the head

of the É."; with the head of the underwriting syndicate, that I

Would say that they were regarded as the principal names in the

Telephone business. I would say that in certain issues, that list has

been materially enlarged. If I might be permitted to just expand

ºn that for a moment, in October 16, 1935, being the first issue .# the

Illinois BellTelephone Co., to which reference was made this moºn.

Ang, in that issue there were nine underwriters and the names which I

have given headed the list and two others only were added, Melion
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Securities Co., and Bonbright & Co., and their names did not appear

in the public offering of the issue, advertising and prospectus.

The second issue was the Southwestern Bell Telephone Co. issue,

made on December 12, 1935, an issue of $44,000,000, in which the list

of underwriters was increased by one. In other words, 10 under

writers.

Mr. NEHEMRIs. But the same seven names appeared?

Mr. MITCHELL. The same nine names as previously, and the firm of

Dillon, Reed was added. -

Mr. NEHEMKIS. May I just interrupt you for a moment so that the

record may be clear? I asked you whether the same seven names that

you originally enumerated also appeared in the Southwestern Bell

issue?

Mr. MITCHELL. They did.

To continue: The third issue was an issue of April 16, 1934, $30,

000,000 of the Pacific Telephone & Telegraph Co. The number of

underwriters in that issue was 10, and consisted of those 7 names

previously mentioned, and Blyth & Co., Incorporated, Dean Witter

& Co., and Harris, Hall & Co.

The next issue was the large issue of October 15, 1936, an issue of

$150,000,000 of American Telephone & Telegraph Co. That issue had

47 underwriters, and in addition to the particular names enumerated

before, who headed that list, were—I will simply state the first 3 or

4–Blyth & Co., Incorporated, Mellon Securities Corporation, Bon

bright & Co., Lazard Frères.

The next issue was again an issue of the American Telephone &

Telegraph Co., offered on December 2, 1936. At that time the under

writing list was extended to 97 names.

Mr. NEHEMRIs. Did the first seven houses appear in the same order

as in the previous issues?

Mr. MITCHELL. The first houses were as before, they were followed

by Blyth, Mellon, Bonbright, and Lazard. -

The next issue was an issue of the Pacific Telephone & Telegraph

Co., dated December 17, 1936, a smaller issue of $26,000,000, and 10
underwriters.

Mr. NEHEMRIs. Of the first seven, then, I take it, the original

group appeared?

Mr. MITCHELL. And in addition to those seven names, Blyth &

Co., Dean Witter & Co., and Harris, Hall appeared.

And the next issue was an issue of $42,500,000 of Southern Bell

Telephone & Telegraph Co., dated May 5, 1937. In that issue there

were 48 underwriters. The names previously mentioned were the

only ones appearing.

The next issue was the New York Telephone & Telegraph Co., an

issue of $25,000,000 on June 24, 1937, with the same list of houses

appearing and only one additional underwriter, making eight in

total, that underwriter being Harris, Hall. -

The next issue, an issue of $27,750,000, Mountain States Telephone

& Telegraph Co., brought out under the date of June 9, 1938. In

that issue there were 37 underwriters, the same names appeared as

heretofore in the advertising and were followed by Blyth, Bon

bright, Mellon Securities, and Lazard Frères. -
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The next issue was $28,900,000 Southwestern Bell Telephone Co.,

brought out July 14, 1938. There were 43 underwriters. The same

names as originally stated were the ones appearing in the adver
tising,

º: next issue, and the last, was $22,250,000 Southern Bell Tele

phone & Telegraph Co., dated July 20, 1939, the issue was under

written with 47 names and was advertised under the same names as

we first mentioned.

May I add, it is an unusual situation that persists, I think, through
out this Telephone business. For instance, in the issue of December

2 there was $140,000,000, there were—

Mr. NEHEMRIs (interposing). That is the American Telephone &

Telegraph Co. issue?

Mr. MITCHELL. Yes. There were 97 names in these issue . The

unusual feature appears of the manager of the account guaranteeing

to the issuer the responsibility of the underwriters. You will bear

in mind that over a long period of years, the underwriting house

first bought the issue outright, then formed a separate banking group

that might be followed by a purchase group and a selling group.

The underwriter, the principal underwriter, took the sole responsi

bility. Since we had the Securities Act, it will be borne in mind

that the responsibility of the underwriters is several.

Now, when one finds a list of 97 names scattered all over the coun

try, we meet immediately the problem of due diligence on the part

of all of these underwriters and the work of the underwriting mana

ger, the work of the lawyers, becomes doubled and redoubled. In

fact, I will say that one of the principal difficulties in the long under

writing list today is to really satisfy the requirements of the law

on the subject of due diligence by underwriters. I am making that

point in passing, Mr. Chairman, as a point of particular interest,

and I mention it because in this Telephone financing we find some

thing that is rather unusual. The obligation is several, ordinarily,

but in these Telephone issues, Morgan Stanley guaranteed to the

issuer the responsibility of their entire underwriting list.

The CHAIRMAN. Well, Morgan Stanley would undertake the pri

mary responsibility. That is what you mean?

Mr. MITCHELL. Yes. -

The CHAIRMAN. Now, how about the other underwriters?

..Mr. MITCHELL. The other underwriters assume the same responsi

bility that they do where it is distinctly a several obligation.

The CHAIRMAN. But do they do it on independent investigation?

Mr. MITCHELL. They are supposed to. Not necessarily independent,

but they are supposed to.

The CHAIRMAN. Well, they satisfy themselves.

. Mr. MITCHELL. They must satisfy themselves and be duly diligent

in the process.

The CHAIRMAN. That is right. But all of the terms are fixed by

the first underwriter, are they not?

Mr. MITCHELL. Yes.

The CHAIRMAN. And the others come in without going through

any negotiations with respect to the actual terms?

124491–40–pt. 22 15
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Mr. MITCHELL. Without negotiations with the issuer, though ve

often there are corrections and changes made after conference wit

the principal underwriter and counsel.

The CHAIRMAN. But the price paid to the issuer and the price of

resale to the public is fixed by the first primary house?

Mr. MITCHELL. Not in all cases by any means. For instance, we

have a case of our own in the Anaconda Copper financing. In that

case, the issuer was not satisfied until he knew the price views of

every single member of that underwriting group, and among the

papers that were photostated for the benefit of your committee, you

will find a statement that I made to the president of the Anaconda.

Copper Co., giving the price views of each one of that underwriting

group for the record.

The CHAIRMAN. Does each of the group participate on the same

terms, though not in the same proportion?

Mr. MITCHELL. On exactly the same terms, except there was a fee

to the manager.

The CHAIRMAN. In other words, the manager gets a special fee

as manager, but then the spread is the same for all of the partici

ants?
p Mr. MITCHELL. That is true; yes.

Mr. NEHEMRIs. Mr. Mitchell, you stated a moment ago that Mor

gan Stanley guaranteed the Telephone account. Do you know of

your personal knowledge whether Morgan Stanley did that at the

specific request of the Telephone Co.'

Mr. MITCHELL. Of my personal knowledge I do not know; I can

only say that there are other instances of their issues where it has

been done, but it is not universal practice.

Mr. NEHEMRIs. So that there are other Morgan Stanley issues in

which Morgan Stanley does guarantee the liability of all members

of the account?

Mr. MITCHELL. Yes.

Mr. NEHEMKIS. Mr. Mitchell, you have made frequent reference

as you went over the various underwriting groups on the Telephone

issues to the original Seven houses that we referred to at the outset

of your discussion. Am I to understand that it is to that group that

you had reference when you said that account was “more nearly
frozen than most accounts”?

Mr. MITCHELL. Yes.

Mr. NEHEMRIs. Now, in your testimony this morning you said that

there were other, accounts that came into that general frozen cate.

gory. Will you just run over a few that you have knowledge of that

have the same situation as the Telephone group that we have been

going over?

Mr. MITCHELL. Mr. Counselor, I don't think I would be quite pre

pared to do that without a little research. I think it would apply

to certain of the railroad accounts.

Mr. NEHEMRIs. Would you be willing to send us a memorandum
on that, have your staff give us the benefit of your views?

Mr. MITCHELL. I will do so gladly, though I want to be sure that

I am not trying to present the names of a frozen account, because

as I said this morning, I won't agree that any account is frozen. ”
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Mr. NEHEMRIs. I think you covered yourself very well. You said

you can't be truly comprehensive of a situation in making that

remark. There are certain accounts that are frozen to a far greater

extent than others. You have given us vividly an example of one

account in your testimony this morning, and if you will give us a

memorandum on some of the other accounts, I think the committee

would be very appreciative.

Mr. MITCHELL. I will be glad to do my best.

WALUE OF OPENING DEPOSIT ACCOUNT WITH J. P. MORGAN & CO. TO AN

INVESTMENT BANKING HOUSE

Mr. NEHEMRIs. You identified for me, Mr. Mitchell, a letter dated

September 30, 1935, from your West Coast partner, Mr. Blyth, to your

self. I will read you a part of that letter. This is Mr. Blyth ad

dressing you [reading from “Exhibit No. 1645”]:

I had at one time thought as soon as we could maintain a reasonable balance,

say nothing less than $500,000, it might be well to try to get under the tent in

that way, but of course I realize that we would then be somewhat in competi

tion with other banking organizations which perhaps could keep several times

that amount on deposit and if the deposit line were an influencing factor, would

far over-top us.

Now, to what did Mr. Blyth have reference when he suggested the

advisability of getting “under the tent” in that way?

Mr. MITCHELL. I am sure Mr. Blyth wouldn’t mind my saying that

his suggestion arose from a lack of perfect understanding regarding

the-what expression did he use?

º Henderson took the chair.)

. * Chairman HENDERSON. The “deer runs,” and we added the

“salt licks.

Mr. MITCHELL. Yes; I'd say that. I told Mr. Blyth at the time

that that was not a thing that was either necessary or that would help

us in our position at all. I was in favor of it for only one reason.

Mr. NEHEMRIs. Will you tell us before you continue with your

explanation—forgive me for interrupting so that we may follow

you clearly—to whom did Mr. Blyth have reference when he sug

gested opening up this deposit bank? What bank was it?

Mr. MitchELL. J. P. Morgan,

Mr. NEHEMRIs. I just wanted to make sure I understood that.

. Mr. MITCHELL. One reason I was prepared to concede to the open

ing of the comparatively small account there was that we very often

have occasion to ask for information as one may do with their own

bankers, and J. P. Morgan & Co. are unusually equipped to give the
kind of information that I would want to have from time to time,

ind having an account there did give us an entree to the banking
department of J. P. Morgan & Co. We had, incidentally, never

that account in any way, shape, or manner. I don’t believe that

Morgan Stanley & Co. have had any knowledge that that account

was there. We have never borrowed a cent there, and it is purely a

“Slal account such as we maintain with many banks.

..Mr. NEHEMRIs. Now, this morning you were also good enough to

identify for me, Mr. Mitchell, a letter from Mr. #á. to you, dated
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August 2, 1935, and I should like to read you from that letter

[reading from “Exhibit No. 1643”]:

I have just read your letter of July 31st and have acknowledged the message

which Tom McCarter conveyed in his letter to you. It is too bad this deal

didn’t work out but the best fishermen in the world cannot catch all of the

º, not particularly concerned that J. P. Morgan & Co. are going to return

to the investment banking business—it was inevitable.

You will recall we have some discussion as to my use of the word

“inevitable,” but apparently Mr. Blyth also felt the way I did about

the use of that word.

Mr. MITCHELL. Your word was “never.”

Mr. NEHEMRIs. Not “inevitable”?

Mr. MITCHELL. No.

Mr. NEHEMRIs. I see; I am sorry.

[Reading further from “Exhibit No. 1643”]:

Our main job is to get under the covers and as close to them as is possible.

While I recognize the eloquence of adequate capital, I also am a believer in

the efficacy of strong personal relationships. That you have such with the

Morgan institution is a certainty.

I wonder if we would not make our weather eye function better if we were

to open an account with J. P. Morgan & Co. whether or not that organization

or the Drexel organization are to be active in investment banking. I should

think our cash capital must be at the moment, or very shortly will be, $3,000,

000 or more and if it seems advisable to have an account with Morgan, we

ought to be able easily to maintain a balance of $400,000 or $500,000 which, in

their way of looking at things, isn't of much importance but it is a very

definite evidence of Our desire and ability to cooperate to some extent.

Now, was it your general impression as a result of your discus

sions with your New York associates, and with Mr. Blyth, that

regardless of the set-up which would be devised for handling under

writing, the attitude of the parent house, J. P. Morgan & Co., would

be important and its good will influential?

Mr. MITCHELL. So far as your inquiry pertains to the letter which

you are introducing in evidence I would say, from my standpoint,

absolutely not.

Mr. NEHEMRIs. But Mr. Blyth, not being familiar as you said a

moment ago, with the “deer runs,” apparently was under that mis

apprehension?

r. MITCHELL. Yes.

Mr. NEHEMRIs. And it was Mr. Blyth's belief that irrespective of

the way in which the Morgans set up their investment-banking de

partment, it was desirable to have the good will of the House of

Morgan?

Mr. MITCHELL. I just question your language when you say “ir

respective of the way J. P. Morgan might decide to set up their

banking department.” I am not qualified to answer on that partic

ular basis.

Mr. NEHEMKIs. Well, if you will answer the second part of m

question, I think that would be satisfactory, that Mr. Blyth thought

that opening up a deposit account with the Morgans was desirable in

order to have the good will of that banking house?

Mr. MITCHELL. I think the assumption is that that is what he

thought. It was not what I thought.

Mr. NEHEMRIs. I am confining my questions to what, Mr. Blyth

thought in his communication to you. Apparently he also thought
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that a proper way to do this was through the deposit-account

machinery?

Mr. MITCHELL. Apparently.

Mr. NEHEMKIs. X. that opening up the deposit account would

also show a cooperative spirit?

Mr. MICTHELL. That is apparent from the words of his letter,

though he is wrong.

Mr. NEHEMRIs. So that irrespective of how the investment banking

business would be handled subsequently, and irrespective of the for

mal separation of J. P. Morgan & Co. from the underwriting busi

ness, it was your partner's belief that getting under the Morgan

“tent” would beº in obtaining participations in Morgan Stanley

underwritings?

- . I am sure that was his erroneous thought, sir.

Acting Chairman HENDERSON. On this question of Mr. Blyth: Now

Mr. Blyth had been in the investment banking business quite a long

time, had he not?

Mr. MITCHELL. A very long time. The firm, our firm now, is,

dating from its original, about 25 years old. -

Acting Chairman HENDERSON. And although he wasn't a veteran,

perhaps, still his license and his red cap and the like were not new,

were they? He knew something about the investment banking busi

ness and what passed for cooperation and other important items?

Mr. MITCHELL. Mr. Commissioner, I wish I could really be elo

quent enough to make clear what great misunderstandings are had in

the minds of bankers that are far removed from New York City

regarding what happens in New York,

Acting Chairman HENDERSON. You know, Mr. Mitchell, you almost

tempt me to ask for time to discuss that. I think it would be inter

esting. But you would say that this would come under the heading

of a great misunderstanding as to what actually does happen?

Mr. MITCHELL. I wouldn’t say great misunderstanding, I would

say a lack of understanding.

Acting Chairman HENDERSON. Well, I think I am obliged to take

your judgment on that.

Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence

now a letter which has been previously identified by the witness.

This is a letter dated August 2, 1935.

- º letter referred to was marked “Exhibit No. 1649” and is

included in the appendix on p. 11775.)

Mr. NEHEMRIs. Mr. Mitchell, I show you a letter addressed to you

by Mr. Blyth, dated January 4, 1936. Will you examine this and tell

me whether it is a true and correct copy of an original in your

possession? -

Mr. MITCHELL. That is a copy of the letter.

Mr. NEHEMRIs. The letter is offered in evidence.

Acting Chairman HENDERSON. It may be received.

. (The letter referred to was marked “Exhibit No. 1650” and is

included in the appendix on p. 11776.)

Mr. NEHEMRIs. I read you from that letter [reading from “Exhibit

No. 1650”]:

As I wired you, on further thought and talking the matter over with Roy

Shurtleff—

He is in the San Francisco office?
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Mr. MITCHELL. He was.

Mr. NEHEMRIs (reading further):

We both feel the idea of opening an account with J. P. Morgan & Co. has much

that might prove valuable, and certainly nothing that could be a disadvantage.

It is true our account won't be very important, at least at the beginning, but

it should show that our hearts are in the right place.

In other words, Mr. Mitchell, keeping a stationary account with

the bank, with J. P. Morgan & Co., or the Guaranty Trust Co., or

any other large bank is important. It indicates, to use the phrase of

Mr. Blyth, that one's heart is in the right place?

Mr. MITCHELL. Yes; but as I again repeat, the only reason I

wanted it there was for the particular purpose as stated, in order

to be able to approach them when it was essential for us to have

information regarding corporations or individuals where their infor

mation was first-hand and would be sound.

Mr. NEHEMRIs. In other words, one of the advantages, if it be an

advantage, in having a deposit account with J. P. Morgan, is to ob

tain information concerning other large corporations which have

deposit accounts with J. P. Morgan?

Mr. MITCHELL. It is what is called a banking relationship. Our

relationship on investment-banking matters is entirely with Morgan

Stanley & Co. Our relationship with J. P. Morgan is solely that of

carrying with them a comparative small account, but being on their

books and having a way to approach them.

Mr. NEHEMRIs. Now, on or about May 5, 1936, did Blyth & Co.

open up a deposit account with J. P. Morgan?

Mr. MITCHELL. We opened one about that time.

Mr. NEHEMKIS. Do you recall about how much of an average bal

ance you have carried with the Morgans?

Mr. MITCHELL. I think you have a copy of the transcript of the

account, have you not? It was taken, a copy was taken from our

files. I can’t give you the exact amount. . It is not an important

amount. I should say that it probably ran from $125,000 to $300,000.

Mr. NEHEMRIs. Correct.

Mr. Chairman, I should now like to offer in evidence a schedule

prepared by J. P. Morgan & Co., giving a list of the deposit accounts

of investment-banking firms, that is, members of the Investment

Bankers’ Association of America, with J. P. Morgan & Co., Drexel

& Co., as of July 1, 1939. I read you, sir, the letter of transmittal

so that there will be no question concerning the authenticity of these

schedules. The letter is addressed to counsel [reading from “Exhibit

No. 1651–1”]:

TWENTY-THREE WALL STREET, NEw York,

September 22, 1939.

I wish to acknowledge receipt of your letter of September 19, 1939.

I am enclosing schedules which we have prepared and are submitting in

response to your inquiry of August 17, 1939.

There is another paragraph; it is irrelevant.

I now read to you the names of the investment-banking firms car

rying deposit accounts with J. P. Morgan & Co.

A. E. Ames & Co., Ltd., Toronto, Canada. The account as

opened—
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Acting Chairman HENDERSON (interposing). Just a minute. Has

that been identified previously?

Mr. NEHEMKIs No, sir; I think the letter of transmittal should

be sufficient identification.

Acting Chairman HENDERSON. All right.

Mr. NEHEMKIs. The letter is addressed, as I said, to counsel. [Re

ferring to “Exhibit No. 1651–1.”]

The account was opened on June 29, 1939. The maximum monthly

j balance is $30,000. The minimum monthly average balance

is $30,000.

Blyth & Co. The account as opened on May 5, 1936. And the

maximum monthly average balances have been $250,000, the mini

mum monthly average balance, $71,000.

Acting Chairman HENDERSON. Is it your purpose to read all these?

. NEHEMKIs. If it would save time, I will just put it into the

teCOrd.

Acting Chairman HENDERSON. Unless you have some reason—

Mr. NEHEMRIs (interposing). The other schedules show loans by

J. P. Morgan & Co. to various investment banking firms that are

members of the Investment Bankers’ Association. I think in all

there are 25 accounts.

I offer it in evidence.

Mr. AvTLDSEN. Is the record clear as to what is meant by “maxi

mum monthly average” and “minimum average”? How can you

have a maximum average and a minimum average? I don’t under
stand that.

Mr. NEHEMRIs. Well, I would hesitate to explain a schedule coming

from J. P. Morgan & Co. If you wish to interrupt the proceedings,

there are a number of the partners of the firm here; we could call

them; or if you wish to take the matter up subsequently—whatever

your pleasure is.

Mr. Ayildsen. Do you know the meaning of the term 2

Mr. NEHEMRIs. I have an impression; but I don't care to testify

. to what a partner of J. P. Morgan would consider those terms

0 Inean.

Mr. AVILDSEN. Do you understand what that term means? [To

Mr. Henderson.]

Acting Chairman HENDERSON. Yes; but I am not a witness. If

[were a witness, I’d want to be on a more important thing. Mr.

Nehemkis, I suggest we get a definition and submit it.

(Senator O'Mahoney resumed the Chair.)

.The CHAIRMAN. I might suggest that the letter of transmittal

* by Henry C. Alexander, states as follows [reading from “Ex

hibit No. 1651–i"]:

I am enclosing schedules which we have prepared and are submitting in

*Sponse to your inquiry of August 17, 1939.

To what was your inquiry addressed?
Mr. NEHEMR1s. Those schedules.

The CHAIRMAN. And what did you ask for, what sort of a schedule?

Mr. NEHEMRIs. Exactly the information furnished.

The CHAIRMAN. Did you ask for a maximum monthly average

balance and a minimum monthly average balance?

. NEHEMRIs. To the best of my recollection, we did.
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The CHAIRMAN. Then, if you did, what did you mean when you

asked for them?

Mr. NEHEMRIs. We meant the same thing as J. P. Morgan meant

when they furnished it to us. If you wish, I will call one of the

partners.

Mr. MITCHELL. If I might try to be helpful, in a bank the average

balance for a month becomes a part of the record. Now, in any

year, there would be several months of different balances. This is

the low minimum, and the other is the maximum for any one month.

When they speak of averages they mean the average balances during

any particular month.

That statement means that their balances ran from a high average

of such amount to a low average of another.

The CHAIRMAN. I thought that I understood what it meant when

the schedule was presented, because, of course, the balance in any

bank, if it is a current, an active account, is constantly changing.

Mr. MITCHELL. That is so.

The CHAIRMAN. But since the question was raised, I think it ought

to be defined definitely for the record. -

Mr. AvLDSEN. You mean there, Mr. Mitchell, that this is the maxi

mum monthly average for a period of a year out of this 5-year

period?

Mr. MITCHELL. I don't know whether it is a 5-year period.

Mr. AvTLDSEN. It is approximately 5 years. -

Mr. MITCHELL. I would say that is a maximum or minimum during

that period.

Mr. NEHEMRIs. Mr. Chairman, may I submit to you at the morn

ing session a memorandum indicating the precise and technical mean:

ing of those various terms as we understood them and as I assume

that the banking house of J. P. Morgan understood them?"

The CHAIRMAN. That will do very well.

The exhibit, together with the letter of transmittal, may be ad;

mitted for printing in the record. The additional information will

be forthcoming in the morning.

(The letter documents referred to were marked “Exhibits Nos.

1651–1 to 1651–3” and are included in the appendix on pp. 11777–

11778.

#'Namº. Mr. Mitchell, I show you six letters, photostat

copies of what purport to be originals in your files. Will you glance

at these letters and tell me if they are true and correct copies?

Mr. MITCHELL. Yes; I recall these letters. -

Mr. NEHEMRIs. May it please the committee, the letters identified

by the witness are offered in evidence. -

The CHAIRMAN. The exhibits may be received... .

(The letters referred to were marked “Exhibits Nos. 1652–1 to

1652–6” and are included in the appendix on pp. 11778–11781.)

MoRGAN STANLEY & Co. “SURVEY OF STREET CONDITIONS”

Mr. NEHEMRIs. You were good enough to identify a letter for mº
this morning, dated October 5, 1937, from yourself to your West

1 The additional information referred to was supplied in "Exhibit No. 1668,” intro

duced on December 15, 1939, and included in appendix, p. 11827.
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Coast associate, Mr. Blyth. I read to you from that letter [reading

from “Exhibit No. 1647”]:

Harold Stanley, of Morgan Stanley & Company, telephoned yesterday and

told me that in light of certain commitments of Street houses Where losses Were

likely to be substantial, and in view of the further heavy commitments that

must be taken on additional business in the near future, they were making a

general survey of Street conditions and asked if I would care to let them see

Out picture. I naturally acceded and spent a full hour with him yesterday

afternoon.

I gave him, as of September 30th, our figures of net worth ; our Line months

Operating profits; a general statement of our inventories broken down as

to Classes; a statement of our cash and loan position, and a full statement

of Our commitments. I also gave him a description of our operating set-up and

its cost and a “horseback” opinion as to how rapidly, under pressure, we could

liquidate inventories, and to what extent and how rapidly we could cut operat

ing expenses. When I got through he was most laudatory in his expression

and indicated that from the standpoint of profit record, inventory and commit

ments, Our record was one of the finest that he had seen on the Street.

In turn he gave me a confidential look at the Morgan Stanley statement, which

showed a networth of about $10,000,000 and was practically 100% liquid.

Of your own personal knowledge, Mr. Mitchell, can you state

whether the underwriting firm of Morgan Stanley conducts surveys

ºf general conditions of the financial community?

T. MITCHELL. I have never known of anything that I could call
l§§ survey, Mr. Counselor, -

T. NEHEMRIs. Then you don’t wish me to take literally the sen

(ºnce that you used, “they were making a general survey of Street

(Onditions?”

Mr. MITCHELL. That is what he told me, but I have no knowledge

ºf there having been a general survey. I don't say there wasn't one,

but I have no knowledge of it. - -

Mr. NEHEMRIs. Now, as I recall it, perhaps you can tell me, please,

Octºber 5, 1937, was a period of market crisis, was it not?

tr. MITCHELL. Yes. That was a period following a rather disas

Hous experience of underwriting houses in two issues, Bethlehem

Steel bonds and Pure Oil preferred stock.

Mr. NEHEMRIs. And after you received Mr. Stanley’s request, you

º with it?

. MITCHELL. I did.

Mr. NEHEMRIs. Wasn't this request rather unusual coming from a

ºpetitor, that is to say, in other businesses would it not be con

sidered most unusual if the leading competitor audited the books of

its rivals at a time of crisis?

, ---- . I think I have referred, in my testimony this morn

. to J. P. Morgan & Co., and following them, Morgan Stanley, as
eaders in the Street, and the entry of Morgan Stanley & Co. being

ºute that it was for the benefit of the Street.

- Ir. NEHEMRIs...That is what you meant, sir, I take it, by “con

stºctive leadership”?

º MITCHELL. “Constructive leadership,” and I would consider

* constructive leadership.

C* NEHEMRIs. Mr. Mitchell, would you have made information as
º ential as this available to any other house than Morgan Stanley?

it as: Yes; I think so. I think that if I had recognized

º such complete good faith, made by, for instance, Kuhn, Loeb

* I would have been very frank about it.
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Mr. NEHEMRIs. Has any house other than Morgan Stanley ever

requested such similar information from you?

r. MITCHELL. No. -

Mr. NEHEMKIS. So, to the best of your knowledge, you have never

exchanged such information with other houses?

Mr. MITCHELL. No.

Mr. NEHEMKIS. Would you say it was a customary procedure on

the Street for houses to exchange such confidential information be

tween themselves?

Mr. MITCHELL. Well, it may seem peculiar to answer that in the

way I will. While it is not customary to exchange such information,

I would hazard a guess, I could come pretty near to stating the con

dition of most houses on the Street, their capital and where they

stand from time to time, by virtue of what one sees and feels and

hears, it becomes—a combination of all those becomes knowledge. I

wouldn't have to ask for a questionnaire and I doubt if Morgan

Stanley would have to ask for a questionnaire from most houses on

the Street.

Mr. NEHEMRIs. Nevertheless, on or about October 5, 1937, Morgan

Stanley was constrained to ask for information on the general finan

cial condition.

Mr. MITCHELL. Mr. Stanley did it with me in a very informal way,

and I don’t know to what extent he went further on that.

PERFORMANCE RECORDS KEPT BY MORGAN STANLEY & Co., INCORPORATED

Mr. NEHEMRIs. Yes. Does Morgan Stanley keep records of the

performance of underwriters who are members of their syndicates?

Mr. MITCHELL. I don’t know whether they keep general records.

I assume they do. . We always do, and I think most every house in

the Street does, and the very fact that they have more than once given

to me their record of our performance would indicate that the

had done so with us, and if they did do with us, they must have wit

others.

Mr. NEHEMRIs. Your answer is that Morgan Stanley does keep

performance records?

Mr. MITCHELL. I can't answer that, but I would think it probable.

Mr. NEHEMRIs. Now, at the time you visited Mr. Stanley and dis

cussed your financial situation with him, did he not give you a copy

of your performance record which you took back with you?

Mr. MITCHELL. At one time he gave me a brief memorandum of

some performance record, I can’t recall what it was, but I do recall

vaguely having sent that record to my partner, Mr. Blyth.
Mr. NEHEMRIs. That is correct, and I shall read to Yº! from the

letter that you wrote to Mr. Blyth [reading from “Exhibit No.

1647”]:

Stanley showed me the records that they currently keep with respect to our

performance. On certain items where they took back securities from us where
we had been slow in selling, the record was not so good, but on the whole I

thought it made a pretty good showing, especially with respect to the bonds

that they had bought back in the open market from our distributions. My

impression was that they considered the record fair to good. He showed me

one memorandum of the so-called profit that we had had from their under

writings since they started business. With his consent I took the sheet away

with me and am attaching hereto a copy.
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I show you a copy of the sheet and ask you to identify it for me.

Mr. MITCHELL. Yes, that is it, as I recall it. -

Mr. NEHEMRIs. Now, on the bottom of the sheet there is a peculiar

ºn, if my memory serves me correctly. There are some figures

there.

Mr. MITCHELL. Yes. --- -

Mr. NEHEMRIs. Would you explain that to me, if you will, sir?

Read it, just the asterisk.

Mr. MITCHELL. It says [reading from “Exhibit No. 1653–1”] :

º includes $769,425. being theoretical profit on Bonds and Stocks retained

y them.

Mr. NEHEMRIs. I was very much confused by the reference to

theoretical profit on bonds and stocks retained by them and I thought

possibly you might be able to enlighten the committee.

Mr. HELL. I assume that that means this: We may have an

Inderwriting position of $1,000,000. They may decide that it is best

for the business that we should have the direct responsibility for

distribution of, say, 60 percent of that million, or $600,000, and that

$400,000 of the amount should be distributed through a general and

Very broad selling syndicate; and so they would make a delivery to

us of 600,000 bonds, for our own distribution, and they would retain

400,000 of our bonds to distribute through a broad selling syndicate;

and they figured that this profit was the profit to us on the amount

of the underwriting and the profit on the distribution thereof and

included in addition to the 600,000 the profit on the 400,000 that was

distributed with the discount to a selling group. I think with that

explanation, this asterisk becomes clear. This includes $769,000 being

theoretical profit on bonds and stocks retained by them.

... The CHAIRMAN. Why did you take it away and why did you send

it to Mr. Blyth?

'Mr. MITCHELL. Simply as a matter of information. I think you

will agree, if Blyth was sitting across the desk from me in New York

and I had come back with that, I should have tossed it to him and

sºid, “Charlie, this is interesting”; and our correspondence, so much

of which is brought up here as being interesting, is because instead

of being able to throw that on his desk and say just that casually, I

am forced to write a letter.

... The QHAIRMAN. You don't get my point. This is a record, I take

it, which Morgan§º kept without your knowledge of the profit

Yºu were supposed to be making on your dealings with Morgan
Stanley.

Mr.$ºn. That is right.

The CHAIRMAN. And when Mr. Stanley called you on this October

day in 1937 to find out what the condition of vour company was

You let your hair down between one another, as the saying goes, an

You disclosed what the position of your company was and he in turn

gave you a confidential look at the Morgan Stanley statement,
“..." letter.

Mr. . That is right.

The CHAIRMAN. And then he handed you this. You took it and

. any comment in this letter to Mr. Blyth, you transmitted it
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Now, the question that has arisen in my mind is, what is your judg

ment of the accuracy of that statement and was it for any purpose

of testing its accuracy that you sent it on to Mr. Blyth?

Mr. MITCHELL. I can assure you, Senator, that I never tested the

accuracy of it.

The CHAIRMAN. Did you attach any importance to it?

Mr. MITCHELL. When one talks about gross figures, they never

interest me. We can't pay off on gross figures and very often there

is a big gross and you couldn’t put the net in your eye and have it

hurt you. [Laughter.]

The CHAIRMAN. I mean, did you attach importance to this state

ment?

Mr. MITCHELL. None.

The CHAIRMAN. Why, then, did you transmit it?

Mr. MITCHELL. Simply because it was just interesting informa

tion and it was interesting to see how they kept their record. It

had no meaning.

The CHAIRMAN. Of course, I assume from this letter that if Mr.

Stanley called up almost any one of these houses and asked for the

same information that he asked you, that information would be forth

coming very promptly?

Mr. MITCHELL. I would think so.

Mr. NEHEMRIs. The document is offered.

The CHAIRMAN. The document may be admitted to the record.

(The document referred to was marked “Exhibit No. 1653–1” and

is included in the appendix on p. 11781.)

Mr. NEHEMKIs. Is it customary for a house that has the leadership

of the account to keep a record of profits similar to the record you

took away from Morgan Stanley? To be specific, does your house

keep similar records on the accounts for which you have leadership?

Mr. MITCHELL. No; there may be memoranda regarding it, but we

have no books of record in which we list that or give it significance.

Mr. NEHEMKIS. Mr. Mitchell, my assistant tells me you have

already identified this letter for me. I now read you a letter from

your partner, Mr. Charles Blyth, to you, dated October 7, with refer

ence to the letter which we have just been discussing [reading from

“Exhibit No. 1653–2”]:

Your letter of October 5th is naturally of the greatest interest. What is

most surprising, I think, is the change in times and customs which makes

possible with Morgan & Company an exchange of the most confidential kind

of information. Aside from that, I get no little satisfaction in having authentic

and informed opinion confirming our own belief, or maybe it was hope, that

So far this year our organization has handled itself about as well as conditions

would allow.

Furthermore, it is a satisfaction to have our affairs in such shape that we

can freely expose them to Harold Stanley, while harboring no mental reserva

tions or anything to be ashamed of.

The letter, which has been previously identified, Mr. Chairman, is
now offered in evidence.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1653–2” and is

included in the appendix on p. 11781.)
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THE OCTOBER 1937 CRISIs—PossIBLE READJUSTMENTS AMONG INVESTMENT

BANKING FIRMS

Mr. NEHEMRIs. I show you a letter dated October 21, 1937, ad

dressed to Charles R. Blyth. I ask you to examine this letter and

tell me whether it is a true and correct copy of an original in your

p0SSession.

Mr. MITCHELL. Yes; it is.

Mr. NEHEMRIs. The letter is now offered in evidence, Mr. Chair

IIlāl).

The CHAIRMAN. The letter may be admitted.

(The letter referred to was marked “Exhibit No. 1654” and is

included in the appendix on p. 11782.)

Mr. NEHEMRIs. ". from the letter, Mr. Mitchell [reading from

“Exhibit No. 1654”]:

I have had occasion to sit down for informal chats today with both Harold

Stanley and Elisha Walker—

Will you identify Elisha Walker, Mr. Mitchell?

Mr. MITCHELL. He is a partner of Kuhn, Loeb & Co.

Mr. NEHEMRIs (reading further):

and to each of them I said about this: “It may possibly be that before the

Year-end there will be some readjustments among the investment banking houses

that will mean consolidations, buy-outs or takings-over. We have no desire to

change our own status but if there is any development in which it would be

helpful to the situation for us to act, and at the same time distinctly to our

benefit to act, we would be glad to have it at least brought to our attention.”

Mr. Mitchell, what was the occasion for those chats on or about

October 21, 1937? Do you recall the situation at that time?

... Mr. MITCHELL. Yes. I think we have spoken of the situation as

it prevailed in October of 1937.

ſr. NEHEMRIs. In other words, 16 days later we still were in a

º reverting to the past, of market crisis, of Pure Oil, Bethle

em. Steel, Northern States, and so on ?

Mr. MITCHELL. It is a very much longer period, Mr. Counselor,

longer than 30 days.

r. NEHEMRIs. And there was a stock-market crisis at that time?

Mr. MITCHELL. I can't tell you whether there was.

Mr. NEHEMRIs. Do you recall whether foreign balances were being

Withdrawn at that time, and whether or not there was talk of closing

downthe Exchange, whether the situation, in short, was not a panic

situation comparable to the October days of 1929?

Mr. MITCHELL. I wouldn't say so, or anything like that. It was

an acute situation among the investment banking community, but I

Wouldn't say that it extended itself to the point of being a crisis of

major importance.

; NEHEMRIs. But there was some disturbance on the Street at

the time, was there not?

ſr. MITCHELL. Yes; and it pertained particularly to the invest

ment banking houses.

Mr. NEHEMRIs. Now, how did you think you might be helpful in
this situation? You referred to your desire to be helpful.

Mr. MITCHELL. Well, I don't know that I can define that quite for

You, There were concerns, especially some of the concerns with

smaller capital, that were in fairly dire straits at the moment, con

→



11588 CONCENTRATION OF ECONOMIC POWER

cerns with excellent personnel, but lack of capital in certain situa

tions. I couldn't say exactly how we could be helpful, but believing

that Morgan Stanley & Co. and Kuhn, Loeb & Co. would be likely

to know of situations where help might be needed, where taking over

might be desired, I thought it best to let them know that we were

prepared to consider any suggestion that either one of them had

to make.

Mr. NEHEMRIs. How would Kuhn, Loeb and Morgan Stanley be

in a position to know about consolidations and takings over and buy

outs? Through the kind of questionnaire to which we have already

referred?

Mr. MITCHELL. I wouldn’t say so exactly. You see, both of those

houses are distinctly underwriting houses.

Mr. NEHEMKIs. Houses of issue?

Mr. MITCHELL. Houses of issue; yes; and as such their business

would be in contact to a greater degree than would be the case of a

house such as ours, for instance, who do an underwriting business,

to be sure, but in which that constitutes merely a part. Our services

are many. Their services are concentrated in bringing them more

directly in touch with the houses that are comparable to ours.

Mr. NEHEMKIS. You referred in your letter to benefits that might

be derived by your firm. What benefits did you have in mind, Mr.

Mitchell?

Mr. MITCHELL. Well, I can't define that, because they would be

different in many different cases, but as I say, certain of these firms

had very good personnel that we would have been glad to take over,

and had offices, for instances, in cities other than the cities where we

have offices. They had good distribution in places where we lacked

distribution. By taking over a concern, for instance, with a strong

New England distribution, it would have been very beneficial to us.

Mr. NEHEMRIs. Were you thinking, perhaps of acquiring new

business, new leaderships, new accounts, as a result of these read

justments?

Mr. MITCHELL. I couldn't answer that directly. I was out looking

for a chance to consider situations should they develop.

Mr. NEHEMKIS. And wanting to be helpful in such situations?

Mr. MITCHELL. Wanting to be helpful always where it would be

helpful to us.

Mr. NEHEMRIs. But you are not clear as to how you would benefit?

Mr. MITCHELL. I think it would be different in almost every case

presented to us, Mr. Counselor.

Mr. NEHEMKIs. I continue reading, Mr. Mitchell [reading from

“Exhibit No. 1654”]:

Elisha Walker said that he would consider it more than probable that theſe

would be some readjustments and if they came to their attention he certainly

would bear us in mind. Harold Stanley said that it was the view of his firm

and of the “corner” that there were too many houses in the business now,

that there ought to be a smaller number and that number ought to be strong”

that he was delighted to know how we would view the situation in case develop.
ments might occur, and he further added that he would make our attitude

known to the “corner.”

Will you tell me what is meant by the phrase, “the Corner”?

Mr. MITCHELL. J. P. Morgan & Co. -

Mr. NEHEMRIs. That is the usual phrase used in the financ al

community?
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Mr. MITCHELL. It has been ever since I have been on the Street.

Mr. NEHEMKIs [reading from “Exhibit No. 1654”]:

Harold Stanley said that it was the view of his firm and of the “corner”

that there were too many houses in the business now, that there ought to be a

Smaller number, and that number ought to be stronger, that he was delighted to

know how we would view the situation in case developments might occur and

he further added that he would make our attitude known to the “corner.”

So that I gather that Elisha Walker and Harold Stanley, in view

of the intimate knowledge that they had of the condition of the Street

at that time, both felt that readjustments would take place and prob

ably were necessary?

Mr. MITCHELL. They might take place.

Mr. NEHEMRIs. Since you instituted these chats, Mr. Mitchell, you

must have been aware that some of the firms on the Street were expe

riencing financial difficulties at the time, were you not?

Mr. MITCHELL. I was.

Mr. NEHEMRIs. Well, now, you went, then, to Morgan and Kuhn,

Loeb to discuss the situation rather than to the firms which were

having financial difficulties themselves?

Mr. MITCHELL. Oh, yes. -

Mr. NEHEMRIs. Now, was this because you recognized that if any

redistribution of business was to take place, K., L. and Morgan Stan

ley might have the decisive voice in the redistribution?

Mr. cHELL. No; I wouldn't say they would have the decisive

voice; but they certainly would be called important listening posts

as far as the Street is concerned.

Mr. NEHEMRIs. Would you say, Mr. Mitchell, that Morgan Stan

ley & Co. is an important listening post for J. P. Morgan & Co.?

Mr. MITCHELL. I can’t answer that.

. Mr. NEHEMKIs. Now, was it a realization on your part, when you

instituted these chats, that Morgan Stanley, having just completed

a survey of Street conditions, would obviously be in a position to

know what firms were either “broke” or on the verge of going “broke”?

Mr. MITCHELL. I think that they would know at all times, and I
think that Kuhn Loeb would know at all times pretty well what the

situation was on the Street.

Mr. NEHEMRIs. And did you agree with Mr. Stanley that there were

too many firms in the business?

Mr. MITCHELL. I didn't agree or disagree. We didn't discuss it.

Mr. NEHEMRIs. Do you know, of your own knowledge, whether or

not Harold Stanley discussed with “the Corner” the results of his

recent survey on Street conditions?

Mr. MITCHELL. I do not.

NONRECEPTIVITY OF BLYTH & CO. INC. TO SPECIAL CAPITAL

Mr. NEHEMRIs. I continue reading from your letter, Mr. Mitchell

[reading further from “Exhibit No. 1654”]:

Stanley said that since our talk of a week ago the question had arisen as to

whether any part of our capital was “special,” and when I answered in the

negºtive he asked whether we would be receptive to a suggestion of “special"

capital coming into our business.

Isn't that a rather anomalous conference or discussion between

banking houses? Of what interest would it be to Mr. Stanley whether
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or not there was special capital in your firm or whether you would

be interested in getting special capital?

Mr. MITCHELL. Well, I think perhaps you are putting undue stress

on that. Mr. Harold Stanley has been more or less an intimate friend

of mine for 25 years, and I would chat informally with him on any

subject, and he would say he would chat, I think, with me with equal

intimacy. And just jotting down casually the talk that I had with

him doesn’t mean that he was putting stress or emphasis on this

particular point; it was a casual conversation.

Mr. NEHEMR1s. I understand, Mr. Mitchell, and may, I ask yol,

another question? Who would have supplied this special capital'

Would it have come from the partners of J. P. Morgan & Co.'

Mr. MITCHELL. That never crossed my mind.

The CHAIRMAN. What is special capital? -

Mr. MITCHELL. Special capital in a corporation such as ours is 8

little difficult to define, but I assume it would be special capital that

would, perhaps, come in in the shape of some prior preferred stock

with a participation in profits, or something of that sort. That is

the way it might develop. The conference was never pursued and

we have no such special capital, so that it is difficult for me to

answer, Senator. -

The CHAIRMAN. Of course, your letter indicates that you did no
attach a great deal of significance to it, and you say, as a matter. of

fact, that you have not the slightest inkling of what he was trying

to get at. I took that to mean, in what he was trying to offer.

Mr. MITCHELL. That is right.

The CHAIRMAN. I assume that you and Mr. Blyth and Mr. Stanley

all knew exactly what was meant by special capital and your answer

to me now indicates that you do have

Mr. MITCHELL (interpósing). You have to come in in some such

way, just what I don’t know.

The CHAIRMAN. Would it be a justifiable inference for me to draw

that Mr. Stanley was intimating to you that if it were desirable to

you “the Corner” might be willing to offer some special capital to your

firm at this time?

Mr. MITCHELL I wouldn’t say that, Senator. He might have had

in mind very different capital, capital that would come from some

other individuals or it might come from some investment trust, I

couldn't say, but the intimation was never given to me, nor did it ever

cross my mind that the capital that he was speaking of would come

from the partners of J. P. Morgan & Co.

The CHAIRMAN. Do you know of any houses operating in the Street

at this time which did have special capital of this kind 3 -

Mr. MITCHELL. No; I don't know the detail of this, but at one time

some years ago a firm on the Street did get into some financial diffi:

culty and I think for a long time capital which came through “the

Corner”—whether it came from partners or directly from J. P. Morgan

& Co. I don't know—I never have had the interest really to find

out—came through their intervention certainly and went into that

firm and has since been paid out. In what way it went I can't tell
VOll.

Mr. HENDERSON. Mr. Mitchell, would you consider the investment

of J. P. Morgan & Co. in the preferred stock of Morgan Stanley

special capital?
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Mr. MITCHELL. I have really no information, as to the preferred

stock of Morgan Stanley, and I am not in position to answer that

question, Mr. Commissioner.

Mr. Mmrn. What about partnership capital where you have spe

cial capital in a partnership with limited liability? Do many houses

have that sort .# set-up?

. Oh, yes; and you will find certain of the houses that

are in the investment-banking business, such as E. B. Smith, or

Smith, Barney, I assume, who have special capital. That is capital

with limited liability.

Mr. MILLER. Isn’t that really what is meant here by special capital?

Mr. MITCHELL. Yes; that in general is what we mean by special

capital. They might have an interest in the profits of the business

but that capital is a prior lien, as one might say, over the general

partners’ interest.

Mr. MILLER. Isn’t it generally limited as to liability?

Mr. MITCHELL. It is always limited as to its liability.

The CHAIRMAN. You see we have an interesting picture drawn into

the testimony now, Mr. Mitchell. In the first place, the story about

theº invariable percentages of participation in various

issues dominated by Morgan Stanley. Secondly, the deposits main

tained in the J. P. Morgan bank by these various companies, and

now an intimation from Mr. Stanley of the possibility of investing

special capital in an investment-banking house, all tending to show

t certain amount of, shall we say, concentrated leadership in the

Orner.

Mr. MITCHELL. Senator O'Mahoney, in all my experience on the

Street I have known J. P. Morgan as a constructive leader, especially

in times of difficulty.

The CHAIRMAN. There is no conflict between the two ideas; it

º be altogether constructive and still be concentrated leadership.

. MITCHELL. Certainly. What I was going to say was this:

That when they talk of special capital I would think it more than

º that they were constantly in touch with capital that might

induced to enter situations where they thought it desirable that

such capital enter. It never crossed my mind at that time and not

until this hearing that Stanley might be speaking of an interest of

the partners of J. P. Morgan & Co. or of the firm. They are natu

rally in touch with large capital that might be used for such purpose.

; NEHEMRIs. Mr. Mitchell, one further point about this letter

and then I shall pass on to another matter. I am very much inter

ested in the fact that you discussed such a serious matter with Mr.

Stanley and yet you wrote to your partner: “I haven't the slightest

inkling of what he was trying to get at and your conjecture would

be just as good as mine.” Do you want the committee to under

stand that you carried on a discussion as serious as this without ever

once ing Stanley what he had in mind about the talk of special

capita

. Mr. MITCHELL. Yes, Mr. Counsel; because we were not interested

in that kind of capital. My notion of the development of Blyth &

Co. is that it shall build itself up through its own development, and

I would be opposed to outside capital coming in at any time, and
We have built ourselves up to the point today that is very different

than it was in 1935 when I first came with the concern, and I have

124491–40–pt. 22–16
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every expectation that unless the legs are knocked out from under

that we will take our place sufficiently in importance in the invest

ment banking fraternity to increase that capital to definitely put us

where I feel that we should belong, and incidentally in the

Mr. NEHEMRIs (interposing). É. SeVen.

Mr. MITCHELL. First seven.

Mr. NEHEMKIS. I hope so for your sake.

Mr. ARNOLD. The special capital would deprive you of control over

your own affairs?

Mr. MITCHELL. More or less. To me it is undesirable capital.

Mr. ARNOLD. It would increase the domination of the groups who

had special capital in other groups?

Mr. MITCHELL. Well, not if the capital came from individuals. If

it came from perhaps houses on the Street—I wouldn’t want any

house on the Street to have an interest in us because I would feel

that that was just as you say, possibility of domination might enter

there. John Smith & Co. at some point removed from Wall Street

might have capital of a different character and I wouldn’t feel to the

extent that domination, but I just would rather not have it.

The CHAIRMAN. If John Smith were induced to supply that special

capital by another house on the Street, the result would be the same?

r. MITCHELL. Senator, I would just rather not have it anyway.

The CHAIRMAN. And for that reason, that it leads to domination,

as Mr. Arnold said. It would open the door to the possibility?

Mr. MITCHELL. I don’t say that it would lead to domination.

think probably at that point, we would split if domination started,

but I don’t want to get into the position where that split would be a

likelihood.

Mr. NEHEMRIs, Mr. Mitchell, I show you a letter from yourself to

Mr. Charles R. Blyth dated August 8, 1938. This is a photostat

copy. I ask you to tell me whether it is a true and correct copy of an

original in your possession?

Mr. MITCHELL. Yes; I recall this letter. That is a copy. -

(The letter referred to was marked “Exhibit No. 1655” and is

included in the appendix on p. 11783.)

Mr. NEHEMRIs. I show you a letter, the original, dated August 16,

1939, addressed to me, with an enclosure. I ask you to look at these

two papers and tell me whether they are the originals which you

submitted to me on the dates specified.

Mr. MITCHELL. They are.

Mr. NEHEMRIs. The three papers identified by the witness are

offered in evidence, Mr. Chairman.

The CHAIRMAN. Without objection they may be received.

(The letters referred to were marked “Exhibits Nos. 1656–1 and

1656–2” and are included in the appendix on pp. 11783 and 11784.)

MORGAN STANLEY & Co. QUESTIONNAIRE ON UNDERWRITING ACTIVITIES OF

BLYTH & Co., INC.

Mr. NEHEMRIs. The letter to which reference has been made, Mſ.

Mitchell, contains the following, which you wrote to Mr. Blyth

[reading from “Exhibit No.ºš :
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Here is a matter of more than passing interest. Last Friday, John Young,

of Morgan, Stanley & Co., talked with Roy—

Roy Pagen?

Mr. MITCHELL. Shurtleff.

Mr. NEHEMKIs. Shurtleff [reading further]:

On the telephone, and asked him if we would mind giving them, in confidence, a

Statement of the amount of underwriting we had done during the past 3 years,

Mr. Mitchell, I call to your attention the date of that letter, August

8, 1938 [readingjº

Enclosed is a copy of Jack Pagen's memorandum to Roy which gives the

Specific questions and answers in the form requested, and which Roy is sending

Over to the Morgan Stanley office this afternoon. One can merely conjecture

what they are getting at.

Do I understand correctly that your firm was requested to submit

in confidence a statement of the amount of underwritings done dur

; a period of years, 3 years to be exact, that you did furnish this

information and you never inquired of Morgan Stanley to what pur

poses it would be put?

Mr. MITCHELL. I wasn’t the one that had the conversation with

Morgan Stanley. This letter recies John Young of that firm talked

to Roy Shurtleff and asked him for this information.

Mr. NEHEMRIs. But apparently your associates were likewise in

ignorance as to what uses this might be put because in reporting this

to your west coast partner you say, “One can merely conjecture what

they are getting at.”

Mr. MITCHELL. That question was brought in to me by Mr. Shurt

leff and we sat and discussed it. I remember my reaction was, “I

. knºw what this is about but I see no objection whatsoever to

oing it.”

§ NEHEMRIs. Usually information as confidential as this, one is

loath to make available unless one knows the reasons or what is in

mind as to the uses to which it might be put. Nevertheless, you did

make it available, and you also informed your partner:

Of course, the information asked for is of a character that we would not

tº:to give to any other inquirer than Morgan Stanley or the Federal Reserve

So that in your mind, Mr. Mitchell, Morgan Stanley & Co. occupies

the same position as the Federal Reserve Bank and the Temporary

National Economic Committee since we too have asked for similar

information?

Mr. MITCHELL. Well, for different reasons we give the Federal

Reserve Bank anything that they want.

Mr. NEHEMRIs. I think the committee is familiar with the kind of

information that you furnish the Federal Reserve Bank.

Mr. MITCHELL. And to our good friends Morgan Stanley would be

glad to give anything regarding our business at any time. I

wouldn't want to scatter that around the Street. I have found over

the years that anything given to them is confidential and I can rely

upon that.

Mr. HENDERSON. You wouldn't have any other good friends in that

same relationship?

Mr. MrTCHELL. No.
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Mr. NEHEMKIS. In other words, a questionnaire from the Stanley

National Economic Committee—

Mr. MITCHELL. What’s that?

Mr. NEHEMRIs. A questionnaire from the Stanley National Eco

nomic Committee receives the same treatment that a questionnaire

does from the Temporary National Economic Committee in your

eves?

*. MITCHELL. I hardly agree to that. I think that is quite unfair.

Mr. NEHEMKIs. I withdraw the remarks.

Mr. HENDERSON. That is just a little byplay, Mr. Mitchell. I think

he is entitled to a little.

Mr. NEHEMRIs. I wasn’t serious, Mr. Mitchell.

Mr. MITCHELL. I don’t resent it.

Mr. NEHEMRIs [reading further from “Exhibit No. 1655”]:

If I casually find out—as it is m0re than probable I will in the next few

days—the reason back of this questionnaire, I will advise you.

Now I show you a letter dated August 10, 1938, from you to your

West Coast partner, Mr. Blyth. Will you identify it for me?

Mr. MITCHELL. I have identified it.

Mr. NEHEMRIs. The letter dated August 10, 1938, Mr. Chairman,

is offered in evidence.

(The letter referred to was marked “Exhibit No. 1657” and ap

pears below.)

Mr. NEHEMRIs. In this letter you wrote as follows:

AUGUST 10, 193S.

Dear Charley,

In talking with Harold Stanley today, I found that their questionnaire on

underwritings and participations, concerning which I Wrote you early this

week, was prompted solely by the thought that they may be called in one day

to answer a charge of monopoly, and that they are getting together as much

information as they can to answer promptly any questions which may be asked.

Of course, such a charge could not possibly be sustained, but these are queer

days and I can readily understand that the charge may be forthcoming.

Sincerely,

CEM-JI

[Laughter.]

Mr. MITCHELL. Thanks for reading the last paragraph.

The CHAIRMAN, Did I understand you to say that you underwrite

the last paragraph? [Laughter.]

Mr. MITCHELL. Part of it.

Mr. ARNOLD. You were afraid, perhaps, that someone might con

strue the term “constructive leadership” as monopoly?

Mr. MITCHELL. Quite so.

Mr. NEHEMRIs. Mr. Mitchell, I show you four sets of documents

obtained from your files. Will you be good enough to examine them

and tell me whether they are true and correct copies of originals in

your possession and custody? By the way, have you got your own

originals here with you of this material?

r. MITCHELL. I haven’t.

Mr. NEHEMRIs. I suggested to Mr. Dean that you bring them alongbut suppose you use my set. •

Mr. MITCHELL. I will tell you about that.

Mr. NEHEMRIs. I shall ask you about them.
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Mr. MITCHELL. I’ll tell you about it. You have got the wrong

lman.

Mr. NEHEMRIs. These documents just identified by Mr. Mitchell,

Mr. Chairman, are offered in evidence.

(The documents referred to were marked “Exhibits Nos. 1658–1 to

1658–4” and are included in the appendix on pp. 11784–11792.)

The CHAIRMAN. The documents have been received.

MR. LEIB's RECORD OF RECIPROCAL OBLIGATIONS

Mr. NEHEMRIs. I think you had better follow them rather closely

On that set.

Mr. MITCHELL. All right. May I say a word about what these

documents are?

Mr. NEHEMRIs. I would rather you let me give you questions and if

at the end of the question period you want to make a statement I am

sure the committee will be delighted to have you do so.

Mr. MITCHELL. All right.

Mr. NEHEMRIs. Will you take out the document entitled “Morgan

Stanley & Co.”? Do you have that before you, sir?

Mr. MITCHELL. Yes.

Mr. NEHEMRIs. The first account listed on this sheet is the New

York and Queens Electric Light & Power first issue of $25,000,000."

It is indicated on that sheet that your participation was 16 percent.

Is this the customary percentage allocation on this account, Mr.

Mitchell?

Mr. MITCHELL. I couldn't answer that.

Mr. NEHEMRIs. The next item is the Ohio Edison Co. first and

consolidated mortgage, 4 percent series, due November 1, 1965, and

then there appears an asterisk: “Buying Group—$1,000,000 (2%%)”

and on the right-hand side, $10,000, and then the explanation for

the asterisk—are you following me, Mr. Mitchell?

Mr. MITCHELL. Yes; I am.

Mr. NEHEMRIs. This reciprocal obligation is divided equally with

Bonbright & Co. ($1,000,000—214 percent—$10,000 each).

Now, I notice that on the right-hand side you have credited Mor

gan Stanley with $10,000.

Mr. MITCHELL. I really feel under the necessity, Senator O'Ma

hºney, of explaining these sheets because I am going to be a bad

Witness on them. If you will just give me the opportunity of doing

it I would appreciate it.

The CHAIRMAN. I see no objection.

Mr. MITCHELL. These are not what I construe in any sense as com

pany records. Mr. Leib keeps in his own file as made up by his own

Stenographer and for his own purpose a record of reciprocal business,

business given to us by firms and what we give them and what the

profits may be. I will promise you that I haven’t seen that book

more than three times—it is always available for me if I want to see

it—I haven't seen that book three times since I went with the firm.

The CHAIRMAN. What is the book?

Mr. MITCHELL. And I am not interested in it.

The CHAIRMAN. What is the book?

*See “Exhibit No. 1659–1,” appendix, p. 11784.
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Mr. MITCHELL. It is a book that he keeps for his own memoranda.

The figures are not company figures. They are figures that are

drawn off by his stenographer onto these sheets and are currently

made up, giving a general idea of the business that comes to us from

certain firms on the Street and what that figures in dollars and cents

and the business that we give to those same firms and what that

figures in dollars and cents.

The CHAIRMAN. Though they may not be company records, do I

understand that they correctly reflect situations that are described?

Mr. MITCHELL. I don't know whether they do, and they certainly

are not in any sense checked either as to their completeness or as to

the figures by our accounting division. They are purely memoranda.

When I said you have got the wrong man in this—these are Mr.

Leib's figures. I wouldn't and couldn’t testify as to the accuracy

of them, and, as I said to you this morning, in developing syndicates,

reciprocal relations are to me the last item to look for.

The CHAIRMAN. He is a reliable associate?

Mr. MITCHELL. Oh, I’ll say he is.

The CHAIRMAN. You would depend on his memoranda, wouldn’t

ou?
y Mr. MITCHELL. Yes; but I laugh at him in keeping this book.

Mr. HENDERSON. I am interested in this, Mr. Mitchell. We had

another book yesterday. What is the color of this book?

Mr. MITCHELL. I have seen it, so seldom that I couldn't tell you

what the color of it is. Blue, black, white, yellow, or red, it's no

good! [Laughter.] He thinks it's good, but I don’t.

Mr. HENDERSON. But doesn't it have a value in this matter of recip

rocal obligation which you put way out here on the items to be con

sidered?

Mr. MITCHELL. Yes. Three times in the last 3 years I have thought

it had enough value to look at it with some particular account.

Mr. HENDERSON. You wanted to see how much business you had

gotten from a firm and to see what your reciprocal obligation was?

Mr. MITCHELL. Yes. I never, with a firm like Morgan or accounts

that are shown here, would pay any attention to the book on that

score. In the first place, it isn't an accurate book, it can’t be; it is

just a memorandum made up by his stenographer.

Mr. HENDERSON. Do you mean that she determines the entries?

Mr. MITCHELL. Yes. -

Mr. HENDERSON. Here is an item that says [reading from “Exhibit

No. 1658–1”]:

Mr. Willkie told Mr. Hoover he suggested our name in Ohio Edison.

Does the Stenographer make that up?

Mr. MITCHELL. Mr. Leib undoubtedly told his stenographer just to
make a note of that.

Mr. HENDERSON. You mean he dictated it, in other words?

Mr. MITCHELL. He must have.

Mr. HENDERSON. What I was getting at is that it isn't something
a stenographer does and makes determinations about.

Mr. MITCHELL. You are quite right.

Mr. HENDERSON. Let me ask you another question, Evidently you

are somewhat familiar with these data. How closely does the actu

ality follow these notations?



CONCENTRATION OF ECONOMIC POWER 11597

Mr. MITCHELL. I haven’t been over the book to be able to tell you

that at all. I would guess that that book must be filled with inac

curacies, but for the general purposes, the general picture it gives, it

is of value to Mr. Leib. But you have got the wrong fellow, as I say.

Mr. NEHEMKIs. Mr. Commisisoner, may I interject a comment at

this point? This material is not being offered for its accuracy. Mr.

Mitchell identified for us this morning and at a later time we will

give you the accurate figures for participations of Mr. Mitchell's

firm and all other firms on the street. This documentation is being

offered because it illustrates an important and vital practice in the

investment banking business, and I am not interested in examining

Mr. Mitchell on the accuracy of these figures. I want Mr. Mitchell's

aid in helping us understand what this custom of reciprocity is. Now

I was very much interested to note that Mr. Woods, who appeared

before us yesterday, likewise said that the entries of the two “little

black books” of the First Boston Corporation were made by a

secretary.

Mr. HENDERSON. Mr. Nehemkis, in view of accuracy I think you

ought to say, “little black books which were kept by the secretary to

Mr. Addinsell.” Mr. Woods’ testimony, as I recall, was distinctly, as

is Mr. Mitchell's, that it was not a part of the company records.

Mr. NEHEMKIS. My associate calls my attention to a statement—

I subsequently discovered that most of the entries are all made by Mr. Addin

sell's secretary, and I wouldn't even hazard a guess as to the authorship of

most of those comments.

The committee has been examining into a number of industries

and it is of interest, I should think, to know whether anything as

vital as this can be entrusted to a secretary.

Mr. HENDERSON. You are introducing these, as I understand it,

not to get at the practice of keeping books—whether they are kept

by a partner or a secretary—but to get at the thing Mr. Mitchell

has referred to, that is, reciprocal obligation?

Mr. NEHEMKIS. Correct, sir.

I notice, if you will refer to the sheet we have before us, Mr.

Mitchell, that you have credited Morgan Stanley with $1,000,000.

Was this your entire participation, do you recall?

Mr. MITCHELL. I would say so, yes; that was in the buying group,

that is, a syndicate.

Mr. NEHEMRIs. May I correct my statement? There has been

credited to Morgan Stanley $10,000.

Mr. MITCHELL. No, this shows a profit here of $10,000 which is,

of course, gross, and it indicates that we made a gross of $20,000

on that participation and in Mr. Leib's book he has indicated that

half of it on a reciprocal basis should be credited to Morgan Stanley

and half of it to Bonbright & Co.

The CHAIRMAN. What is this reciprocal arrangement?

Mr. MITCHELL. There is no reciprocal arrangement at all. This

is the sort of thing that is really of interest. Let us say that a

firm on the Street—to make the case clearer, if it is a firm that we

rarely have relations with—comes to us and says, “We think that

you ought to give us larger interests in your business, your syndi

cate; we find that we have given you syndicate participations that
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carry a gross of $20,000, and we find that you have given us business

that has given us a gross of 5. We think you owe us larger par

ticipations.” In other words, they think that on a reciprocal basis

we should treat them more liberally.

HOW RECIPROCITY WORKS IN PRACTICE—SIGNIFICANCE OF RECIPROCITY

The CHAIRMAN. Well, that might mean that if the investment

house “A” were disposing of a particular issue, it would bring in

vestment house “B” into participation in the distribution of that

issue, and in reciprocity for that grant, when investment house “B”

was bringing out an issue, it would accord the same privilege to

investment house “A.” Now, that is one type of reciprocity, isn't it?

Mr. MITCHELL. Yes.

The CHAIRMAN. Is that what is represented here?

Mr. MITCHELL. Your theory is all right, but if you were to study

his sheets, which I haven't done—

The CHAIRMAN (interposing). Neither have I. They have come

to my attention now for the first time.

Mr. MITCHELL. I think I can cite a number of cases where we have

given a great deal more than we have received and other cases where

we have received a great deal more than we have given.

The CHAIRMAN. The question that is in my mind now is with

respect to this first item on this sheet, whether or not your company

handled this entire distribution of the amount allotted to you and

sº Morgan Stanley to participate in the profits that you had

InaOle

Mr. MITCHELL. Oh, no.

The CHAIRMAN. That is not what is meant by this?

Mr. MITCHELL. Oh, no, indeed.

The CHAIRMAN. I wanted to be quite clear about that. That

$10,000, then, that goes to Morgan Stanley and the $10,000 that goes

to Bonbright & Co. represents what?

Mr. MITCHELL. That is a cuff memorandum; that is what I con

sider it to be, a cuff memorandum, showing that here is a house

that has shown us consideration by giving us a participation here

that has shown a gross profit of so much.

Now, let me try to make it clearer. Bonbright & Company are

essentially a public utility house. They have a certain number of

utility issues. We have a great deal larger, perhaps, volume of indus

trial and other issues. Bonbright isn't a house that we would ordi

narily think of in connection with some industrial issue. We

wouldn't think of them as wanting to participate as underwriters

and distributors in that, because it is a little out of their line. But

we would look at the situation and we would say, “They have given

#. participations in their syndicates that have run to pretty large

gures.

Now, when we have got some situation like that Pacific Gas &

Electric, may we say, where their name and their distributing power

clearly justify a strong position for Bonbright & Co. in the P. G.

& E, syndicate, and we are inclined to say, “Well, in dividing this
up they might be entitled to $5,000,000,” and Mr. Leib would come in

and say to me, “All right, we have gotten a great deal from them;
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can't we make that $6,000,000?” And his background for that state

ment would be his cuff memorandum, which is this.

Mr. NEHEMKIS. These sheets?

Mr. MITCHELL. Yes. -

Mr. HENDERSON. Would you recognize that as an obligation which

you speak of as a reciprocal obligation?

Mr. MITCHELL. Absolutely not.

Mr. ARNOLD. But they would do the same thing for you under

similar circumstances, wouldn’t they?

Mr. MITCHELL. I think they would.

Mr. ARNOLD. And therefore this policy of reciprocity might well

have been one of the things which they were worrying about when

º poke of the charge of monopoly which might be made against
them?

Mr. MITCHELL. No; I don’t see how they could possibly have had

that particular thing in mind.

Mr. ARNOLD. You can conceive how a suspicious-minded person

might think that reciprocal obligations built up in this way, in little

books which were cuff memorandums, indicated that a monopoly

practice was going on.

Mr. MITCHELL. I would hardly say that with respect to Morgan

Stanley & Co., because Morgan Stanley & Co. are the issuing syndi

cate house and they very, very rarely participate in the issues of

others, and never to my knowledge except in a silent position, and

We have asked them to participate in only one of our issues, and that

was the large issue of the Pacific Gas & Electric which was $90,000,

000, and we wanted to take off the overload on that particular issue

in Syndication, and invited in that particular case Morgan Stanley,

Kuhn, Loeb and Dillon to participate, but that is the only thing—if

they kept a cuff book, that is the only thing they would find we

had ever done for them that yielded them a profit.

The CHAIRMAN. I am trying to get this memorandum through

my head.

Let me call your attention to the item on the first page under the

date of March 19, 1936, “$55,830,000 Consumers Power Co. 3% per

cent first mortgage. In parentheses a little bit below I find this

Statement:

“(We had a total interest of $1,000,000 divided between Mor

gan Stanley and Bonbright.)”

What does that mean to you?

Mr. MITCHELL. That would mean to me that Morgan Stanley and

Bonbright were the joint managers of an account of the Consumers

Power Co. and that any offering to us by those joint names would be

Recorded by Mr. Leib in his cuff book as half the gross profit on that

business, credit for it going to Morgan and half going to Bonbright.

The CHAIRMAN. In other words, Stanley and Bonbright were the

original managers of this issue?

Mr. MITCHELL. Consumers Power issue; yes.

.The CHAIRMAN. And they were entitled, therefore, to a 50–50 parti

cipation in the profit that you had?

º,

*"Exhibit No. 1658–1.”
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Mr. MITCHELL. No; there is no profit. This is merely a memo

randum of what we might in a tangible way owe to them on future

business.

The CHAIRMAN. All right.

Now, you had a total interest of one million out of the fifty-five

million-odd dollar issue?

Mr. MITCHELL. Yes.

The CHAIRMAN. And you received 50 percent of that from Morgan

Stanley and 50 percent from Bonbright. Is that the idea?

Mr. MITCHELL. No. I am trying to make it clear to you, Senator,

because I can see that this confuses you. This is a million dollar

participation given to us by the joint managers. When they come

to us

The CHAIRMAN (interposing). In other words, you had one million

dollars of these securities to distribute?

Mr. MITCHELL. Yes, sir. Morgan Stanley would say, “On behalf of

ourselves and Bonbright & Co., we want to offer you a participation

of $1,000,000 in this $55,000,000 underwriting.” Now, that is offered

on behalf of both of them. When the job is done we look at it and

we say, “Here is a gross profit resulting from this transaction of

$20,000.” . Now, if we are making up a reciprocal memorandum, we

will say that we want to show how much profit has come from busi

ness given to us by Bonbright, and we would say, “There was $10,000

that came from profit on one of their accounts,” and we would say,

“There is $10,000 that came to us from Morgan Stanley & Co.,” and

that would be noted on Mr. Leib's cuff book, and that is what—

The CHAIRMAN (interposing). In the hope that some time later on

he would induce you or the company to make a reciprocal arrange

ment with these companies in something like these proportions?

Mr. MITCHELL. No; but Morgan Stanley & Co. never would be

cause the balance is never except on one side; in other words, there is

all give and practically no take.

r. NEHEMRIs. You can’t ever hope really to reciprocate to Mor

gan Stanley?

Mr. MITCHELL. No; oh, no. They are not in our line of business.

Mr. NEHEMRIs. And that results from the fact that they have so

many high-grade originations which nobody else can touch that the

great run of houses simply can't on their cuff books put down, as

Mr. Leib did here, anything that could possibly reciprocate to them?

Mr. MITCHELL. It is not quite that. I am sorry to be getting into

the intricacies of this so far.

Mr. NEHEMRIs. That is what the committee wants you to do, I

am sure, Mr. Mitchell.

Mr. MITCHELL. When we have a syndicate to make up, our syndi

cates are not made up on the basis of what we would call under

writers; in other words, people who merely do underwriting and no

distributing. Our syndicates are made up almost entirely of dis

tributors, people who underwrite and distribute. It is only in such

cases as the Pacific Gas & Electric where the issue is very large and

our group of underwriters—we don’t want to extend for one reason

or another or enlarge theirº too heavily, and in that

case we bring in, knowing that we will have a very broad selling

syndicate to take up any bonds that come from their underwritings—

we put them in merely to take the overweight off that group, but we
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have very little of that to give. Our business is with underwriters

who are distributors.

Mr. NEHEMKIS. I think I understand.

May I ask you, Mr. Mitchell, to turn to the Kuhn, Loeb “cuff

sheets” and look at page 3, if you will. You will find there the third

entry [reading from “Exhibit No. 1658–2”]:

November 10, 1936, $25,000,000 Republic Steel Corp. Gen. Mtge. 4% ſo series C,

Due November 1, 1956. Buying Group=$375,000 (1% ºo).

That means your interest in the buying group. On the right side

[reading further]: “$4,219.” Then an asterisk, and now I read to

you the asterisk [reading further]:

(Our full participation was $750,000 and the profit $8,438 divided 50–50 be

tween Kuhn Loeb and Field Glore. Same method applies to our percentage

of 3% in the deal.)

Now, if I correctly understand the testimony which you have given

to the committee during the past few minutes, Mr. Leib's entry means

the following: You got a participation of $750,000 in the Republic

Steel issue; you got half of that from Kuhn, Loeb and the other

half from Field, Glore. Therefore, this being the cuff sheet under

the heading “Kuhn, Loeb & Company,” Mr. Leib recorded that your

reciprocal obligation to Kuhn, Loeb was in the amount of $4,219.

On the other sheets which we do not have but which would be headed

“Field, Glore” there should be a corresponding similar entry?

Mr. MITCHELL. That is correct.

Mr. NEHEMRIs. Now, it is hoped in your business that when the

next origination comes around, all things being equal, you hope that

you will be in a position to extend a courtesy to these two houses

which have extended this courtesy to you. Correct?

Mr. MITCHELL. At some time or another where the balance is even

as to the desirability of having them come into account as a tail-end

thought, as explained this morning, we might give this consideration.

(Mr. Henderson took the chair.)

Mr. NEHEMKIS. Just glance down the same sheet, page 3, if you

will, and follow with me on the second entry under the year 1937

[reading from “Exhibit No. 1658–2”]:

February 16, 1937. 500,000 shs. Tide Water Associated Oil Co., $4.50 cum.

pfd * * * Buying group—3,167 shares.

Then the parentheses and your percentage participation over on the

right, gross $26,625. Asterisk, and follow with me, if you will, on the
asterisk notation:

Our position was completely dictated by the management, therefore no

reciprocal credit is due.

If I understand your testimony correctly that means that your

position in that syndicate was due to the fact that the management,

Tide Water itself, requested of the syndicate manager that “I want

Blyth & Co, included.” Therefore Mr. Leib noted: “I am under no

reciprocal obligation to K. L.,” and accordingly he has not entered

any dollar amount on the right-hand side where he normally does.

Do I understand that?

Mr. MrTCHELL. That is completely correct.

*: Nºſkis. Fine, then ſet me ask you a few more questions
on this problem and I think I won’t have to burden you any further.
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As a result of this system of reciprocity which exists between invest

ment banking firms, does not each firm have in effect a proprietary

interest in the business of the other? -

Mr. MITCHELL. I would like to have our expert on words help me

with what “proprietary” means.

Mr. NEHEMRIs. Well, I will put it to you differently. Perhaps

this will aid you in following my thought. As a result of this recip

rocal obligation arrangement which exists between investment bank

ing firms, these firms are in effect partners in a community business,

aren't they'

Mr. MITCHELL. Oh, no; oh, no!

Mr. NEHEMRIs. Let me ask you another question to see if this

doesn't help clarify the thought. These various firms possessing

claims upon other bankers for past favors and the ability to confer

favors in the future, there is no compelling reason to compete among

each other, is there? In other words, once you are in a group, as

you testified earlier, you have got a fixed position, so there is no reason

why you should want to compete against any other house?

Mr. MITCHELL. Oh, yes, there is; there is a reason for us to com

pete wherever competition is possible and we do so compete.

Mr. ARNOLD. May I ask a questiqn with relation to the letter of

August 10 where you write that Harold Stanley is concerned about

a possible charge of monopoly." Wasn't it these reciprocal obliga

tions that laid the basis for that fear?

Mr. MITCHELL. I wouldn’t say so at all. We had no reciprocal—

Mr. ARNOLD (interposing). Your reciprocal obligations in the

business.

Mr. MITCHELL. No, I wouldn’t think so at all. I wouldn’t think

that that had even entered into it.

Mr. ARNOLD. These reciprocal obligations, you testified, were the

tail-end thought in distributing this business?

Mr. MITCHELL. That is right.

RECIPROCAL OBLIGATIONS As “COMBINATIONS IN RESTRAINT OF TRADE”

Mr. ARNOLD. Had they been the front-end thought, there would

have been a combination in restraint of trade, wouldn't there?

Mr. MITCHELL. I should think so.

Mr. ARNOLD. So that the sole question arising as to whether there

is a monopoly here or not is the difference between a tail-end thought

and a front-end thought?

Mr. MITCHELL. I would think there is a very great difference.

Mr. ARNOLD. But that would reside only in the mind of the fellow

that was thinking, wouldn’t it?

Mr. MITCHELL. I would think that Street practice would be unani

mous in the thought to theº
Mr. ARNOLD. I should imagine all the testimony would be to that

effect.

Now, suppose that this tail-end thought so worked out that its

results were identical to the results which would have occurred had

it been the front-end thought. In such a case the sole distinction

as to whether there was monopoly or not would be the subjective

1 See “Exhibit No. 1657,” supra, p. 11594.
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º of mind of the people who went into the arrangement, wouldn't

it

Mr. MITCHELL. Yes, but may I just say this, Mr. Arnold. To an

increasing degree the issuer is determining who shall participate

in these accounts. I need only to refer to one account that con

stitutes perhaps as large, if not the largest, financing of last year

which was the Commonwealth Edison of Chicago. I have reason

to believe, and sound reason, I think, that the names in that ac

count and the amounts for the various underwriters were determined

solely by the issuer and that Mr. Simpson, the head of Common

wealth Edison, handed to the manager of the account that list of

names and that settled it. Now there are other cases of that sort,

and many of them, that are coming up constantly. It isn’t the

idea, but the trend, taking it right on your basis, is very far away

from monopolistic tendency.

Mr. ARNOLD. I don’t know what the evidence shows as to how these

reciprocal obligations have worked out here, but nevertheless, if they

did work out so that the cuff books and the total results at the end

of the year were substantially identical there would be some real

evidence of monopoly practice, wouldn’t there?

Mr. MITCHELL. I agree with you if it were possible for all these

firms to interchange business and when you came to the end of the

year what they had given and taken in even amounts you would have

the equivalent of one group which would constitute a monopoly, but

that is very far from what the situation actually is.

Acting Chairman HENDERSON. You say it is tending away from

that. Perhaps it has been more nearly like monopoly in the past. Is

that your thought?

Mr. MITCHELL. Let me say this. Now, I have been through these

days when we had bank affiliates and had the largest one of those

under my supervision, and let me directly say this to Mr. Arnold, too.

If we had gone along with the bank affiliate—I didn’t think this at

the time but I know it now—if we had gone along with the develop

ment of the bank affiliate in investment banking we would have

worked quite completely to a monopoly in this investment banking

business. Now, the great change for the benefit of the country and

for the benefit of investors has in my opinion been that which at the

time I regarded as a great disaster, the breaking off of the investment

banking affiliate. Today I regard it as one of the great steps of

progress that has been made.

Acting Chairman HENDERSON. Take this thought that you recorded

in a letter to your partner, that there were too many houses, that

there ought to be, to paraphrase, a fewer number of bigger ones;

that is what the Corner thought. Suppose we had a smaller number

of more powerful firms. Would the possibility of monopoly exist in

the same way, as you now describe it, that it was tending toward in

the day of the old banking affiliate?

Mr. MITCHELL. I wouldn't say that it was parallel. To give that

that answer I have got to draw a little picture for you. The under
writing managements would be veryi indeed to take in small

firms, but you have got several things which block you. One is cap

ital. , Another is a separation of the functions of the few people that

may be in a small concern where you would expect there to be an

expert who would be capable of giving that firm the requirements un
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der the due diligence provision. It is just weakening underwritings

when you get in very small firms, small firms of capital or small

organizations. They really are not fitted for the job of underwriting,

and with due respect to some of these long underwritings—I referred

to this underwriting of Morgan Stanley where they had, I think,

what was it, 97 names—I haven't examined that but I know that

personally I could pick out certain names, the propriety of which

in an underwriting syndicate I would challenge on very sound

grounds.

I am not speaking for Mr. Stanley who made that remark to me,

but I can tell you that there is an advantage in having more houses

with more capital; in other words, not having to run down SO

quickly as we do now to houses with very small capital.

(Senator O'Mahoney resumed the chair.)

Mr. NEHEMRIS. I have no further questions.

The CHAIRMAN. Do the members of the committee desire to ask Mr.

Mitchell any questions? Then you have finished with this witness?

Mr. NEHEMRIs. I have, sir.

The CHAIRMAN. Mr. Mitchell, on behalf of the committee, let me

thank you for your very prompt response to the many inquiries and

your patience under this continued barrage. We are very much

indebted to you. We have all participated, of course, in the barrage.

Mr. MITCHELL. Thank you very much, sir.

(The witness, Mr. Mitchell, was excused.)

The CHAIRMAN. Do you have another witness?

Mr. NEHEMRIs. No, sir.

The CHAIRMAN. Mr. Henderson will make a statement with respect

to the hearing tomorrow.

Mr. HENDERSON. Tomorrow the matter under consideration will be

the financing of American Telephone & Telegraph Co. and the wit

nesses will be Dr. N. R. Danielian, author of “A. T. & T.: The Story

of Industrial Conquest,” Director of Research, Senate Civil Liberties

Committee; Mr. George Whitney, J. P. Morgan & Co.; Mr. John R.

Chapin, Kidder, Peabody & Co.; Mr. Albert H. Gordon, Kidder, Pea

body & Co.; Mr. H. L. Stuart, Halsey, Stuart & Co., Inc.; Mr. Harold

Stanley, of Morgan Stanley & Co.

I may say it is the desire of the S. E. C. to finish by 3 o'clock in

order that a number of people may be free to attend the financial

writers' dinner tomorrow evening in New York.

Mr. NEHEMRIs. To that end, Mr. Chairman, would it be the pleas.
ure of the Committee if we started our proceedings at 10 o'clock?

The CHAIRMAN. That is quite agreeable to the chairman. If there

is no objection, when the3. adjourns it will adjourn until

10 ... in the morning.

Mr. NEHEMRIs. I think someone raises a question here. We had

better make it at 10:30. Apparently there are some mechanical

arrangements on mimeographing that might interfere.

(Discussion off the record.)

The CHAIRMAN. The suggestion is withdrawn.

Mr. HENDERSON. We are agreed on 10 o'clock.

The CHAIRMAN. The Committee will now stand in recess until 10

o'clock tomorrow morning.

(Whereupon, at 4:25 p.m., the meeting recessed until 10 a. m.

the following day, Friday, December 15, 1939.)



ă

APPENDIX

ExHIBITNo.1526introducedonp.11388,isonfilewiththecommittee

EXHIBITNo.1527

OfficersanddirectorsofBrownHarriman&Co.,Inc.,June21,1935

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

Officersand/orDirectors

PresentPosition

PreviousConnection

PreviousPosition

JosephPierceRipley------------------

RalphThompsonCrane--------------

PierpontvanDerveerDavis----------

HendrikRobertJolles----------------

HoraceClappSylvester,Jr.------------

LaurenceGotzianTighe--------------

CharlesStedmanGarland-------------

SidneyLesterCastle------------------

HenryMann.-------------------------

HarryFrederickMayer---------------

WilletCrosbyRoper------------------

ReginaldMartine---------------------

WilliamRichardEppel---------------

PresidentandDirector--------------------------

VicePresidentandDirector--------------------- VicePresidentandDirector--------------------- VicePresidentandDirector--------------------VicePresidentandDirector-VicePresidentandDirector--------------------- VicePresidentandDirector---------------------

ResidentVicePresident------------------------ ResidentVicePresident------------------------

Secy.,Compt.,andAsst.Treasurer-------------

TreasurerandAsst.Secretary-------------------

Asst.Treasurer--------------------------------- ASSt.Treasurer

NationalCityCompany------------------------

TheCityCompanyofN.Y.,Inc.--

BrownBros.&Col--------------

BrownBros.Harriman&Co

NationalCityCompany---------

TheCityCompanyofN.Y.,Inc.--TheCityCompanyofN.Y.,Inc.--TheCityCompanyofN.Y.,Inc.--

BrownBros.&Coll-------------

BrownBros.Harriman&Co

BrownBros.&Co-------------

BrownBros.Harriman&Co

LaneRoloson&Co--------

NationalCityCompany-------

The§CompanyofN.Y.,Inc.--

NationalCityCompany-----------

TheCityCompanyofN.Y.,Inc.--

TheNationalCityCompany------

TheCityCompanyofN.Y.,Inc.-

BrownBros.&Coll-------------

BrownBros.Harriman&Co

BrownBros.&Co-------------

BrownBros.Harriman&Co

NationalCity:Company---------

TheCityCompanyofN.Y.,Inc.---------------

VicePresident.

Exec.VicePresidentandDirector.

Partner. Partner.

VicePresidentandDirector.VicePresidentandDirector.

Asst.VicePres.andVicePres.

VicePresident.

SalesManagerandPartner.SalesManagerandPartner.

Partner. Partner.

VicePresident.

Asst.VicePresident. ASSt.VicePresident.

Asst.andResidentVicePresident. Asst.andResidentVicePresident.Compt.,Secy.,andVicePresident.Compt.,Secy.,andVicePresident.

Partner. Partner.

Notreported.

Employee.Employee.Employee.

Source:RegistrationStatementforBrokerorDealerTransactingBusinessontheOver-the-CounterMarketsonfilewiththeSecuritiesandExchangeCommission.
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ExHIBIT No. 152S

[From the files of the National City Bank of New York]

THE NATIONAL CITY BANK OF NEW YORK,

New York, June 4, 1934.

To the Shareholders:

The Banking Act of 1933 passed last June required divorcement of commer

cial banking from investment banking within the period of a year. I have

felt that The National City Bank of New York should support the policy of

Congress in both letter and spirit. In the year past we have been endeavoring

to find a way fully to meet this policy and at the same time to preserve any

good-will value there might be in the business of The City Company of New

York, Inc., formerly The National City Company.

Good-will is a nebulous thing. In so far as it is attached to the name of

the City Company it cannot be realized on, because the continued use of the

name would identify the user with the Bank and that cannot be permitted

without control by the Bank, which is forbidden by law. In so far as it

may be represented by personnel trained in the investment banking busineSS,

such personnel consists of free individuals whom the City Company is not in

a position to deliver to a prospective purchaser.

The ownership of the control of an investment banking company by the

shareholders of the Bank would be unlawful, whether such ownership came

from the distribution of the stock of the City Company, or from the purchase

of the business of the City Company.

The organization of a new investment banking concern as successor to the

City Company and in which the shareholders of the Bank would be offered less

than a controlling interest, would involve, in the first place, a recommendation

by the Bank to its shareholders to place new capital, or to leave a substantial

amount of the old capital, at the risk of the future of the securities business,

and, in the second place, the sponsorship by the Bank of the new investment

banking concern without power on the part of the Bank to control its policies.

Your Directors after mature consideration have been unwilling to place the

Bank back of such a plan. I personally believe that in future the Bank

should be free from any connection, either directly or in any other way which

might be taken by the public to indicate a relationship, with any investment

banking house. I think the Bank should keep itself free to do legitimate

business with any responsible house on equal terms with any other.

The City Company will accordingly discontinue the securities business im:

mediately, and will proceed to wind up its affairs. This will take time, as

it will be necessary to liquidate slow assets and dispose of pending claims.

When the Trust Agreement relating to the stock of the City Company was

recently amended, by the written consent of the Trustees and of the holders Of

upwards of 75% in amount of the common stock of the Bank, among the

additional powers vested in the Trustees was the power to place the Company

in voluntary dissolution and to transfer and deliver the stock of the Company

to the Bank, thereby terminating the trust. These steps have been taken, and,

in connection with the discontinuance of the securities business, they bring the

relationship between the Bank and the Company into conformity with the

Banking Act of 1933. The Federal Reserve Board has so ruled, under Section

20 of the Act, the so-called “divorce” section. The program has also been

submitted to the Comptroller of the Currency and approved by him. The

capital of the City Company was originally, derived from a special dividend

paid by the Bank, and it seems appropriate that the money at present invested

in the business of the Company be returned into the Bank.

Some of the officers and employees of the City Company will be retained to

handle the liquidation of its affairs. A number of the principal officers have

resigned and will, I hope, make other connections satisfactory to them.

Neither the name, nor the files nor other indicia of the good will of a business,

will be sold or given to anyone.

The Bank will continue that part of the business of the City Company

which has to do with underwriting and trading in United States Government,

state, and municipal securities, as permitted by law.

There will be no successor to the City Company.

Yours very truly,

JAMES H. PERKINS,

Chairman of the Board of Directors.
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ExHIBIT NO 1529

[Copy)

[From the files of The City Company of New York, Incorporated (in dissolution) formerly The National

City Company]

Senior Officers of The City Company of New York, Incorporated (in dissolu

tion) (formerly The National City Company), who were serving January 1,

1935, but have left the service since that date

- Date re
Name Position Duties signed Now with

Mitchell, C. E.------- Chairman--------- Executive------------- 2/27/33 | Blyth & Company.

Baker, H. B.--------- President---------| Executive------------- 2/27/33 *:::: Yºs & Harden

rokerS).

Sylvester, H. C.------ Vice Pres--------- Govt. (US & Can.) 5/31/34 || Harriman, Ripley & Co.

State & Mun. Buy

ing & Selling.

Davis, P.W---------- Vice Pres--------- Railroad Buying------ 5/31/34 || Harriman, Ripley & Co.

fini, S.A.--------- Vice Pres--------- Ingº,& Public 5/31/34 || Lazard Freres & Company.

tility Buying.

Buckley, G. D------- Vice Pres--------- Publicity------------- 3/29/33 || Deceased.

Schoepperle, W. F----| Vice Pres--------- Foreign Sec----------- 5/31/34 Nº. gly Bank of

ew York.

Ripley, J.P.---------- Vice Pres--------- Iº,& Public 5/31/34 || Harriman, Ripley & Co.

tility Buying.

Morrison, W. R.------ Vice Pres--------- Trading--------------- 5/31/34 | East River Savings Bank.

Mayer, H, F--------- Vice Pre S. & | Operating------------- 5/31/34 || Unknown now—ſormerly

Comptroller. gº Harriman, Ripley

O.

Jºlles, H. R.-------- Vice Pres--------- Foreign Sec----------- 5/31/34 || Harriman, Ripley & Co.

Morier, Gordon------| Resident V. P. Executive—London---| 5/31/34 . Harris, Upham & Co.

(Brokers—London).

Executive—Berlin----- 5/31/34 . Harriman, Ripley & Co.—

Abroad.

Executive—Foreign 6/13/33 | Retired.

(Genl.).

Treasury-------------- 5/15/34 || Retired,

JUNIOR OFriCERS

Custard, A.A.------- 5/31/34 || Unknown.

Beebe, H. Wººſ. 5/31/34 || Harriman, Ripley & Co.

Wells, Wm. C. 5/31/34 || Deceased.

Niller, Wm...III. - Selling (Wash.)------- 5/31/34 || Harriman, Ripley & Co.

Castle, S.L.III. Selling (Chic.) -------- 5/31/34 Lazard Freres & Com

pany.

Smith, P.L.---------|Asst. V. P--------| Pub. Utility Buying--| 12/30/33 | Públic service Co. of No.

Illinois—Chicago.

Scarff, J. G.--------- Asst. V. P.-------- Industrial & Pub. 5/31/34 || Harriman, Ripley & Co.

C Utility Buying.

rus, M.C.---------- Asst. W. P-------- Industrial & Pub. 5/31/34 || Harriman, Ripley & Co.

Utility Buying.

EXHIBIT No. 1530

BANKING ACT OF 1933

*ctions PERTAINING TO THE DIvorcFMENT OF SECURITY AFFILLATES AND TEIE

SEGREGATION OF COMMERCIAL FROM INVESTMENT BANKING.

Sec. 20. After one year from the date of the enactment of this Act, no mem

* bank shall be affiliated in any manner described in section 2 (b) hereof

With any corporation, association, business trust, or other similar organization

*ged principally in the issue, flotation, underwriting, public sale, or dis

tribution at wholesale or retail or through syndicate participation of stocks,

bonds, debentures, notes, or other securities.

t For every violation of this section the member bank involved shall be subject

º penalty not exceeding $1,000 per day for each day during which such

º Continues. Such penalty may be assessed by the Federal Reserve

R ard. in its discretion, and, when so assessed, may be collected by the Federal

*erve Bank by suit or otherwise.

º such violation shall continue for six calendar months after the member

nk shall have been warned by the Federal Reserve Board to discontinue the

i. (a) in the case of a national bank, all the rights, privileges, and fran

Sºuses granted to it under the National Bank Act may be forfeited in the

*nner prescribed in section 2 of the Federal Reserve Act, as amended (U. S. C.,

124491–40–pt. 22–17
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title 12, secs. 141, 222–225, 281–286, and 502), or, (b) in the case of a State

member bank, all of its rights and privileges of membership in the Federal

Reserve System may be forfeited in the manner prescribed in section 9 of the

Federal Reserve Act, as amended (U. S. C., title 12, secs. 321–332).

SEC. 21. (a) After the expiration of one year after the date of enactment

of this Act it shall be unlawful—

(1) For any person, firm, corporation, association, business trust, or other

similar organization, engaged in the business of issuing, underWriting, Selling,

or distributing, at wholesale or retail, or through syndicate participation, stocks,

bonds, debentures, notes, or other securities, to engage at the same time to any

extent whatever in the business of receiving deposits subject to check or to

repayment upon presentation of a passbook, certificate of deposit, or other

evidence of debt, or upon request of the depositor; or

(2) For any person, firm, corporation, association, business trust, or other

similar organization, other than a financial institution or private banker subject

to examination and regulation under State or Federal law, to engage to any

extent whatever in the business of receiving deposits subject to check or to

repayment upon presentation of a passbook, certificate of deposit, or other

evidence of debt, or upon request of the depositor, unless such person, firm,

corporation, association, business trust, or other similar organization shall

submit to periodic examination by the Comptroller of the Currency or by the

Federal reserve bank of the district and shall make and publish periodic reports

of its condition, exhibiting in detail its resources and liabilities, such examina

tion and reports to be made and published at the same times and in the same

manner and with like effect and penalties as are now provided by law in respect

of national banking associations transacting business in the same locality.

(b) Whoever shall willfully violate any of the provisions of this section shall

upon conviction be fined not more than $5,000 or imprisoned not more than five

years, or both, and any officer, director, employee, or agent of any person, firm,

corporation, association, business trust, or other similar organization who know

ingly participates in any such violation shall be punished by a like fine or

imprisonment or both.

SEC. 2. As used in this Act and in any provision of law amended by this

Act—

(a) The terms “banks”, “national bank”, “national banking association",

“member bank”, “board”, “district”, and “reserve bank” shall have the meanings

assigned to them in section 1 of the Federal Reserve Act, as amended.

(b) Except where otherwise specifically provided, the term “affiliate” shall

include any corporation, business trust, association, or other similar organi

zation—

(1) Of which a member bank, directly or indirectly, owns or controls either

a majority of the Voting Shares or more than 50 per centum of the number of

shares voted for the election of its directors, trustees, or other persons exer

cising similar functions at the preceding election, or controls in any manner

the election of a majority of its directors, trustees, or other persons exercising

similar functions; or

(2) Of which control is held, directly or indirectly, through stock ownership

or in any other manner, by the shareholders of a member bank who own or

control either a majority of the shares of such bank or more than 50 per centum

of the number of shares Voted for the election of directors of such bank at

the preceding election, or by trustees for the benefit of the shareholders of any

such bank; Or -

(3) Of which a majority of its directors, trustees, or other persons exer.

cising similar functions are directors of any one member bank.

(c) The term “holding company affiliate" shall include any corporation,
business trust, association, or other similar organization—

(1) Which owns or controls, directly or indirectly, either a majority of the

shares of capital stock of a member bank or more than 50 per centum of the

number of shares voted for the election of directors of any one bank at the

preceding election, or controls in any manner the election of a majority of the
directors of any one bank; Or

(2) For the benefit of whose shareholders or members all or substantially all
the capital stock of a member bank is held by trustees.

SEC. 18. Section_5139 of the Revised Statutes, as amended (U. S. C., title

12, sec. 52; Supp. VI, title 12, sec. 52), is amended by adding at the end thereof

the following new paragraph :

“After one year from the date of the enactment of the Banking Act of 1933,

no certificate representing the stock of any such association shall represent the
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stock of any other corporation, except a member bank or a corporation existing

On the date this paragraph takes effect engaged solely in holding the bank

premises of such association, nor shall the ownership, sale or transfer of any

Certificate representing the stock of any such association be conditioned in any

manner whatsoever upon the ownership, sale, or transfer of a certificate repre

Senting the stock of any other corporation, except a member bank.”

BANKING ACT OF 1935

AMENDMENTS TO CERTAIN SECTIONS OF THE BANKING ACT OF 1933

SEC, 302. The first paragraph of section 20 of the Banking Act of 1933, as

Amended, is amended by inserting before the period at the end thereof a Colon

and the following: “Provided, That nothing in this paragraph shall apply to any

Such organization which shall have been placed in formal liquidation and which

shall transact no business except such as may be incidental to the liquidation

Of its affairs.”

SEC. 303. (a) Paragraph (1) of subsection (a) of section 21 of the Banking

Act of 1933, as amended, is amended by inserting before the semicolon at the

end thereof a colon and the following: “Provided, That the provisions of this

paragraph shall not prohibit national banks or State banks or trust companies

(whether or not members of the Federal Reserve System) or other financial

Institutions or private bankers from dealing in, underwriting, purchasing, and

selling investment securities to the extent permitted to national banking asso

Clations by the provisions of section 5136 of the Revised Statutes, as amended

(U. S. C., title 12, sec. 24; Supp. VII, title 12, sec. 24) : Provided further, That

nothing in this paragraph shall be construed as affecting in any way such right

As any bank, banking association, savings bank, trust company, or other banking

institution, may otherwise possess to sell, without recourse or agreement to

repurchase, obligations evidencing loans on real estate.”

ºgraph (2) of subsection (a) of such section 21 is amended to read

BS follows:

"(2) For any person, firm, corporation, association, business trust, or other

similar organization to engage, to any extent whatever with others than his or

its officers, agents or employees, in the business of receiving deposits subject to

check or to repayment upon presentation of a pass book, certificate of deposit,

or other evidence of debt, or upon request of the depositor, unless such person,

firm, corporation, association, business trust, or other similar organization (A)

shall be incorporated under and authorized to engage in such business by, the

laws of the United States or of any State, Territory, or District, or (B) shall

be permitted by any State, Territory, or District to engage in such business

and shall be subjected by the law of such State, Territory or District to exam

nation and regulation, or (C) shall submit to periodic examination by the

banking authority of the State, Territory, or District where such business is

tarried on and shall make and publish periodic reports of its condition, ex

hibiting in detail its resources and liabilities, such examination and reports

tº be made and published at the same times and in the same manner and under
the same conditions as required by the law of such State, Territory, or District

in the case of incorporated banking institutions engaged in such business in the

same locality.”

ExHIBIT NO. 1531

*pared by Barriman Ripley & Co., Incorporated, stock ownership of Harriman
Ripley & Co., Incorporated]

Percent of total voting stock, preferred and common, including voting trust

certificates

"º.* (Including 14 of undivided interests of three com

es -- 30.59%

* R HARRIMAN (Including 5% of undivided interests of three com:

panies) ----- - 30.59%

#CHILDREN, each 8.52%. (Trust).IIITTTTTTTTTIII 34.08%

Rifley & StAFF (26 persons) __ 4.74%

TotAI 100.00%

12/12/89
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ExHIBIT No. 1535

THE NATIONAL CITY BANK,

New York, February 10, 1931.

Mr. JULIAN W. BLOUNT,

Clerk, United States Senate Committee on Banking and Currency,

Washington, D. 0.

DEAR MR. BLOUNT : In the course of my hearing before the Senate Committee

on Banking and Currency on February 2, Senator Walcott requested me to

gather some data regarding the increasing importance in recent years of bank

ing affiliates in the investment banking business, and I agreed to do so. As a

result of a study made by our people, I am now able to send for your records

the attached sheetS.

The first is a record of the past four years of the origination of bond issues

by all houses who originated $20,000,000 or more per annum. From this table

it will be noted that banking affiliate originations during this period increased

from 12.8 per cent of the total in 1927 to 23.3 per cent in 1928, 41.5 per cent in

1929, and 39.2 per cent in 1930.

The Second tabulation shows the volume of issues, in addition to their own

originations, participated in by the same group as covered in the first tabula

tion. Of course, the dollar figures represent the sum total of the issues, and not

the participations themselves, and in that particular is misleading. But this

does not affect the percentage figures showing to what extent various groups

participated generally in distribution. From this tabulation, it will be noted

that the participations of banking affiliates increased from 20.6 per cent in

1927 to a high of 54.4 per cent in 1930.

Yours very truly,

C. E. MITCHELL.

Source: “Operations of the National and Federal Reserve Banking Systems” (Hear

ings, Part II, Pursuant to S. Res. 71, 71st Congress, 3rd Session3, 1931, p. 299.

ORIGINATIONS OF BOND ISSUES BY ALL HOUSES ORIGINATING $20,000,000 OR MORE

PER ANNUM

[Amounts in thousands of dollars)

: : Per Per

Cen cen cent cent

1927 Of 1928 Of 1929 Of 1930 of

total total total total

National bank affiliates--------------| 592,075|| 10.1| 649, 572. 15.6 714,998 24.6] 1,279,485 27.6

Other bank affiliates----------------- 162,714 2.7| 320,664 7.7| 489,400 16.9 530,779 11.6

Total, bank affiliates---------- 754,789 12.8 970,236. 23.3| 1,204,398. 41.5 1,810,264. 39.2

Commercial banks and trust com

panies----------------------------- 540, 711 9.2 258,803 6.2 115, 201 4.0] 248,980 5.4

Private bankers--------------------- 4, 566, 574| 78.0 2,923,975 70.5| 1,585,933 54.5 2, 556, 841 55.4

Total-------------------------- 5,862,074 100.0 4, 153,014 100.0| 2,905, 532 100.0 4,616,085 100.0

VOLUME OF ISSUES, IN ADDITION TO THEIR OWN ORIGINATIONS, PARTICIPATED

IN BY ALL HOUSES ORIGINATING $20,000,000 OR MORE PER ANNUM

National bank affiliates 1,661,037| 12.6 || 008, 968| 8.9| 1,238, 306| 17.6 4,323, 183| 33.6

Other bank affiliates--- 1,050,690 8, 0 | 1, 174, 504 11.5 1,905, 859| 27.2| 2,676,056. 20.8

Total, bank affiliates - - - 2,711, 727, 20.6| 2,083,472. 20.4 3, 144, 165, 44.8 6,979,239, 54.4

2, 131,368 16. 2. 1, 191, 380. 11.6 440, 509| 6.3| 877, 603 6.8

8, 310,011| 63.2 6,956, 949| 68.0| 3,427,000 48.9| 4, 992,085| 38.8

13, 153, 106] 100.010, 231,801 100.0|7,011, 674 100.012, 848, 927 100.0

Source. “Operations of the National and Federal Reserve Banking Systems.” (Hearings,

Part II, Pursuant to S. Res. 71, 71st Congress, 3rd Session), 1931, p. 299.
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ExEIIBIT 1536

[Letter from W. A. Harriman to Investment Banking Section, Monopoly Study, Securities

and Exchange Commission I

WASHINGTON, D. C., December 6, 1939.

PETER R. NEHEMKIS, Jr., Esq.

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIs: In accordance with our conversation this morning I

give below the answers to the four questions which you asked me . -

(a) Capital interest of my brother and myself in the private banking firm

of Brown Brothers Harriman & Co. My brother and I have substantially

all the paid-in capital of the firm and our capital interests are equal in

amount. This situation has not changed materially since 1932.

(b) Right of capital partners with respect to firm commitments. Under the

articles at present in effect (dating from January 1, 1936) Section 25 pro

vides “No commitment shall be taken as against the objection of any partner

having any of the ordinary capital of the firm.” The word commitment here

refers, of course, to financial commitment.

While the phraseology of the articles in effect in 1934 (dating from January

1, 1932) with respect to firm commitments was different from that in the

1936 articles presently in effect, the result was that either my brother or

I, by objecting, could prevent the firm taking a financial commitment.

(c) Method of admission of new partners. The 1936 articles, still in

effect, provide in Section 26, that “Two-thirds of the partners of the firm may

amend, modify, or alter any of the provisions of the partnership articles,

upon the condition that any partner who shall consider himself to be adversely

affected thereby may, upon written notice given the firm, retire from the

firm 30 days after being notified of any such amendment, modification, or

alteration, and such amendment, modification, or alteration of the provisions

of the partnership articles shall not affect the rights or interests of a partner

so retiring, except with his written approval. The introduction of a new

partner shall be deemed an amendment for the purposes thereof.”

The effect of the corresponding provision in the articles of 1934 was that

my brother and I acting together, but neither of us acting alone, had the

right to amend, modify, or alter the articles. The introduction of a new part

ner was deemed an amendment.

While your inquiry did not extend to the termination of membership, I

might add that, under the present articles, Section 17 requires the action of

two-thirds of the partners to terminate the membership of any partner in

voluntarily. Prior to 1934, my brother and I, acting with at least two other

partners, could have terminated the membership of any partner involuntarily.

The effect of the retirement of four partners as the result of the discontinu

ance of the securities business in June 1934, was to give my brother and me,

without any change in this provision of the articles, the right, acting together

but not singly, to require the involuntary retirement of any partner. There

have been no involuntary retirements.

(d) Method of determining distribution of profits. The authority to deter

mine the distribution of profits from time to time is contained in the pro

vision of the articles regarding amendment, modification, or alteration. Hence

under the 1936 articles now in effect the distribution of profits is determined

by the vote of two-thirds of the partners, each partner being entitled to one

vote; and under the articles in effect in 1934, my brother and I, if we acted

together, could have established the method of determining the distribution

of profits. Neither of us could have accomplished this singly.

As a matter of fact, I can recall no instance in which action was taken

on any of the above matters without full discussion and unanimous agree

ment of all the partners.

I trust that the foregoing meets your needs.

Very truly yours.

W. A. HARRIMAN.

“EXIIIBTT No. 1537,” introduced on p. 11425, was marked for identification only



11614 CONCENTRATION OF ECONOMIC POWER

ExHIBIT No. 1538–1

[Letter from Chicago, Milwaukee, St. Paul and Pacific Railroad Company to Investment

Banking Section, Monopoly Study, Securities and Exchange Commission]

CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD CoMPANY

HENRY A. ScANDRETT, WALTER J. CUMMINGs, GEORGE I. HAIGHT, Trustees

874 Union Station, Chicago, Illinois

November 15, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Momopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIS : I have your letter of November 10th, and enclose copy

of my letter to the Senate Committee on Interstate Commerce regarding your

use of copies of documents relating to the financing of the Chicago Union Station

Company obtained from our files by the Senate Committee.

Yours very truly,

H. A. SCANDRETT.

CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD CoMPANY

HENRY A. SCANDRETT, WALTER J. CUMMINGs, GEORGE I. HAIGHT, Trustees

874 Union Station, Chicago, Illinois

NoveMBER 16, 1939.

SENATE COMMITTEE ON INTERSTATE COMMERCE,

45 Broadway, New York, N. Y.

GENTLEMEN: I enclose copy of letter dated November 10th from Special

Counsel Nehemkis of the Investment Banking Section, Monopoly Study, Securi

ties and Exchange Commission, concerning documents relating to the financing

of the Chicago Union Station Company obtained from our files by your Com

mittee in the Railroad Finance Investigation.

We are agreeable to your making these documents available to the Securities

and Exchange Commission for use in its Investment Banking Study.

Yours very truly,

[Original signed] H. A. ScANDRETT.

ExHIBIT NO. 1538–2

[Letter from Kuhn, Loeb & Co. to Investment Banking Section, Monopoly Study, Securities

and Exchange Commission )

KUHN, LoLB & Co.,

WILLIAM AND PINE STREETs,

New York, November 13, 1939.

PETER R. NEHEMKIS, Jr., Esq.,

Special Counsel, Monopoly Study, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAR SIR: We have your letter of November 10th with regard to copies of

documents made by the Senate Committee on Interstate Commerce when its

staff examined our files relative to the financing of the Chicago Union Station

Company. In accordance with your suggestion, the basis of which we appre

ciate, we have consented to the Senate Committee's making this data available

to you and enclose a copy of our today's letter to that Committee authorizing

its so doing.

Faithfully yours,

KUHN, LOEB & Co.
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[Copy]

KUHN, LOEB & Co.,

November 13, 1939.

UNITED STATES SENATE COMMITTEE ON INTERSTATE COMMERCE,

45 Broadway, New York, N. Y.

DEAR SIRs: We enclose herein copy of a letter dated November 10th from

Mr. Peter R. Nehemkis, Jr., Special Counsel of the Monopoly Study of the

Securities and Exchange Commission, Washington. We think you will find

this letter self-explanatory and this is to advise you that if you are prepared

to make available to the Securities and Exchange Commission the copies of

such documents as you made when you examined our files in connection With

the financing of the Chicago Union Station Company as indicated in Mr.

Nehemkis' letter, we hereby consent to your so doing.

Respectfully yours,

GC

Enc.

[s] KUHN, LOEB & Co.

EXIIIBIT NO. 1538–3

{Copy of letter from The Pennsylvania Railroad Company to Senate Committee on Inter

state Commercè)

THE PENNSYLVANIA RAILROAD COMPANY.,

November 24, 1939.

SENATE CoMMITTEE on INTERSTATE CoMMERCE,

45 Broadway, New York, N. Y.

GENTEMEN: There is enclosed herewith a copy of a letter of November 10,

1939, from Mr. Peter R. Nehemkis, Jr., Special Counsel, Investment Banking

Section, Monopoly Study, of the Securities and Exchange Commission, which is

self-explanationy.

You are hereby requested to make available, for the use of the Investment

Banking Study of the Temporary National Economic Committee, copies of papers

which your Committee obtained from the files of The Pennsylvania Railroad

Company relating to the financing of the Chicago Union Station Company.

Very truly yours,

[S] GEO. H. PABST, Jr., Asst. Vice-President.

Copy to: Peter R. Nehemkis, Jr., Esq., Special Counsel, Investment Banking

iºn. Monopoly Study, Securities and Exchange Commisison, Washington,

GEO. S. PABST, Jr.

EXEIIBIT No. 1539–1

[Copy]

[Letter from Investment Banking Section, Monopoly Study, Securities and Exchange

Commission, to Kuhn, Loeb & Co.)

NovemſBER 10, 1939.

KUHN Loeb & Co., 52 Williams Street,

New York, N. Y.

GENTLEMEN: The Temporary National Economic Committee, established by

Public Resolution 113, Seventy-Fifth Congress, has authorized the Securities and

;..." Commission to undertake certain studies in the field of Investment

anking.

One of the subjects which the Securities and Exchange Commission, pursuant

tº the above authorization, is inquiring into relates to the financing of the

Chicago Union Station Company. It has recently come to our attention that

the Railroad Finance Investigation of the Senate Committee on Interstate Com

merce has examined your files on this subject and has made copies of material

from them. The Investment Banking Study may be concerned with certain

transactions already covered in the investigation of the Senate Committee. It

has occurred to us that your staff might be relieved of some additional duties

and inconvenience if instead of our examining your files on these subjects we
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first obtain from the Senate Committee copies of such documents as they have

On the matter.

Legal provisions concerning the use of documents in the possession of the

various Congressional Committees make it desirable to obtain your consent to

have this material made available to us.

If this procedure meets with your approval, will you kindly send a letter to

the Senate Committee on Interstate Commerce, 45 Broadway, New York, N. Y.,

requesting them to make available for the use of the Investment Banking Study

of the Temporary National Economic Committee copies of documents which they

obtained from your files relating to the financing of the Chicago Union Station

Company.

We will appreciate it, in the event of your following this suggestion, if you

send us a copy of the letter which you address to the Senate Committee on

Interstate Commerce.

Sincerely yours,

PETER R. NEHEMKIs, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

H

EXHIBIT NO. 1539–2

SMK :FL

[Letter from Investment Banking. Section, Monopoly Study, Securities and Exchange Com

mission, to The Chicago, Milwaukee, St. Paul and Pacific Railroad Companyj

NOVEMBER 10, 1939.

THE CHICAGo, MILWAUKEE, ST. PAUL & PACIFIC RAILROAD Co.,

516 West Jackson Boulevard, Chicago, Ill.

GENTLEMEN: The Temporary National Economic Committee, established by

Public Resolution 113, Seventy-Fifth Congress, has authorized the Securities

and Exchange Commission to undertake certain studies in the field of Invest

ment Banking.

One of the subjects which the Securities and Exchange Commission, pursuant

to the above authorization, is inquiring into relates to the financing of the

Chicago Union Station Company. It has recently come to our attention that

the Railroad Finance Investigation of the Senate Committee on Interstate

Commerce has examined your files on this subject and has made copies of

material from them. The Investment Banking Study may be concerned with

certain transactions already covered in the investigation of the Senate Com

mittee. It has occurred to us that your staff might be relieved of some addi

tional duties and inconvenience if instead of our examining your files on these

subjects we first obtain from the Senate Committee copies of such documents

as they have on the matter.

Legal provisions concerning the use of documents in the possession of the

various Congressional Committees make it desirable to obtain your consent to

have this material made available to us.

If this procedure meets with your approval, will you kindly send a letter to

the Senate Committee on Interstate Commerce, 45 Broadway, New York, N. Y.,

requesting them to make available for the use of the Investment Banking

Study of the Temporary National Economic Committee copies of documents

which they obtained from your files relating to the financing of the Chicago

Union Station Company. -

We will appreciate it, in the event of your following this suggestion, if you

send us a copy of the letter which you address to the Senate Committee on

Interstate Commerce.

Sincerely yours,

PETER R. NEHEMRIs, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

SME : FL
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ExHIBIT NO. 1539–3

[Letter from Investment Banking Section, Monopoly Study, Securities and Exchange

Commission, to The Pennsylvania Railroad Co.]

NOVEMBER 10, 1939.

PENNSYLVANIA RAILROAD Co.,

Broad Street Station. Building, Philadelphia, Pa.

GENTLEMEN: The Temporary National Economic Committee, established by

Public Resolution 113, Seventy-Fifth Congress, has authorized the Securities

and Exchange Commission to undertake certain studies in the field of Invest

ment Banking.

One of the subjects which the Securities and Exchange Commission, pursuant

to the above authorization, is inquiring into relates to the financing of the

Chicago Union Station Company. It has recently come to our attention that

the Railroad Finance Investigation of the Senate Committee on Interstate

Commerce has examined your files on this subject and has made copies of

material from them. The Investment Banking Study may be concerned with

certain transactions already covered in the investigation of the Senate Com

mittee. It has occurred to us that your staff might be relieved of some addi

tional duties and inconvenience if instead of Our examining your files on these

subjects we first obtain from the Senate Committee copies of such documents

as they have on the matter.

Legal provisions concerning the use of documents in the possession of the

various Congressional Committees make it desirable to obtain your consent to

have this material made available to us.

If this procedure meets with your approval, will you kindly send a letter to

the Senate Committee on Interstate Commerce, 45 Broadway, New York, N. Y.,

requesting them to make available for the use of the Investment Banking Study

of the Temporary National Economic Committee copies of documents which

they obtained from your files relating to the financing of the Chicago Union

Station Company.

We will appreciate it, in the event of your following this suggestion, if you

send us a copy of the letter which you address to the Senate Committee on

Interstate Commerce.

Sincerely yours,

PETER. R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

SME : FL

EXHIBIT No. 1540

[Copy of original signed letter in Kuhn, Loeb & Co. file 532–1, Chicago Union Station

Company]

Boston Chicago

LEE, HIGGINson & CoMPANY

NEW YORK

HIGGINSON & CO.

LONDON

43 EXCHANGE PLACE,

NEw York, January 18, 1915.

BY BEARER

DEAR MR. SCHIFF: With reference to our conversation, I have dug up from

our files this telegram from Mr. Lane to our Chicago partner, Mr. Schweppe.

This was the arrangement that I understood Mr. Paul Warburg ratified last

Spring as a result of three or four conversations on the matter with me.

Yours very truly,

FLEI-M

Enclosure

Mr. MoRTIMER L. ScHIFF,

o/o Messrs. Kuhn, Loeb & Co., 52 William Street, New York City.

(Signed) F. L. HIGGINSoN, Jr.
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[Copy of an original copy of a telegram, unsigned, in Kuhn, Loeb & Co. file 532–1, Chicago

Union Station Company]

[Copyl

BosTon, MASS., May 17, 1912.

Telegram to C. H. SCHWEPPE :
-

Talked with Kuhn, Loeb & Company yesterday about Chicago Terminals.

We came to a tentative agreement as follows:

Kuhn, Loeb & Company syndicate and L. H. & Co. syndicate are to join

hands and both try to get the Chicago Terminal business. One half the issue

is to be apportioned to Kuhn, Loeb & Co. and their friends; one half to L. H.

& Co. and their friends. We are to sell and issue with Kuhn, Loeb & Co. If

any buying commission is charged, one half is to come to us and one half to

Kuhn, Loeb & Co. We may decide upon a selling commission; in that event

Kuhn, Loeb & Co. and friends are to be allowed to sell half the bonds, if they

can, and we are to be allowed to sell half if we can. If either Kuhn, Loeb &

Co. or L. H. & Co. sell more than their half, then they are to have commission

on such amount of bonds as they may sell over and above their half. The

London situation was taken up and discussed, but not definitely settled. We

stated that we should want to have H. & Co. issue in London. Kuhn, Loeb &

Co. said they wanted to have some one of their correspondents also issue over

there. We hope to make an arrangement by which H. & Co. and Kuhn, Loeb

& Co.'s representatives will issue together. I am to see Warburg of Kuhn,
Loeb & Co. next week and arrange further details.

EXHIBIT No. 1541

[Copy of original signed letter in Kuhn, Loeb & Co. file 532–1, Chicago Union Station

Company )

BOSton Chicago

LEE, HIGGINSON & CoMPANY

NEW YORK

HIGGINSON & Co.

LONDON

43 ExHANGE PLACE,

New York, January 19, 1915.
Messrs. KUHN, LOEB & CoMPANY.,

52 William Street,

New York City.

DEAR SIRS: We beg to confirm the conversation today between Mr. Mortimer

L. Schiff and Mr. F. L. Higginson, Jr., by which we understand that the groups

represented respectively by our two firms shall share equally in the financing

of the Chicago Terminal Company.

We should be glad to have you advise us if this is also your understanding.
Very truly yours,

(Signed) LEE HIGGINsoN & -

FLEI–C. gn O Co

ExHIBIT No. 1542

[Copy of hectograph copy of unsigned letter in Kuhn, Loeb & Co. file 532–1, Chicago

Union Station Company]

Stamped “OFFICIAL”

CONFIDENTIAL.

JAN. 20, 1915.
Messrs. LEE, HIGGINsoN & CoMPANY.,

43 Earchange Place, City.

DEAR SIRs: We beg to acknowledge receipt of your favor of yesterday's date

in regard to eventual financing of the Chicago Terminal Company, which we

have been discussing, and confirm that it is in accordance with our understanding.

We further understand that the Illinois Trust and Savings Bank of Chicago

Messrs J. P. Morgan & Company and the First National Bank of New York are
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º:

.

included in your group, and that The National City Bank and Messrs. Clark,

Dodge and Company are to be included in our share.

Yours very truly,

EXELIBIT NO. 1543

(Copy of original signed memorandum in Kuhn, Loeb & Co. file 532–2, Chicago Union

Station Company]

Stamped: OFFICIAL

MEMORANDUM IN REGARD TO CHICAGO UNION STATION FINANCING

FEBRUARY 1st, 1915.

I have agreed that this business, if it develops, is to be done Joint Account

between Lee, Higginson & Co. and ourselves, each having one-half. Lee, Higgin

80n's group includes Morgans, the First National Bank of New York and the

Illinois Trust and Savings Bank of Chicago.

In Our group are included The National City Bank and Messrs. Clarke, Dodge

& Company. I have today agreed with McRoberts that they are to have one

third interest and we two-thirds interest in our share, subject to such allotment

º Original terms as we may determine to make to Messrs. Clark, Dodge &

Ompany.

S.

(Signed) MoRTIMER L. ScHIFF.

“ExoeibiT No. 1544” appears in full in the text on p. 11432

EXBIBIT No. 1545

[From the files of First National Bank of the City of New York. Memorandum from

Francis D. Bartow to George F. Baker, Jr.]

[Copy]

JUNE 16, 1915.

MEMORANDUM For MR. BAKER, JR., IN RE UNION STATION BONDs

At Mr. Hine's request I attended a meeting at Kuhn, Loeb's office this morn

lug at which were present Messrs. McRoberts, Hanauer, Higginson, Haskell and

Bartow. The object was to determine the price at which the new bonds should

be bought. These are guaranteed jointly and severally by the Pennsylvania

Co., St. Paul, C. B. & Q., Pan-Handle and Pittsburg, Ft. Wayne & Chicago. The

Pennsylvania Co. in the lease is guaranteed by the Pennsylvania Iłailroad.

They are to bear 4%% interest and mature in 50 years. Mr. Higginson said

%; Mr. McRoberts and Mr. Haskell 96; I said 96%; Mr. Kahn and Mr.

Hanauer said 97%, and surely 97. It was felt that 3 points gross profit should

accrue to the Syndicate from the selling price, to be apportioned as follows:

2%% to the purchasers,

*4% for brokerage

*4% for expenses

On this basis it was finally agreed to start the bidding at 93.

At 2 o'clock Mr. Hine attended a meeting at K L's and upon his return told

ºne they had agreed to pay 93%, and offer the bonds for re-sale at 96%, which

ls about a 4.65% basis. However, Mr. Holden and his associates decided that

they would prefer to get the consent of the Illinois Public Service Commission

ſº a minimum price of 91, and then come back and deal firm with the Group.

There was also a question of clearing up some small mortgages which are now

* 'len upon the property. This will be done before the present bonds can be

sold. In their negotiations the Group did not come to the question of discussing

Prices with Mr. Holden and his associates. They, therefore, do not know of the

determination reached to pay as high as 93%.
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At the meeting in the morning the question was brought up of participants

in the business and it was understood that there will be five signatories, made

up as follows:

Kuhn, Loeb & Co.

Lee, Higginson & Co.

Illinois Trust & Savings Bank, Chicago

First National Bank, New York

National City Bank, New York

The issue to be approximately $25,000,000., to be divided equally between

K L & Co.

Lee, H. & Co.

K L & Co. will take care of the National City Bank L. H. & Co. will divide

$12,500,000 equally into four parts.

14 Ill. Trust & Sav. Bk.

34 J. P. M. & Co.

34 First of New York

14 Lee, H & Co.

“ExHIBIT No. 1546” appears in full in text on p. 11434

EXHIBIT NO. 1547–1

[Copy of hectograph copy of unsigned letter in Kuhn, Loeb & Co. file 532–1a, Chicago
Union Station Company J

FEBRUARY 9, [191]6.

Confidential.

Messrs. CLARK, DoDGE & Co.,

51 Wall Street, New York City.

DEAR SIRs: We beg to advise you that we have purchased jointly with the

National City Bank, Messrs. Lee, Higginson & Co., the Illinois Trust & Savings

Bank and the First National Bank $30,000,000 Union Station Company First

Mortgage 4%% Bonds at 97%% and accrued interest, and we beg to confirm,

on behalf of the National City Bank and ourselves, that you are interested

in the one-half of the purchase which the National City Bank and we have |

jointly to the extent of $2,000,000 Bonds on original terms, subject to these

bonds being included in the syndicate which is to be formed. º

Kindly confirm that this is in accordance with your understanding, and be

lieve us,

Yours very truly,

E.

EXHIBIT NO. 1547–2

[Copy of original signed letter in Kuhn, Loeb & Co. file 532–12, Chicago Union Station

Company]

Stamped : OFFICIAL

CLARK, DODGE & Co.

51 WALL STREET

Messrs. KUHN, LOEB & Co., NEW YORK, February 9, 1916.

New York, N. Y.

DEAR SIRs: We are in receipt of your letter of February 9th, advising us that

you have purchased jointly with the National City Bank, Messrs. Lee, Higgin

son & Co., Illinois Trust & Savings Bank and First National Bank:

$30,000,000 UNION STATION CoMPANY

First Mortgage 4%% Bonds at 97% and accrued interest,

and that jointly on behalf of yourselves and the National City Bank, you have

ceded to us an interest to the extent of $2,000,000 Bonds, on the original
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terms, subject to these Bonds being included in the Syndicate which is to be

formed.

We hereby confirm that the above is in accordance with our understanding.

Thanking you for the same, we are,

Wery truly yours,

D. G. G/M

(In pencil) F.

(Signed) CLARK, DoDGE & Co.

ExHIBIT No. 1548

CHICAGO UNION STATION COMPANY

$30,000,000 First Mortgage Bonds, 4%º, Series A, Dated January 1, 1916, due

July 1, 1963, and Offered February, 1916

Kuhn, Loeb & Co., $15,000,000 (50%) :

Kuhn, Loeb & Co-------------------------------- $8,666,667 (28.88%)

National City Bank $4,333,333 (14.44%)

Clark Dodge & Co $2,000, 000 ( 6.67%)

Lee Higginson & Co., $15,000,000 (50%) :

Lee Higginson & Co----------------------------- $4,000, 000 (13.33%)

First National Bank––––––––––––––––––––––––––––– $4,000,000 (13.33%)

J. P. Morgan & Co------------------------------ $4,000, 000 (13.33%)

Illinois Trust & Savings Bank________________ ___ $3,000, 000 (10.00%)

$30,000, 000 (100.00%)

Compiled by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

several companies.

ExHIBIT NO. 1549–1

[Copy of original signed letter in Kuhn, Loeb & Co. file 822, Chicago Union Station

Company]

Stamped: OFFICIAL

CHICAGO UNION STATION COMPANY.,

Chicago, April 27, 1920.

(In pencil) G

Messrs. KUHN, LOEB & Co., New York,

Messrs. LEE, HIGGINsoN & Co., New York,

ILLINois TRUST AND SAVINGs BANK, Chicago,

NATIONAL CITY COMPANY, New York,

FIRST NATIONAL BANK, New York.

DEAR SIRs: Referring to the $10,000,000. principal amount Chicago Union

Station Company Six and One-Half Per Cent. First Mortgage Bonds, Series C,

due July 1, 1963, which you have agreed to purchase, I beg to state as follows:

These bonds are to be unconditionally guaranteed, by endorsement, as to both

principal and interest, jointly and severally, by Chicago, Burlington and Quincy

Railroad Company, Chicago, Milwaukee and St. Paul Railway Company, The

Pittsburg, Cincinnati, Chicago and St. Louis Railroad Company and Pennsylvania

Company, each of which Companies owns one-fourth of the Company's outstand

ing capital stock, amounting to $2,800,000, par value, which has been fully paid.

The Chicago Union Station Company owns extensive station and terminal

properties in the City of Chicago, now under reconstruction, including the

property heretofore used as a terminal by the guarantor companies, and prop

erties adjacent thereto. The entire development extends for about eleven

blocks from Carroll Avenue to West Twelfth Street, principally between the

Chicago River and North and South Canal Street, and including the present

city block bounded by West Adams, West Jackson, Clinton and North Canal

Streets, on all of which properties (subject as to certain parts thereof to

easements of no material importance) the bonds are secured by a first mortgage.

The purpose of the sale of the $10,000,000. First Mortgage 614% Bonds

is to reimburse the Station Company for capital expenditures theretofore made,

Some of which have been temporarily financed, and to place the Company in

funds to be used for additional capital expenditures.
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These bonds are part of an issue limited to $60,000.000. principal amount,

maturing July 1, 1963, secured by First Mortgage, dated July 1, 1915, made

by the Station Company to the Illinois Trust and Savings Bank as Trustee, and

of which $30,850,000., Series A, 41% 7% Bonds have been heretofore issued and

are outstanding, and $6,150,000. Series B 5% Bonds will upon the completion

of this transaction be free in the treasury of the Station Company. The Series

C Bonds are to bear interest at the rate of 6%.9% per annum, payable semi

annually on January 1 and July 1. The entire Series is to be redeemable at the

option of the Company on January 1, 1935, or any interest date thereafter at

110% and accrued interest upon ninety days' previous notice. The principal

and interest of the bonds are to be payable in gold without deduction for any

tax or taxes (except any Federal Income Tax) which the Company or the

Trustee may be required to pay or retain therefrom under any present or future

law of the United States or of any State, County or Municipality therein. The

bonds are to be either in coupon form or in fully registered form. Coupon

bonds are to be in denominations of $1,000. and $500, each, with privilege of

registration as to principal, and are to be exchangeable for bonds registered

[as to both principal and interest. Fully registered] bonds will be exchangeable

for coupon bonds upon terms stipulated in the mortgage.

Pending the engraving of the definitive bonds, interim certificates will be

issued which will carry a coupon for two months' interest, from May 1, 1920, to

July 1, 1920, from which latter date the definitive bonds will draw interest.

The issue and guaranty of the bonds and their sale to you are subject to the

approval of the necessary public authorities and to the opinion of your counsel.

Application will be made to list the bonds on the New York Stock Exchange.

Yours very truly,

(Signed) J. J. TURNER,

President, Chicago Union Station Company.

M

EXHIBIT NO. 1549–2

[Copy of original signed letter in Kuhn, Loeb & Co. file 822, Chicago Union Station

Company]

CHICAGO UNION STATION CoMPANY.,

New York, April 27th, 1920.

MESSRs. KUHN, LOEB & Co., New York,

MESSRs. LEE, HIGGINsoN & Co., New York,

ILLINo.1s TRUST AND SAVINGs BANK, Chicago,

NATIONAL CITY COMPANY, New York,

FIRST NATIONAL BANK, New York.

DEAR SIRs: This Company hereby confirms the sale to you, at 95% of their

principal amount and accrued interest to date of delivery, of $10,000,000. prin

cipal amount, Chicago Union Station Company Six and One-half Per Cent.

First Mortgage Gold Bonds, Series C, due July 1, 1963, to be issued under the

First Mortgage dated July 1, 1915, made by the Station Company to the Illinois

Trust and Savings Bank, as Trustee and to be unconditionally guaranteed, by

endorsement, as to both principal and interest, jointly and severally, by Chicago,

Burlington [? (in pencil) 1 and Quincy Railroad Company, Chicago, Milwaukee

and St. Paul Railway Company, the Pittsburgh, Cincinnati, Chicago and St.

Louis Railroad Co., and Pennsylvania Company. The entire series will be sub

ject to redemption at the option of the Company, at 110% of their principal

amount and accrued interest on any interest date on or after January 1, 1935,

upon ninety days' previous notice.

The above sale to you is subject to the issue, guaranty and sale of said bonds

as aforesaid being approved by all necessary public authorities. In case this

approval should not be given on or before May 31, 1920, or if by that date

this Company shall not be prepared to deliver the temporary guaranteed bonds

or interim certificates as hereinafter described, you shall be at liberty to cancel

this purchase at any time after May 31, 1920.

Pending the preparation of definitive bonds, the Company may execute and

deliver a temporary bond or bonds to the Illinois Trust and Savings Bank, of

Chicago, which will issue its interim certificates in such denominations as you

may request, said interim certificates being exchangeable for engraved bonds,

when ready, at the option of the holder, either in Chicago or New York. The
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interim certificates will carry a coupon for two months' interest; from May

1, 1920, to July 1, 1920, from which latter date the definitive bonds will draw

interest.
-

It is understood that, prior to the payment for said bonds, we shall furnish
you with opinions satisfactory to you and your counsel, as to the Validity Of

the bonds and of counsel of the respective guarantor companies, as to. the

validity of its guaranty. The validity of the bonds and of the guaranties is to

be subject to the approval of your counsel.

Application will be made to list the Bonds upon the New York Stock

Exchange.
-

Please confirm that the above is in accordance with your understanding.

Yours very truly,

CHICAGO UNION STATION COMPANY.,

H. by (Signed) J. J. TURNER, President.

ExHIBIT No. 1550

CHICAGO UNION STATION COMPANY

$10,000,000 First Mortgage Bonds, 6%º, Series C, Dated January 1, 1920, duc

July 1, 1963, and Offered in April, 1920

Kuhn Loeb & Co., $5,000,000 (50%) :

Kuhn Loeb & Co------------------------------- $3,000,000 (30.00%)

National City Co------------------------------- $1,500,000 (15.00%)

Clark Dodge & Co------------------------------ $ 500,000 ( 5.00%)

Lee Higginson & Co., $5,000,000 (50%):

Lee Higginson & Co---------------------------- $1,333,333 (13.33%)

First National Bank $1,333,333 (13.33%)

J. P. Morgan & Co------------------------------ $1,333,333 (13.33%)

Illinois Trust & Savings Bank------------------ $1,000,000 (10.00%)

$10,000,000 (100.00%)

Compiled by the Staff of the Investment Banking Section, Monopoly Study, Securities
and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

several companies.

ExHIBIT No. 1551–1

(Copy of original signed letter in Kuhn, Loeb & Co. file “863*, Chicago Union Station Co."]

Stamped “OFFICIAL.”

CHICAGO UNION STATION COMPANY.,

Chicago, Ill., May 26, 1921.

Messrs. KUHN, LoLB & Co., New York,

Messrs. LEE, HIGGINson & Co., New York,

IILINois TRUST AND SAVINGs BANK, Chicago, Ill.

THE NATIONAL CITY CoMPANY, New York,

FIRST NATIONAL BANK, New York.

DEAR SIRs: This Company confirms the sale to you, at 97%% of their prin

cipal amount and accrued interest to date of delivery, of $6,000,000. principal

amount, Chicago, Union Station Company 6% ºo First Mortgage Gold Bonds,

Series C, due July 1, 1963, to be issued under first mortgage dated July

1, 1915 made by the Station Company to the Illinois Trust and Sav

ings Bank, as Trustee, and to be unconditionally guaranteed by endorse

ºnent as to both principal and interest, jointly and severally, by Chicago,

Burlington and Quincy Railroad Company, Chicago, Milwaukee & St. Paul

Railway Company, The Pittsburgh, Cincinnati, Chicago & St. Louis Railroad

Company and Pennsylvania Company. The entire series will be subject to

redemption at the option of the Company at 110% of their principal amount

and accrued interest on any interest date on or after January 1, 1935, upon

ninety days' previous notice.

The above sale to you is subject to the issue, guarantee and sale of said

bonds, as aforesaid, being approved by all the necessary public authorities.

124491–40–pt. 22–18
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In case this approval should not be given on or before July 1, 1921, or if,

by that date, this Company shall not be prepared to deliver the temporary

guaranteed bonds or interim certificates as hereinafter described, you shall be

at liberty to cancel this purchase at any time after July 1, 1921.

Pending the preparation of definitive bonds, the Company may execute and

deliver a temporary bond or bonds to the Illinois Trust and Savings Bank of

Chicago, which will issue its interim certificates in such denominations as you

may request, said interim certificates being exchangeable for engraved bonds

when ready, at the option of the holder, either in Chicago or in New York.

It is understood that, prior to the payment for said bonds, we shall furnish

you with opinions satisfactory to you and your counsel as to the validity of

the bonds and of counsel of the respective guarantor companies as to the

validity of its guarantee. The validity of the bonds and of the guaranties is

to be subject to the approval of your counsel.

Application will be made to list the bonds upon the New York Stock Exchange.

Please confirm that the above is in accordance with your understanding.

Very truly yours,

CHICAGO UNION STATION COMPANY

by (Signed) J. J. TURNER,

President.

EXHIBIT No. 1551–2

[Copy of unsigned carbon copy of letter in Kuhn, Loeb & Co. file “863, Chicago Union

Station Co.”]

Stamped “OFFICIAL”

NEw York, May 26, 1921.

J. J. TURNER, ESQ.,

President, Chicago Union Station Company,

Chicago, Illinois.

DEAR SIR: We beg to acknowledge receipt of your letter of even date and

to confirm our purchase upon the terms stated in your letter, of $6,000,000.

Six and One-Half Per Cent. First Mortgage Gold Bonds, Series C, due July

1, 1963, of your Company, to be guaranteed and to be redeemable as therein

Set forth.

Yours very truly,

(Without signature)

GWB : M

EXHIBIT NO. 1552

CHICAGO UNION STATION COMPANY

$6,000,000 First Mortgage Bonds, 6% 90, Series C, Dated January 1, 1920, due

July 1, 1963, and Offered May, 1921.

Kuhn, Loeb & Co., $3,000,000 (50%):

Kuhn, Loeb & Co------------------------------ $2,000,000 (33.33%)

National City Co------------------------------ $1,000,000 (16.67%)

Lee Higginson & Co., $3,000,000 (50%) :

Lee, Higginson & Co.--------------------------- $800,000 (13.33%)

First National Bank--------------------------- $800,000 (13.33%)

J. P. Morgan & Co---------------------------- $800,000 (13.33%)

Illinois Trust & Savings Bank_________________ $600,000 (10.00%)

$6,000,000 (100.00%)

Compiled by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

several companies.
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EXHIBIT NO. 1553–1

(Copy of unsigned carbon copy of letter in Kuhn, LQeb. & Co. file '863–1, First National—

Ill. Trust–Lee, Higginson–National City.”]

St .. FF yx

amped “OFFICIAL MAY 27, 1921.

Confidential.

Messrs. LEE, HIGGINSON & Co.,

ILLINOIS TRUST AND SAVINGS BANK, CHICAGO,

FIRST NATIONAL BANK, NEW YORK, NEW YORK.

DEAR SIRs: Referring to the purchase of $6,000,000. Chicago Union Station
Company First Mortgage 6% Bonds made by you jointly with the National

City Company and ourselves upon the terms of the letter of the Company
dated May 26, 1921, we beg to confirm that you are interested in this business

to the extent of one-half.

Will you kindly confirm that the above is in accordance with your under

standing, and believe us,

Very truly yours,

(Without signature)

GWB.MEG.

Encl.

ExHIBIT No. 1553–2

(Copy of carbon copy of unsigned letter in Kuhn, Loeb & Co., file “863–1, National-Ill.

Trust—Lee, Higginson—National City.”]

Stamped “OFFICIAL.”

MAY 27, 1921.

Confidential

PIERPONT V. DAVIS, Esq.,

Vice President, The National City Company,

55 Wall Street, New York City.

DEAR SIR: Referring to the purchase of $6,000,000 Chicago Union Station

Company First Mortgage 6%9, Gold Bonds, made in accordance with the

terms of the enclosed copy of a letter to the Company, dated May 26th, 1921,

we beg to confirm that Messrs. Lee, Higginson & Co. of New York, the Illinois

Trust & Savings Bank of Chicago and the First National Bank of New

York are jointly interested in this business to the extent of one-half, and that

you and we are interested to the extent of one-half of which your participa

tion is one-third and ours two-thirds.

Will you kindly confirm that the above is in accordance with your under

Standing, and believe us,

Very truly yours,

GWB-MM

(Without signature)

ExHIBIT NO. 1553–3

(Copy of original signed letter in Kuhn, Loeb & Co. file “863–1, First National—Ill.

Trust—Lee, Higginson—National City.”]

Boston Chicago

- Higginson & Co., London

LEE, HIGGINSoN & CoMPANY

43 Exchange Place

Messrs. KUHN, LOEB & Co. NEW YORK, May 27, 1921.

William and Pine Streets,

New York City, N. Y.

DEAR SIRs: We thank you for your letter of May 27th, addressed to Lee,

Higginson & Co., Illinois Trust & Savings Bank and the First National Bank

of New York, and confirm that we are interested to the extent of one-half

in the purchase of $6,000,000 Chicago Union Station Co. First Mortgage

8%% Bonds, upon the terms of the letter of the Company, dated May 26, 1921.

Very truly yours,

(Signed) LEE, HIGGINsoN & Co.
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ExHIBIT No. 1553–4

[Copy of original signed letter in Kuhn, Loeb & Co. file “863–1, First National—Ill.

Trust—Lee, Higginson—National City.”]

Cable Address :“Nacitco”

Stamped “OFFICIAL COPY.”

THE NATIONAL CITY COMPANY

National City Bank Building

NEW YORK, May 31, 1921.

Messrs. KUHN, LOEB & COMPANY.,

William and Pine Streets, New York.

DEAR SIRs: We beg to acknowledge receipt of your letter of the 27th in

stant, setting forth our interest in the purchase of $6,000,000 Chicago Union

Station Company First Mortgage 6%º Gold Bonds, together with copy of the

letter of Mr. J. J. Turner, President of the Chicago Union Station Company,

addressed to the group. We hereby confirm that our interest is as stated

by you.

Very truly yours,

(Signed) PIERPONT V. DAVIS,

Vice President.

EXHIBIT 1554–1

[Copy of original signed letter in Kuhn, Loeb & Co. file 924, Chicago Union Station

Company.]

CHICAGo UNION STATION CoMPANY.,

Stamped “OFFICIAL.”

Chicago, May 23, 1922.

Messrs. KUHN, LOEB & Co., New York,

Messrs. LEE, HIGGINSON & Co., New York,

ILLINOIS TRUST & SAVINGS BANK, Chicago,

THE NATIONAL CITY COMPANY, New York,

FIRST NATIONAL BANK, New York.

DEAR SIRs: Referring to the $6,150,000, principal amount Chicago Union Sta

tion Company 5% First Mortgage Bonds, Series “B”, due July 1, 1963, which you

have agreed to purchase, I beg to state as follows:

These bonds are to be unconditionally guaranteed, by endorsement, as to both

principal and interest, jointly and severally, by Chicago, Burlington and Quincy

Railroad Company, Chicago, Milwaukee and St. Paul Railway Company, The

Pittsburgh, Cincinnati, Chicago and St. Louis Railroad Company and Pennsyl

vania Company, each of which Companies owns one-fourth of the Company's out

standing capital stock, amounting to $2,800,000 par value, which has been fully

paid.

The Chicago Union Station Company owns extensive station and terminal

properties in the City of Chicago, now under reconstruction, including the prop

erty heretofore used as a terminal by the guarantor companies, and properties

adjacent thereto. The entire development extends for about eleven blocks from

Carroll Avenue to West Twelfth Street, principally between the Chicago River

and North and South Canal Streets, and including the present city block bounded

by West Adams, West Jackson, Clinton and North Canal Streets, on all of which

properties (subject as to certain parts thereof to easements of no material im

portance) the bonds are secured by a first mortgage.

The purpose of the sale of the $6,150,000 First Mortgage 5% Bonds is to place

the Company in funds to be used for additional capital expenditures.

These bonds are part of an issue limited to $60,000,000, principal amount ma

turing July 1, 1963, secured by first mortgage dated July 1, 1915, made by the

Station Company to the Illinois Trust & Savings Bank, as Trustee, of which, in

addition to the present issue of $6,150,000 Series “B” 5% Bonds, there will be

outstanding $30,850,000 Series “A” 4%% Bonds and $16,000,000 Series “C” 6%%

Bonds. The Series “B” Bonds bear interest at the rate of 5% per annum, payable

semi-annually on January 1st and July 1st. All or any part of the Series “B”

5% Bonds are subject to redemption at the option of the Company on any in
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terest date on or after January 1, 1924 at 105% and accrued interest. The prin

cipal and interest of the bonds are to be payable in gold without deduction for

any tax or taxes (except any Federal Income Tax) which the Company or the

Trustee may be required to pay or retain therefrom under any present or future

law of the United States or of any State, County or Municipality therein. The

bonds are to be either in coupon form or in fully registered form. Coupon bonds

are to be in denominations of $1,000 and $500 each, with privilege of registration

as to principal, and are to be exchangeable for bonds registered as to both prin

cipal and interest. Fully registered bonds will be exchangeable for coupon

b0nds upon terms stipulated in the mortgage. Pending the engraving of the

definitive bonds, interim certificates will be issued.

The issue and guaranty of the bonds and their sale to you are subject to the

approval of the necessary public authorities and to the opinion of your counsel.

Application will be made to list the bonds on the New York Stock Exchange.

Yours very truly,

CHICAGO UNION STATION COMPANY.,

By : (Signed) J. J. TURNER, President.

EXHIBIT 1554–2

(Copy of original signed letter in Kuhn, Loeb & Co. file 924, Chicago Union Station

Company. ]

(Red Stamp) OFFICIAL

NEw York, May 23, 1922.

J. J. TURNER, Esq.,

President, Chicago Union Station Company, Chicago, Illinois.

DEAR SIR: We beg to acknowledge receipt of your letter of even date and to

Confirm our purchase upon the terms stated in your letter of $6,150,000. Five Per

Cent. First Mortgage Gold Bonds, Series B due July 1, 1963, of your Company,

to be guaranteed and to be redeemable as therein set forth.

Yours very truly,

(Sgd) KUHN, LOEB & Co.

44 LEE, HIGGINSON & Co.

ILLINOIS TRUST & SAVINGS BANK

by LEE HIGGINSON & Co.

THE NATIONAL CITY COMPANY

by PIERPONT H. DAVIs, Vice-President.

FIRST NATIONAL BANK OF THE CITY OF NEW YORK

by EUSTACE B. SweezY, Vice-President.

GWB-MM

ExHIBIT No. 1555

CHICAGO UNION STATION COMPANY

$6,150,000 First Mortgage Bonds, 5%, Series B, Dated January 1, 1919, due July

1, 1963, and Offered in May, 1922

Kuhn, Loeb & Co., $3,075,000 (50%) :

Kuhn, Loeb & Co--------------------------------- $2,050,000 (33.33%)

National City Co – $1,025,000 (16.67%)

Lee Higginson & Co., $3,075,000 (50%):

Lee Higginson & Co ---- $820,000 (13.33%)

First National Bank - $820, 000 (13.33%)

J. P. Morgan & Co --- – $820,000 (13.33%)

Illinois Trust & Savings Bank--------------------- $615,000 (10.00%)

$6,150,000 (100.00%)

Complied by the Staff of the Investment Banking Section, Monopoly Study, Securities
and Commission, from ledger transcripts, memoranda and correspondence of the

several companies.
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ExHIBIT No. 1556–1

[Copy of original signed letter in Kuhn, Loeb & Co. file 1018, Chicago Union Station

Company. ]

CHICAGO UNION STATION COMPANY.,

BROAD STREET STATION,

Philadelphia, January 11, 1924.

Messrs. KUHN, LOEB & Co., New York,

Messrs. LEE, HIGGINsoN & Co., New York,

ILLINOIs MERCHANTS TRUST Co., Chicago,

THE NATIONAL CITY CoMPANY, New York,

FIRST NATIONAL BANK, New York.

DEAR SIRs: This company confirms the sale to you at 94%% of their principal

amount and accrued interest to date of delivery of $7,000,000 principal amount

Chicago Union Station Company 5% First Mortgage Gold Bonds, Series “B”,

due July 1, 1963, to be issued under the First Mortgage, dated July 1, 1915, and

to be unconditionally guaranteed by endorsement as to both principal and

interest, jointly and severally, by Chicago, Burlington & Quincy Railroad Com

pany, Chicago, Milwaukee & St. Paul Railway Company, The Pittsburgh, Cin

cinnati, Chicago and St. Louis Railroad Company and Pennsylvania Company.

All or any part of the Series “B” 5% Bonds are subject to redemption at the

option of the Company on any interest date on or after January 1, 1924, at

105% and accrued interest.

The above sale to you is subject to the issue, guarantee and sale of said

bonds, as aforesaid, being approved by all the necessary public authorities. In

case these approvals should not be given on or before February 18, 1924, or if

by that date this Company shall not be prepared to deliver the bonds, you

shall be at liberty to cancel this purchase at any time after February 18, 1924.

It is understood that prior to the payment for said bonds we shall furnish

you with opinions Satisfactory to you and your counsel as to the validity of

the bonds and of counsel of the respective guarantor companies as to the

validity of its guarantee. The validity of the bonds and of the guarantee is

to be subject to the approval of your counsel.

Application will be made to list the bonds upon the New York Stock

Exchange.

Please confirm that the above is in accordance with your understanding.

Very truly yours,

CHICAGO UNION STATION,

By (Signed) SAMUEL REA.

ExHIBIT NO. 1556–2

[Copy of carbon copy of unsigned lettesºn, Loeb & Co. file 1018, Chicago Union

at10n.

NEW YORK, January 12, 1924.

SAMUEL REA, Esq.,

President, Chicago Union Station Co., Ohicago, Ill.

DEAR SIR: We beg to acknowledge receipt of your letters of even date and to

confirm our purchase upon the terms and conditions stated therein of $7,000,000

face value of your Company's First Mortgage 5% Gold Bonds Series “B” due

July 1, 1963, to be guaranteed and to be redeemable, as therein set forth.

Very truly yours,

GWB.TS
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EXHIBIT NO. 1557

CHICAGO UNION STATION COMPANY

$7,000,000 First Mortgage Bonds, 5%, Series B, Dated January 1, 1919, due

July 1, 1963, and Offered in January, 1924

Kuhn, Loeb & Co., $3,500,000 (50%):

Kuhn, Loeb & Co --- $2,333,333 (33.33%)

National City Co--------------------------------- $1,166, 667 (16.67%)

Lee Higginson & Co., $3,500,000 (50%):

Lee Higginson & Co – $933, 333 (13.33%)

First National Bank––––––––––––––––––––––––––––– $933, 333 (13.33%)

J. P. Morgan & Co------------------------------- $933, 333 (13.33%)

Illinois Merchants Trust Co---------------------- $700,000 (10.00%)

sº,000,000 (100.00%)

Compiled by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

Several companies.

ExHIBIT No. 1558—1

(Copy of original signed letter in Kuhn, Loeb & Co. file 1081, Chicago Union Station

Company.]

Stamped: OFFICIAL.

CHICAGO UNION STATION COMPANY.,

Chicago, Ill., November 12th, 1924.

Messrs. KUHN, LOEB & Co., New York,

Messrs. LEE, HIGGINsoN & Co., New York,

ILLINOIS MERCHANTS TRUST COMPANY, Chicago,

THE NATIONAL CITY CoMPANY, New York,

FIRST NATIONAL BANK, New York.

7 (inink)

DEAR SIRs: (In ink: S. R.) This Company has agreed to sell to you $8,000,000

principal amount Chicago Union Station Company 5% Guaranteed Gold Bonds

due December 1, 1944, at 96%90 of their principal amount and accrued interest

to date of delivery. The bonds are to be unconditionally guaranteed by endorse

ment as to both principal and interest jointly and severally by Chicago, Burling

ton & Quincy Railroad Company, Chicago, Milwaukee and St. Paul Railway

Company, The Pittsburgh, Cincinnati, Chicago and St. Louis Railroad Company

and The Pennsylvania Railroad Company, and are to be otherwise as described

in my letter to you of even date herewith.

The above sale to you is subject to the issue, guaranty and sale of said bonds

as aforesaid being approved by all the necessary public authorities. In case

these approvals should not be given on or before December 26th, 1924, or if by

that date this Company shall not be prepared to deliver the temporary bonds,

You shall be at liberty to cancel this purchase at any time after such date.

It is understood that prior to the payment for said bonds, we shall furnish you

With opinions satisfactory to you and your counsel as to the validity of the bonds

and of counsel of the respective guarantor companies as to the validity of their

respective guaranties. The form and terms of the bonds and of the trust inden

ture under which they are to be issued, are to be subject to your approval and

that of your counsel.

Please confirm that the above is in accordance with your understanding.

Yours truly,

(Signed) SAMUEL REA, President.
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ExHIBIT No. 1558—2

[Copy of carbon copy of signed letter in Kuhn, Loeb & Co. file 1081, Chicago Union

Station Company. ]

Stamped: OFFICIAL

(In pencil) 2

NEw York, N. Y., November 14, 1924.

SAMUEL REA, Esq., President,

Chicago Union Station Co.,

Chicago, Illinois.

DEAR SIR: We beg to acknowledge receipt of your letters of the 12th instant,

and to confirm our purchase upon the terms and conditions stated therein of

$7,000,000. face value principal amount of your Company's 5% Guaranteed Gold

Bonds, due December 1, 1944 to be guaranteed and to be redeemable as therein

Set forth.

Very truly yours,

(Stamped :) (Sgd.) KUHN, LOEB & Co.

GWB : GO

ExHIBIT No. 1559

CHICAGO UNION STATION COMPANY

$7,000,000 Guaranteed Gold Bonds, 5%, Dated December 1, 1924, due December 1,

1944, and Offered November, 1924

Kuhn, Loeb & Co., $3,500,000 (50%):

Kuhn, Loeb & Co $2,333,333 (33.33%)

National City Co ---- $1,166, 667 (16.67%)

Lee Higginson & Co., $3,500,000 (50%):

Lee Higginson & Co.---------------------------- $ 933,333 (13.33%)

First National Bank---------------------------- $ 933,333 (13.33%)

J. P. Morgan & Co $ 933, 333 (13.33%)

Illinois Merchants & Trust Co------------------- $ 700,000 (10.00%)

$7,000,000 (100.00%)

Together with this issue there were also purchased and sold $850,000 First

Mortgage 4% 7% Bonds, Series A, dated January 1, 1916, and due July 1, 1963.

amºśseveral companies. e

“ExHIBIT No. 1560” appears in full in the text on p. 11438

“ExHIBIT No. 1561,” introduced on p. 11439, is on file with the Committee.

“EXHIBIT No. 1562,” introduced on p. 11439, is on file with the Committee.

“ExHIBIT No. 1563,” introduced on p. 11440, is on file with the Committee.

“ExHIBIT No. 1564,” introduced on p. 11440, is on file with the Committee.
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ExHIBIT NO. 1565

[Copy of carbon copy of letter in Kuhn, Loeb & Co. file No. 1505–0]

W. W. K. SPARRow,

Vice-President and Comptroller.

CHICAGO UNION STATION COMPANY.,

736 UNION STATION,

Chicago, July 12, 1934.

Mr. W. W. ATTERBURY,

President, Chicago Union Station Company,

Philadelphia, Pa.

DEAR GENERAL ATTERBURY: The Chicago Union Station Company has three first

mortgage issues outstanding, as follows:

Series “A” $30,850,000 4%%

“ “B” 13,150,000 5%

“ “C” 16,000,000 6%%

These issues all mature July 1, 1963, with the Series “A” and “B” callable at

105 and Series “C” at 110. The bonds are guaranteed by the Pennsylvania RR.

Co., the Pittsburgh, Cincinnati, Chicago & St. Louis Ry. Co., Burlington and

Milwaukee.

I have had some discussion with Mr. Newcomet of your company and have also

had some correspondence with Mr. Pierpont W. Davis, Vice President, Brown

Harriman & Co. Incorporated (formerly National City Company), and Mr. Geo.

W. Bovenizer, of Kuhn, Loeb & Co., New York, concerning the possibility of

refinancing the Series “C” 6%º issue on a better basis.

When in New York yesterday I discussed this quite fully with Mr. Bovenizer

and Mr. Davis, and it is their opinion that under present market conditions the

Station Company should be able to sell a $16,000,000 issue, with a 50-year ma

turity and 4% coupon, at 98 to the public, which, allowing a commission of two

points, would be 96 to the Station Company, or on a 4.2% basis. With this dis

count and premium the Station Company would have to provide $18,333,333 to

retire the $16,000,000 outstanding bonds. No additional First Mortgage Bonds

could be sold as that mortgage is a closed mortgage. If the Commission will

Dermit the issuance and sale of additional bonds without the creation of additional

property, a new issue of Guaranteed Gold Bonds in the amount required could

be put out under a new indenture, with the provision that so long as these

bonds were outstanding no additional First Mortgage Bonds or Guaranteed Gold

Bonds issuable under the indenture created in December, 1924 could be issued.

If such a refinancing could be brought about the direct saving in interest to the

Station Company would be $306,667 per annum, and the actual saving over the

fifty years, after providing for the amortization of the ten points premium and

four points discount, would be $294,560 per annum.

The Series “C” bonds are callable January 1st on notice being given October

1st. I do not think the Station Company would wish to take the risk of calling

the bonds before it had made provision for retiring them, in which case if we

are to do anything in the matter it will be necessary for the Station Company

to act on it in ample time before October 1st to permit of final arrangements

being made after discussions with the Commission and the bankers.

Yours very truly,

(Stamp) (Signed) W. W. K. SPARRow,

Vice President and Comptroller.

bc—Mr. H. E. Newcomet,

Mr. Pierpont W. Davis,

Mr. Geo. W. Bovenizer.
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EXHIBIT No. 1566

[From the files of the Chicago, Milwaukee, St. Paul & Pacific Railroad Co., Mr. Sparrow's

file—Chicago Union Station Co.]

THE PENNSYLVANIA RAILROAD CoMPANY.,

GENERAL OFFICE,

Philadelphia, August 6, 1934.

Mr. W. W. K. SPARRow,

Vice-President & Comptroller,

Chicago Union Station Company,

735 Union Station, Chicago, Ill.

DEAR MR. SPARROW : I have yours of August 3rd respecting the possibility of

refunding $16,000,000. 6% 96 bonds of the Chicago Union Station Company.

This week I leave for vacation, and if anyone is needed from our standpoint,

call on Mr. Geo. H. Pabst, Jr., Treasurer of the Pennsylvania Railroad.

I note that you are interviewing Mr. Davis, of Brown Harriman & Co., as

well as Mr. Bovenizer. I am not sure that Brown Harriman & Co. participated

in the previous bond issue. If not, I assume that it would not be necessary

to bring them in now, although they are a very high class firm and Mr. Pier

pont V. Davis is a good adviser.

In addition to the various questions you raise, I think the question of a

sinking fund will have to be considered; also consideration will have to be given

to the question as to whether the bonds will require the endorsement of the

proprietary companies. Furthermore, my recollection is that the Milwaukee

used the advances mentioned as security for Government loans, which would

have to be released ; and, in view of present Government loans, this might need

some negotiation unless in the meantime this security has been replaced by

some other security.

It would be a splendid achievement if a 4% bond could be sold at 98 to the

public and net the Station Company 96, but I have been rather doubtful about

it myself, although I am by no means so close to the situation as the bankers,

who will be able to advise you as to the possibility of this when you take the

subject up with them.

Very truly yours,

(Signed) A. J. County.

ExHIBIT No. 1567

[From the files of the Chicago, Milwaukee, St. Paul & Pacific Railroad Co., Mr. Sparrow's

file—Chicago Union Station Co.]

SEPTEMBER 1, 1934.

Mr. A. J. County,

Vice President, The Pennsylvania Railroad Company,

Philadelphia, Pa.

Mr. BRUCE Scott,

Vice Pres. & General Counsel, Chicago, Burlington & Quincy Railroad Co.,

Chicago, Ill.

GENTLEMEN: With reference to proposed refinancing of $16,000,000 Chicago

Union Station Company Series “C” 6%% bonds, maturing July 1, 1963:

I discussed the matter with Mr. Geo. Bovenizer, of Kuhn, Loeb & Co. and Mr.

Pierpont Davis, of Brown Harriman & Co., on August 15th and again on the 23rd.

Since the discussion I had with them on July 11th the bond market, as you both

know, has weakened, and at times has been quite sloppy. Until the market rights

itself, and there is greater demand for a high grade investment bond, there is no

possibility of our being able to dispose of a new issue of Station Company bonds

on the terms previously discussed. However, both Mr. Bovenizer and Mr. Davis

had hopes that in view of the financing the Government is going to do in Septem

ber and October the bond market would improve before October 1st to a point

where we could dispose of the new issue of bonds, with a 4% coupon, at a price

of 95 or 96 to the Station Company.

I saw Director Sweet of the Bureau of Finance in Washington on Saturday

August 18th. I went into the matter with him and a member of his staff quite

fully. We had a long discussion, at which practically every feature, including

investment, valuation and capitalization, was gone into. The result of it all was

that Director Sweet said that in order that this large interest saving could be
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effected he would, if a 4% bond could be sold on a reasonable basis, be in favor of

authorizing the Station Company to sell an issue of $16,000,000 First Mortgage

Bonds, to replace a like amount of 6%. 70 bonds now outstanding, and $2,000,000 of

its Guaranteed Gold 5s to provide for the premium and discount. This premium

and discount would be in excess of $2,000,000, but the Director felt we ought to

be able to raise the additional amount in cash. The additional issue of $2,000,000

Would be conditioned upon the Station Company and proprietary companies

agreeing to apply the saving in interest to the retirement of the $2,000,000 of addi

tional bonds. In addition, the proprietary lines would agree to cancel advances

in a like amount. No question was raised as to setting up a sinking fund to retire

the $16,000,000 of bonds, and I see no reason why such a condition should be

imposed. There is no sinking fund to retire the bonds now outstanding and the

mortgage does not provide for one. Commissioners Mahaffie and Meyer were

away on vacation, so I did not have an opportunity of talking with them.

Mr. County in his letter to me of August 6th raised the question of whether

these additional bonds would have to be endorsed by the proprietary companies.

The $7,000,000 of outstanding Guaranteed Gold Bonds bear the endorsement of

the proprietary lines guaranteeing principal and interest, and it is my under

standing any additional issue would have to bear the same endorsement.

Mr. County also raised the question of the Milwaukee's ability to cancel its

proportion of the advances which, if the additional bonds are limited to $2,000,000,

Would be $500,000. As of May 31, 1934, the advances made by each of the pro

prietary companies, as shown by the books of the Station Company, amount to

$4,318,360.60. The Milwaukee pledged with the Reconstruction Finance Corpora

tion advances it had made to the Station Company in the amount of $3,971,232.78.

The Milwaukee, therefore, would have to get a release from the Reconstruction

Finance Corporation of $152,873 of these advances. I am sure we can do this.

Mr. County raised the further question as to Mr. Pierpont Davis, now with

Brown Harriman & Co., being brought into the discussion for the reason that

Brown Harriman & Co. did not participate in the previous bond issue. Mr. Davis

represented the National City Company at the time the last issue was put out

and participated in it. He was invited into these discussions by Mr. Geo.

Bovenizer, and I was very glad to have the benefit of his counsel and advice.

I am in close touch with Mr. Bovenizer. He called me Thursday to say there

Was nothing new in the situation and did not expect there would be until after

Labor Day and more information was available as to the Government's plans

for its September and October financing. In the meantime, if you have any

further suggestions I shall be glad to hear from you.

Yours very truly,

(Signed) W. W. K. SPARRow.

“ExHIBIT No. 1568” introduced on p. 11443, appears in full in text

H.

ExHIBIT NO. 1569

[From the files of Smith, Barng & Co., diary entries by J. W. C. (J. W. Cutler) and

W. (Kari Weisheit) )

CHICAGO UNION STATION

JRS or JWC to speak to Bovenizer regarding possibility of refunding the 5s

and 6%s, as per KW's memo of August 10th. JWC 9/5/34.

- RC Jr. and I spoke to George Bovenizer today when he was in the office for

Chesapeake syndicate meeting. He said they had had the thing set up for several

months and had hoped to do it in October but did not go ahead then on account of

St. Paul situation. They are considering refunding only the 6%s ($18,000,000,

I think). Will probably take it up again in February. Might be well to say

something to County of P. R. R. if opportunity presents. JPM&Co. had interest

in old account thru their connection with Burlington. Question whether or not

we might see George Whitney about this.-JWC -12/7/34.

Last bonds sold November 1924 were the 5s of 1944. Following firms appeared:

Kuhn Loeb, Lee Higginson, National City, First National NY, Illinois Mer

chants—JWC–12/8/34.
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Spoke to Mr. Whitney reference Morgan's former interest in business and he

said that their position in the various accounts came from LH&Co. (Schweppe

of that firm has been very active in the earlier negotiations). Therefore, any

thing he might do would have to be after talking with LH&Co. Question:

Should we say anything to them directly?—JWC–12/11/34.

Talked with Bovenizer reference my conversation with Whitney. He said he

might be able to say something to Higginson in our behalf-JWC–12/14/34.

Company's 6%s to be refunded by equal amount of 4s and approximately

$2,500,000 4% debentures. Kuhn Loeb to manage business jointly with Lee

Higginson. We have been granted 10% interest which is coming from Lee

Higginson's proportion. (see JWC memo to HDM 5/6/35)—KW–3/16/35.

ExHIBIT NO. 1570

[From the files of Glore, Forgan & Co. Letter from Charles F. Glore to Ralph Budd)

FEBRUARY 28, 1935.

Mr. RALPH BUDD,

President, Chicago, Burlington & Quincy R. R. Co.,

547 West Jackson Blvd., Chicago, Illinois.

DEAR MR. BUDD :

Some time ago I discussed with you briefly the possibility of calling the out.

standing Chicago Union Station 6%'s, at that time asking if I could count on the

Burlington's help to be included in this business if it were done. Your answer

was that I could.

I later found that Mr. Sparrow was handling the matter and that it was being

negotiated largely by the Pennsylvania with Kuhn Loeb. The old Union Station

group was composed of Kuhn Loeb, Lee Higginson, National City Company, First

National of New York, and the Continental Illinois Company. The latter three

are now out of business, but Kuhn Loeb are recognizing Brown Harriman in the

National City Company's place, inasmuch as practically the entire personnel of

the National City Company are now associated with Brown Harriman.

The Continental Illinois have advised Kuhn Loeb that they would like to see

their former interest in our hands and from Conversations I have had With Kuhn

Loeb there is no objection to our being included.

I understand that this matter is now being discussed actively again and I am

wondering if you could consistently call Mr. Sparrow, asking him to do whatever

he can in our behalf, which probably simply means passing word on to the

Pennsylvania, who I know are extremely friendly to us and I am sure if word

came from Mr. Sparrow would be only too glad to strengthen our position.

Anything you can properly do in our behalf will be very much appreciated.

Very truly yours,

CFG/M

EXHIBIT No. 1571

[From the files of Glore, Forgan & Coºr †am from Charles F. Glore to J. Russel

Organ

Telegram sent over the private wire of

FIELD, GLORR & Co.

CHICAGO, March 5, 1935.

To: J R F :

Clement was in Chicago last week and Budd spoke to him. He also spoke to

Sparrow of the Milwaukee, who was going to pass word on to County.

C. F. G.

10 a m

“ExHIBIT No. 1572” appears in full in text, p. 11448

“ExHIBIT No. 1573” appears in full in text, p. 11449
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ExHIBIT No. 1574

[From the files of Glore, Forgan & Co. Letter from Charles F. Glore to J. Russell Forgan]

Confidential. MARCH 11, 1935.

Mr. J. RUSSEL FORGAN,

New York Office.

DEAR RUSs: Refunding of Chicago Union Station 6%'s seems all set and new

bonds will be offered very shortly.

Kuhn-Loeb and Lee-Higginson will head the business as in the past—Brown

Harriman and ourselves will follow, and probably Smith and the First of Boston

follow us. I don't know yet what our interest will be, nor do I particularly care.

I am much more interested in the position.

What I had not understood until recently is that the Chicago Union Station

account is a consolidation of two groups that were working on the issue, Kuhn

Loeb and the National City being one, Lee Higginson being the other. Associated

with Lee Higginson were the First National, Morgan with a silent interest, and

the old Illinois Merchants Bank. Our interest will have to come out of the Lee

Higginson participation and we probably will be considered as taking the old

Continental interest. Apparently the First National and Morgan are the ones

suggesting Smith and the First of Boston.

Nothing is to be done until we hear from Kuhn-Loeb.

Very truly yours,

CFG/M

ExHIBIT No. 1575

[From the files of Glore, Forgan & Co.)

[Copy]

LEE HIGGINSON CORPORATION,

37 BROAD STREET,

NEW YORK, March 23, 1935.

By bearer.

MESSRS. FIELD, GLORE & Co.,

38 Wall Street,

New York City.

DEAR SIRs: This is to advise that in the purchase of $16,000,000 principal

amount Chicago Union Station Company 4% First Mortgage Bonds, Series “D”,

due July 1, 1963, and $2,100,000 principal amount of the same Company's 4%

Guaranteed Bonds, due April 1, 1944, made by a group including Messrs. Kuhn,

Loeb & Co., Brown Harriman & Co., Inc. and ourselves, all in accordance with

the terms of the letter of the Company dated March 22, 1935, a copy of which is

enclosed, we have included you in this business with an interest of 10%.

In addition to the above, the following have been included in this business:

Messrs. Edward B. Smith & Co.

The First Boston Corporation

Messrs. White, Weld & Co.

Lazard Freres & Co., Incorporated

On any offering circular or public advertisement, if any, used in connection

with an offering of these bonds, the following names will appear in the order

indicated:

Kuhn, Loeb & Co.

Lee, Higginson Corporation

Brown Harriman & Co., Inc.

Edward B. Smith & Co.

Field, Glore & Co.

The First Boston Corporation

As verbally agreed, it is understood that including you in this business does

Bot constitute a precedent in connection with any future financing for Chicago

Union Station Company.
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Please confirm that the foregoing is in accordance with your understanding by

signing and returning to us the enclosed copy of this letter.

Very truly yours,

JJL: B

Enclosure

(Signed) JAMEs J. LEE, Assistant Secretary.

EXHIBIT No. 1576

[From the files of First National Bank of New York. Memorandum by Leverett F. Hooper]

MARCH 7, 1935.

Mr. Jesup called today, saying that the Chicago Union Station Company was

considering redeeming its $16,000,000 First Mortgage 6%ºo Bonds, Series “C” on

July 1 by the issuance of a like amount of 3% º or more probably 4% bonds.

If this is done, the company expects to sell at the same time an issue of

$2,100,000 debentures. Mr. Jessup said that Field, Glore & Company had in

herited the underwriting interest of the Illinois Merchants Trust Company.

J. P. Morgan had been asked if they cared to name an underwriting house to

have their share, and decided not to do SO. He asked us if we cared to name

some one to take over our 13%% interest, intimating that E. B. Smith & Com

pany would be welcome partners to them.

After talking to Mr. Reynolds and Mr. Welldon (Mr. Sturgis away on vaca

tion; Mr. Nagle home sick), I told Ed Jessup that we were most appreciative

of this consideration from the account, and if agreeable, we would like to

nominate E. B. Smith & Company to receive one half, Lazard Freres one quarter,

and White, Weld one quarter of our previous interest. After discussing this with

Kuhn, Loeb, Jessup called me back, saying that the account would be composed

of Kuhn Loeb, Lee Higginson, Brown Harriman, E. B. Smith, and Field Glore.

A part of J. P. Morgan's interest goes to Brown Harrimon and enough additional,

after our contribution, to E. B. Smith to make the latter firm's interest 10%.

These five houses will be on an appearing basis. Lazard Freres and White Weld

will be in on the ground floor for the amounts we requested but will not appear.

Jessup asked me not to speak to the houses who are to receive our interest at the

present time since he was not sure that the financing would be consummated.

He said, however, that he would let us know before he spoke to them so that we

could do so first.

L. F. H.

ExHIBIT No. 1577

[From the files of First National Bank of New York. Memorandum by Leverett F. Hooper]

MARCH 13, 1935.

Mr. Jesup telephoned me that while consummation of this business was at least

ten days away and the price of the new bonds was as yet undetermined, they were

now forming their group. Of our interest amounting to 13% 76, one half or 6%% of

the business would be offered to E. B. Smith & Company, one quarter of our interest

or 31.4% of the business would be offered to White Weld, and one quarter of our

interest or 3% ºa of the business would be offered to Lazard Frères. Accordingly,

S. A. W. telephoned John Cutler of E. B. Smith and I telephoned Alec White of

White Weld and Jack Harrison (Stanley Russell away) of Lazard Freres that at

our request the account would offer them the above interests in the business on

original terms. E. B. Smith & Company will appear, White Weld and Lazard

Freres will not. We added that we hoped that banks were not permanently out of

the underwriting business and if and when we could legally do so, we would expect

to recapture this business from them. We also said that we would probably call

upon them for bonds.

L. F. H.
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ExHIBIT No. 1578

[From the files of Smith, Barney & Co., memorandum from J. W. Cutler to Mr. Moore]

Private Telegram or Memorandum

EDWARD B. SMITH & Co.,

31 NASSAU STREET,

New York, 5/6/35.

MEMO TO MR. MOORE

CHICAGO UNION STATION

I confirmed with Mr. Welldon and Mr. Hooper of the First National Bank that

they requested 6%% of their former interest in the business be allocated to us. I

would like to make this a matter of record. I think you should add that they

asked that they be allowed to consider taking this interest back should banks

sometime in the future be permitted to underWrite.

The balance of our interest, namely 3% 96, came from Lee Higginson & Co.

JWO

EXHIBIT NO. 1579

[From the files of Smith, Barney & Co..]

Buying Department Memorandum

MARCH 22, 1935.

$16,000,000 CHICAGo UNION STATION CoMPANY, FIRST MORTGAGE 4% BONDS,

SERIEs “D”, DUE JULY 1, 1963

PURCHASE GROUP

FOR RECORD ONLY.

As a matter of record, it should be noted that our 10% interest in the pur

chase group formed in connection with the above issue, which was granted to

us through Lee Higginson Corporation, was obtained in the following manner:

Financing of this Company in the past was handled by Kuhn, Loeb & Co.

and Lee, Higginson & Co., each having a 50% interest.

The First National Bank of New York were members of the Lee Higginson

group with an interest of 10% of the total business. Inasmuch as they could

not be identified with this issue, they directed that 6% 96 out of their 10% be

allocated to us, and the remaining 3%% of our 10% was ceded to us by Lee

Higginson Corporation.

The interests of the various members of the purchase group were as follows:

Kuhn, Loeb & Co 27%%

Lee Higginson Corporation----------------------------------- 15% 7%

Brown, Harriman & Co., Inc -- - 25%

Edward B. Smith & Co -- ___ 10%

Field, Glore & Co --- -- 10%

The First Boston Corporation-------------------------------- 5%

White, Weld & Co --- __ 3%%

Lazard Freres & Co., Inc.––––––––––––––––––––––––––––––––––––– 31%.9%

It was stated in the purchase group letter to us from Lee Higginson Cor

poration, dated March 23, 1935, that our interest in this business was not to

constitute a precedent for future financing of this Company. Also it was Mr.

Cutler's understanding with the First National Bank that the Bank should be

allowed to consider taking this interest back sometime in the future if banks

were permitted to underwrite the issuance of Securities again.

H. D. MooRE,

[s] H. D. Moore,

(per W. W. Hoge.)

EIDM/f



e

11638 CONCENTRATION OF ECONOMIC POWER

EXHIBIT NO. 1580

[From the files of The First Boston Corporation]

CHICAGO UNION STATION

As has been stated in the public press, this company proposes to call its

$16,000,000 6%s at 110. This is to be financed by an issue of 25 or 30 year

First Mortgage 4s, $16,000,000, and an issue of debentures due 1944 of $2,500,000,

with a sinking fund adequate to retire the issue by maturity. This has always

been Kuhn Loeb-Lee Higginson business, and Lee Higginson has extended to us

an invitation to participate on original terms to the extent of 5%.

The names that will appear are Kuhn, Loeb, Lee Higginson, Brown Harriman,

Edward B. Smith, Field Glore and First Boston. White Weld and Lazard will

have small interests, but it has not yet been definitely determined whether

they will appear. We were requested by Mr. Hallowell of Lee Higginson who

extended this invitation, which we have accepted, to keep confidential the names

of the syndicate and the order of their appearance. The business is supposed

to come this week and will be done on a 2% point spread.

Mr. Hallowell said they were tentatively dividing the 2% points into one

point originating, one-half percent banking group if it is feasible to have a

banking group, and one percent for selling.

While some of the old members of the syndicate have gone out of business

and this is a reallignment, this is an invitation to appear as a principal in a

new piece of business that neither Harris Forbes nor First Boston appeared

in in the past. Field Glore is injected on account of Mr. Charles Glore’s being

a director of the C. B. & Q.

H. M. ADDINSELL.

MARCH 18TH, 1935.

ExHIBIT NO. 1581

[From the files of the Chicago, Milwaukee, St. Paul & Pacific Railroad Co., Mr. Sparrow's

file—Chicago Union Station Co. )

KUHN, LOEB & Co.,

WILLIAM AND PINE STREETs,

New York, March 15, 1935.

AIR MAIL

W. W. K. SPARROW, Esq.,

Vice President, Chicago Union, Station Company,

736 Union Station, Chicago, Illinois.

DEAR MR. SPARROW : I have your letters of yesterday's date with the various

enclosures, for which please accept my thanks.

On the Union Station Company statements I have dropped out, in using these

for the prospectus, your numbers in front of the various accounts which, I pre

sume, are ledger page numbers and trust this is satisfactory to you. As to the

delivery of the bonds to the Chase or some other bank, I do not believe this would

work out very well from our standpoint and, as I wrote you yesterday, I believe

the Trustee should have no objection to delivering them in a similar manner to

us and accept our escrow receipt the same as they would anybody else's. Will

you inquire again as to this?

I want at this time to tell you that Messrs. Field, Glore & Co. will be associated

with ourselves and the Lee Higginson Corporation on original terms in this

financing. As you probably know, Mr. Glore is a director of the C. B. & Q. I

suggest therefore that it might be well if you called that Railroad's attention to

this so that they may determine for themselves whether, in view of this director

ship, there is any danger that the sale of these bonds, guaranteed by the Burling

ton, will be in violation of the Clayton Act.

Very truly yours,

(Signed) PERCY M. STEwART.

PMS : H
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ExHIBIT No. 1582–1

ExTRACT FROM SECTION 20 OF THE CLAYTON ACT

$ 20, Purchases by common carriers in case of interlocking directorates, etc.

No common carrier engaged in commerce shall have any dealings in Securities,

supplies, or other articles of commerce, or shall make or have any contracts for

construction or maintenance of any kind, to the amount of more than $50,000, in

the aggregate, in any one year, with another corporation, firm, partnership, or

association when the said common carrier shall have upon its board of directors

or as its president, manager, or as its purchasing or selling officer, or agent in the

particular transaction, any person who is at the same time a director, manager,

or purchasing or selling officer of, or who has any substantial interest in, such

other corporation, firm, partnership, or association, unless and except such pur

chases shall be made from, or such dealings shall be with, the bidder whose bid

is the most favorable to such common carrier, to be ascertained by competitive

bidding under regulations to be prescribed by rule or otherwise by the Interstate

Commerce Commission.

sk sº sº *

(15 U. S. C. 20, Oct. 15, 1914, c. 323 Sec. 10, 38 Stat. 734.)

EXHIBIT No. 1582–2

ExTRACT FROM SECTION 20a (12) OF THE INTERSTATE CommERCE ACT

20a (12) Restrictions on actions of officers and directors; penalty.—It shall

be unlawful for any person to hold the position of officer or director of more

than one carrier, unless such holding shall have been authorized by order of

the commission, upon due showing, in form and manner prescribed by the com

mission, that neither public nor private interests will be adversely affected

thereby. It shall be unlawful for any officer or director of any carrier to

receive for his own benefit, directly or indirectly, any money or thing of value

in respect of the negotiation, hypothecation, or sale of any securities issued or

to be issued by such carrier, or to share in any of the proceeds thereof, or to

participate in the making or paying of any dividends of an operating carrier

from any funds properly included in capital account. Any violation of these

provisions shall be a misdemeanor, and on conviction in any United States

court having jurisdiction shall be punished by a fine of not less than $1,000

nor more than $10,000, or by imprisonment for not less than one year nor

more than three years, or by both such fine and imprisonment, in the discretion

of the court. (49 U. S. C. 20a (12), Feb. 4, 1887, c. 104, § 20a; Feb. 28, 1920,

c. 91, $ 439, 41 Stat. 494.)

ExHIBIT No. 1583

[Letter from Glore, Forgan & Co. to Investment Banking Section, Monopoly Study, Securi

ties & Exchange Commission]

GLORE, FORGAN & Co.

Chicago—New York

123 SouTH LA SALLE STREET,

Chicago, November 17, 1939.

Mr. PETER. R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR MR_NEHEMKIs: Answering the question contained in your letter of

November 15, we had no occasion to obtain opinion of counsel on the legality

of our firm's participation in the four issues of Chicago Union Station Com

pany bonds issued in 1935 and 1936.

. Our interest in the banking group purchasing these issues was a minor one—

in no case being over 10%. We had no part in negotiating the issue, which

wºnded by others, and we were simply offered the small interest mentioned

Trusting this answers your inquiry, I am

Very truly yours,

CFG/M C. F. GLOBE.

124491–40—pt. 22—19
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“EXHIBIT No. 1584” appears in full in the text on p. 11457

H

ExHIBIT No. 1585

[Letter from Chicago, Burlington & Quincy, Railroad Company to Investment Banking Sec

tion, Monopoly Study, Securities and Exchange Commission]

A. T. WILLIAMS EDITH J. ALDEN

Treasurer and Asst. Secretary Secretary and Asst. Treasurer

A. W. ANDERSON A. D. MCLANE

Oashier As8t. Secretary

W. C. HUNTINGTON

Paymaster

CHICAGO, BURLINGTON & QUINCY RAILROAD CoMPANY.,

547 WEST JACKsoN Boulevard,

Chicago, Ill., November 30, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR SIR: Replying to your letter of November 21st having relation to the issue

by Chicago Union Station Company of $16,000,000, 4% First Mortgage, Series D,

and $2,100,000, 4% Guaranteed bonds in the year 1935:

Our records do not show that any question was raised as to the participation

of Field, Glore & Co. in these bond issues by reason of the fact that Mr. Charles

F. Glore, a partner in Field, Glore & Co., was at that time a director of Chicago,

Burlington & Quincy Railroad Company. The only opinion of which we have

record is the opinion of our Vice President and General Counsel made a part

of the application filed with the Interstate Commerce Commission, a copy of

which is hereto attached. I am advised that it is not likely that any such ques

tion was raised or considered so far as this company was concerned in view of

the fact that the bonds in question were issued and sold by the Chicago Union

Station Company. The Chicago, Burlington & Quincy Railroad Company's con

nection with the transaction was as guarantor of the bonds and, of course, in

order to make such guarantee it was required to secure the authority of the

Interstate Commerce Commission.

The Chicago, Burlington & Quincy Railroad Company had no dealings what

soever with Field, Glore & Co. in connection with these bonds and is not aware

of any reason why the Chicago Union Station Company was not free to have

dealings with respect to said bonds with Field, Glore & Co. if it saw fit.

Yours truly,

EDITH J. ALDEN, Secretary.

encl.

[Copy]

ExHIBIT No. 13. CHICAGO, BURLINGTON & QUINCY RAILROAD CoMPANY

CHICAGO, ILLINOIs, March 14, 1935.

IN RE: APPLICATION TO INTERSTATE COMMERCE COMMISSION BY CHICAGO

UNION STATION COMPANY FOR ORDER TO ISSUE AND SELL $16,000,000 SERIES

“D" FIRST MORTGAGE 4% BONDS AND $2,500,000 GUARANTEED 4% BONDS

It is my opinion from the facts stated in the foregoing application, that the

guaranty of said bonds for which authority is asked is:

(a) For some lawful object within the corporate purposes of the carrier

and compatible with the public interest, which is necessary or appro

priate for or consistent with the proper performance by the carrier of

service to the public as a common carrier and which will not impair

its ability to perform that service, and

(b) Is reasonably necessary and appropriate for such purpose, and

(c) Is or will be legally authorized and valid if approved by the Commission.

BRUCE Scott,

Vice President and General Counsel,

Chicago, Burlington & Quincy Railroad Company.
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C H I C A G O U N I O N S T A T L 0 N C 0 M P A N Y

I nºt E RE S T S In 1935 F. In a nic In G 1936 FINANC ING PERC ENT CHANGE

PRIOR FINANC. In G $16, ooo. ooo. 4 3. "D.", Due 1663 $44, ooo, ooo, 3 3/4 º "E", due 1963 OF 1936 FINANC ING

1 or 6 - 1 g 24 -- $2.1 co, ooo, a z, due to 44 $7, ooo. ooo, 3 1/2 +, DUE 1951 FROM 103.5 FINANC ING

º

Kuhn, Loeb & co. º -
KUHN, LOEB & Co. KUHN, LOEB & Co.

33 1/3 # - > KUHN, LOEB & Co. 31 2/3 º -3 1/3 *

º 35 %

1 2/3 2. |
5/6 A |

º

- BROWN HARRIMAN BROWN HARRIMAn

\ & Co., INCORPORATED & Co., INCORPORATED

NATIONAL CIT + Co.
15 5/6 & -1 2/3 º

16 2/3 ºz. | * - BROWN HARRIMAN

to & Co., INCORPORATED

º 17 - 12 º'

º

- THE FIRST BOSTON CORP. THE FIRST BOST ON CORP.

T --— -
5 * HANGE

---— | No C

"lº,-

º
LEE, HIGGINSON & Co. º

13 1/3 º . -

. LEE H IGGINSON CORP. LEE HIGGINSON CORP. LEE HIGGINSON CORP.

- - 15 5 tº 2. 15 % -5/6 #

T -->

|
-

J. P. MORGAN & Co. Interest of J. P. Morgan & Co.

13 - 13 × transferred by Lee Higginson THE FIRST BOSTON CORP.

|º. J. P. Morgan & Co. ae- 5 *

clined to name transferees. -

MORGAN STANLEY MORGAN STANLEY

& Co., INCORPORATED & Co., INCORPORATED

-3 1/3 ºz.

-

15 % +15 %

ºf Bºº & Sºuth & Co.

º 10 %

º

- Interest transferred at re- -

ºº quest of first Wutional Bank

13 1/3 º of New York. white, weld & Co. EDW. B. SMITH & Co. Eow. B. SºITH & Co.

3 1/3 º 5 * –5 º

LAZARD FREREs a Co., INCT WHITE, WELD & Co. WHITE, weld & Co.

- 3 1/3 º 2 1/2 × –5/6 &

º
LAZARD FRERES & Co., INC. LAZARD FRERES & Co., INC.

| 2 1/2 ſº -5/6 &

*| ºn | * * * *---
-

10 * Bank & Trust company. 10 * FIELD, GLORE & Co. FIELD, GLORE & Co.

| 7 1/2 × –2 1/2 ×

D.s 135-
Sºcºrºrºs ºf AD ºrcharºº co-wºw.' Sºrøy

i-to-to pt. 22 (Eace p. 11641.)
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EXHIBIT No. 1586–1

[Copy of carbon copy of letter in Kuhn, Loeb & Co. file 1504–1]

MARCH 22, 1935.

Conſidential.

LEE HIGGINSON CORPORATION,

37 Broad Street, New York, N. Y.

DEAR SIRs: Referring to the purchase of $16,000,000 principal amount,

Chicago Union Station Company 4% First Mortgage Bonds, Series “D”, due

July 1, 1963, and $2,100,000 principal amount of the same Company's 4% Guar

anteed Bonds, due April 1, 1944, made by you, jointly with Brown Harriman

& Co., Inc., and ourselves, all in accordance with the terms of the letter of the

Company dated March 22, 1935, six copies of which are enclosed, we beg to

Confirm that you are interested in this business to the extent of one-half. We

understand that of your one-half interest in this business, you have ceded

tertain participations, on original terms, to Messrs. Edward B. Smith & Co.,

Field, Glore & Co. and The First Boston Corporation, all of whose names

are to appear on the offering circular and public advertisement, if any, in that

Order, and in addition, certain participations to Messrs. White, Weld & Co. and

Lazard Freres & Co., Incorporated, whose names will not so appear.

Will you kindly confirm that the above is in accordance with your under

Standing and, upon completion of your agreements with the above participants,

be good enough to forward us copies thereof for our records.

Very truly yours,

J.

encS.

NoTE.—This carbon copy is signed in pencil “Kuhn, Loeb & Co.”

ExHIBIT NO. 1586–2

[Copy of original signed letter in Kuhn, Loeb & Co. file 1504–1]

New York Boston Chicago

LEE HIGGINSON CORPORATION,

37 BROAD STREET,

New York, March 23, 1935.

Messrs. KUHN, Loeb & Co.,

52 William Street, New York, N. Y.

DEAR SIRs: We acknowledge receipt of your letter of March 22nd in which

Yºu advise of the purchase of $16,000,000 principal amount Chicago Union

Station Companyº First Mortgage Bonds, Series “D”, due July 1, 1963 and

$2,100,000 principal amount of the same Company's 4% Guaranteed Bonds,

due July i, 1944, made by you jointly with Brown Harriman & Co., Inc.

*nd ourselves all in accordance with the terms of the letter of the Company

dated March 22, 1935 of which you enclosed six copies.

We confirm that we are interested in this business to the extent of one-half

and that of our one-half interest we have ceded certain participations on

*iginal terms to Messrs. Edward B. Smith & Co., Field, Glore & Co. and the
First Boston Corporation, all of whose names are to appear on the offering

circular and public advertisement, if any, in that order; and in addition certain

Participations to Messrs. White, Weld & Co. and Lazard Freres & Co., Incorpor

ated, whose names will not so appear.

We confirm the above terms are in accordance with our understanding and

Will forward you, when received, copies of agreements with the participants

to whom we have ceded interests in this business.

Very truly yours,

(Signed) JAMES J. LEE,

Assistant Secretary.JJL: R. l/

“ExEIBIT No. 1587” faces this page
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ExHIBIT No. 1588–1

ſº. by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

several companies.T

CHICAGO UNION STATION COMPANY

$16,000,000 First Mortgage Bonds, 4%, Series D, Dated January 1, 1935, due

July 1, 1963, and Offered in March, 1935

Kuhn, Loeb & Co., $8,000,000 (50%) plus 2%. 70 ceded

out of the 50% of Lee Higginson Corp., making a

total of $8,400,000 (52% º ) :

Kuhn, Loeb & Co------------------------------ $5,600, C00 (35.00%)

Brown Harriman & Co. Incorporated.------------ $2,800,000 (17. 50%)

Lee Higginson Corp., $8,000,000 (50%) less 2%º ceded

to Kuhn, Loeb & Co., leaving a total of $7,600,000

(47.1% 96):

Lee Higginson Corporation--------------------- $2,533,333 (15.84%)

Field, Glore & Co - ---- – $1,600,000 (10.00%)

Edward B. Smith & Co------------------------- $1,600,000 (10.00%)

The First Boston Corporation------------------- $800,000 (5.00%)

White, Weld & Co.------------------------------ $533,334 (3.33%)

Lazard Frères & Co., Incorporated--------------- $533,334 (3.33%)

$16,000,000 (100.00%)

ExHIBIT No. 1588–2

ſº. by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of the

several companies.]

CHICAGO UNION STATION COMPANY

$2,100,000 Guaranteed Bonds, 4%, Dated April 1, 1935, due April 1, 1944, and

Offered in March, 1935

Kuhn, Loeb & Co., 50% plus 2%º ceded out of the 50% interest of Lee

Higginson Corporation, making a total of 52%% :

Kuhn, Loeb & Co.------- --- 35.00%

Brown Harriman & Co. Incorporated - -- 17. 50%

Lee Higginson Corporation, 50% less 2%% ceded to Kuhn, Loeb & Co.,

leaving a total of 47%% :

Lee Higginson Corporation--- 15.84%

Field, Glore & Co.——— - 10.00%

Edward B. Smith & Co - - 10.00%

The First Boston Corporation - 5.00%

White, Weld & Co - 3.33%

Lazard Frères & Co. Inc ---------------- 3.33%

100.00%

NoTE.—The amounts of bonds taken down by these houses varied fractionally

from the above percentages. The latter, however, were the basis for the dis

\ribution. The amounts of bonds are as follows:

Kuhn, Loeb & Co----------------------------------------- $725,000

Brown Harriman & Co. Inc 375,000

Lee Higginson Corporation-------------- 335,000

Field, Glore & Co ---- - 210,000

Edward B. Smith & Co---------------------------------- 210,000

The First Boston Corporation---------------------------- 105,000

White, Weld & Co.--------------------------------------- 70,000

Lazard Frères & Co., Inc.––––––––––––––––––––––––––––––––– 70,000

$2,100,000
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EXHIBIT No. 1589

[From the files of First National Bank of New York. Memorandum from Henry S.

Sturgis to Leverett F. Hooper]

[Copy J

FEBRUARY 27, 1936.

Memorandum for Mr. Hooper:

Mr. Jesup, of Lee Higginson & Co., came to see me today to report that Chicago

Union Station will issue about $43,000,000 bonds for the purpose of calling the

4%'s and 5's. They will probably be 3%'s at a premium.

He came in the second instance to explain that they were making some changes

in the percentage interest which various members of the group would have in

this issue as against the former one, all caused by the presence now of Morgan

Stanley & Company in the business. It appears that in the former issue J. P.

Morgan & Co. advised Lee Higginson to allocate that interest wherever they

wished. They gave 5% to the First of Boston and divided the remainder be

tween themselves and Kuhn, Loeb & Company. Field, Glore & Company got the

10% interest of the Continental Bank. Mr. Jesup reported that Mr. Stanley

felt that this interest was too large; it has, therefore, been cut to 7% Wo, and

Morgan Stanley & Co. will have 15%, with Lee Higginson a like amount. The

First of Boston will have the same 5%, allocated half from Kuhn, Loeb & Co.

and half from the Lee Higginson & Co. group. This cuts to 10% the interest

which we would ordinarily have to allocate to our friends and they propose to

allocate it in the same manner as last time: one-half to E. B. Smith & Co. and

One-quarter each to Lazard and White Weld & Co.

Mr. Jesup asked what our reaction would be. I told him that our main interest

Was to retain for ourselves such business as we had formerly had should banks

again be put into the underwriting business, and that if he would assure me

that if we were again permitted to underwrite we would have our former

interest, we then wished him to act in the present instance in any way which

best suited his purpose. It is his expectation that we will inform our three

friends of their interest and why they were cut down.

H. S. S.

February 28: These bonds are coming more quickly than at first anticipated,

and Messrs. E. B. Smith, White Weld and Lazard Frères have already been

informed of the reduction in their interest. We have decided to buy 700 of the

bonds and I have asked for 350 from E. B. Smith and 175 each from the other

tWo.

H. S. S.

ExHIBIT NO. 1590

[From the files of Glore, Forgan & Co. Letter from Charles F. Glore to Ralph Budd ||

JANUARY 25, 1936.

RALPH BUDD, Esq.,

Chicago, Burlington & Quincy R. R. Company,

547 West Jackson Blvd., Chicago, Illinois.

MY DEAR MR BUDD: I have just learned this morning that the Chicago Union

Station plan to do some additional refinancing.

If you will remember, in the recent issue of $16,000,000 4's Field, Glore & Co.

Secured a position very largely, if not entirely, through your help. Normally,

[...would not bother you again on this subject, but with the return, through

Morgan, Stanley & Company, of J. P. Morgan & Company to the bond business,

there may be some discussion of interests in the proposed business that might
ur might not affect the position that we secured in the last financing.

With this thought in mind, I am wondering if you would be willing to drop

Mr. County of the Pennsylvania Railroad a mote to the effect that you would

º: to have us continued in Union Station business. I suggest Mr. County for
ti.º Iº Mr. Clement is away from his office.

y COnSistent an - • *

appreciated. d you can write such a letter, it will be very much

Very truly yours,

CFG/M.
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“ExHIBIT No. 1591” appears in full in the text, p. 11468

“ExHIBIT No. 1592” appears in full in the text, p. 11468

EXHIBIT NO. 1593

[From the files of Smith, Barney & Co., diary entries by J. W. C. (J. W. Cutler)—

Chicago Union Station]

H. Sturgis of First National Bank called today and said business would probably

come next week. $43,000,000 3% s. Same group, with addition of Morgan

Stanley, on account of their being back in business. Therefore, participations will

be reduced and ours will be 5% instead of 6%%, as it was in the old issue. (?)

We may expect to hear officially from Mr. Jesup of Lee Higginson.—JWC–

2/27/36.

Mr. Jesup of Lee Hig telephoned later. His conversation was as follows: “We

are planning to call the 4%s and 5% bonds of Chicago Union Station, which will

involve an issue of about $43,000,000 of new bonds. The group will be the same,

ourselves, Kuhn, Loeb, etc.,-Kuhn Loeb heading. The bonds will probably be

3% s, to be sold at a premium. Price not definitely fixed—somewhere around

3.50 to 3.55 basis. The Road wants the premium in order to avoid putting up new

money.

The account becomes more complicated this time, as Henry Sturgis probably

explained to you, as Morgan Stanley is back in business, and that Slices everybody.

Out of the 10% interest that the First Natl. had left out of their 13%, Henry said

he wanted to divide 50% to EBS&Co. and 25% each to Lazard and White Weld,

giving EBS&CO. an interest of 5% and Lazard and White Weld each 2%%.

The spread will probably be a gross of 2 points. This is not definite but I

think it will be Something like this:

% management to KL & Lee Hig.

% in the original purchase, out of which 3% will come for expenses.

% of 1% in an underwriting group, and it is planned to have each member

of the Purchase Group have 50% of his original purchase group interest in

underwriting, with 34 of 1% in the selling.

It might come along around the 8th to 10th, but can probably be shaped up to

come along next Tuesday or Wednesday. It should be an attractive bond.”—

JWC–2/27/36.

EXHIBIT No. 1594

[From the files of Smith, Barney & Co., diary entry by K. W. (Karl Weisheit)—Chicago

Union Station]

JWC asked Ed Jesup if they were expecting to give us a participation out of

their interest as in the last deal where we got 3% 7% from them. Jesup explained

that the 3%96 had come out of J. P. Morgan & Co.'s interest which they could not

at that time take themselves and that since Morgan Stanley were now in business

they would take the interest which J. P. Morgan & Co. formerly had so that there

was nothing to give us in addition to the 5% out of the First National Bank's

interest. Jesup remarked that as in previous case this was not to be construed as

a precedent for future financing of this company.—KW–2/28/36.

ExHIBIT No. 1595

[From the files of Smith, Barney & Co.]

MAROH 3, 1936.

$44,000,000 CHICAGO UNION STATION CoMPANY FIRST MoRTGAGE 3% º Bonds,

SERIES “E” DUE JULY 1, 1963

PURCHASE GROUP

Our interest in this business amounted to 5%, or $2,200,000 compared to the

10% interest which we had in the purchase group formed in connection with the
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Sale of $16,000,000 First 4s of 1963 in March, 1935. The decrease in our interest

Came about in the following way:

The First National Bank of New York had an interest of 10% in Chicago Union

Station financing in the past. When the First 4s, Series “D”, were sold in March,

1935, their interest was increased to 13% 9, because of the fact that J. P. Morgan

& Co. was not in the business. The First National Bank directed that 50% of

their interest (or 6%% of the total business) be allocated to us and we received

an additional 3% ºo interest through Lee Higginson Corporation out of their

proportion of J. P. Morgan & Co.'s interest.

In the case of the present financing the interest of the First National Bank was

reduced to their former 10% because of the fact that Morgan Stanley & Company

took over the old J. P. Morgan & Co. interest. Half of this 10%, or 5% of the

(Otal business, was allocated to us, 25% each (or 2%º of the total business)

being given to White, Weld & Company and Lazard Freres & Company, Inc. We

received no interest in the present purchase group through Lee Higginson Cor

poration because the 31.4% which we had thus received when the First 4s, Series

"D", were offered was taken by Morgan, Stanley & Company. Consequently our

final interest in this financing was limited to the 5% allocated to us by the First

National Bank.

As in the case of the previous financing it was stated in the purchase group

letter to us from Lee Higginson Corporation that our interest in the business was

nºt to constitute a precedent in connection with any future financing for Chicago

Union Station Company.

G. W. SPEER.

GWS/f

ExHIBIT No. 1596–1

[From the files of Lee Higginson Corporation]

KUHN, LOEB & Co.,

March 2, 1936.

Confidential.

LEE HIGGINsoN CoRPORATION,

37 Broad Street, New York, N. Y.

DEAR SIRs: Referring to the purchase of $44,000,000, principal amount, Chicago

Union Station Company 3%% First Mortgage Bonds, Series “E”, due July 1, 1963,

made by you, jointly with Brown, Harriman & Co., Incorporated, and ourselves

$nd associates, all in accordance with the terms of the letter of the Company dated

March 2, 1936, six copies of which are enclosed, we beg to confirm that you are

interested in this business to the extent of one-half. We understand that of your

ºne-half interest in this business the following have certain participations on
original terms:—

Messrs. Edward B. Smith & Co.

Field, Glore & Co. and

The First Boston Corporation,

all of whose names are to appear on the offering circular and public advertise

ment, if any, in that order, and in addition

Messrs. White, Weld & Co.

Lazard, Freres & Co., Incorporated, and

Morgan, Stanley & Co., Incorporated,

whºse names will not so appear.
We understand that you will advise the participants above mentioned that their

Pºrticipation will be subject to a management charge of 4% and their pro rata

share of all expenses (including any losses which may result from purchases or

sales in trading in these bonds or in other securities of the Station Company).

Will you kindly confirm that the above is in accordance with your understand

ing and, upon completition of your agreements with the above participants, be

sood enough to forward us copies thereof for our records.

Very truly yours,

WS (Signed) KUHN, LOEB & Co.
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ExHIBIT No. 1596–2

[From the files of Lee Higginson Corporation]

LEE HIGGINSON CORPORATION,

By bearer. March 2, 1936.

MORGAN, STANLEY & Co., INCORPORATED,

2 Wall Street, New York City.

DEAR SIRs: Referring to the proposed purchase and public offering of $44,000,

000 principal amount of Chicago Union Station Company 3%% First Mortgage

Bonds, Series E, due July 1, 1963, made by a Group Including Messrs. Kuhn,

Loeb & Co., Brown Harriman & Co., Inc., and ourselves, all in accordance with

the terms of the letter of the Company dated March 2, 1936, copy of which is

enclosed, we beg to confirm that we have included you in this purchase with an

interest of $6,600,000 principal amount.

You agree that Messrs. Kuhn, Loeb & Co. shall be Managers of the Account

and shall have authority to arrange all details in connection with the public

offering and sale of the Bonds.

Your participation in this purchase will be subject to a management fee of

1% 9% and your pro-rata share of all expenses (including any losses which may

result from purchases and sales in dealing in these Bonds).

In addition to yourselves, the following have also included in this pur

chase, with interests as indicated:

Messrs. Edward B. Smith & Co. (5%)-------------------- $2,200,000

Messrs. Field, Glore & Co. (7%%)----------------------- 3,300,000

The First Boston Corporation (5%) --------------------- 2, 200,000

Messrs. White, Weld & Co. (2%%)------------------------ 1, 100,000

Lazard Freres & Co., Inc. (2%%)–––––––––––––––––––––––– 1, 100,000

Of the interest of $2,200,000, principal amount to The First Boston Corporation,

$1,100,000 (i. e. 2% 7%) has been offered to them by Messrs. Kuhn, Loeb & Co.,

and $1,100,000 (i.e. 2%%) by Lee Higginson Corporation.

On any offering circular or public advertisement, if any, used in connection

with an offering of these Bonds, the following names will appear, in the order

indicated: Messrs. Kuhn, Loeb & Co.; Lee Higginson Corporation; Brown Harri

man & Co., Inc.; Messrs. Edward B. Smith & Co.; The First Boston Corporation.

Please confirm that the foregoing is in accordance with your understanding

by signing and returning to us the enclosed copy of this letter.

Very truly yours, , Assistant Secretary.

JJL : R.

Enclosures

CONFIRMED : March 2, 1936.

MORGAN STANLEY & Co. INCORPORATED.

(Signed) HAROLD STANLEY, President.

ExHIBIT No. 1596–3

[From the files of Harriman Ripley & Co., Incorporated]

KUHN, LOEB & Co.,

WILLIAM AND PINE STREETs,

Confidential. New York, March 2, 1936.

PIERPONT V. DAVIs, Esq.,

Vice President, Brown Harrimam & Co., Incorporated,

63 Wall Street, New York, N. Y.

DEAR SIR: Referring to the purchase of $44,000,000. principal amount Chicago

Union Station Company 3% º First Mortgage Bonds, Series “E”, due July 1,

1963, in accordance with the terms of the enclosed copy of a letter from the

Company dated March 2, 1936, we beg to confirm that Lee Higginson Corpora

tion and certain associates are jointly interested in this business to the extent of

one-half and that you and we are interested to the extent of one-half. The

First Boston Corporation has an interest of 2%96 in our #4, share and we

confirm that in the remaining 47%%, your participation is 34 and ours 34.

Your participation will be subject to a management charge of 43% and your

pro rata share of all expenses (including any losses which may result from

purchases or sales in trading in these bonds or in other securities of the

Station Company).
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We enclose for your information copy of a letter which we have addressed to

Lee Higginson Corporation in regard to the above.

Please confirm that the above is in accordance with your understanding, and

Oblige

'Yours very truly, (Signed) KUHN LOEB & Co.

W

Eid.

ExHIBIT No. 1597–1

CHICAGO UNION STATION COMPANY

$#,000,000 First-Mortgage, 3% 7%, Series E, Dated January 1, 1936, due

July 1, 1963, and Offered in April, 1936

Kuhn, Loeb & Co., $22,000,000 (50% of which 2% 70

was ceded to The First Boston Corporation and

the remainder divided as follows :)

Kuhn, Loeb & Co------------------------------- $13,933, 000 (31.67%)

Brown Harriman & Co. Incorporated.------------ $6,967, 000 (15.83%)

The First Boston Corporation------------------- $2,200,000 (5.00%)

Lee Higginson Corporation, $22,000,000 (50%, of which

2%% was ceded to The First Boston Corporation

and the remainder divided as follows:)

Lee Higginson Corporation---------------------- $6,600,000 (15.00%)

Morgan Stanley & Co. Incorporated------------- $6,600,000 (15.00%)

Field, Glore & Co------------------------------ $3,300,000 (7.50%)

Edward B. Smith & Co------------------------- $2, 200,000 (5.00%)

White, Weld & Co - $1,100,000 (2.50%)

Lazard Frères & Co. Inc.–––––––––––––––––––––––– $1,100,000 (2.50%)

$44,000, 000 (100.00%)

Compiled by the Staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission, from ledger transcripts, memoranda and correspondence of

the several companies.

ExHIBIT No. 1597–2

CHICAGO UNION STATION COMPANY

$7,000,000 Guaranteed Bonds, 3% 7%, Dated September 1, 1936, due September 1,

1951, and offered in August, 1936

Kuhn, Loeb & Co., $3,500,000 (50% of which 2%% was

ceded to the First Boston Corporation and the re

mainder divided as follows:)

Kuhn, Loeb & Co------------------------------- $2,217,000 (31.67%)

Brown Harriman & Co. Incorporated.------------ $1,108,000 (15.83%)

The First Boston Corporation-------------------- $350,000 (5.00%)

Lee Higginson Corporation, $3,500,000 (50% of which

2%% was ceded to the First Boston Corporation and

the remainder divided as follows:)

Lee Higginson Corporation---------------------- $1,050, 000 (15.00%)

Morgan Stanley & Co. Incorporated.-------------- $1,050, 000 (15.00%)

Field, Glore & Co $525,000 (7.50%)

Edward B. Smith & Co------------------------- $350,000 (5.00%)

White, Weld & Co $175,000 (2.50%)

Lazard Frères & Co. Inc.------------------------ $175,000 (2.50%)

$7,000,000 (100.00%)

Sºpued by the Staff of the Investment Banking Section, Monopoly Study, Securities
and Excha Co
thesº mmission, from ledger transcripts, memoranda and correspondence of
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EXHIBIT No. 1598

[From the files of Lazard Frères & Co.]

[File—Confidential]

Super C. F. For officers only. C. F. 6c. 9–22–34. cop. 1.

SEPTEMBER 22, 1934.

COp. 1.

MEMORANDUM

PACIFIC GAS & ELECTRIC ComPANY

This morning Mr. Hockenbeamer came in to see me and in the course of the

conversation we discussed the matter of my relationship with him and with

P. G. & E. and also the possibility of our new company having relations with

P. G. & E. Mr. Hockenbeamer recognized my long standing acquaintance with

his situation, dating from the first operation under his present mortgage, in

cluding the drafting of that mortgage by me. He recognized the high position

of the firm of Lazard Freres, both in this country and abroad, and in fact volun

tarily stated he had always known of the firm since he was a boy.

He seemed to be impressed with the possibilities of our situation and indicated

while we were a new company that our chances were as good, if not better,

than anyone else, to maintain with them a banking relationship. However,

he said there was no likelihood of any financing by P. G. & E. certainly this

year and possibly for a year or more afterward. On the other hand, if the

bond market were to show extraordinary strength, so that a refunding of the

$45,000,000, 5% 7% Bonds could be undertaken at a substantial saving, he might

be interested. I told him that I expected to be on the Coast in due course and

would make it a point to come in and see him and discuss matters further.

On the question of monthly Statements, he said he was sending no monthly

statements to anyone and he was disinclined to do so. I urged upon him the

advantage of having a central source of information here to which insurance

companies and other holders of P. G. & E. securities could come for discussion

of the company. He said he would think it over further, but he doubted whether

he would be inclined to supply us with monthly statements. Furthermore, he

said that even if he were to Supply them to us he Would under no conditions

permit copies to be delivered to anyone else, even the Prudential or other

insurance outfits of that kind.

S. A. RUSSELL.

SAR.FWB

EXHIBIT NO. 1599

[From the files of Lazard Frères & Co.]

C. Official Confi. 6c. 10–2–34. Cop. 1.

OCTOBEB 2, 1934.

MEMORANDUM

PACIFIO GAS & ELECTRIC COMPANY

OFFICIAL–CONFIDENTIAL

Today I lunched with Mr. George Leib of Blyth & Co. at his request. After

luncheon he wanted to see our offices and in my room before leaving expressed

great friendliness and a desire to cooperate in successful business whenever

possible. At this point, I commented that we felt the same way and that one

of these days we might sit down and discuss the P. G. & E. situation, whereupon

he said that was a matter concerning which I should talk with Mr. Hocken

beamer. He indicated that he had talked with Mr. Hockenbeamer when he was

on the Coast about two weeks ago. He also mentioned that Mr. Hockenbeamer

was here for a few days recently, whereupon I said that Mr. Hockenbeamer had
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COme in to see me and we had discussed the situation. He, apparently, was not

aware that Mr. Hockenbeamer was in to See me. He thereupon went on to say

that, of course, I knew then that no financing was contemplated for this year and

it might be some time before financing was done. He further commented that

Of course we, meaning Lazard Freres & Co., Inc., should be in the account, and

stated that Mr. Hockenbeamer had a great liking for me. However, at this

point, he also said that he supposed it would be a “free for all” like a lot of

Other things. The plain deduction from this comment is, in my mind, that they

expect or hope to get a leading position, if not the leading position, in the

handling of this business, but, as he went away, he said we are still, of course,

go00 friends. I conclude, therefore, we should not raise the question of P. G. & E.

financing with the firm of Blyth & Co. unless they do with us. Our objective

should be to develop the situation directly with Mr. Hockenbeamer and others

interested in the Company even despite the fact that Blyth & Co. have the

strongest position on the Pacific Coast of anyone. S

. A. R.

SAR.FWB

ExHIBIT No. 1600–1

STIPULATION

It is hereby stipulated and agreed that the documents listed below are true

copies of original communications or carbon copies from the files of Lazard

Frères & Co. and that they were received or sent, as the case may be, by Lazard

Frères & Co. or Lazard Frères & Co. Inc.

Date Description TO- From

Feb. 16, 1935-------------------- Postal Telegraph John D. Harrison ----- S. A. Russell.

April 15, 1935------- Letter------------ - || A. F. Hockenbeamer--| S. A. Russell.

December 1934 Memorandum Mr. Russell----------- George L. Burr.

Dec. 27, 1934-------------------- Memo of Telephone |------------------------ S. A. Russell.

Conversation.

Feb. 18, 1935 Postal Telegraph- Stanley Russell------- John D. Harrison.

Feb. 20, 1935 h Stanley A. Russell John D. Harrison.

Feb. 21, 193 James K. Lochead----

Feb. 28, 193 John D. Harrison.-----| S. A. Russell.

April 6, 1935-- Stanley A. Russell----| A. F. Hockenbeamer.

ept. 6, 1935– Stanley A. Russell----| Roy L. Shurtleff.

Sept. 12, 1935 Roy L. Shurtleff------ S. A. Russell.

eb. 8, 1936----- Ramsey Harrison S. A. Russell.

Feb. 27, 1936.-------------------| Memorandum .......|------------------ S. A. Russell.

April 1, 1936 --| James B. Black--- S. A. Russell.

April 3, 1936.------------------- - Mr. Russell----------- Harrison.

DEc. 13, 1939. STANLEY A. RUSSELL

EXHIBIT No. 1600–2

[From the files of Lazard Frères & Co.]

Postal Telegraph

SAN FRANCIsco, CALIF., February 16, 1935.

John D. HARRIson,

Lazard Freres and Company, Inc., -

15 Nassau St., N. Y. C.

Referring Brown Harriman have always contemplated they should have

interest as large as ours if they wished. Stop. If they have any other im

Pºssion please be sure to correct. Stop. Blyth talked with president this

*rning and later with me at luncheon while very friendly and cooperative he

Mºnts equal interest with us and is adamant for position preceding Brown
Harriman even to the extent of being willing to face their withdrawal from
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business and their possible hostility as a consequence. Stop. He feels that

neither they nor any of their personnel have had any connection or position in

this business heretofore whereas he has continuously been in the business for

many years. Stop. I have told him frankly I thought he was asking for

more interest than he was entitled and in addition to Several other arguments

have also advised him strongly in his own selfish interest against a policy

which might result in antagonizing Brown Harriman. Stop. He also brought

up his local position and relations with many directors and president of

company. Stop. We must recognize that we have to face this local situation

in which president is quite sympathetic to local people who have been helpful

to him in different ways. Stop. I have not endeavored to discuss this situa

tion further with president as believed it wiser to delay until Monday, how

ever, after all we must realize the final decision will probably be made by the

president as has always been the case in the past. Stop. Will take this up

again probably on Monday in the meantime if you have any comments please

advise. Stop. Better let consideration remaining members underwriting group

rest for time being.

S. A. RUSSELL.

ExHIBIT NO. 1600–3

[From the files of Lazard Freres & Co. : Letter from S. A. Russell to A. F. Hockenbeamer]

APRIL 15, 1935.

Personal and confidential. Via air mail.

Mr. A. F. HOCKENBEAMER,

President, Pacific Gas & Electric Company,

245 Market Street, San Francisco, Cal.

MY DEAR Hock: With respect to your letter of April 6th concerning which

I wired you from Chicago, I will answer you in part now, although before

mailing this letter I may add to it or write you a supplemental letter because

Mr. Bauer either arrived today or will tomorrow, and in any event, further

information will doubtless be available inside of the next twenty-four to forty

eight hours. -

With respect to the matter of law firms in the Southern California Edison

situation, my information is there were three law firms originally involved,

namely, a local firm, independent of the Company's own counsel, also a Chicago

firm, and finally Sullivan & Cromwell. It appears that in the early stages of

the work out there, there developed some difference of opinion between these

law firms and the Chicago firm withdrew from the situation. Consequently,

there remained two law firms to complete the job. What the aggregate fees may

be for them I do not know, but, in due course, the Registration Statement

will disclose this information.

As regards the question of auditors, it is true that only one firm, namely,

Arthur Andersen & Co. was involved in the Southern California situation.

However, at the time of the Pacific Gas & Electric job, it was the feeling that

a brief check-over in principle by another auditing firm was an element of

protection, to be sure in theory only, both to the underwriters and to Officers

and Directors of the Company, and in this connection, it was my understanding

that Mr. Bosley regarded this check-over favorably. While I was not partic

ularly close to what Arthur Andersen & Co. did, nevertheless, from what I

have heard I really think it was desirable because they made certain sugges

tions which were in clarification of important points in the statements as

finally filed with the Commission.

As regards the statement made by Mr. Bauer, from which you quote in

your letter of April 6th, I am advised that the underwriting agreement as

proposed (of which, so far as I know, no underwriting group member has yet

received a copy) will provide for indemnity by the Southern California Edison

Company. In fact, as the matter has been told to me, although I cannot vouch

for it, because I have not yet seen a copy of the underwriting agreement, it is

my understanding that the indemnity will be broader than in the case of the

Pacific Gas & Electric Company. However, we will know more about this

later when the underwriting agreement becomes available. Incidentally, just

for your own information, I have heard some rather severe criticism in im

portant quarters of Mr. Bauer's statement, the comment having been made that

it was unnecessary and reflected upon the Directors.
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Mr. Bauer's remark to you that he would not sign any prospectus and would

not, therefore, have liability under it, is, I am informed, incorrect. The latest

Copy of the prospectus provides for his signature and his name appears thereon.

I have no doubt that he will sign it. However, I am advised whether or not

he did sign it, he would still be liable for the statements in the prospectus be

Cause of his signature on the registration statement proper to which the pros

pectus is attached.

I think the foregoing covers specifically the questions raised in your letter

of April 6th. However, there are some broader aspects of the situation which

I feel impelled to discuss with you.

In the period from early February until late March during which the Pacific

Gas & Electric Company business was initiated and brought to fruition, you

and I at various times commented upon the pioneering character of the job.

I do not think we fully realized just how much pioneering we really were

doing and the results to be expected. Certainly, I did not in the light of

subsequent developments.

As I look back, I almost marvel at the change which took place in market

conditions during the period of somewhat less than two months. You will re

call that during the greater part of February the investment markets were vir

tually stagnant awaiting the gold clause decision of the Supreme Court. Be

cause of the uncertainties surrounding that decision, you and I on different

Occasions spoke with some doubt regarding the possible consummation of any

piece of business. Then came the decision which gave the markets a fillip.

Following that, came your registration with the Commission, the press release

of the Commission accompanied by the dramatic episode of airplane travel

across the continent, all of which received widespread publicity. The effect was

almost electric. The investment market began to show animation with respect

to new issues, the like of which had not occurred in months, if not in years.

Here was the largest piece of public utility financing in a period of about four

years and the long-awaited breakup of the capital jam was about to take place.

It was also the first operation of magnitude under the Securities Act involving

an underwriting group and a nationwide selling group. The attitude of the

underwriting group members and of counsel was one of extreme caution both

from the standpoint of liability under the Securities Act and from the stand

point of the market receptiveness of such a large issue. When you were here,

I think I gave you some idea of the difficulty we experienced with certain of the

underwriting group members with respect to their last minute views on the

question of price. I think I also told you of my feeling a day or two before

the Pacific Gas & Electric Company offering when the Chicago Union Station

Bonds which were offered at 101 had jumped to 104 and over. However, these

Various elements are a part and parcel of the price of being a pioneer.

That this financing has cost you somewhat more than would have been the

case had a major pioneering job been done prior to your financing, I have little

doubt, in view of subsequent developments. However, I am equally convinced

that such excess cost, whatever it may have been, is more than offset by other

advantages involving the credit and public estimation of the Pacific Gas &

Electric Company. That the reception of the issue, its performance in the mar

ket, and even if I do say it myself, the manner in which it was handled, is a

Source of credit to you and to ourselves, I likewise have no doubt. We have

had scores of comment from all over the country of the most complimentary

character. The following quotation taken from a letter to me from one of your

important Pacific Coast dealers is a sample.

"This issue was and is the top spot of them all and everybody out here that

I know has commented on the beautiful way it was handled.”

I really think, considering all the factors involved, and particularly the pio

neer character of the operation, it was a job well done from every angle, and it

will redound to the advantage of the Company in the future.

Now a little bit about the future. There is no question that your financing

has stirred up a tremendous amount of interest in similar operations; appar.

ently there are simply scores of them under contemplation. Southern Cali

fornia Edison, of course, will be the first one of major importance to be offered.

The underwriting group, so far, has had no discussion of price. From the calls

which have been made upon us by dealers, insurance companies, etc., there is

* distinct feeling that there may be an effort to price the bonds too high, despite

the fact that the legality feature is apparently clean-cut, and a clean-cut state

ment in regard thereto is embraced in the prospectus. I have also learned,
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although I was not so advised at the time of the formation of the underwriting

group, that Mr. Bauer has laid down a condition of 2% points' spread. This is

a reflection of his intense desire to accomplish a lower cost of money than you

did. This he is likely to do if for no other reason than that he is not pioneer

ing and you were. I assume we shall know more later on in the week on the

price situation. It will be very interesting to obtain the views at a group

meeting, and in due course I will give you the benefit of that discussion.

At this moment, I rather doubt if the Southern California Edison business

is as well received and is as successful as yours was. If, on the other hand

the operation should be eminently successful on approximately the price and

cost basis that Mr. Bauer evidently has in mind, then I should say there is

likely to be a very considerable volume of new financing largely refunding. In

this connection also, I should say that there is likely to develop—in fact, there

already is developing—a tendency to cut spreads from what the investment

banking fraternity has been accustomed to in times past. This tendency will

exist so long as market conditions make it possible, and until a distinctly un

successful operation, or a Series of them, provides a check which will cause a

reconsideration of the basis upon which business is done. However, so long as

current conditions and tendencies exist, I want you to know that we are quite

prepared to adapt ourselves accordingly, and to bring about a similar point of

view on the part of the underwriting group which handled the recent Pacific

Gas & Electric business. I assume that you are proceeding on the program

which you had in mind when you left here and that in due course you will take

steps toward its fulfillment. In this connection, I venture to raise the question

whether you should reconsider the matter of acquiring municipal franchises

which would remove the question of legality beyond the realm of any doubt.

I am prompted to raise this question in view of the apparently clean-cut posi

tion of Southern California Edison business on this point, of which I was not

aware previously, believing, as I did, their situation was comparable with yours.

Apparently, however, such is not the case. I merely mention this as a matter

to be considered in connection with the other steps of your program should you

proceed to carry it out.

I will keep you advised from time to time of any developments which arise

here and particularly in connection with the Southern California Edison offering

or others of a similar nature.

With kindest regards, I am

Yours faithfully,

SAR.FWB

EXHIBIT No. 1600–4

[From the files of Lazard Fréres & Co.]

DECEMBER 1934.

Memorandum to Mr. Russell.

PACIFIC GAs & ELECTRIC COMPANY., SAN FRANCISCO

I saw Mr. Hockenbeamer, President, at his office and again when I was having

lunch at the Pacific Union Club. His company has $22,000,000. on deposit in

its banks and can probably take care out of earnings and depreciation charges

of its near maturity as well as any construction program that might come up,

with One exception, and that is a third gas line to the north from Kettleman

Hills field. This however is not immediate.

Nevertheless, if it were not for Schedule “A” in the Securities and Exchange

Act I think that he would like to take advantage of low money rates and do a

substantial refunding operation which would save him a considerable sum of

money. However, none of these men wants to undertake the burden of prepar

ing the information involved in the present requirements. They would, of

course, if they had to ; but unless it is a matter of necessity I doubt if any of

them do it.

Blyth & Company have an interest in this business, but their connection is

by no means as close as in the case of Pacific Lighting Company and I do

not think that we need to discuss it with them. I did not mention this company

in my conversations with that firm. Mr. Hockenbeamer has very satisfactory
-

º
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recollections of the business which he had in the past with Mr. Russell and I

think there is no danger in our going alone after a position in this business.

Mr. Hockenbeamer would like to work with us and at the conclusion of my

COnversation with him said, “Do not worry. You will not be forgotten.”

Nevertheless, no matter as important as this should be left to go its own way.

GEORGE L. BURR,

En route, San Francisco, to New York.

NOTE: Power to be available from Boulder Dam will probably lessen for

Some time the requirements of all of these California utilities for central station

Construction Work.

EXHIBIT NO. 1600–5

[From the files of Lazard Frères & Co.]

- DECEMBER 27, 1934.

MEMORANDUM.

PACIFIC GAS & ELECTRIC COMPANY

I telephoned Mr. Hockenbeamer today to ascertain if he was giving any con

sideration to the possibility of a piece of private financing for the purpose of

refunding his outstanding 5% 7% Bonds, as was somewhat indicated in the con

Versation I had a week ago with Mr. James Black. Mr. Hockenbeamer said that

the matter had been up for some consideration but that he did not have it

actively in mind. In fact, he was rather disinclined to consider favorably a

private deal. He thought that such deals were not contemplated by the Securi

ties Act and it might eventually lead to some trouble. He did say that he was

Very much interested and was waiting to receive the modified registration re

Quirements from the Securities Exchange Commission which he understood

Would be available around the middle of January. He indicated that if the

modifications were sufficient and market conditions were right that he might

possibly consider favorably an operation which in effect refunded his present

Outstanding 5%.S. These bonds are callable on June 1st next upon a public call

notice of sixty days and ten days additional to the Trustee, making seventy days

in all, thus necessitating arrangements for the deal by not later than the 15th

of March. We should follow this closely in connection with the promulgation

of the modified registration requirements.

As regards the lease of the Sierra & San Francisco properties, he stated he

rather thought they would allow the lease to lapse because, with the present

Ownership, it was an unnecessary complication.

SAR.FWB

S. A. RUSSELL.

ExHIBIT No. 1600–6

[From the files of Lazard Frères & Co.]

Postal Telegraph

NEw York, N. Y., February 18, 1935.

STANLEY RusseIL,

Palace Hotel:

Second talk with Davis Sylvester. Stop. They maintain original position.

Stop. Would consider Blyths insistence second position extremely unfriendly

find not to best interest of company. Stop. Would definitely withdraw from

business rather than accept third place. Stop. Much surprised Blyths attitude

ºnly relations here. Stop. They intend to discuss with Leib

JOHN D. HARRISON.
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ExHIBIT No. 1600–7

[From the files of Lazard Frères & Co.]

Postal Telegraph

NEw YorF, N. Y., February 20, 1935.

STANLEY A. RUSSELL,

Palace Hotel.

Sylvester and Davis both definitely favor withdrawal from group rather than

accept third position. Stop. Because of importance this business Sylvester

says they would naturally wish discuss with their associates before reaching

final decision to withdraw completely.

JOHN D. HARRISON.

ExHIBIT No. 1600–8

[From the files of Lazard Frères & Co.)

FEBRUARY 21, 1935.

Mr. JAMES K. LOCHEAD,

American Trust Company, San Francisco, California.

DEAE JIM : I tried to reach you by telephone before leaving but could not

find you.

I had a talk with Shurtleff here and with Charley Blyth over the telephone.

They demurred at giving up any of their interest to others. I explained that

I had made that suggestion thinking it fitted their book—if it did not fit their

book I would withdraw the suggestion and we would either leave others out of

the account entirely or we would arrange it between ourselves and give up

accordingly. This was satisfactory to them.

I also told them I had secured a concession from Brown Harriman whereby

Blyth would appear second on the Coast and Brown Harriman third, whereas

in the east Brown Harriman would appear second and Blyth third. This was

unacceptable and Roy Shurtleff departed.

Frankly, I think the attitude was a little unreasonable. They apparently

feel the matter can be left in abeyance until I get back here next week. In the

meantime, however, I am authorizing Our people to go ahead with E. B. Smith

and First Boston, in the belief that it is a strong group for P. G. & E.

If there is anything you can do to help in this situation I will deeply appre

ciate it. I will telephone you upon my return.

Yours faithfully,

ExHIBIT NO. 1600–9

[From the files of Lazard Fréres & Co.]

Postal Telegraph

SAN FRANCISCO, CALIF., February 28, 1935.

JOHN D. HARRISON, LAZARD FRERES AND COMPANY, INC.,

15 Nassau Street, New York City.

Banking group formed with definite acceptance by Blyth Smith and First

Boston. Stop. Blyth understand they appear second on coast and third in

East. Stop. Although they wish to again raise question of appearance with

president they accept on above basis. Stop. Manner in which First Boston

situation has been handled appears very peculiar to me however this is matter

for later consideration. Stop. Please say to Brown Harriman that I am

proceeding on theory they are in this group even with third place everywhere

however it is my present anticipation that they will be second in the East

and third on the coast. Stop. Banking group members here meet tomorrow

Blyth's office eleven thirty for consideration price views therefore if you or

Brown Harriman have anything further on this subject please wire me early

as possible. Stop. In this connection Woods feels three and three quarters

coupon at three eighty five basis to public perfectly feasible. Stop. Walker
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Blyth and I feel fours at par or very slight discount probably perfectly

feasible with only slight improvement market conditions. Stop. Foregoing

refers thirty year bond. Stop. In my opinion this group unquestionably has in

side position and can pull business through provided group can unite on price

views. Stop. In this connection Woods feels Brown Harriman views thirty year

bond ridiculously low. Stop. Suggest you recheck market. Stop. At present

thirty year straight maturity has preference over serial although serial not en

tirely eliminated. Stop. Woods discussion with president decidedly unfortunate

and in my opinion entirely uncalled for under circumstances existing as I have

advised him in no uncertain terms however believe matter can be handled in

ultimate. Stop. Lawyers appear optimistic.

S. A. RUSSELL.

EXHIBIT No. 1600–10

[From the files of Lazard Frères & Co. Rºſſ from A. F. Hockenbeamer to Stanley A.

uSSe

A. F. HockFNBEAMER,

President.

PACIFIC GAS AND ELECTRIC CoMPANY.,

245 MARKET STREET,

San Francisco, California, April 6, 1935.

Personal and Confidential.

Mr. STANLEY A. RUSSELL,

President, Lazard Freres & Co., Ltd., 15 Nassau St.,

New York, N. Y.

DEAR STANLEY: I have just been looking over Securities and Exchange Com

mission Press Release No. 328, to appear in the morning newspapers of Monday,

April 1st, relating to Southern California Edison Company's 3% 'ſo refunding

issue of $73,000,000, and it makes me weep to think that one law firm, Sullivan

& Cromwell, was the only counsel employed by The First Boston Corporation,

whereas we had to pay for three. They had but one auditor regularly em

ployed by them, namely, Arthur Andersen & Co., whereas our regular auditors

were not deemed sufficient and all of their work had to be pawed over by

Arthur Andersen & Co.

| am also interested in the following paragraph appearing in this press

Telease:

“In my opinion the underwriting group which has been formed by The First

Boston Corporation is by far the largest and most representative which has

made a public offering of securities since the enactment of the Securities Act

in the spring of 1933. It may be pointed out that so far as I know no member

of this outstanding group of investment bankers had any hesitancy in accepting

the liabilities of the Securities Act as amended.”

Does the foregoing mean that the Southern California Edison was not

required to indemnify the underwriters as Pacific Gas was required to do?

Harry Bauer also told me that he didn't sign any prospectus and would,

therefore, have no liability under it.

Sincerely yours,

A. F. H.

AFH: TJ

ExHIBIT No. 1600–II

- [From the files of Lazard Frères & Co.]

New York LOS ANGELES

CHICAGo SEATTLE

Boston PORTLAND

SAN FRANcisco

BLYTH & Co., INC.

RUSS BUILDING

Cable address : BLYTHCO

Mr. STANLEY A. RusseIL, SAN FRANCIsco, September 6, 1935.

President, Lazard Fréres & Co.,

15 Nassau Street, New York City.

MY DEAR STANLEY: Just as a matter of record, I outline herein my recollection

of the conversation had yesterday between you, Mr. Hockenbeamer and myself

124491–40—pt. 22—20
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regarding the future status of the Pacific Gas & Electric Co., bond syndicate

management.

1. I stated that Blyth & Co., Inc., were not happy with the present arrange

ment wherein Lazard Frères & Co., were Syndicate Managers, and Blyth & Co.,

Inc., were Pacific Coast Managers; that we felt our historical connection With

the business entitled us to the claim which we had put forward when the first

issue of 4% bonds was under discussion, namely, that we have joint heading

of the business.

2. You stated that as regards our claim to joint syndicate management of the

Pacific Gas & Electric account, you were sympathetic, and you agreed that

prior to the next issue of bonds, you and ourselves would sit down and discuss

the matter out to our mutual satisfaction.

3. Mr. Hockenbeamer stated that he wanted your firm and ours to fix the

matter up as between ourselves, without reference to him.

What a difference there is in the ease of bringing out an issue, once it is

registered I regret that this one was so easy that it required your time in

San Francisco only a few days, as against several weeks for the first issue.

I hope to be back in New York sometime toward the end of October, and

will give myself the pleasure of dropping in and seeing you and Jack Harrison,

at that time.

Sincerely yours,

ROY.

RLS ROY L. SHURTLEFF.

HRE

ExHIBIT NO. 1600–12

[From the files of Lazard Frères & Co. Letter from S. A. Russell to Roy L. Shurtleff]

Mr. Roy L. SHURTLEFF, SEPTEMBER 12, 1935.

Blyth dº Co., Inc.,

Russ Building, San Francisco, California.

DEAR Roy : Upon my return I find your letter of September 6 regarding your

1.ecollection of the conversation that you and I had in Mr. Hockenbeamer's

office and in which he participated to some extent. Generally speaking I think

you and I understand thoroughly what we discussed and what is in our respec

tive minds. Frankly, I do not think your letter covers the situation fully nor

all the points which we discussed. For instance, you spoke of your present

national status in which I concurred. Furthermore, bearing on your point

number 2, I think the words I used were that I was not “totally unsympathetic

to your suggestion.” I also stated that there were other factors in the situa

tion which I did not feel at liberty to discuss at that time but which in my

mind dictated the desirability of deferring serious consideration of your sug

gestion until the next issue of bonds, which is likely to occur in the spring of

1936. There were also some other minor points raised but I do not feel they

are sufficiently important to set down here. As a matter of fact, as stated

above, I think we understand each other sufficiently and you may rely on my

assurance to you that we will sit down and discuss this situation to a conclusion

which I hope will be mutually satisfactory, prior to the financing next spring.

When you are here in October please be sure to come in and see us as we

would like very much to have you spend some time with us.

With kindest regards, I am

Yours faithfully,

SAR/hbn

, President.

ExHIBIT No. 1600–13

[From the files of Lazard Frères & Co.]

Postal Telegraph

SAN FRANCIsco, CALIF., February 8, 1936.

RAMSEY HARRISON,

Lazard Freres dé Co., Inc., 15 Nassau St., N. Y. C.:

No joint managership However Charley has no commitments to any one and

promises discuss matter with us first We decided not press him too hard for
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second position however expect see Black Saturday morning and will endeavor

secure some expression on this point from him. We are playing golf With Charley

and Bernard Saturday afternoon and under present plan expect to leave for LOS

Angeles either Saturday night or Sunday night.

S. A. RUSSELL.

ExHIBIT No. 1600–14

[From the files of Lazard Frères & Co.)

FEBRUARY 27, 1936.

MEMORANDUM

PACIFIC GAS AND ELECTRIC COMPANY

Yesterday, Mr. Jackson and I called upon Mr. C. E. Mitchell, at his request, to

learn of the group arrangement on the forthcoming $90,000,000 Pacific Gas and

Electric Company business. He specifically stated that the present group arrange

ment was special for this deal alone and embraced :

Blyth & Co $14,000, 000

Morgan, Stanley------------------------- 10,000, 000

Kuhn, Loeb 7, 500,000

Dillon, Read 7, 500,000

Brown, Harriman------------------------ 8,000, 000

E. B. Smith ----------------------------- 8,000, 000

First Boston Corp------------------------ 8,000, 000

Lazard Freres & Co., Inc.----------------- 6,000, 000

Dean, Witter---------------------------- 6,000, 000

Bonbright------------------------------- 4,000, 000

Byllesby -------------------------------- 4, 000, 000

Rollins ---- 4,000,000

and 6 Pacific Coast houses--------------- 500, 000 a piece.

The latter six houses would appear only on the Coast; the three new names in the

account would not appear in any advertisement.

Mr. Mitchell then related the terms of the business and asked for our answer

as soon as possible.

In respect to our position and account, he said that it had been the desire of

himself and his associates in New York to maintain us in second position, but that

the line-up of the account had been settled on the Pacific Coast and they were

unable to do better than the foregoing.

Later I telephoned Mr. Blyth, who indicated he had no objection to an improve

ment in our position but he did not think it was possible to change the account,

but would talk to Mr. Black. I then called Mr. Black and recalled to him his will

ingness to have us communicate with him in event the situation did not work out

to our satisfaction. Consequently, we were availing ourselves of that opportunity.

I told him we had no particular question regarding the amount retained by Blyth,

nor the introduction of the three new names in the account, but that we were

dumbfounded at reducing our position, both in amount and appearance, below or

after Brown, Harriman, E. B. Smith and First Boston. I emphasized to him the

job we had done in the past years' financing and our appearance before the public

in first position. In response to my question as to what justifled this change, he

said there was no particular reason. I also emphasized the fact that our appear

ance ahead of these three houses would merely be a continuation of the appearance

in previous offerings. I asked him to reconsider the situation, which he promised

to do and communicate with me today.

This afternoon we received from him the following telegram:

“Have restudied situation in view our conversation yesterday and regret

advise deal now in such shape impossible to make changes you suggest Stop

Am insisting you have special attention with respect selling allotment and

reserving right reconsidering your situation subsequent deals”

and responded as follows:

“Naturally regret conclusion but understand your position and deeply

grateful for your interest and your reservation for reconsideration with re

spect to subsequent business Stop In event situation affecting present deal
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should change to make possible Suggested changes sincerely hope you will

bear us in mind Stop Without wishing to make your life burdensome would

like to call to your attention today's offering New York Edison bonds in which

our name in advertisement, prospectus and registration statement preceded

other names having larger underwriting interests If it were possible to

effect this result in present Pacific Gas offering without necessarily changing

amounts of underwriting interests the continuity of appearance of names

would be preserved as in previous Pacific Gas offerings and we would greatly

appreciate it In other words from our point of view at the moment the ques

tion of appearance is really of more importance than amount Furthermore

from your point of view in the eyes of the public we have appeared in first

position for the past year as the company’s primary bankers My kindest

regards”

There is also in the file a letter in confirmation of the telegram. We should

discuss this situation with him at the first opportunity and prior to the next piece

of business.

S. A. RUSSELL.

FUTURE DIARY—APRIL 1.

To check up on when the next P. G. & E. financing may come along.

EXHIBIT NO. 1600–15

[From the files of Lazard Freres & Co. Letter from S. A. Russell to James B. Black]

APRIL 1, 1936.

Air Mail

Mr. JAMES B. BLACK,

President, Pacific Gas & Electric Company,

245 Market Street, San Francisco, California.

DEAR JIM : I heard a rumor today in the “Street” to the effect that you con

template shortly another issue of about $30,000,000 which, if true, I presume

covers the refunding of Great Western Powers, etc. However, whether or not

this is true the job will doubtless come along sooner or later. This prompts me to

refer to your telegram of February 27 last, in which you stated you were reserving

the right to reconsider our situation in subsequent deals. I certainly don't want

you to feel that I am on your back continuously, but needless to say, I would

sincerely appreciate it if you would exercise the right of reconsideration so indi

cated and would accomplish the objective for us as discussed in our telephone

conversation at that time.

You will recall in that conversation you were encouraging enough to say, as did

Mr. C. E. Mitchell when he talked to us regarding our position in the last piece of

business, that that particular deal and group constituted a more or less special

situation which did not set a precedent for future financing. I think I need not

again go into the reasons which prompt our feeling a sense of justification in

suggesting that you give this matter the reconsideration above mentioned. Suffice

it to say that we organized, under very real difficulties, the underwriting group

which sponsored the initial issue of last year and as you know lead the whole

procession of refunding operations and blazed the trail which was subsequently

followed by other national houses of issue. At one time or another in each of the

three operations of last year there was required real leadership, in the first

instance to organize the united support of the group and in the later instances to

maintain their support for new offerings at exactly the then existing market.

The manner in which those issues were handled served to build a very friendly

and cooperative dealer relationship which has contributed largely to the enviable

credit position now occupied by the Pacific Gas & Electric Company.

We placed a large amount of the bonds in retail distribution and there is no

question of our ability to handle as large a portion of your business as anyone

else. In the recent issue we could have placed a great many more bonds; in fact,

we not only took our selling group allotment but purchased additional bonds from

dealers and in the market, and wound up with a short position due to the require



CONCENTRATION OF ECONOMIC POWER 11659

ments of our clients which we felt compelled to meet so far as possible. Further

more, in our price views we were firm throughout in our Support of the manager

of the account, and in fact, were on the high side. -

In conclusion, may I express the hope that you will give this matter your

earnest consideration, whether or not the next issue is or is not imminent. With

kindest personal regards, I am

Yours faithfully,

, President.

P. S.—Since writing the above I am told the rumor referred to has appeared on

the ticker which presumably gives it some substance.

SAR/hbn

EXHIBIT No. 1600–16

[From the files of Lazard Frères & Co. J

APRIL 13, 1936.

Telegram

LN MR. RUSSELL:

My suggestions follow ur letter to Jim Black quote in our recent conversation.

U were encouraging enough to say that the last piece of Pacific Gas & Electric

financing constituted a special situation which did not set a precedent for

future financing and that U had reserved to yourself entire freedom of action

with respect to the order of appearance and the interests of the individual

underwriters in subsequent flotations.

It occurred to me, therefore, that U might wish to have before U, in handy

manner so to speak, our reasons for believing that we should have an improved

position so far as percentage amount of underwriting interests is concerned

and certainly an improved position in the advertising.

Prior to the recent issue we had definitely established ourselves in the invest

ment public's mind as the company's bankers. This was a natural result of the

successful flotation of three important refunding loans during 1935.

We organized under very real difficulties the underwriting group which spon

sored the $45,000,000 issue of March last year, which as U know led the whole

procession of refunding operations and blazed the trail which was subsequently

followed by other national houses of issue.

We believe that the terms which we obtained for the company were the most

advantageous obtainable at the time and under the circumstances in each case.

The first issue it is true moved soon after public offering to a substantial

premium, the group however would not have followed us to a higher price for

this issue and, as a matter of fact, it took real leadership to obtain their

united support for the terms realized.

The other two issues were offered exactly at the then existing market for the

outstanding 4S of 1964.

All three of the issues placed under our leadership met with a highly success

ful reception and the strong after markets which resulted contributed largely

to the enviable position which your company's credit now occupies.

We were also successful in building up a very friendly and cooperative

dealer relationship, the importance of which from your company's standpoint

you fully realized without emphasis on my part.

As far as retail distribution is concerned we were responsible for the place

ment among our own customers of blank dollars bonds at the time of original

offering, and of course were subsequently identified as a leading market and

distributing factor for all outstanding Pacific Gas and Electric issues unquote.

You will also probably wish to comment on your own identification with the

business previous to 1935 and the contribution which you and Lazard Freres

& Company made in preparation for last year's financing.

HARRISON, L. P.
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EXHIBIT No. 1601

[From the files of Blyth & Co., Inc. Letter from Charles R. Blyth to George Lieb)

For Inter-Office Air Mail Use Only

BLYTH & Co., INC.,

San Francisco, September 14, 1985.

Mr. GEORGE LEIB, -

New York Office.

DEAE GEORGE: I have read with pleasure more than once your letter of Septem

ber 6th and now I shall comment on certain points which you raise.

On the question of uniform submission of all proposed commitments by New

York to the Executive Committee prior to execution: I tried to write into the

Minutes of the last Executive meeting as near an expression of the Executive

opinion as I could phrase. I believe the statement is clear. If either Roy or I

have ever been unreasonable, I am sure by having that fact pointed out, we did

our best to mend our ways. There is no disposition whatever to hamstringing the

New York office, or any other office. I haven't the faintest fear that an opinion

out of New York, based on the combined judgment of, let us say, Leib, Mitchell,

Bashore, Hawes and Limbert, will ever subject us to any real risk of substantial

proportions. I think the combined market views of that group may or may not

be right, because I think New York's bankers as a whole have a way, at times, of

going completely hay-wire, resulting in judgment which is by no means as calm

and deliberate and unprejudiced as that which might originate from so distant a

point as San Francisco. But I do not believe the occasion will rise enough times

to even consider it. I think we should maintain our practice as is now provided

in our Manual, but I also think we should be perfectly willing to have exceptions

made by you from time to time when conditions prevent your doing otherwise.

There is no one more inclined to act independently of the Coast than I am, when

I am in New York, and I fully appreciate your feeling and I realize also the

necessity which occasionally arises to do that very thing. I believe there is no

difference of opinion between us, as to the functions of the Executive Committee.

It is of course a grand experience, particularly for you, to have Charlie Mitchell

reveal himself as such a congenial, cooperative, high calibre partner. We fully

expected him to be that, otherwise we wouldn't have asked him to join, but

expectations and realizations are different, and the latter means something.

Then too, your associate executives, I mean Gene, Stew, Lee and Loring, are

all blossoming out in a way which is probably a greater pleasure to us, if such a

thing is possible, than to them. It is great to see ability and character develop

ing in these men. This sounds as though they started without either, but you

know what I mean.

Your Revere Copper & Brass deal is, among other things, entertaining. Inci

dentally, I have before me a long letter written by Walton Moore to C. O. G.,

stating that John S. Logan of Kidder Peabody is his new son-in-law. That said

individual wants a position in Pacific Lighting business and is asking his father

in-law to solicit it from C. O. G. Among other statements is this—He (Logan)

understood that Blyth & Co. were heading an underwriting group and because of

some previous business difference between that firm and his, he did not anticipate

an offering to his firm to participate; that it would be a definite feather in his

cap if, through him, or his efforts, such an offer were secured. Well, I will pluck

that in the bud, so far as C. O. G. is concerned and I am only repeating it for

possible interest which it may have.

I assume Kidder will be included to some extent in the selling Syndicate, which

I told C. O. G. I thought would be done and I think he in turn will say to Walton

Moore that he has taken the matter up with me and he is hopeful we can get them

into the business. You are under no commitment to do this, but I assume in the

ordinary course of things it will be done anyway.

It will be interesting to see how much of a relationship we shall have with Mor

gan, Stanley & Co.

Fortunately we are under no pressure with reference to Hearst financing. I

quite agree with you that it presents a real problem. What we must specifically

appraise is what effect Mr. Hearst's death or incapacity, which, under a reasonable

assumption, would take place in a few years, will have on the $125,000,000 intangi

ble value set up in the Ripley report.

There are a lot of people who believe in Hearst and in the Hearst enterprise, as

is evidenced by the holders of some $40,000,000 Preferred Stock. I do not believe
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the proposed issue could be sold, if the interest rate was not well above the going

rate of an industrial like Armour, for example. I should think 5% would be the

minimum at this time for the issue, but I do not know whether we could sell it at

that. Anyway, you have as complete a picture of the whole enterprise in Ripley's

report as is possible to get regarding any business and it will be up to us to

employ enough brain power to decide whether the business could be done or not.

Allan Pope has been out here and I have seen quite a bit of him. Dean gave

him a lunch the first day he was here, inviting a few dealers; the second day I

had him for lunch alone. He came in yesterday, after returning from Los Angeles

on his way North and raised the question about his participation in Pacific

Lighting, about which I wired you. It is of no particular moment to me what I

tell him, but I hope I shall have some answer from you this morning So I can tell

him something.

I have your letter advising that Mr. Mathews will be in town presently. I

shall endeavor properly to handle him.

I saw a great deal of Jim Black while he was here. Allen gave him one of those

stuffed-shirt lunches, at which our “representative men” were there. But I

thought one was enough. Jim and I played golf one day and he was in the office

six or eight times, chatting over various matters. Nobody could be nicer, more

friendly, or more anxious to help, but as I said before, I think there is a North

American policy which interferes with any of them going to the extreme limit

which we would like. I think you can rest assured the joint management of

P. G. & E. financing will be a reality the next time, but it will be a reality as

much because of Stanley Russell's acquiescence as anything. I’Ossibly he realizes

that the real shooting is over for Some time to come and maybe now that the jem

has been removed from the casket it is all right to share the casket.

Frank Anderson was 72 years old on his last birthday. He is losing ground

rapidly, and I imagine won't last very many more days.

I have been having some very interesting preliminary talks with the American

Trust Company, about which no one knows anything except Roy. It is all too

nebulous as yet to do anything, but I will say it begins to look as if we might

move in. Please do not say anything to Odlum on this subject, if you should

happen to run across him.

I am in receipt of your letter of the 12th regarding the proposed make-up of

the Anaconda Syndicate, which is very interesting. I told Charlie when I last

talked to him on the phone that I was sorry we hadn't been a little more daring

and taken a $10,000,000 position in the Anaconda business, but he told me the

demands from others were such that certainly there was no chance of extending

ourselves and probably it is wiser anyway. I agree with you that is the most

important piece of business we ever did, particularly because of the hand-outs we

could give to our contemporaries and at the same time sit on top of the heap.

I shall advise A. P. and Dean of their interest and if any objections are advanced

I will endeavor to smooth them out.

I should think if the Los Angeles Gas financing materializes, which it should,

we can do much the same thing again and thereby build up some real obligations

to us.

Bob Miller is going East by plane Tuesday night. He goes first to Washington,

I think, but will doubtless be in New York for awhile. I haven't any particular

suggestions by way of having you adopt the same policy that I have adopted.

You know of course that Bob is subject to periodic changes of mind. He doesn't

mean to change any deal as agreed upon, but he does come forth with occasional

and sometimes a little pressing suggestions for modification. I haven’t definitely

got his agreement on the 2% point spread on the Los Angeles Gas Bonds, but I

have every belief that we shall get 2% points. I did not want to engage in any

discussions on this subject until the time comes and then I want to put it right

to him pretty directly that what we are asking is the fair and proper compensa

tion and not one which necessarily favorably competes with all others in similar

operations. I think Bob is entirely resigned to having us determine what indi

vidual firms are included in the group. For a time he seemed to take some notice

of who they were and perhaps Bernard was inclined to discuss individual houses

a little too much. It is quite natural that Bernard is at somewhat of a disad

vantage in dealing with Bob and C. O. G., whereas both of them are inclined to

accept Our Statements without a lot of conversation.

Best always,

CRB

H

CHARLEY.
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ExHIBIT NO. 1602

[From the files of The City Company of New York, Inc., in dissolution, formerly the National City

Company)

$25,000,000 Pacific Gas and Electric Company, First and Refunding Mortgage

Gold Bonds, Series F, 4%%, Due June 1, 1960

[Date released, July 28, 1930]

ORIGINAL TERMS PARTICIPANTS

Participa
Name tion %

National City Company (Manager)----------------------------------------------- 18, 125,000 32.50

Blyth & Co., Inc., New York-------------------------------------------- -| 5,000,000 20.00

American Securities Co., San Francisco---------------------------- - 4,062,500 16.25

H. M. Byllesby & Co., Chicago.-------------------------------- - 4,062, 500 16.25

E. H. Rollins & Sons, New York--------------------------- - 1,875,000 7.50

Peirce Fair & Co., San Francisco-------------------------------------------------- 1,875,000 7, 50

25,000,000 100.00

1 J. P. Morgan & Company and the First National Bank of New York each were given a one-quarter

interest in our participation.

Compiled from records of The City Company of New York, Inc., in dissolution (formerly The National

City Company).

$25,000,000 Pacific Gas and Electric Company, First and Refunding Mortgage

Gold Bonds, Series F, 4%º, Due June 1, 1960

DISTRIBUTING GROUP

City and State

Participa

tion

California Securities Co---------------------------------

Citizens National Co------------------------------------

Security First National Co------------------------------

Anglo California Trust Co-------------------------------

Crocker First Company----

National Bankitaly Co-----------------

Messrs. Tucker, Hunter, Dulin & Co ---

Dean Witter & Co--------------------- 0----

First National Co--------------------------------------- Atlanta, Ga--

Citizens & Southern Co--------------------------------- Savannah, Ga---------------------

Brokaw & Co------------------------------------------- Chºº, Ill--

Central-Illinois Co--------------------------------------

First Union Trust & Savings Bank

Foreman State Corporation

The Northern Trust Co----

Lawrence Stern & Co---------------------------

Whitney Trust & Savings Bank----------------

Alex. Brown & Sons----------------------------

Atlantic Corp. of Boston-----------------------

The First National Old Colony. Corp-----------

The Shawmut Corp. of Boston-----------------

Tucker, Anthony & Co-------------------------

United States Tr. Sec. Corp----------------

First Detroit Company, Inc.----------------

Guardian Detroit Co., inc

Banc Northwest Co--------------------

Wells Dickey Co---------------------

First Securities Corp. of Minn.--------

Commerce Trust Co--------------------

First National Co------------------

Mercantile-Commerce Co----------

Anglo-London-Paris Co----------

Bankers Company of New York----

C. D. Barney & Co---------------

Bonbright & Co., Inc.---

Brown Brothers & Co--

Chatham Phenix Corp-----

Chemical National Co., Inc.

Continental Illinois Co., Inc

Dominick & Dominick-----

Du Bosque, George & Co--------------------------------

Baltimore, Md.-------------------

Boston, Mass---------------------

i
º

i

§
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$25,000,000 Pacific Gas and Electric Company, First and Refunding Mortgage

Gold Bonds, Series F, 4%º, Due June 1, 1960–Continued

Participa
Name City and State tion

Eastman, Dillon & Co----------------------------------- 50,000

Field, Glore & Co., Inc.-- 50,000

Hambleton & Co., Inc.--- 50,000

Hemphill, Noyes & Co-- 100,000

Hibernia Securities Co., Inc.- 25,000

Ingraham & Ashmore, Inc. 25,000

Kean, Taylor & Co-------- 50,000

W. C. Langley & Co-------- ,000

Minsch, Monell & Co., Inc.-------------- 50,000

G. M. P. Murphy & Co------------------- 50,000

G. L. Ohrstrom & Co., Inc.-------------- 50,000

L. F. Rothschild & Co---------------- 50,000

Edward B. Smith & Co--------------- , 000

Spencer, Trask & Co---------- 75,000

Marine Trust Co. of Buffalo--- 50,000

First National Bank---------- 50,000

Hayden Miller & Co-------------- 50,000

Hord, Curtis and Co------------------------ 25,000

Mitchell, Herrick & Co--------------------- 25,000

The Union Cleveland Corp---------------- 50,000

BancOhio Securities Co--------------- 50,000

Cassatt & Co-------------------------- 200,000

Graham. Parsons & Co---------- 100,000

The Philadelphia National Co. 50,000

Thayer, Baker & Co., Inc.------- 50,000

First National Bank----------------- 50,000

Mellon National Bank---------------- 100,000

Peoples Pittsburgh Trust Co-------- ,000

The Union Trust Co------------------ 100,000

First Seattle Dexter Horton Sec. Co--- 50,000

Pacific National Co--------------------------- 50,000

First Wisconsin Company------------------------------- 50,000

5,625,000

Blyth & Co., Inc.--------------------------------------- New York, N. Y------------------ 3,875,000

American Securities Co San Francisco, Calif. _| 3, 148,500

H. M. Byllesby & Co., Inc Chicago, Ill------- 3, 148, 500

E. H. Rollins & Sons-------------------- New York, N. Y__ - 1,453,000

Peirce, Fair & Co----------------------- San Francisco, Calif 1, 453,000

The National City Co-----------------------------------|------------------------------------ , 297,000

25,000,000

Compiled from records of The City Company of New York, Inc., in dissolution (formerly The National

City Company).

ExHIBIT No. 1603

$25,000,000 Pacific Gas and Electric Company, First and Refunding Mortgage

Gold Bonds Series F, 41% ºo, Duc June 1, 1960

[Date released, January 12, 1931]

Participa
Name tion %

National City Company (Manager)--------- -------------------------------------- 18, 750,000 35.00

Blyth & Co., Inc., New York - 22. 50

American Securities Co., San Francisco 16.25

H. M.§. & Co., Inc., New York--------------------------- 16.25

E. H. Rºllins & Sons, New York.....III. 5.00

Peirce, Fair & Co., San Francisco------------------------------... 5.00

100.00

* J. P. Morgan & Company and the First National Bank of New York each were given a one-quarter

Interest in our participation.

Compiled from records of The City Company of New York, Inc., in dissolution (formerly The National

City Company).
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$25,000,000 Pacific Gas & Electric Company, First and Refunding Mortgage Gold

Bonds, Series F, 14%, Due June 1, 1960

Name City and State
Participa

tion

California Securities Co---------------------------------

Citizens National Company-----

Security First National Company

Anglo California Trust Co.------

Bankamerica Company---

Crocker First Compan

Tucker, Hunter, Dulin & Company

Dean Witter & Co- - - - ------------

First National Company----

Citizens & Southern Company--

Central-Illinois Company---------

First Union Trust & Savings Bank--

Foreman State Corporation.-------

The Northern Trust Company--

Lawrence Stern & Co

Whitney Trust & Savings Bank

Alex. Brown & Sons-------------

Atlantic Corporation of Boston----

The First National Old Colony Corp--

The Shawmut Corp. of Boston----

First Detroit Company, Inc.-----

Guardian Detroit Company, Inc.--

Wells-Dickey Co----------------

First Securities Corp. of Minn

Commerce Trust Company---

First National Company--------

Mercantile-Commerce Company--

Anglo-London-Paris Company----

Bankers Company of New York

C. D. Barney & Co----------

Bonbright & Company, Inc.

Brown Bros., Harriman & Co

Chatham Phenix Corporation

Chemical Securities Cor

Continental Illinois Company, Inc.--

Dominick & Dominick

DuBosque, George & Co---

Eastman, Dillon & Company

Field, Glore & Co., Inc.----------

Guaranty Company of New York

Hemphill, Noyes & Co----------

Ingraham & Ashmore, Inc

Kean, Taylor & Co-----

W. C. Langley & Co.

Lee, Higginson & Co

Minsch, Monell & Company, Inc.

G. M. P. Murphy & Co-----------

G. L. Ohrstrom & Company, Inc.

L. F. Rothschild & Co --

Edward B. Smith & Co--------

Stone & Webster and Blodget, Inc.--

Spencer Trask & Co------------

Marine Trust Co. of Buffalo

First National Bank

Hayden Miller & Company

Hord Curtis and Company

Midland Corporation.-----

Mitchell, Herrick & Co---------

The Union Cleveland Corporation.--

Banc Ohio Securities Company---

Cassatt & Company-----------

Graham, Parsons & Co

Janney & Compan

The Philadelphia

Thayer, Baker & Company, Inc

First National Bank-------

Mellon National Bank. ---

Peoples Pittsburgh Trust Co

The Union Trust Compan

First Seattle Dexter Horton Sec. Co

Pacific National Company------

First Wisconsin Company-------------------------------

Blyth & Co., Inc.----------------------------------------

American Securities Co

H. M. Byllesby & Co., Inc.--

E. H. Rollins & Sons, Inc.

Peirce, Fair & Co., Inc.------

The National City Company

Los Angeles, Calif.-----------------

O

Savannah, Ga

Chºº. Ill

Baltimore, Md.

Bºsº, Mass

Kansas City, Mo

St. Louis, Mo--

Compiled from records of The City Company of New York, Inc., in dissolution, (formerly The National

City Company).
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ExHIBIT No. 1604

[From the files of The Cleveland Trust Company]

EUGENE M. STEVENs,

Vice Ohairman.

BLYTH & Co., INC.

13.5 SOUTH LA SALLE STREET

Cable address : BLYTHCO

CHICAGO, April 14, 1936.

Mr. HARRIS CREECH,

President, The Cleveland Trust Company,

Cleveland, Ohio.

DEAR MR. CREECH : It was a real pleasure to see you again the Other day,

and to meet your associates again at luncheon. I am very grateful to you for

the time which you gave me and your courtesy to me.

I understand that you are proceeding with the exploration of the necessary

legal procedure in connection with the refunding of the capital debentures of

your bank held by the R. F. C. If, in connection with such investigation, you

desire to confer with our counsel, and will so advise me, I will be glad to arrange

lt. It does seem to me that from the standpoint of a banker, this is a very sound

Operation and I am convinced that my present firm is exceptionally well equipped

to handle such financing, and in a way which would be entirely agreeable to you

and your great institution. I can give you my personal assurance to this end.

I hope, therefore, that when you are ready to discuss this matter further, that

you will let me know.

With respect to the other matter which we discussed and the evident feeling

on the part of the Treasurer of the interested corporation, that the business of

the National City Company had been inherited by Brown, Harriman & Co., I

have this to say, based on advices I have had direct from Mr. Charles E. Mitchell,

formerly the head of the National City Company and the National City Bank,

who is now Chairman of our firm.

As a matter of fact, no New York firm has inherited the right to the National

City Company business. Brown, Harriman & Co. have in their organization a

number of former National City men, but Brown Bros., Harriman & Co., the

banking firm who started their investment banking business with a union of

former Brown Bros. and National City men, paid nothing to the National City

stockholders for the Company's good will, and have positively no claim of in

heritance. Other investment banking firms, also, are now manned by former

National City men, including our own firm—not only in New York but scattered

across the country. As I have said, Mr. Mitchell, the Chairman of our Board,

was formerly the head of the National City Company and of the National City

Bank, and is responsible for the development of the National City Company

from a three man personnel to a point where it had become the largest organiza

tion of its kind in the country, all of which was entirely under his leadership.

He, in fact, was ultimately responsible for the negotiation and consummation of

the pieces of financing which the National City Company did. It would definitely

appear, therefore, that if there is any claim for the National City business as a

heritage, that we could make such a claim—perhaps on better grounds than any

other investment banking firm.

I remember this point came up in our discussion and I am giving you this

definite information in regard thereto. I shall be glad to hear from you when

you have talked with Mr. Shea, or in case anything further develops along these

lines. I am always prepared to come to Cleveland at any time when you

would like to discuss any of these matters further.

With cordial personal regards, I am

Sincerely yours,

EMS.G

EUGENE M. STEVENS.

--------
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EXHIBIT NO. 1605

[From the files of The Cleveland Trust Company]

EUGENE M. STEVENS,

Vice-Chairman.

BLYTH & Co., INC.,

13.5 SOUTH LA SALLE STREET

Cable address : BLYTH CO

CHICAGO, October 14, 1936.

Mr. HARRIS CREECH,

Cleveland Trust Company, Cleveland, Ohio.

MY DEAR MR. CREECH : Is there anything new in the Firestone situation, about

which I have talked to you once or twice?

You will recall that I went down to see Shea in the latter part of July, and

he advised me that the whole matter was deferred, but with the implication

that he felt that he had certain obligations to another banking house, which I am

quite sure was Brown, Harriman & Company. This, you will remember, ap

peared to be based on Joe Ripley of Brown Harriman having sold Shea on the

idea that Brown Harriman had inherited the National City business. This, of

course, is not a correct assumption, as neither Brown Harriman nor anyone else

has ever paid a dollar to the National City Company for its good will. What

ever there was of inheritance, and certainly from the standpoint of the indi

viduals concerned, we should inherit the business more fully through Mr.

Mitchell and others in our firm than any other banking house.

Both Mr. Mitchell and I feel very strongly that we can make them a propo

sition as to terms and price which would be more advantageous to them than

they can obtain any where else, and the question with us is how to get this to

Mr. Firestone's personal attention in an endeavor to show him that we have

and can sell to the public a higher appreciation of the credit of his company

through our direct association with him. Mr. Mitchell or myself, either of us,

would be glad to talk to Mr. Firestone personally along these lines when it can

be arranged, and to make him a very definite proposition, if he is so minded.

It is a little difficult to do this by correspondence without a thorough under

standing of just what he wants. If he is still minded to use $40,000,000, I think

this can be arranged on a more attractive basis to him than we could have

talked last Spring.

I wenture to speak my mind freely to you, primarily, to learn what the pres

ent status of the situation is, and because I feel so strongly that we are in a

position to submit a proposition which would be distinctly to the advantage of

the company and to those interested in it, including yourself.

Cordial regards.

Sincerely yours,

EMS : WG

EUGENE M. STEVENS.

EXHIBIT NO. 1606

[From the files of Blyth & Co., Inc., Letter from George Leib to James Black]

FEBRUARY 21, 1935.

JAMES BLACK, Esq.,

% North American Company, 60 Broadway, New York City.

DEAR JIM : As you know, Elsey and the American Trust would like to have us

heirs to their sixteen percent interest in the Pacific Gas business. This, coupled

with our historic connection with the business, would appear to entitle us to head

this account, particularly in view of the fact that the old National City Company

has no heir (according to public statement of its President, James Parkins);

and further in view of the fact that even if there is a heir, the legacy has been

split between Brown Harriman and Lazard Freres.

Giving no consideration to Hock's personal feelings for Stanley Russell, the

following syndicate would seem to us to be the logical syndicate, and one in

which the interests of the Pacific Gas & Electric Company would be best served:
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Blyth & Co., Inc.----------------------------------------------- 29%

Brown, Harriman & Co--------------------------------------- 19%

Lazard Freres––––––––––––––––––––––––––––––--------------------- 19%

First Boston Corporation-------------------------------------- 7%%

E. B. Smith & Co---------------------------------------------- 71% W.

Witter & Company-------------------------------------------- 5%

E. H. Rollins & Sons–––––––––––––––––––––––––––––––––––––––––– 5%

In this account, you will notice that I have simply taken the old National City

percentage interest and divided it between Brown Harriman and Lazard Freres,

which is the only possible, fair treatment to be given to this situation.

As it is always necessary to give consideration to the practicabilities of situa

tions, and as we must give consideration to Hock's personal desire to favor

Stanley Russell and his new firm (Lazard Freres), I believe that the following

syndicate would give the Pacific Gas & Electric Company a good syndicate, and

would give the heirs to the National City Company business (if there are such

heirs) a tremendous increase in their percentage interest.

Blyth & Co., Inc.---------------------------------------------- 25%

Brown Harriman & Co---------------------------------------- 25%

Lazard Freres------------------------------------------------ 25%

First Boston Corporation-------------------------------------- 73% 7%

E. B. Smith & Co---------------------------------------------- 71% 96

Witter & Company-------------------------------------------- 5%

E. H. Rollins & Sons------------------------------------------ 5%

I believe that we represent the best balanced outfit in the syndicate. We have

our own wire and private telephones to Boston–Philadelphia–Cleveland–Chicago–

San Francisco—Los Angeles–Portland–Seattle. We use these wires and telephones

exclusively. No one else is on them.

We have nineteen offices, and we have one hundred and twenty-five salesmen.

We have a large dealer following as we trade daily with most of the important

dealers throughout the country.

Our historic connection with Pacific Gas & Electric Company dates back many

years, and we have not changed our identity throughout the past few years.

I believe that Blyth & Co., Inc. should head this syndicate. We appear to be

the logical selection from every standpoint.

I shall keep you advised of developments.

Sincerely yours,

GL.JD.

ExHIBIT No. 1607

[From the files of Blyth & Co., Inc. J

Western Union

DAY LETTER

FEBRUARY 15, 1935.

CHARLEs R. BLYTH,

Russ Building, San Francisco, Calif.:

Patterson states Frank Anderson talked to him in California about value of

California banking houses to California underwritings and deplored occasional

invasion of California business by eastern houses. Would it possible for you tele

phone him and solicit his advice regarding this business? Possibly Bernard could

telephone COG on same basis. I believe both these men would be flattered and

keenly interested helping us obtain senior position this business. Certainly it

would allow us say to Russell we would like delay for few days in order have ad

ditional conversations with Anderson and Miller and I don't think Hock would

insist upon closing if he knew those conversations going on between them and us.

Seems to us we have everything to gain by delaying for week or so and nothing

tº lose. Stop heading business and 37%% interest might be line along which we

should fight for week or so. Only person who must have speed is Russell. Will

advise you soon as we hear from Fogarty. Bashore sending you wire in few

minutes regarding banking ideas our 37% interest.

GEORGE LEIB.
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ExHIBIT 1608

[From the files of Blyth & Co., Inc. Letter from Charles R. Blyth to George Leib)

For Inter-office Air Mail Use Only

BLYTH & Co., INC.,

Mr. GEORGE LEIB, San Francisco, February 16, 1935.

New York Office:

DEAR GEORGE: I think there is little to add to what we have said over the phone

with regard to P G & E financing. I realize how difficult it is for you to visualize

exactly what has transpired, and I will say it came as a surprise to us, because

both Roy and I have attempted to keep in touch with Hock and thought he would

at least mention to us any intention he had in starting negotiations.

The fact is, he and Stanley are close buddies. He considers Stanley and not

the National City or anybody else the Banking agency which created the original

mortgage and has acted in the financial interest of the Company ever since. He

stated that to us yesterday and said Stanley knows more than any living person

other than himself, about P G & E financial matters. Hock also said, when We

urgently agitated our heading the business that he had gone too far now with

Stanley to reverse himself.

You know, and I do, that all of the directors of P G & E have encouraged Hock

to accept, and repeatedly placed upon him the full, unrestricted responsibility of

making his financial arrangements. With this background, naturally Hock

proceeded with Russell and while never intending to keep us out of the business,

on the other hand intending we should be substantially in it, he did propose to

proceed with the program quite considerably before advising us.

There is no sense whatever in being other than extremely cooperative and cor

dial with Russell. Any other policy would be highly unproductive of results.

What degree of value Lazard or any other single banking organization will be to

us in future accounts has no bearing on our attitude toward Russell in the

P G & E business, except of course I do not refer to the value of certain firms

against Others, whom we jointly (if a joint arrangement can be put across) will

invite into the business.

I have your wire and will do all I can in the way of including the names which

you suggest and I think without doubt we can fully talk over the program before

the individuals are definitely approached, at least that is true if Stanley and

ourselves are joint account as originators.

I fully appreciate your desires with reference to Brown Harriman and I am

sure they are right, but at the moment I am sure and we all are sure it will be

unwise to attempt to tell Brown Harriman how much we want them in the busi

ness, even though it is the honest truth, until we are definitely clear with Russell.

I may not hear from Russell today, but he is coming down to the country tomorrow

and will certainly have something further to say then.

I assume you are familiar with the work which Loring Hoover is doing. I refer

particularly to such things as the New England Fiber Blanket Company. Possibly

Loring is following this in the belief that the business might be of some interest

to some of us individually. That of course is wrong, because his activities should

be concentrated on business for the firm. This is a very small company, with a

declining record of earnings, engaged in a specialty business, which may or may

not be in process of being supplanted by some other kind of product. The very

size and general aspect of it is such that it would not lend itself to any sort of

public financing and if we were seriously to consider it, would take us right back

to the days when we were handling junk.

I have tried to write a diplomatic and understanding letter to Loring, stating

that we are rather indifferent to small operations, believing they present much

greater hazards than larger operations and that innovations are rather hard to

handle anyway. This subject is difficult to handle by correspondence and if you

could say something to him that will cause him to think we are not showering

him with wet blankets on every occasion, it may serve to not get him too discour

aged. I realize a man coming into this organization as he has, finds few immediate

opportunities to produce any real results and is therefore apt to clutch at all sorts

of straws in an effort to demonstrate his creative ability. I am returning the data

herewith so that, if you haven't seen it, you may look it over and you will know

more of what I am talking about.

Best always, CHARLEY.

CRB

EI
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EXHIBIT No. 1609

[From the files of Blyth & Co., Inc.]

Western Union

“DAY LETTER”

FEBRUARY 19, 1935.

CHARLEs R. BLYTH,

% Blyth & Co. Inc. 215 W. 6th St., Los Angeles, Calif.:

Just came from long talk with Jim Black. I clearly outlined our position in

whole matter stop Off the record Jim thinks Brown Harriman attitude com

pletely untenable. Fogarty out town. Sent you airmail letter this morning to

San Francisco regarding our views Harriman ultimatum which I understand Will

be delivered through Russell. Think we should handle wholesaling and Syndica

tion for joint account as we have facilities. Russell to handle negotiations with

Company. Think we should be able trade splendid deal with Russell regarding

appearance etc. because he certainly on weak ground not having single friend

in court except Hock.

GEORGE LEIB.

EXHIBIT No. 1610

[From the files of Blyth & Co., Inc.]

Western Union

“NIGHT LETTER”

FERRUARY 19, 1935.

CHARLEs R. BLYTH,

Russ Building, San Francisco, Calif.

I forgot to tell you that I told Brown Harriman yesterday that Russell had

told us he had an agreement with them under which he would handle all of

his own accounts. Sylvester said yes but the understanding was that if Hock

Wanted him to head account we were to have second position and equal per

centage with Russell. In other words these two without any consideration of

us simply took first two positions in business. It would serve them both right

if we went in there and insisted upon heading business ourselves and I believe

We could come awfully close to putting it over.

GEORGE LEIB.

EXHIBIT No. 1611–1

[From the files of Blyth & Co., Inc.]

Western Union

“DAY LETTER”

FEBRUARY 20, 1935.

CHARLEs R. BLYTH,

Russ Bldg., San Francisco, Calif.

Am...Sure several directors and large stockholders have doubts regarding ad

visability Lazard heading jointly Pacific business. In view fact we not encour

Aging these doubts thereby standing with Russell seems unbecoming for him

tell Brown he strongly in favor giving them second position but we standing

in Way. This results turning Brown against us. Reason Russell taking this

position is because he had agreement about which he did not tell us that if

Hock elected Lazard to head business then Brown was to have second position

with equal percentage interest. Russell playing game which is going to result

in Blyth sort of being enemy of everyone and Russell everyone's friend. Think

We should have immediate showdown with him and if he wants poison Brown's

ear we should know it. I again suggest if we are to have joint management

tº discussion be had with other houses and no telegrams be sent or shown

other houses without our joint approval.

GEORGE LEIB.
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ExHIBIT No. 1611–2

[From the files of Blyth & Co., Inc.]

Western Union

“DAY LETTER”

FEBRUARY 21, 1935.

CHARLEs R. BLYTH,

Russ Building, San Francisco, Calif.

Ben Clark told me last night of terrific trouble he has had with Brown on

their position in National Steel. Said he simply had to get up on hind legs

and fight otherwise would have been crowded out picture entirely.

I think time has come for us show our teeth and attempt take leadership

away from Lazard. Russell obviously trading in interests Brown and I be

lieve manly theory fight is only way to obtain proper recognition. Hock's and

Russell's position weak and ours strong. I know if we accept second position

we would distinctly weaken our position and if we accept third position would

be disgraceful and I for one would not be able hold my head up with my own

associates here.

LEIB.

ExHIBIT No. 1611–3

[From the files of Blyth & Co., Inc.]

Western Union

“DAY LETTER”

FEBRUARY 21, 1935.

CHARLES R. BLYTH,

Russ Building, San Francisco, Calif.:

Hock suggested possibility joint account which you and Roy accepted. Rus.

sell accepted this in its entirety as far as he was concerned and Elsey was

favorable.

Now after two days silence Russell comes back and suggests we take third

position.

Whole thing simply does not make sense and is insulting to our intelligence

and standing as a firm.

Have told all this to Jim Black and told him we simply cannot understand

picture. He is equally mystified. I have explained to him importance this

syndicate to company because unquestionably this is way syndicate will stand

for years to come. He agrees.

He is talking with Hock daily but so far personnel of syndicate has been

only vaguely discussed.

This is most important piece negotiation Blyth has had in years. If we

miss making game on this hand with all honors we hold then there is some

thing wrong with us.

LEIB.

ExHIBIT No. 1611–4

[From the files of Blyth & Co., Inc.]

Western Union

“DAY LETTER”

FEBRUARY 21, 1935.

CHARLEs R. BLYTH,

Russ Building, San Francisco, Calif.:

I have just returned from hour and half talk with Jim Black. I have just

sent following letter to him by hand:

Quote Confidentially this is syndicate which I think would be best from

standpoint both Pacific Gas and its stockholders: Blyth Lazard Brown each 25%
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first Boston and E. B. Smith 7% 7% each and Witter Rollins each 5%. I believe

we represent best balanced outfit in syndicate having own wires and private

telephones to Boston Philadelphia, etc. which we use exclusively. We have 19

offices and 125 salesmen. We have large dealer following throughout country.

Our historic connection with Pacific Gas dates back many years. I believe We

should head syndicate as we are logical selection from every standpoint. Shall

keep you advised developments. Unquote. I

JEIB.

EXHIBIT No. 1611–5

[From the files of Blyth & Co., Inc.]

Western Union

“NIGHT LETTER”

FEBRUARY 22, 1935.

Roy L. SHURTLEFF,

% Blyth & Co., Inc., Russ Building, San Francisco, Calif.:

Situation now at impasse with each banker refusing give way. Therefore Hock

must settle positions and interests after consultation his directors and important

stockholders.

Jim Black has written to Earle who represents them on board. Miller will

certainly go to bat for Bernard and us. Therefore we have two largest stock

holdings on our side also we have right on our side.

Think we should again tell Elsey possibly through Toms and Lockhead that

as most important western house doing business with his bank we naturally

Cxpect him stand with us. Then you should see Anderson again explain our

p0sition and explain exactly what Lazard trying do to us. Anderson has always

been strong for western banking houses against eastern interests.

Do not believe Hock will again go against North American and Miller interests

as he did When he cut dividend. Am confident we here can hold North American

steadily with us if you fellows on coast can hold Miller and possibly some of other

directors. It looks like cinch to me.

Have no concern about Brown dropping out. They will not do so regardless

of whether they have first or third position. It is purely bluff. Naturally Russell

could gain their gratitude if he can crowd them in second position. However

º says it is going to be our way and no other way Russell's skirts are

Cleared.

It is time for Hock to take leadership. Please show this to Bernard.

- GEORGE LEIB.

EXHIBIT No. 1611–6

[From the files of Blyth & Co., Inc. )

Western Union

“DAY LETTER”

FEBRUARY 22, 1935.

BERNARD W. Ford,

2135 Ralstom Ave., Burlingame, California:

Delighted hear you in the fight. I know you will be firm as Rock Gibraltar

and trade hard.

We have big hand Bernard and as winning poker player of years' standing

I know you will not let them bluff you out with such a hand. We have every

thing to gain and nothing to lose so go to it old boy.

Am sending you another telegram which you might like show to Cog Roy

and possibly one or two Pacific Gas directors. I do not see Lazard or any

of the eastern bankers doing any real work in support of utilities.

Love to Marion.

GEORGE LEIB.

124491–40—pt. 22—21
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EXHIBIT NO. 1612

[From the files of The First Boston Corporation]

[Copy]

FIRST OF BoSTON CORP., WIRE DEPT. No. 1.

Woods, LA., Mar. 23, 1935.

Have just finished long harangue Stanley Russel who has been in contact

Baur by Tel and Tel Stop He presented Addinsell with same arguments he

gave us L. A. and while not so belligerent certainly will put up strong argument

for position ahead Brown Harriman. Will surely contact Bauer by telephone

today. Subsequently Joe Ripley called up and came over and we gave him

usual song and dance referring him to Bauer but asked his impression of under

standing with Stanley vis a vis business formerly participated in but not

headed by City Co. Stanleys statement to Harry and me today exactly opposite

R pleys understanding. This for your information when feathers start to fly

on Monday. We will be ready submit Monday after Bauer rings bell first ten

or twelve names of group but should know just how Bauer feels about posi

tion of Blythe. Your wire regarding Howe just arrived. I talked Snow this

morning who primarily called to object to being cut down to ten percent which

information he got over telephone from Howe. I told him nothing. Regarding

possibility their being upped or participating formally in discussions make up

of syndicate. No one here has much patience this idea particularly latter.

As matter of fact great question our minds whether they should have ten per

cent. I will be at farm tonight leaving office shortly home at three p. m. but

you could call me eight thirty our time Lebanon New Jersey 32 repeat Lebanon

N J 32. Can you get idea Bauer whether he will want Smith name ahead

of Brown and/or Lazard. Personally dont see why unless Bauer insists.

GEORGE RAMSEY.

RL. UPPED.

EXHIBIT NO. 1613

[From the files of Blyth & Co., Inc.)

harge to : Blyth & Co., Inc., 120 Broadway.

Western Union

“DAY LETTER”

IBERNARD W. FORD, FEBRUARY 22, 1935.

2135 Ralston Ave., Burlingame, California:

Apropos our conversation yesterday Loring Hoover in Washington with

Fogarty and other utility executives in fight on Rayburn bill.

Plan now is to have another bill introduced which will be moderate and

proper and then Blyth & Co. will immediately organize dealers of country to

approach people to whom they have sold utility securities to wire their Senators

and Representatives to favor this new bill. Believe we can put seventy-five

thousand telegrams in Washington within twenty days by this method our data,

letters to dealers, etc., now and we going to it tooth and nail.

Utilities have been our best friends and it certainly is time for us give

them complete support.

Confidentially tried, organize I. B. A. but encountered usual vaccillation

inertia and timidity, so we are going it alone.

Best always.

GEORGE LEIB.

ExHIBIT No. 1614–1

[From the files of Blyth & Co., Inc.]

SAN FRANCIsco, CAIF., February 25.

GEORGE LEIB,

Blyth & Co., Inc.:

Hock called on Cog Saturday Stop Deal not closed and will not several

days Russell evidently told Hock only two could head business which I inter

pret mean have top line advertising told Cog this was not so that three can have
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top line position but that we want it and that it is very important for us Stop

Discussion of capital arose and Cog has asked me to determine Lazard Freres

capital wants information by two our time Tuesday Stop Am confident our

position improving.

FORD.

HXHIBIT NO. 1614–2

[From the files of Blyth & Co., Inc. I

MARCH 4, 1935,

Leib bin gas synd rounding into shape nicely has been agreed Lazard BH

Blyth head biz on first line in east and Lazard Blyth and BH in west step Rus

sell now discussing with Hock inclusion of Witter Rollins and psbly Byllesby

* * * * * * * will cut the three major participants proportionately we are

to be given courtesy inviting Dean Witter in and posbly Rollins. They are

aiming complete registration statement Tuesday altho directors hw not yet defi

nitely decided on a deal nor whether if there is a deal it will be serial or long

term 4s our prviews on latter did not prevail and discussion with company has

been on basis offering price 97% stop this is OK because it tends force them

toward the serial which we much prefer Russell unwilling talk yet regarding

synd so that points in Bashores wire will pbly have to be taken up with him

when he arrives East which will phly be end of week shurt bs.

EXHIBIT NO. 1614–3

[From the files of Blyth & Co., Inc.)

MARCH 4, 1935.

BASHORE, bn :

Russell enroute N. Y. so no further PGE. negotiations here Beckett advises has

mailed prospectus registration statement to you we have one here stop came no

Conclusion re synd with Russell so matter must be ironed out in N. Y. with Jack

Harrison Russell foned Saturday had recd wire from Harrison questioning if

Our activity in pub util bill wid not affect our standing in PGE synd stop seems

ºnious to me but you mite check Harrison as to what he had in mind Shurt

ExHIBIT NO. 1614-4

[From the files of Blyth & Co., Inc.)

MARCH 5, 1935.

LEIB, B. N.:

Gas synd now, I thk, finally set, altho bonds have not yet been bought. The

major participants have given up proportionately to include others. Synd

now is LF, BH and Blyth each 20 pct. First Boston Smith 10 pct. Stop Wit

ter, Byllesby Bonbright and Rollins each 5 pet. Understand Hock has agreed

tº above. Stop We had opportunity protest Bonbright but after Hock Brown

Harri and Lazard had approved so we thot best not protest. Stop We invited

Witter this morning. Stop Bonbrights man Mitchell getting invitation today

from Russell in our joint names.

SHURT BS. . B.

ExHIBIT No. 1614-5

[From the files of Blyth & Co., Inc.]

LETR, BN MARCH 14, 1935.

Pac. Gas & Elec.:

It was agreed by Russell and myself that there was to be a three way heading

ºf Pac. Gas Elec. business althothere was no concrete definition of what heading

*Copy illegible.
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meant. Stop I understand it meant equal management and equal voice in

Selection of participants, determination of price, and the amounts withdrawn

by each original underwriter for retail. No memorandum was made on the

subject however.

SHURT B.S.

ExHIBIT NO. 1614–6

[From the files of Blyth & Co., Inc.]

PRIVATE WIRE–OUTGOING

BLYTH & Co., INC.

MARCH 14, 1935.

SHURTLEFF, B.S.:

Was any management fee to Lazard discussed. We have not taken this up yet

but will unquestionably do so tomorrow. L

FIB.

ExHIBIT No. 1614–7

[From the files of Blyth & Co., Inc.]

Private Wire

MARCH 14, 1935.

SHURTLEFF, BS:

Apparently difference opinion between you and Russell who states three-way

management never discussed except as regards original offering to Smith First

Boston Bonbright Witter. We offered Witter five percent interest in name

Lazard Brown ourselves and Russell, made same formal offering in same names

to Sid Mitchell for Brown. Due to misunderstanding Jack Harrison offered

ten percent interest to First Boston Smith in name Lazard alone Russell says this

will be immediately corrected.

I explained to Russell my understanding right along has been Lazard to have

management mechanics account but three-name offering to any banking and

selling groups which may be formed. Russell states this method offering was

never raised and further this method joint management never discussed with

Brown and that his understanding clearly as follows:

Lazard to handle mechanics and send out buying and selling group participa

tions over their own name acting as managers for entire group.

We are going to have syndicate meeting in morning so please let me have your

understanding today.

LEIB.

EXHIBIT No. 1614–8

[From the files of Blyth & Co., Inc.]

PAC GAs & EL.

LEIB, BN:

No management fee was ever discussed or agreed to for Lazard. Stop. Re

3 way management I cant add anything to my wire of yesty. Part of conversa

tions were with Blyth Has he any other slant on it?

SHURT, B.S.
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ExHIBIT NO. 1614–9

[From the files of Blyth & Co., Inc.)

NEW YORK SAN FRANCISCO

CHICAGO LOS ANGELES

BOSTON SEATTLE

PHILADELPHIA PORTLAND, OREG.

ATLANTA LONDON

FOR INTER-OFFICE USE ONLY

BLYTH & Co. INC.

120 Broadway

Cable address : BLYTHCO

NEW YORK

SAN FRANCISCO, March 28, 1935.

Mr. GEORGE LEIB,

New York.

Mr. EUGENE BASHORE,

New York.

MY DEAR GEORGE AND GENE:

Subject: Pacific Gas & Electric Co. syndicating in San Francisco.

This is of course a post-mortem, but as a matter of interest I would like to

know just how Lazard selected its San Francisco dealers. It is not so much

their sins of commission which I object to, but their sins of omission. The

dealers whom they included were all right, but they only picked 14 of them, and

apparently completely ignored our syndicate list. Had they set about making

the Pacific Gas & Electric Company as unpopular as possible amongst the dealers

in its own territory, they could not have succeeded better.

About a month ago I wrote to Mr. Hockenbeamer and suggested that for the .

good of public relations, he might consider it advisable to see that San Francisco

dealers were pretty well taken care of. I guess Hock didn't consider it of cnough

importance to take up with Lazard Freres. The unfortunate part is that the

Company is now engaged in fighting several bills in the legislature, and has asked

San Francisco Security Dealers to help them. You can imagine with what

enthusiasm this request will be answered, when the majority of dealers got no

bonds at all.

I assume the First of Boston will not make a similar error in the Edison busi

ness. You might, if you have an opportunity, talk to them well in advance, about

a syndicate list. They will probably have fully as good a list as ourselves because

they are currently in touch with dealers, which Lazard Freres were not.

One other thing in connection with the Edison, I think it will not be the tre

mendous sell-out that Pacific Gas & Electric was. Edison, in the past, has not

had as good a credit as Pacific Gas, and I think the price and coupon has stretched

this credit just a little. However, this is a very rash prognostication, because

no one knows what the market will be 30 days hence.

[Signed] Roy.

ROY L. SHURTLEFF,

RLS

HKE

ExHIBIT No. 1614–10

[From the files of Blyth & Co., Inc. Letter from Eugene Bashore to Roy L. Shurtleſ")

APRIL 2ND, 1935.

Mr. Roy L. SHURTLEFF,

San Francisco Office.

MY DEAR Roy: I have had so many complaints from all directions on the way

the wholesaling of the Pacific Gas & Electric issue was handled that were it

Tºot for the fact that everyone has complained, I should feel that it was badly

done. I am personally responsible for whatever Blyth & Co., Inc. did or failed
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to do in connection with the wholesaling and hence must answer for the

complaints.

About a week before the offering, and without prior notice, I was invited late

one evening to have dinner with Jack Harrison of Lazard Freres & Co., and

Harmon Brown of Brown, Harriman & Co. at the University Club to talk over

preliminary arrangements for wholesaling. I suspected that this might be our

only shot at wholesaling and so took with me letters and memoranda from all of

our offices suggesting dealers whom we wished to have included. I did not, how

ever, have suggestions from your office, but was at no particular disadvantage

because of this.

We worked until 3 o'clock in the morning on the list of dealers and while

Brown, Harriman had pet dealers in various localities, our suggestions were by

far the most numerous. At the start we tried to set up amounts of bonds, but

We realized these figures required considerable adjustment and so the net effect

was largely the notation of the dealers who should be offered and an indication

about the amount which they should have if bonds were available. A totaling

of these rough figures indicated that we were over by several millions of

dollars.

Subsequent to this meeting, suggestions which came to me from our various

offices or dealer men or by direct application of dealers, were referred to Lazard.

Some names which we suggested were not offered bonds at all, and others were

severely reduced as they had to be from the preliminary figures which had

been set up.

When we came to the San Francisco territory, Jack Harrison said that

Hockenbeamer had advised that he wished to determine the amounts of bonds

to be placed in San Francisco and the dealers with whom they were to be

placed, making particular note of Cavalier, Mark Elsworthy and Schwabacher.

This statement of Hockenbeamer's interest in the San Francisco wholesaling

came third handed and I am not sure just what was the extent of his interest

in it. I gave Jack Harrison a brief characterization of each of the various San

Francisco dealers and made a particular request for some of our friends, but

it was considered that the San Francisco list would be prepared only under

Hockenbeamer's supervision.

On the day before the offering I attended a meeting at Lazard's office at which

the final arrangements were reviewed. A list of allotments to dealers was avail

able for our inspection with the notation that it was too late to make any changes

as the amounts had been filled in on Selling Group letters which were then ready

for mailing. I made only a cursory examination of the list.

I haven't any particular criticism of Lazard's handling of this business and

believe they did it from their viewpoint about as we should have done it from

ours had we headed the business. That is to say, they courteously invited sug

gestions and showed every disposition to cooperation, but in the final analysis

made the allotments to dealers in a manner that paid reasonable respect to

the wishes of their associates, but primarily served their own purposes to an

extent not inconsistent with the general good of the deal. If the wholesaling in

the San Francisco territory was not in accordance with the best interests of the

company, Hockenbeamer himself must be responsible for this for he had some

thing more than a mere veto of what was done.

The Pacific Coast territory, contrary to your preliminary understanding, was

not handled any differently than the New England or any other territory. We

were not joint managers of the account, we did not participate in making allot

ments to dealers, but we did submit suggestions of dealers that should be offered

and designated their importance or ability to distribute. Our own syndicate rec

ords are in no better shape than Lazard's. Everyone registered as a dealer

whether engaged presently as a broker or as a dealer in municipal bonds claimed

a right to participate and these requests amounted to a deluge in the midst of

which some worthy dealers were ignored, others not entitled to it received par

ticipations and the amounts finally alloted were perfectly screwy.

Very truly yours,

EB : AH
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EXHIBIT No. 1614–11

[From the files of Blyth & Co., Inc. Letter from George Leib to Itoy L. Shurtleff]

APRIL 3, 1935.

Mr. Roy L. SHURTLEFF,

San Francisco Office.

DEARROY: I was very much interested in your letter of March 28th regarding

the "mishandling” of the Pacific Gas Syndicate by Lazard Freres.

I am having lunch with Jim Black either today or tomorrow, and I shall

simply show him your letter.

Post-mortems are, at best, unsatisfactory, Roy, but I still believe that we

could have headed this business had we stood pat, because I do not believe Hock

is strong enough to have forced Lazard Freres into first position over the pro

test of Jim Black and C. O. G. It was such a completely illogical selection.

Jim Black was tremendously surprised that we did not head the business

jointly, because he practically gave instructions to Hock that he would like to

have it this way. He asked Hock why we did not, and Hock put on that silly

Smile of his and said “Well, Stan Russell simply won out.” Jim then said to

him "G. D. it, who was running the Company—you or Stan?”, to which query

Hock did not answer.

I am sure you all appreciate that Hock has further weakened his position

by his silly actions in this financing—that is, weakened his position with the

North American crowd back here.

When I explained to Jim about the 4 of 1% which Russell was cutting out of

the situation for himself, he was amazed.

Needless to say, at the very first meeting we had back here, Russell and I

had an open and complete disagreement; so after that Charley attended the

meetings and I retired.

Jim Black is completely sympathetic to us, and has told me that his mind is

lefinitely open as to who shall head the next syndicate. I really believe that

iſ Jim Black and C. O. G. will bring pressure on Hock we will head the next

Wudicate, and I believe that they are both willing to bring that pressure.

I would suggest that Bernard show to C. O. G., in confidence, copy of your

"tter of March 28th addressed to Gene Bashore and myself. -

... I would also like to say that Hock is definitely “on his way out”, and that

*may well be that he will be more or less retired to Chairmanship on the Board

by the time the next issue comes along. Let's keep up the good fight. We are

ºutitled to this leadership by every yardstick, and I am convinced that if we

"not obtain it, it will be simply our own fault.
You will be interested to know that the thing on which Stan Russell and I

locked horns was the subject of joint management. I said that I clearly under.

that we were to manage jointly with them and Brown Harriman, whereupon

Russell looked me coldly in the eye and said that we were not entitled to that

Pºsition because we were not a house of issue, and that we were not so regarded

by several of our good friends in San Francisco.

Of course, I disagreed violently on this subject, and expressed myself as being

ºbsolutely certain that we are a house of issue. Charley adopted (and I am sure

"rrectly) a more temporate attitude, and kept the situation from breaking wide

"Pen . However, I sort of have a feeling that if it had broken wide open, we would

*ſe finished up with joint managership.

am sure that Stan Russell undermined us with Hock, and through Hock with

d Elsey, by telling Hock that we are not regarded as a top house here in

the east, and that they would belittle the dignity of the Pacific Gas business to

have us head it. In my own mind, that completely explains the about-face which

*made by Fred Elsey. I think some work must be done with Elsey to disabuse
his mind. Surely, it would have been more dignified for the Pacific Gas

business to have been headed by Blyth & Co. than by a bunch of who

* Completely unknown in the investment banking field, and who only occupy

**peculative position in international finance.

All of which is water over the dam. The thing to aim our sights at now is the

*t issue. Loring Hoover and I will do our share of the work with the North

American Company back here, and I know you, Charley and Bernard will do

Yºur share on the Coast. Let's go after it cold-bloodedly, and we will win—and
We will also show Stan Russell whether or not we are “a house of issue.”
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As you can certainly gather, I have no friendly feelings toward Stan Russell.

He is never going to give us anything. He has hit below the belt, and has broad

cast his opinion in our home town of Blyth & Co's standing, and what he

considers to be Blyth & Co’s lack of capital.

On this subject, Charley had a most Satisfactory talk yesterday with Potter,

of the Guaranty. Charley discussed our capital position with him (it came up

accidentally) and asked Potter's opinion as to whether or not we should ask some

more capital into our business. Potter recommended definitely against it, saying

we had ample capital, in his opinion, and that he would recommend that we

just retain our earnings and let our capital grow in that way. Incidentally, he

assured Charley that we are going to be in the new Bethlehem Steel business, in a

substantial way—that is, if his (Potter's) influence can put us in ; and Charley

and I are both sure that it can. All in all, it was a most satisfactory interview

with Potter, and Charley was in high spirits last night, as was your old associate.

G.L.JD.

GL.JD.

P. S.—I am sure Bernard will be interested in this letter.

EXHIBIT No. 1614–12

[From the files of Blyth & Co., Inc.)

PRIVATE WIRE-OUTGOING

BLYTH & Co., INC.

MAY 31, 1935.

SAN FRANCISCO OFFICE:

If Shurtleff out reach him wherever he is and get answer race.

Shurtleff, BS:

Sierra & San Francisco jumped 2% points today. Stan Russell just called up

and said inquiry came from Weeden. I told Stan the truth which is that Hock is

up to something but I don't know exactly what. Stan asked me shoot you race wire

and ask if you know any recent developments and do you think he should get out

there. Please race answer as I am leaving office in about five minutes.

LEIB.

ExHIBIT No. 1614–13

[From the files of Blyth & Co., Inc.]

MAY 31, 1935.

FL Leib BN tell Stan that Hock is preparing new issue & expects to call

Sierras San Joaquins & Midlands Thk advisable Stan to come out here but not

to tell Hock we have suggested it.

Shurt B.S.

ExHIBIT NO. 1614–14

[From the files of Blyth & Co., Inc.]

JUNE 4, 1935.

LIEB BN:

Result Stanleys talk with Hocknebeamer appears be that if our group gets

bonds we will handle at two points profit and Blyth will be Pacific Coast man

agers with a ratable split in management fee Stop Believe Hockenbeamer will

do business our group although he has registration statement all prepared with

no underwriters in it which if filed that way would result in swarm of com

petitors attempting buy business and would react unfavorably on old under

writing group Stop We urging Hock and other directors not allow statement

to be filed in this form although June 7th is date of filing and very little time

to effect change Stop Pelieve advisable yet get eeeperatień NHA peeple as

this seems unnecessary slap at underwriters and undignified method of inviting

competition.

SHURTLEFF BS.
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EXHIBIT No. 1614–15

[From the files of Blyth & Co., Inc.]

LEIB BN:

Gas deal all set. We pay 102 with market out clause with provision that if

we can sell at higher 104 we get the extra up to one half Stop Synd same as

before excepting Witter upped 2 percent and First Boston and Smith cut 1 pc

Stop If we get too much adverse kickback on this cut we will have to cut the

three principals each one-half and First Boston and Smith each Stop We

are to be coast managers of account with first position coast advertising

Stop Will handle all coast syndicating and east must give up sufficient bonds

to satisfy California dealers Stop Will share in management fee but haven't

yet been able get Stanley down to rate of sharing Shurt BS.

ExEIIBIT No. 1614–16

[From the files of Blyth & Co., Inc. Letter from George Leib to Charles R. Blyth.]

JUNE 7, 1935.

Mr. CHARLEs R. BLYTH,

San Francisco Office.

DEAR CHARLEY: Apparently the Pacific Gas business is a “tragedy of errors.”

After your, IRoy's, and my talk, I have stayed carefully away from Jim Black,

as I thought it would be unfair to in any way attempt to influence the North

American Company against Stanley Russell's leadership. I had a feeling, how

ever, that Jim Black was working on Hock because I knew the way Jim felt

OVer the last issue.

When Stan offered us western management and a part of the management

fund, I was certain, in my own mind, that the North American crowd had sug

gested to Hock that we be given joint management, and that Hock had told

Stan such must be the case—and Stan, quickly realizing that something must

be done, had offered us western leadership and a portion of the management

fund (percentage not discussed at that time): and when we accepted this ar

rangement, he went back to Hock and told him that we were perfectly satisfied

With what he had done.

Now, giving us the west and keeping the east, to the uninitiated, would appear

to be a 50–50 break; but we all know that such is not the case. It is about an

80–20 break. I immediately sent the enclosed wire to Roy, but apparently it

had no effect because Roy accepted a one-third interest in the management fund.

During this time, I have stayed completely away from Jim Black, as that was

the spirit of our understanding. Jim Black called up this morning and asked

me if we had gotton the joint management which apparently he had vigorously

suggested to Hock. I said “no,” that we had been offered by Stan the western

leadership and one-third of the management fund, and that we had accepted it

simply because we were not in a position to trade with the Company against

Our Partner.

Jim said that was not what he had suggested to Hock. He said he had sug

gested joint management throughout the country, with equal rights. I said,

"Jim, I am not in a position to ask for anything. All I can tell you is this:

We will go ahead on the present arrangement unless Hock instructs the Banking

Syndicate that the management shall be joint throughout the country and that

all interests between Lazard Freres and Blyth & Co. shall be equal. If that

suggestion is made, then we will of course acquiesce; but I want to go on record

now with you that Blyth & Co. is not asking for anything.”

Jim understands and appreciates our position, and he further expressed their

appreciation of the cleanness of the stand that we are taking. Whether or not

he will discuss this matter further with Hock, I do not know. At any rate,

I shall do nothing back here which would in any way embarrass Lazard Freres.

Sincerely yours,

GL.JD.

P. S. I do think we should have at least traded and obtained one-half of

"ºnement fund, as our interest in the business is so obviously 50–50.
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ExHIBIT No. 1614–17

[From the files of Blyth & Co., Inc. Letter from George Leib to Charles R. Blyth.]

AUGUST 20, 1935.
Mr. CHARLEs R. BLYTH,

Lake Tahoe, California.

DEAR CHARLEY, BERNARD AND Roy : Yesterday I went to lunch with Jim

Black, and we had an hour and a half discussion on the subject of the coming

Pacific Gas Financing. It was very opportune as Jim is leaving for California

[Omorrow.

I reviewed in detail the
negotiations incident to the first Pacific Gas issue.

I reviewed the
misunderstanding regarding the joint

management of the first

issue; namely, that Blyth had understood that it was to be a joint
management

account, and Russell had understood that it was to be managed solely by

Lazard Freres.

Incidentally, Jim said (off the record) “Had you stood pat, the worst that

would have happened to you would have been joint
management”. Jim also

went ahead and said “For the life of me, I cannot understand how they ever

gave Lazard Freres the
management of this account,

particularly with all of

Blyth's friends in San Francisco, such as

COG-Anderson—Chickering, etc.

I explained to him how
Hockenbeamer had simply railroaded it through, and

how
Hockenbeamer apparently had controlled Fred Elsey. I also explained to

Jim my personal belief that Stanley had questioned our capital position with

Hockenbeamer, Elsey, etc. in California, and had also broadcast an opinion to

them that we were not a “house of issue”. -

Jim told me that when
Hockenbeamer was back here on the first issue, he

had a very frank and blunt talk with him which he was sure had indicated

to
Hockenbeamer his own surprise at the way the financing had been handled.

We then went into a discussion of the Second Pacific Gas & Electric issue.

Jim told me that neither he nor Fogarty ever told
Hockenbeamer to do any

thing—that all they ever did was to suggest. However,
Hockenbeamer had

always been amenable to suggestion. He inferred that which I know to be a

fact; namely, that in several telephone
conversations with

Hockenbeamer, he

had suggested the possibility of Blyth jointly managing the new business with

Lazard Freres.

I then explained to him that
Hockenbeamer must have told Stanley this was

what he
(Hockenbeamer) wanted, because Stanley suddenly rushed into our

office one day and said that due to the fact that we were such good fellows,

and had been so helpful to him in the Pacific Gas account, he was going to

let us head the business on the Pacific Coast, and give us an interest in the

override charge which was afterwards agreed upon at one-third for Blyth & Co.

I told Jim from my personal knowledge of Stanley, I did not believe he

operated along such broad lines, and that I personally believed that, realizing

that the company wanted joint management, he had made a quick deal with

us on a less than a joint
management basis, and then had gone back and told

Hockenbeamer that we were perfectly happy and satisfied with the deal as

outlined. In other words, I do not believe that Stanley ever told us that which

the company told him ; namely, that they would be pleased to see joint
management.

I explained to Jim how, in the second Pacific Gas issue, we had gone to Stanley

and told him to get on the train and get out there as the issue was well along

toward registration and the company was irritated at the banking syndicate, all

of which was complete news to Stanley.

I explained to Jim how perfectly ridiculous it was for Stanley Russell to head

the Pacific Gas business when his firm has not an office west of New York.

Jim asked me what I thought of Lazard Freres' price ideas, and I said that nat

urally with a small
organization it was necessary to buy as low as possible in

order to insure salability of the issue in
professional quarters. I explained to him

that our own price ideas of western securities were always high, and gave as an

example the recent controversy on the price of Southern California Gas, when we

were perfectly satisfied with a price of 101% and certain other eastern houses

felt that par was the top
price—incidentally, our price judgment was vindicated.

I told Jim that the first issue should have been headed by Blyth & Co., and I

thought that all the houses on the Coast felt the same way. I told him that I felt

many men of standing on the Coast were surprised when Lazard Freres headed

the business and Blyth & Co. took second place.
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Jim said he would like to check up with Some men such as I had in mind, and

I suggested that he talk with C. O. G. Miller, Ken Kingsbury, Frank Anderson,

Allen Chickering, and W. H. Crocker. Jim dropped the remark that he would

certainly discuss it with Ken Kingsbury if he had a chance, as he had a high

regard for his cool nose judgment. (I think it might be well worth while to give

a little lunch for Jim Black at the Pacific Union Club and let him sit next to Ken

Kingsbury and possibly let Ken know in advance of this conversation with Jim

Black).

I told Jim that if we accepted our position in the second Pacific Gas & Electric

syndicate for one more Pacific Gas issue, then it would be most difficult to change;

and that any change which the company felt should be made should be made in

the next issue. Jim asked me what I wanted, and I said this :—

My own personal view is that Blyth & Co. should head the business. However,

in view of the original mistake made by Hockenbeamer, which placed Lazard

Freres at the head of the business, I do not think we would be willing to have

Lazard Freres thrown out of the leadership east and west. It would be a serious

blow at their firm's prestige, and would be a serious blow at Stanley Russell per

sonally—just as Hockenbeamer's unwillingness to have Blyth & Co. head this

business was a serious blow at our prestige both individually and as a firm.

I told Jim I did feel that a great injustice had been done us, and that if the

company felt the same way about it, then it could and should make amends.

Jim asked me what I meant by joint management, and I said that joint man

agement meant that all wires should go out over the names of Lazard Freres and

Blyth & Co. as joint managers—Lazard's name first east of the Mississippi, and

Our name first west of the Mississippi; that all answers should be made to Lazard

Freres, New York, on east of the Mississippi invitations, and to Blyth & Co., San

Francisco, on west of the Mississippi invitations. I said that all syndicate lists,

both east and west, should be approved by Lazard Freres and Blyth & Co.

I said that any override should be divided fifty-fifty. I said that in the

advertisement Blyth & Co. should appear first west of the Mississippi, and

Lazard Freres first east of the Mississippi. I told him I did not think that

would in any way disturb Lazard Freres' prestige, and would go a long way to

remedying the blow which was delivered to our prestige in the first instance.

Jim said he would give the matter much thought, and would discuss it with

his important friends in California.

I gathered the impression, at the close of the interview, that he was favorable

to Hockenbeamer insisting upon such an arrangement.

Loring Hoover is going to see Jim Fogarty at the first convenient opportunity,

and enlarge upon this idea. Some work must be done in California. One of the

first people Jim Black will check with is C. O. G. Miller (Jim has the highest

regard for his ability and judgment). I know that C. O. G. will be completely

ready for him when he arrives. Anderson and Chickering should be prepared,

along with Ken Kingsbury. I imagine it would be dangerous to do anything with

Elsey, as apparently he is dominated by Hockenbeamer.

I believe this is our last chance to “get a place in the sun” on the Pacific Gas

business, and that if we fail to obtain joint management in the next issue, then

for years we will continue to slouch along among the “also rans”.

We will be very much interested in hearing of any developments in California,

and please advise us regarding any way in which we can be helpful here in

the east.

Sincerely yours,

GL.JD.

(Mr. Leib had to leave before this letter was written)

ExHIBIT No. 1614–18

[From the files of Blyth & Co., Inc.]

For Inter-Office Air Mail Use Only

BLYTH & Co., INC.,

San Francisco, September 5, 1935.

Mr. GEORGE LEIB,

New York.

MY DEAR GEORGE: I wired you twice to-day on the subject of the negotiation

for the P. G. & E., with particular reference to our joint managerial position.
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Apparently Jim Black's suggestions to Hockenbeamer regarding us had no

effect at all because when I went after Hockenbeamer, he refused to change

the present status in any respect. I got Stanley and Hock together, and the

sum of my accomplishment was that Stanley gives a definite promise that

prior to the $20,000,000 issue which will come in May, he will sit down with us

and settle the matter to our mutual satisfaction. He said he was not unsym

pathetic to our claim, and I judge that by sticking to our guns we can put it

over next time.

I feel pretty sure we can get the joint appearance as managers. I am not

so confident that we will be able to get an equal division of the managerial

fee—that, however, is a matter still to be worked out.

Stanley, naturally, was difficult to handle, in view of no request for the

change on the part of the Company, and, in fact, a resistance of such a change

as expressed by Hockenbeamer. Stanley also resented being left out of the

Southern California Gas business, and you may expect to hear from him

regarding inclusion in the Pacific Lighting business. He said he thought his

attitude toward us had been consistently friendly, down to the point of offering

us substantial position in the Anaconda business when he thought it was his,

prior to his knowledge of Charley Mitchell's association with us. I told him

that the matter of Eastern members in the Southern California Gas business

and in the Pacific Lighting Corporation business was strictly in the hands of

yourself and Charley Mitchell.

Sincerely yours,

[Signed] Roy.

ROY L. SHURTLEFF.

RLS

HKE

ExHIBIT No. 1614–19

[From the files of Blyth & Co., Inc. Telegram from Roy L. Shurtleff to George Leib)

SEPTEMBER 30, 1935.

LEIB BN :

Have had no cooperation from Hock at all re change management position

PGE. He specifically requests that it be left as it is. Stop. Finally secured

definite promise from Stanley that prior to nest issue which will come in spring

we will sit down together and matter to our mutual satisfaction which I take

to mean that in next 20 million issue next spring we should be able force our

selves joint managerial position Shurt B.S.

ExHIBIT No. 1614–20

[From the files of Blyth & Co., Inc. Letter from George Leib to Roy L. Shurtleſſ]

SEPTEMBER 6, 1935.

Mr. ROY L. SHURTLEFF,

San Francisco Office.

bºº ROY : I have your letter regarding Stanley Russell—Hockenbeamer—Jim

ack.

Let me urge you to write a letter to Stanley Russell outlining the fact that

Hockenbeamer told us he wanted us to get together with Lazard Freres before

the next issue of bonds and iron out a satisfactory working arrangement.

Let me suggest that in that letter you refer to the definite promise made by

Stanley Russell that prior to the next $20,000,000 issue which will come in

May, he would sit down and settle the matter to our mutual satisfaction.

I would also include in the letter the fact that Stanley made the statement

that he is not unsympathetic to our claim.

Please Write that letter in such a way that we can show it to Jim Black and

Jim Fogarty. I have a feeling that these latter two men have more influence

with Hockenbeamer than you apparently believe.
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I am hopeful that if we keep hammering away on this situation we will get

joint management. At least, let us not fail through lack of effort on Our part.

Sincerely yours,

GL.JD.

P. S.—Please send copy of the letter you write to Stanley Russell SO that

Loring Hoover and I can use it here with the North American people. Wo

would like to go on record that we expect an adjustment on the issue in May.

GL.JD.

ExHIBIT No. 1614–21

[From the files of Blyth & Co., Inc.)

SAN FRANCISCO, December 19, 1935.

Memorandum for Charles R. Blyth.

RE PACIFIC GAS & ELECTRIC FINANCING

Allen Chickering told me today that he had already approached Jim Black

on the subject of the syndicate that would handle the next Pacific Gas &

Electric Financing. Allen stated that he and other directors had been dissat

isfied from the beginning with Lazard Freres heading the syndicate but that

he had been unable to ever get anywhere with Hock.

Black attempted to put the matter off by stating that there was no imminent

financing and therefore no necessity of discussing the matter at this time but

Allen is evidently determined that the matter be talked out now. Allen's posi

tion is that Lazard Freres should not head the business and that Blyth & Co.

should head the business, and that Dean Witter & Co. should have a prominent

place in the business, and he told Black so yesterday. Allen told me that while

he was talking with Black, C. O. G. came along and he brought C. O. G. into

the discussion. Allen also stated that as Blyth & Co. was a member of the

Syndicate headed by Lazard Freres that it was very difficult for them to do

anything in the matter and therefore he felt that he could be of service.

Apparently nothing was decided except that Black will know that the Executive

Committee, which now consists of Black, Elsey, Miller, Chickering and Norman

Livermore, will want to make a change. It was my thought that I should speak

to Norman Livermore but Allen seemed to think it was not necessary to do

anything at this time.

BWF

M

Copies to

George Leib, N. Y.

Roy Shurtleff, S. F.

BERNARD W. FORD.

ExHIBIT No. 1614–22

[From the files of Blyth & Co., Inc. Letter from George Leib to Charles R. Blyth.]

JANUARY 16, 1936.

Mr. CHARLEs R. BLYTH,

San Francisco Office.

DEAR CHARLEY, Yes, some treatment on George Wallace is necessary. Maybe

Some time when you are in Los Angeles you can get Dave to take him out for

lunch with you and apply “gentle pressure”.

, Charley, I have been giving an awful lot of thought to the Pacific Gas financ

*g, and the roar which is going to go out when, as and if we head that busi

*ss. Having accepted the Lazard leadership, our position is very delicate;

*nd to avoid a wide open rupture with Lazard and a certain amount of criti

“sm on the Street, it may be necessary for the Executive Committee of the
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Pacific Gas and Electric Company to direct us to head the business. I know

you are as fully alive to the situation as we are, and I know you realize that if

it does not come about in this way we will be accused of boring from within

against a Partner—unethical practices—etc., etc. If necessary, this criticism

can be borne, for the leadership of Pacific Gas financing is worth the punish

ment. However, we certainly want to avoid criticism if we possibly can.

Under any circumstances, we are going to hear Stan Russell's yells from

here to San Francisco—and, as you know, those yells will afford me a certain

amount of sadistic pleasure.

This whole crowd here is pulling for you tooth and nail in this Pacific Gas

matter. We well realize how difficult it is to get a banking house out of first

position once it is in ; but we feel that with any kind of luck you will be

successful. We will be jubilant if we win, and if we lose we will have the

satisfaction of knowing that we “went down fighting”,

Best always,

GLJD.

ExHIBIT No. 1614–23

| From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to Charles R. Blyth.]

JANUARY 16, 1936.

DEAR CHARLEY: Harrison Williams asked me to lunch with him in his private

dining room today and held me for about an hour and three-quarters, during

which time we discussed affairs in which he is interested from A to Z. The

high spots that I carried away were these.

He said with positiveness that he is no more tied to Dillon Read & Co. for

his financing than he is tied to us, and that he would like very much indeed to

see us active in his matters as opportunity presented.

We discussed the P. G. & E. situation and he disclosed his desire to see that

the Executive Committee and Black, so far as possible, ruled the roost. He

would be very glad to find that they were recommending that Blyth & Co. head

whatever financing they had to do as he certainly had no leaning for Lazard

Freres. He did not want to see any of the P. G. & E. Stock held by his trusts

sold, and especially that stock held by the North American Company as that

Company had really issued a large amount Of its own common against the

P. G. & E. common and he liked to consider that a fixed investment. Further

more, he considered P. G. & E. exceedingly cheap in the light of their earnings

and their probable increased dividend rate this year.

He is very much interested in the Detroit Edison development and through

the United acquisition has increased his holdings materially. With Dillon's

9% investment in that Company, that business would naturally flow his way

on any changes in the banking set-up.

His recent acquistions of investment trust equities have put him in a position

where he felt that he had a definite influence on the matter of investment of

something over $260,000,000; he is looking for profitable investments for these

trusts and wants us to be watchful for money making possibilities in the pur

chase of blocks of stock in various enterprises and he would look sympatheti

cally on any suggestion we cared to make him at any time. He felt that the

doing of business of this sort would bring us closer and develop other possibili

ties of relationship.

I feel that the meeting of today was a very satisfactory one and only hope

for the Opportunity Of Seeing him again soon on Some concrete business. Let

me know if you have any suggestions.

Sincerely,

Mr. CHARLES R. BLYTH,

San Francisco Office.
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ExHIBIT NO. 1614–24

[From the files of Blyth & Co., Inc.]

C. E. MitchELL,

Chairman.

BI.YTH & Co., INC.

120 Broadway

Cable address : BLYTFICO

NEW YORK, January 17, 1936.

DEAR CHARLEY: George has seen my letter of yesterday to you regarding my

talk with Harrison Williams, and has suggested that it might be helpful if you

had a letter that you could show to Black or any other member of the Executive

Committee which would evidence Harrison's attitude.

I therefore enclose such a letter which you may or may not find useful.

Sincerely,

CHARLES.

Mr. CHARLEs R. BLYTH,

San Francisco Office.

EXHIBIT No. 1614–25

[From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to Charles R. Blyth )

JANUARY 16, 1936.

DEAR CHARLEY: In the course of a long talk which I had with Harrison

Williams today, the Pacific Gas & Electric situation was thoroughly discussed.

He seemed to be very happy indeed that Black is there and that he has such a

strong local Executive Committee. He seemed to be hopeful that they would

be autonomous in their control of all affairs of the Company and said that it

would be pleasing to him if he was to find that they were recommending that

Blyth & Co. head whatever financing they had to do, and especially so as he

certainly had no leaning toward Lazard Freres.

You will be interested to know that inasmuch as I had heard some talk about

the possibility that some of the P. G. & E. common held by North American,

or certain of the trusts in which Harrison is interested, might be sold, I

broached this subject with him and can tell you that there is nothing to it. He

was very enthusiastic about the Company; he saw no necessity of selling the

stock; the North American Company had really issued a large amount of its

own common directly against the P. G. & E. common in its treasury, and he

liked to consider that as a fixed and permanent investment. He added by the

way, that he considered P. G. & E. stock at its present price exceedingly cheap

in the light of the Company's earnings, through which he apparently saw the

possibility of some increase in the dividend rate later in the year.

Harrison told me that if we were to head P. G. & E. business he would like to

have us receptive when the time came to some revising of the account, and

mentioned Field Glore & Co. and J. & W. Seligman as names to which he would

like consideration given. Of course these two particular houses are those con

trolling investment trusts in which he has recently established a position.

Sincerely,

Mr. CHARLEs R. BLYTH,

San Francisco Office.
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ExHIBIT No. 1614–26

[From the files of Blyth & Co., Inc. Letter from George Leib to Charles R. Blyth J

JANUARY 17, 1936.

Mr. CHARLEs R. BLYTH,

San Francisco Office.

DEAR CHARLEY: Charlie Mitchell and I have been talking further regarding

the Pacific Gas situation. We know that you are hopeful of being told by the

executive management of the Company to head the business, and to send your

men down to help prepare registration.

Lazard will put up a terrific yell and claim “bad faith” and “partner knifing”,

and of course we will plead that we could not refuse to do what the Company

directed us to do.

Charlie and I both feel that there might be a slip if we let our men report

to the office of the Pacific Gas & Electric Company to help with registration

without immediately advising Lazard. Certainly, we should advise them within

twelve hours after our men have gone in.

Please do not think us presumptuous in making these suggestions, but we

all feel that we are walking on dangerous grounds, and that mucn thought

should be given to each step we take.

Charlie feels that, if possible, we should be ruthless and shove our namo

right smack up on the top line, with Lazard and Brown Harriman on the

Second line, in the Order named.

Charlie is writing you an additional letter today regarding his talk with

Williams, which he thinks you may want to use with Black—Chickering—

Elsey—or some of the others. At any rate, he is writing the letter so that

you can show it if you think wise.

In the last analysis, Jim Black will probably do what Harrison Williams

suggests, because I am sure that after working in the North American Conn

pany for seven or eight years, he is thoroughly imbued with the power of

Williams.

You fellows must be having an exciting time out there with the American

Trust deal. I only wish some of us could be there to lend a hand. However,

things are popping fast back here. It is great fun, isn't it, to again have

business in motion, and the old firm forging forward to a real “place in the

sun”.

Best always,

GL.JD.

ExHIBIT No. 1615

| Letter from The First Boston Corporation, to Investment. Banking Section, Monopoly
Study, Securities and Exchange Commission]

THE FIRST Boston CoRPORATION,

100 BROADWAY,

New York, August 23, 1939.

Mr. PETER. R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

- Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIs : I acknowledge receipt of your letter of August 17th and

am replying to the questions raised in your letter in the light of a further

conversation with Mr. McEldowney held on his visit to me yesterday.

You ask an explanation of the method by which The First National Bank of

Boston, in compliance with the Banking Act of 1933, disposed of its security

affiliate The First Boston Corporation. Enclosed is copy of a printed letter

sent by the Bank under date of May 12, 1934 to the stockholders of The First

National Bank of Boston and The Chase Corporation, which gives in detail

the method used. Also enclosed is copy of a printed letter sent by Winthrop W.

Aldrich, Chairman of the Board of Directors of The Chase Corporation to the

stockholders of that corporation giving the details, among other things, of an

offer of a certain proportion of stock of The First Boston Corporation to the

shareholders of The Chase Corporation. I believe these letters, read in con

junction, will give you the information you desire.
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You will note that the stock of The First Boston Corporation was owned by

The First National Bank of Boston, which was the sole stockholder and literally,

therefore, the “old stockholders”, there being only one, was not given an

opportunity to continue its interest in the business, this opportunity being

given to the stockholders of the “old stockholder” and those of The Chase

Corporation and certain others described at the bottom of Page 2 of the letter

of The First National Bank of Boston.

Inasmuch as the present list of stockholders of The First Boston Corporation

number 9,940 and the list of them comprises a formidable document of well

over 300 pages, which would be extremely laborious and expensive to copy,

I am enclosing, at Mr. McEldowney's suggestion, a list of holders of 500 shares

and over, as of record, at the close of business on June 17, 1939. Should you

desire further information as to the complete list of shareholders we shall be

glad to arrange to make the complete list available to your inspection at the

office of the transfer agent in Boston.

Your letter further states that you are interested to study the security

originations of The First Boston Corporation and the participants therein,

and that it may be necessary for members of your staff to confer with some

of us in regard to them, and to obtain copies of certain documents. Mr.

McEldowney has discussed this request with me and tells me he will return

to our office, with certain of his assistants, to obtain the information you

desire. I assume that this is satisfactory to you.

Being a publicly owned Corporation, my co-directors and I feel that we are,

in a sense, in a trustee relationship to the stockholders of the Corporation in

respect to its assets, among which are its records. We, therefore, wish to state

that we are making these records available to you and your staff at your

request in your capacity as a government official under the authority granted

you in Public Resolution No. 113, 75th Congress.

Sincerely yours,

NEVIL FORD,

(Nevil Ford), Vice President.

ExHIBIT NO. 1616

[From the files of The First Boston Corporation]

THE CHASE CORPORATION

60 CEDAR STREET, NEW YORK

MAY 11, 1934.

To THE STOCKHOLDERS :

The Banking Act of 1933 contains two requirements which must be complied

with within one year from the enactment of such Act, i. e. by June 16, 1934,

The first of these requires that after the date in question no member bank of

the Federal Reserve System shall be affiliated in any manner with a corporation

engaged in the securities business. The second requires that after the date

in question the sale or transfer of any certificate representing the stock of any

national bank shall not be conditioned in any manner upon the sale or transfer

of a certificate representing the stock of any other corporation other than a

member bank. In this letter I am summarizing what has been done and what

remains to be done to comply with these two requirements within the time limit

fixed in the statute.

In entering into the arrangements hereinafter described for the divorcement

of the securities business, and in recommending the further action which is

necessary for the termination of the joint transfer of shares hereinafter set

forth, the Board of Directors is aware of the proposals now pending before

Congress to extend the date for complying with one or both of the above

mentioned requirements. The Board of Directors believes, however, that the

entire program hereinafter set forth should be carried out as rapidly as possible,

regardless of whether such extension of time is granted by Congress.

DIWORCEMENT OF SECURITIES BUSINESS

- before the enactment of the statute, I recommended the termination of the

*curities business of The Chase Corporation (then called Chase Securities

124491–40–pt. 22—22
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Corporation) which, since July 1, 1931, had been conducted through its sub

sidiaries, the Chase Harris Forbes companies. On May 16, 1933 the stock

holders approved this program, and since that date The Chase Corporation and

the several Chase Harris Forbes companies (hereinafter referred to as the

Harris Forbes organization) have ceased to function in the purchase and

sale of securities and have been proceeding with the liquidation of such

business. This liquidation has progressed as rapidly as possible. A large

part of the assets of the Harris Forbes organization has been converted into

cash or government securities. Upon completion of the liquidation and the

legal formalities incident to the dissolution of the Harris Forbes organization,

the net proceeds of such liquidation will go to The Chase Corporation as the

sole stockholder.

During the course of this liquidation, consideration has been given to the

problem of arranging for the custody of the securities records of the Harris

Forbes organization and the handling of the incidental inquiries and similar

matters which are bound to arise from time to time in connection With the

previous public distribution of the securities. Consideration has also been

given to the possibility of realizing something on account of the good will of

the Harris Forbes organization, which includes the right to the use of the name

“Harris, Forbes & Co.” To meet both of these situations the arrangements

outlined below have been made with The First National Bank Of Boston and

The First Boston Corporation.

The First National Bank of Boston at present owns all the outstanding

stock of The First Boston Corporation, its securities affiliate, and under the

Banking Act of 1933 is required, by June 16, 1934, to dispose of such stock

in such manner as to avoid an affiliation within the provisions of that Act.

This means that the shareholders of such Bank can not hold a controlling

interest in The First Boston Corporation. To this end, The First National Bank

of Boston desired to effect arrangements for the offering of not exceeding 45%

of Such Stock to its Own Shareholders and the balance to investors not at

present interested in such Bank. Mr. John R. Macomber, formerly Chairman

of the Board of the Harris Forbes organization, and Mr. Harry M. Addinsell,

formerly President of the Harris Forbes organization, and certain associates,

have expressed their willingness to become associated with the management

of The First Boston Corporation and to become interested in the purchase of

its stock. These gentlemen and The First Boston Corporation have proposed

that provision be made for the acquisition by The First Boston Corporation

of the good will of the Harris Forbes organization and the right to use the

name “Harris, Forbes & Co.", and that an opportunity be given to the stock

holders of The Chase Corporation to purchase pro rata not exceeding 45%

of the stock of The First Boston Corporation at the same price as substantially

the same amount of Such stock is offered to the shareholders of The First

National Bank of Boston. An arrangement to this end has been approved

by the Board of Directors of The Chase Corporation and by reason thereof

The First National Bank of Boston proposes to make the offer to the stock

holders of The Chase Corporation above referred to.

Accordingly, an agreement has been entered into between The First Boston

("orporation, The Chase Corporation and the Harris Forbes organization, under

which The First Boston Corporation acquires the right at any time within

six months to take over the name “Harris Forbes” and the good will thereof

incident to the general securities business, other than government, state,

municipal, political subdivision or governmental instrumentality financing, in

consideration whereof The First Boston Corporation (a) shall have the right

of access to, and agrees to maintain, to the extent requested, the custody of

the correspondence, records and other documents of the Harris Forbes organ

ization (including any such files, documents or other papers of The Chase

Corporation then in the custody of the Harris Forbes companies) relating to

general securities issues; (b) agrees to furnish from time to time from the

records in its custody all data required in routine correspondence with former

customers of the Harris Forbes organization or The Chase Corporation or in

connection with any claims asserted against either of the two Harris Forbes

companies or The Chase Corporation; (c) agrees to take over certain persons

formerly in the employ of the Harris Forbes organization not actually required

to handle the details of liquidation ; and (d) agrees, to the extent not incon

sistent with any interests which it may then represent, or be obligated to
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represent, to provide, if requested so to do, a suitable person to become a

member of any protective committee formed to represent securities in the public

distribution of which the Harris Forbes organization (or any corporation the

Securities business of which may have been acquired by the Harris Forbes organ

ization) were interested. As a condition of this agreement becoming effective,

The First National Bank of Boston is to offer for subscription approximately

45% of the stock of The First Boston Corporation pro rata to the stockholders

of The Chase Corporation of record May 22, 1934.

The Board of Directors believes that the arrangements outlined above are

advantageous to The Chase Corporation and its subsidiaries, the Chase Harris

Forbes companies, in that they will facilitate the completion of the liquidation

of the Harris Forbes organization in an economical and satisfactory manner

through the reduction of the overhead to a nominal amount and through the

provision made for taking care of inquiries and similar matters that are

bound to arise in connection with the securities issues previously made.

This letter is not intended as and shall not be deemed to be an offering or

recommendation of the purchase of the stock of The First Boston Corporation.

Its purpose is to acquaint the stockholders with the progress which is being

made in completing the liquidation of the Harris Forbes organization and to

explain the reason why they may shortly expect to receive a communication

from The First National Bank of Boston, offering for subscription the stock of

The First Boston Corporation.

TERMINATION OF JOINT TRANSFER OF SHARES

Under the arrangements now existing, which date back to the formation of

Chase Securities Corporation in March 1917, each holder of common stock of

The Chase National Bank of the City of New York owns an equal number of

shares of the common stock of The Chase Corporation, the shares of the two

institutions being transferable only in units of an equal number of shares of

tach corporation. These arrangements are embodied in an agreement entered

into under date of March 21, 1917, between all the shareholders of both insti

tutions, which, as heretofore amended from time to time, is still in force, and

are also embodied in the provisions of the Certificate of Incorporation of The

Chase Corporation.

To comply with the provisions of the Banking Act of 1933, requiring the

termination of these joint transfer arrangements, it will be necessary to secure

the consent of the stockholders of the two institutions to the termination of

the above-mentioned agreement of March 21, 1917, as heretofore amended, and

to the amendment of the Certificate of Incorporation of The Chase Corporation

by eliminating therefrom all provisions relating to the joint transfer of the

shares of stock of said Corporation with shares of stock of The Chase National

Bank. After the date when such changes become effective, the shares of the

two institutions will be separately transferable, as a result of which in the

course of time the identity of stock holdings in the two institutions will dis.

uppear. The Board of Directors has therefore concluded that it would be

advisable to eliminate the word “Chase” from the name of the Corporation at

the same time that the termination of the joint transfer arrangements is passed

upon by the stockholders. The new name will be submitted for approval at

the meeting of the stockholders. The Board of Directors also feels that it

would be advisable to consider at the same time a reduction in the number

ºf directors of the Corporation from ten to seven with an appropriate Change

in the By-laws decreasing from five to three the number necessary to constitute

* Quorum of the Board, and also a change in the par value of the shares of

the Corporation, increasing the same from $1 to $10 per share, thereby reduc

ing the number of shares outstanding from 7,400,000 to 740,000 shares. The

*sult of this change will be to readjust the outstanding shares on the basis

ºf one new share of $10 par value for each ten old shares of $1 par value,

ºut it will not affect the relative stock interests of the stockholders in the

Corporation. At the same time it is proposed to provide for the issuance of

Scrip certificates covering fractional shares.

For the purpose of passing upon the matters incident to the termination of
the existing arrangements for the joint transfer of shares, referred to above,

* Special meeting of stockholders of The Chase Corporation has been called
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for June 14, 1934, formal notice of which is enclosed herewith. Action by a

substantial percentage of all the outstanding shares is required. Unless you

expect to attend the meeting, you are requested to sign the enclosed proxy,

consent and power of attorney and to return it promptly in the enclosed

envelope, in order that your stock may be voted at the meeting.

Very truly yours,

WINTHROP W. ALDRICH,

Chairman of the Board of Directors.

ExHIBIT No. 1617

THE FIRST NATIONAL BANK OF BOSTON

To the Stockholders of

THE FIRST NATIONAL BANK OF BOSTON

THE CHASE CORPORATION

The First Boston Corporation is a security affiliate of The First National

Bank of Boston within the meaning of the Banking Act of 1933. As such, it

must, under the law, be disposed of by the Bank on or before June 16, 1934.

The Corporation management and control must be divorced from the Bank and

stockholders holding a stock control of the Bank may not own or control,

directly or indirectly, a majority of the stock of the Corporation. Although

Congress may extend the time for compliance, it is deemed desirable to carry

out at this time the plan described below.

The Corporation was incorporated under Massachusetts laws as of June 27,

1932. It is, we believe, an efficient organization with an enviable reputation

and earnings record ; its business is mainly trading in Government, state,

municipal and corporate bonds, but it is also authorized to do a general securi

ties business; it has about 675 officers and employees and maintains twenty-two

offices in principal cities throughout the United States, the chief executive office

being in New York City. It is performing an important function in the

securities field, and its continued existence would seem desirable.

In planning for the disposition of the Bank's interest in the Corporation, we

have sought to comply with the spirit and letter of the Banking Act; to provide

that such of our stockholders as desire may have an opportunity to subscribe

for a proportion of the stock in the Corporation within the amount which the

law permits our stockholders to own; to extend an opportunity to the present

officers of the Corporation, who are neither officers, directors nor employees of

the Bank, to acquire stock in the Corporation; and to bring in as stockholders

bona fide investors who will lend strength to the organization.

Certain members of the old “Harris Forbes” group have expressed a desire to

become purchasers of stock and a willingness to become identified with the

present management of the Corporation in its future operations. It was their

suggestion that provision be made for the acquisition by the Corporation of the

right to use, if desired, the name Harris Forbes and good will, but not other

assets, of the Chase-Harris Forbes companies (two corporations organized

respectively under Massachusetts and New York laws owned or controlled by

The Chase Corporation), but without any assumption by The First Boston Cor

poration of Chase-Harris Forbes liabilities, and that an opportunity be given to

Stockholders of The Chase Corporation to purchase stock of The First Boston

Corporation.

To provide for the carrying out of this suggestion a contract has been entered

into between The First Boston Corporation, the two Chase-Harris Forbes com

panies and The Chase Corporation, under which The First Boston Corporation

acquires the right at any time before December 15, 1934, on ten days notice to

take over the good will of the securities business of the Chase-Harris Forbes

companies, including preferential rights and right to use the name “Harris

Forbes” without restricting in any way the right now or hereafter of The

Chase Corporation and its affiliated interests, to deal in and solicit contracts

and maintain existing positions respecting any government, state, municipal, or

governmental instrumentality financing. In consideration of such rights granted

to it, The First Boston Corporation agrees at its expense to preserve and

maintain certain correspondence files, documents and other papers of the
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Harris Forbes companies and of The Chase Corporation with the right of

access thereto at reasonable times by the representatives of the Harris Forbes

companies or The Chase Corporation. The First Boston Corporation further

undertakes to furnish from time to time from the records in its custody all data

required by the Chase-Harris Forbes interests and The Chase Corporation in

connection with any claims made uuon them, but without assumption of any

liability for such claims or for any expenses of legal defence; and to such

extent as is not inconsistent with any interests which it may represent, to

provide, on request, a suitable person to act on any Protective Committee

formed to represent securities in the public distribution of which Chase-Harris

Forbes companies or any corporation the securities business of which may have

been acquired by them have been interested.

It is the intention to continue the operations of the Corporation in all cities

º which it at present has offices with the following list of directors and

OfficerS:

Directors.-Harry M. Addinsell, James Coggeshall, Jr., * Eugene I. Cowell,”

Nevil Ford,” Duncan R. Linsley, John R. Macomber, Allan M. Pope,” William H.

Potter, Jr.” George Ramsey, Arthur C. Turner,” George D. Woods.

Officers.-Chairman of the Board, John R. Macomber; President, Allan M.

Pope"; Chairman of Executive Committee, Harry M. Addinsell; Vice President,

James Coggeshall, Jr.*; Vice President, George Ramsey; Vice President,

Eugene I. Cowell*; Vice President, Frank Stanton; Vice President, William

Edmunds*; Vice President, Winthrop E. Sullivan; Vice President, Nevil

Ford"; Wice President, Arthur C. Turner”; Vice President, R. Parker Kuhn”;

Vice President, A. H. Wenzell; Vice President, Duncan R. Linsley; Vice Presi

dent, Herbert T. C. Wilson*; Vice President, L. Meredith Maxson*; Vice Presi

dent, George D. Woods; Vice President, Louis G. Mudge*; Vice President, Wil

º H. Potter, Jr.” ; Treasurer, Alfred A. Gerade”; Secretary Arthur B.

enney.*

The Corporation's balance sheet as of April 21, 1934, together with statement

of income and analysis of surplus, prepared and certified by Messrs. Haskins &

Sells, Certified Public Accountants, are appended hereto. The capital of the

Corporation is $5,000,000 and its surplus $4,000,000, a total of $9,000,000, repre

sented by 500,000 shares of stock of a par value of $10 each.

Just prior to the balance sheet audit above referred to a distribution from

Surplus was authorized to be made to the Bank reducing capital and surplus

of the Corporation to $9,000,000 which is deemed by the management adequate

for its operations, with the result that the present working capital and surplus

is approximately $2,000,000 less than the average employed during the period

to which the accountants' statement of income applies.

During the period of operation covered by the accountants' statement the

general security market was not entirely satisfactory, but since January 1, 1934,

conditions, chiefly on account of general activity and price stability in the

market for. Government bonds, have been very favorable to the Corporation.

Earnings from April 21, 1934 to June 15, 1934 are to be withdrawn and any

other necessary adjustments made to the end that on June 15, 1934 the net

Worth of the Corporation as shown on a balance sheet, to be prepared and

Certified by Messrs. Haskins & Sells, shall be $9,000,000. Except with reference

tº ordinary current expenses and commitments accruing after April 21, 1934

the Corporation knows of no liabilities not shown on its balance sheet.

Right to subscribe at the rate of $18 per share for 222,500 shares of the

Corporation is to be offered to stockholders of The First National Bank of

Boston of record May 22, 1934 on the basis of one share of Corporation stock for

each ten shares of Bank stock held. Similar right to subscribe at the rate of

$18 per share for 222,000 shares is to be offered to stockholders of the Chase

Corporation of record on the same date on the basis of one share of Corporation

stock for each 33% shares of Chase Corporation stock held.

Subscription warrants will be mailed as soon as possible after the close of

transfers on May 22, 1934, to the address used for the mailing of this notice.

Stockholders desiring to buy or sell subscription warrants or fractions thereof,

should make their own arrangements as the Bank can not undertake to do this.

'0teers and directors against whose names an asterisk appears are present officers.
The others named have hiº. been identified with Harris Forbesſº



11692 CONCENTRATION OF ECONOMIC POWER

It is planned to sell the balance of the stock at the same price to the personnel

of The First Boston Corporation who are neither officers, directors nor em

ployees of The First National Bank of Boston, to the several members of the

Harris Forbes group referred to above, and to others who, the officers of the

Corporation believe, will lend strength to the organization. Such persons will

be required to certify that they are buying for bona fide investment and not for

purpose of redistribution.

THE FIRST NATIONAL BANK OF BosTON,

By DANIEL G. WING,

Chairman of the Board.

BosToN, May 12, 1934.

ACCOUNTANTS’ REPORT

THE FIRST BOSTON CORPORATION:

We have made an examination of the balance sheet of The First Boston

("orporation as of April 21, 1934, and of the statement of income and surplus

for the period from the date of incorporation, June 27, 1932, to April 21, 1934.

In connection therewith we examined or tested the accounting records of The

First Boston Corporation for the period from date of incorporation, June 27,

1932, to April 21, 1934, and the operating accounts of The First Boston Corpo

ration of Massachusetts for the period from June 27, 1932, to December 31,

1933, during which period the latter Corporation acted as agent for The First

Boston Corporation in connection with the purchase and sale of certain secu

rities in New England.

The profits of The First of Boston Corporation of Massachusetts derived

from trading in securities and its expenses apportioned thereto for the period

from June 27, 1932, to December 31, 1933, have been included in the accom

panying statement of income and surplus.

During the period covered by the statement of income and surplus certain

facilities and services including space in the Bank premises and auditing,

statistical, and other services were furnished to the Corporation without charge

by The First National Bank of Boston. The value of such facilities and services

has been estimated and agreed upon by the officers of the Bank and of the

Corporation on a basis which in our opinion is reasonable and a charge therefor

has been included in the accompanying statement of income and surplus, to

gether with a charge for interest on money which was borrowed without

interest from the Bank during the period.

The First Boston Corporation's policy of determining profits or losses on

security transactions, on the basis of average cost, has been followed consist

ently throughout the period under review. The security positions at April 21,

1934, are valued at bid quotations with respect to long positions, and offered

quotations with respect to short positions, except those securities traded in on

recognized stock exchanges on April 21, 1934, which are valued at the last

sale price on that date.

In our opinion, subject to the foregoing, the accompanying balance sheet

fairly presents the financial condition of The First Boston Corporation at April

21, 1934, adjusted to give effect to the subsequent distribution in cash of net

worth in excess of $9,000,000.00, and the accompanying statement of income

and surplus fairly presents the results of operations of the business for the

period from June 27, 1932, to April 21, 1934. -

HASKINS & SELLs.

NEw York, May 10, 1984.
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THE FIRST BOSTON CORPORATION

(Incorporated in Massachusetts)

BALANCE SHEET, APRIL 21, 1934

(Adjusted to give effect to the subsequent distribution in cash of net worth in

excess of $9,000,000.00)

ASSETS

Cash on Hand and on Deposit at April 21, 1934, Less Declared

Distribution as of Same Date----------------------------- $4,813, 870.40

Deposits on Securities Borrowed---------------------------- 10,028, 502. 7S

Bunkers' Acceptances--------------------------------------- 1, 218,982. 00

Trading Securities (Valued at market quotations):

United States Government securities.----...- $25,655, 882. 11

Municipal bonds and town notes--------- 648,765. 00

Miscellaneous bonds and stocks---------- 5,006, SS3. 98

— 31, 311, 531. 09

Securities Carried for Joint Accounts (Valued at market quo

tations)— --- 713, 159.00

Accounts Receivable:

Securities sold not yet delivered_________ $51, 833, 707. 83

Accrued interest receivable-------------- 197, 144. 04

Miscellaneous-------------------------- 65, 163. 30

— 52,096,015. 17

Furniture and Fixtures (Less depreciation).------------------- 130, 800. 1S

Tax Stamps--------------------------------------------- 4, 292. 52

Deferred Charges (Prepaid salaries, prepaid rent, unexpired

insurance, etc.)------------------------------------------- 57, 523. 37

Total------------------------------------------------ $100, 374,676. 51

LIABILITIES

Collateral Loans Payable------------------ - -------------- $56,422, 538.85

Deposits on Securities Loaned------------------------------- 51, 969. 51

Trading Securities Sold Not Yet Purchased (Valued at market

quotations):

United States Government securities_______ $4,810,071.69

Municipal bonds-------------------------- 30, 850.00

Miscellaneous bonds and stocks----------- 320, 607.01

--- 5, 161, 52S, 70

Securities Sold for Joint Account Not Yet Purchased (Valued

at market quotations)----------------- -------------------- 147,913. 75

Accounts Payable:

Securities purchased not yet received.---- $28, 143,047. 07

Customers' deposits --------------------- 1, 127,682. 24

Accrued interest------------------------- 36, 395. S1

Unclaimed coupons and dividends_______ 27, 963. 40

Accrued taxes—due in 1934-------------- 19, 711.68

Miscellaneous---------------------------- 34, 989. 75

— 29, 389, 789.95

Reserve for Taxes--- -----------------
192,856. 52

Deferred Credits (Unearned discount, agency fees, etc.)------ S, 0.79. 2:;

Capital Stock (Authorized and issued, 500,000 shares of $10.00

*) ---------------------------------------------------- 5,000,000.00

*in Surplus--------------------------------------------- 4,000,000. 00

Total------------------------------------------------- $100,374,676.51

Notes.—Assets having a market value of $59,749,445.12 are pledged to collat

“ral loans payable.

The accrual of the liability for Federal capital stock and excess profits

ºxes at April 21, 1934 has been made on a basis of a proposed declared value

ºf $16,000,000.00 for the Corporation's capital stock.

At April 21, 1934 the Corporation had contingent accounts as follows:

Bankers' acceptances sold with endorsement (not confirmed)----- $382,477.91

Securities purchased on a “when Issued” basis-l-lº --- 1,408,938.99

Securities sold on a “When Issued” basis_______________ __. ---- 2,322, 251.82
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The profit on the “When Issued” position at April 21, 1934 based on market

values where available and in other cases the subsequent transaction price was

$7,879.60.

THE FIRST BOSTON CORPORATION

Statement of Income and Surplus, by Periods, for the Period from June 27, 1932,

April 21, 1934

Period from Period from

January 1, B::::::::::: June 27, 1932,

1934, to April 1933 * | to December

21, 1934 31, 1932

INCOME (including trading profits of The First of Boston

Corporation of Massachusetts):

Profits from trading on own account:

United States Government securities----------- $1,018,049.72 || $1,629,308.37 $791, 137.80

Municipal bonds and town notes------ 212, 551.64 374,601.33 228.6:42,
Miscellaneous bonds and Stocks----- 589,837. 50 763,033.04 529, ii.13

Acceptances.-------------------- 24,971.45 59, 511. 89 43,210.89

Profit from trading on joint accounts--------- 18,276.65 61, 586. 28 28,620.44

Profit from participations in syndicate and - -

accounts - 90,956.78 206,053.28 392,062.35
Commissions on trades executed by others 28,889.93 58, 262. 16 22,423.80Interest, discount, and dividends earned on Securi- r

ties held.----------------------------------------- 214, 980. 22 538, 321.09 199, 661.54

Interest earned on repurchase and resale agreements. 718.75 5,467. 74 72,028.05

Miscellaneous income------------------------------- 48,989. 61 60, 145. 14 54,882.84

Total---------------------->,----------------------- 2, 248,222.25 3, 756,290.32 2,361, 523.11

ExPENSES AND CHARGES (including proportion of ex

penses of The First of Boston Corporation of Massa

chusetts and other estimated charges):

Interest on bank loans 71, 570.63 157, 102.90 29, 582.98

Other interest charges------------------------------- 1, 181.37 4,025.48 2, 135.27

Compensation of officers and employees-- 500, 412.30 1,500,794.24 762,314.77

Rent------------------------------------------------ 37,408. 52 122,866.80 63,931.31
Tclephone, telegraph, and wire communications ---| 137,929.53 374,390.70 172,725.98Taxes (other than Federal income and excess profits r

taxes)--------------------------------------------- 61,849.03 127,978.85 77,165.83

General expenses -------------------------> --------- 175,072. 18 471, 560.26 255,499.97
Expenses and charges borne by The First National r

Bank of Boston as estimated and agreed to by

officers of the Corporation and of the Bank-------- 28, 580.00 144, 125.00 72,050.00

Provision for:

Depreciation of furniture and fixtures----------- 16,715.54 79,235.00 40,766,88

Loss on impounded bank balances-------------- 66,892.41 -

Federal income and excess profits taxes--------- 178,022.04 53,232.86 89, 593.08

Miscellaneous charges------------------------------- 7,471.83 10,029.45 ,962.87

Total--------------------------------------------- 1,216, 212.97 3, 112,233.95 1, 571,728.94

NET INCOME As ADJUSTED----------------------------- 1,032,009.28 644,056. 37 789,794.17

ADD–To eliminate revenue and expenses of the First of

Boston Corporation of Massachusetts, and other

adjustments included above but not on books of the

First Boston Corporation----------------------------- 21, 860. 11 266, 177.63 19, 523.07

NET INCOME as shown by the books of the First Boston

Corporation------------------------------------------ 1,053,869. 39 910,234.00 809,317.24
EARNED SURPLUs at beginning of the period (including

transfers from “Reserve for Initial Operating Ex

penses")---------------------------------------------- 1,656,720.47 897,646.02

SURPLUS CREDIts:

Arising from adjustment of balance sheet at date of

organization-------------------------------------- 88,328.78

Transfers from “Reserve for Initial Operating Ex

penses” acquired at organization------------------ 1,028,840.45 560,000.00

Total--------------------------------------------- 2,710, 589. 86 || 2,836,720.47 1,457,646.02

SURPLUS CHARGEs:

Writedown of book value of Securities to market

value at April 21, 1934----------------------------- 60,373.04

Dividend distributions----------------------------- 2, 650,216.82 1, 180,000.00 560,000.00

Total--------------------------------------------- 2,710, 589.86 1, 180,000.00 560,000.00

EARNED SURPLUS AT END OF THE PERIOD (including

transfers from “Reserve for Initial Operating Ex
Nil 1,656,720.47 897,646.02

penses")-------------------------------------------
---

NotE.-The average capital employed in the business (exclusive of borrowed money) was approximately

$11,000,000 for each of the periods under review.
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EXHIBIT NO. 1618

[From the files of The First Boston Corporation]

K. L. & Co. 1934

[Copy]

THE FIRST BOSTON CORPORATION,

100 BROADWAY, NEW YORK,

May 16, 1934.

Mr. GEORGE W. BowFNIZER,

Kuhn, Loeb & Company, 52 William Street,

New York, N. Y.

DEAR MR. BowFNIZER: You have undoubtedly seen the announcement in the

newspapers of the plan for the separation of The First of Boston Corporation

from The First National Bank of Boston, due solely to the requirements of the

Banking Act of 1933.

Consummation of the plan will necessarily take some few weeks, but in the

meantime we hope that you and your associates will ask us any questions

regarding ourselves that may be of interest to you as one dealer doing business

With another. -

Anticipating some questions, however, we might say that the management has

no intention of changing in any way the present policy of The First of Boston

Corporation. While in Boston and New York, where our executive offices are

located, we will continue to maintain local sales offices as heretofore, we have no

intention of increasing our sales force elsewhere for the purpose of the distribu

tion of securities to the individual investor.

We hope that as the capital market may open up we may have considerably

more new issues than The First of Boston Corporation formerly had. Mr.

John R. Macomber, as the Chairman of our Board, and Mr. Harry M. Addinsell,

as Chairman of our Executive Committee, with five other officers who served

with them in Harris, Forbes & Co. for many years, will devote a large measure

of their time to such desirable new underwriting as may develop. We will have

control of the name of Harris, Forbes & Co. and succeed to the good will of that

Organization.

The personnel of The First of Boston Corporation will continue intact under

the slightly altered name of The First Boston Corporation and in the same

locations. Under this new title we hope to continue to make ourselves useful

to you and your associates and to continue what always has been to us a very

pleasant relationship.

Yours very truly,

/s/ ALLAN M. Pope,

President.

EXHIBIT NO. 1619

[From the files of The First Boston Corporation]

K. L. & Co. 1934

[Copy)

THE FIRST BOSTON CORPORATION,

ONE HUNDRED BROADWAY,

July 2, 1934.

KUHN, Loeb & Co.,

52 William Street, New York, N. Y.

GENTLEMEN: In view of the past relationships between your firm and Harris,

Forbes & Company and subsequently Chase Harris Forbes Corporation, I am

sure you will be interested to know that The First Boston Corporation has

exercised its option to acquire the good will of the securities business of the

Chase Harris Forbes companies (other than as pertaining to certain govern

mental and municipal financing) including preferential rights and the right to

the name “Harris Forbes.”

We expect to be active in the underwriting and distribution of new issues

of high grade bonds. Insofar as Harris, Forbes & Company or Chase Harris

Forbes Corporation participated in underwritings and offerings headed by your
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selves, we will accordingly be pleased if you will substitute our name in your

syndicate records in order that we may have the opportunity of considering

future participations in such accounts.

We enclose a leaflet which indicates the Scope of our organization and we

look forward with pleasure to increasing the past pleasant relationships of your

firm and our Corporation.

Yours very truly,

/s/ H. M. ADDINSELL.

Chairman of the Earecutive Committee.

HMA/g

EnCl.

EXHIBIT No. 1620

[Statement submitted by George D. WoºgyThe First Boston Corporation, New York,

A STATEMENT REGARDING THE FIRST BOSTON CORPORATION

ORGANIZATION

The First Boston Corporation was organized as of June 27, 1932, under the

laws of Massachusetts. The original title of the corporation was The First of

Boston Corporation. It was organized for the purpose of taking over certain

of the assets and personnel of The First National Old Colony Corporation, the

investment affiliate of The First National Bank of Boston. Its capital stock was

held by The First National Old Colony Corporation until January 1934 when The

First National Bank of Boston took the stock into its own portfolio pending sale.

The First National Old Colony Corporation was organized in 1929 as a suc

cessor to The First National Corporation (organized in 1918 as an affiliate of The

First National Bank of Boston) and Old Colony Corporation (organized in 1917

as a security affiliate of Old Colony Trust Company, Boston). At about the

same time The First National Bank of Boston acquired the capital stock of Old

Colony Trust Company.

NFCESSITY FOR FIRST NATIONAL BANK OF ROSTON TO DISPOSE OF THE CORPORATION

In order to comply with the provisions of the Banking Act of 1933 (requiring

that after June 16, 1934, no member bank of the Federal Reserve System should

be affiliated in any manner with a corporation engaged in the securities business)

The First National Bank of Boston in May 1934 decided to dispose of its holdings

of the capital stock of The First of Boston Corporation.

SIMILAR SITUATION CONFRONTING THE CHASE NATIONAL BANK OF THE CITY OF

NEW YORK

At the same time The Chase National Bank of the City of New York was

similarly faced with the necessity of finally liquidating the corporate securities

business formerly conducted by the Chase Harris Forbes Companies, subsidiaries

of Chase Securities Corporation the capital stock of which was held by the

stockholders of the Chase National Bank. .

Chase Harris Forbes Companies was the name adopted by The Harris Forbes

Companies, a Delaware corporation, on July 1, 1931, at which time the security

business of Chase Securities Corporation and a substantial number of its per

sonnel were combined with that of the subsidiaries of The Harris Forbes Com

panies, viz., Harris, Forbes & Co. (New York) and Harris, Forbes & Co., Inc.

(Massachusetts) following the acquisition of the entire capital stock of The

Harris Forbes Companies by Chase Securities Corporation on August 18, 1930.

The Harris Forbes group had been one of the oldest and foremost underwriters

and distributors of public utility securities in the country. It originated as a

partnership in Chicago in 1882 under the name of N. W. Harris & Co., opened

an office in Boston in 1886 and one in New York in 1890. Starting in December

1911 its eastern business was carried on under the name of Harris, Forbes &
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Company. The western business was continued as the bond department of

Harris Trust & Savings Bank. There was no corporate connection between these

two organizations.

PLAN FoE BRINGING ABOUT THE PUBLIC owners HIP OF THE FIRST BOSTON CORPORATION

The First of Boston Corporation had at no time employed a large Corporate

buying or underwriting staff. Its outstanding function was the buying and

selling of government, municipal and corporate securities in the open market

for customers and participating in underwritings headed by others. Chase Harris

Forbes Corporation had a personnel trained in the underwriting of Security issues.

Consequently, a combination of these organizations seemed logical as they would

supplement rather than duplicate each other. Accordingly, an arrangement Was

worked out whereby provision was made:

(a) for The First of Boston Corporation to change its name to The First

Boston Corporation,

(b) for 222,000 shares, or about 44.4%, of the capital stock of The First

Boston Corporation to be offered under rights to the stockholders of The Chase

Corporation,

(c) for 222,500 shares, or about 44.5%, of the capital stock of The First

Boston Corporation to be offered under rights to the stockholders of The First

National Bank of Boston,

(d) for the remaining 55,500 shares of the capital stock of The First Boston

Corporation (together with any amounts unsubscribed for under (b) and (c)

above), to be offered to certain officers and employees of Tile First Boston

Corporation and to certain others who had evidenced a desire to buy Stock

for investment,

(e) for The First of Boston Corporation to take over certain of the remain

ing employees of the Chase Harris Forbes Companies,

(f) for The First of Boston Corporation to acquire the right to use the name

“Harris, Forbes & Co.” and the good will incident to the security business of

Chase Harris Forbes Corporation (other than that of government, state, mu

nicipal, political subdivision or governmental instrumentality financing).

The offering to stockholders of the two banks was made to stockholders of

record on May 22, 1934; the total capital stock amounting to 500,000 shares

was subscribed at $18 per share and payment was made for the stock by the

new stockholders on June 16, 1934. Upon completion of the sale of the stock,

The First Boston Corporation became, for the first time, a publicly held cor

poration, no shares of which were owned either directly or indirectly by The

First National Bank of Boston or The Chase National Bank Of the City of

New York.

The first record of stockholders made as of June 16, 1934 disclosed that there

were approximately 7,500 stockholders with average holdings of approximately

t;7 shares. The largest stockholder at that time held 4.8% of the stock. The 10

largest stockholders at that date held in the aggregate approximately 33.4%

of the stock.

On June 16, 1934 The First Boston Corporation had 692 officers, and em

ployees. Eight former officers and eleven former employees of the Chase

Harris Forbes companies joined The First Boston Corporation in that month.

Such officers and employees represents, therefore, approximately 2.8% of the

total. The Board of Directors of the Corporation then comprised eleven indi

viduals, of whom five were former officers of the Chase Harris Forbes com

panies. The officers of the Corporation consisted of a chairman of the board,

president, chairman of the executive committee, sixteen vice presidents, a

treasurer and a secretary, or a total of twenty-one officers. Of the twenty-one,

eight were former officers of Chase Harris Forbes companies, or approximately

one-third of the total.

IMPORTANCE OF NEW PERSONNEL TO THE FIRST BOSTON CORPORATION

The First Boston Corporation is not the corporate successor of the Chase

Harris Forbes Companies. By virtue of acquisition of certain of the latter's

personnel, however, it was in position to develop the business of underwriting
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corporate securities. The principal individuals who had formerly been em

ployed by the Chase Harris Forbes Companies and who joined The First Bos

ton Corporation in May 1934 were as follows:

John R. Macomber, formerly Chairman of the Board of Chase Harris Forbes

Corporation, who became the Chairman of the Board;

Harry M. Addinsell, formerly President of Chase Harris Forbes Corpora

tion, who became Chairman of the Executive Committee;

Duncan R. Linsley, formerly a vice president of Chase Harris Forbes Cor

porartion, who became a vice president and director;

George D. Woods, formerly a vice president of Chase Harris Forbes Corpora

tion, who became a vice president and director;

George Ramsey (since deceased), formerly a vice president of Chase Harris

Forbes Corporation, who became a vice president and director;

A. H. Wenzell, formerly a vice president of Chase Harris Forbes Corpora

tion, who became a vice president; and

F. M. Stanton, formerly a vice president of Chase Harris Forbes Corpora

tion, who became a vice president.

All of these men were engaged primarily in the underwriting end of the

securities business of Chase Harris Forbes Corporation and all of them had been

trained in the old firm of Harris, Forbes & Co. This group, together with certain

of the other nineteen former employees of the Chase Harris Forbes companies

who joined The First Boston Corporation, constituted the nucleus of the corporate

buying department of The First Boston Corporation.

THE CORPORATION TODAY

The First Boston Corporation is an investment banking organization engaged

primarily in the underwriting and distribution of governmental, municipal and

corporate bonds, in the underwriting and distribution of corporate stocks and

in the buying and selling of governmental, municipal and corporate bonds and

bank and insurance stocks. It is the outgrowth of an investment security busi

mess started in Boston over twenty years ago and a similar business started in

Chicago over sixty years ago. The Corporation maintains executive offices in

New York and Boston and operates offices in Buffalo, N. Y., Chicago, Ill., Cleve

land, Ohio, Hartford, Conn., San Francisco, Cal., Philadelphia and Pittsburgh,

Pa., Providence, R. I., St. Louis, Mo. and Springfield, Mass. It has a representa

tive in Albany, N. Y., Los Angeles, Cal., Rutland, Vt., Scranton, Pa. and Buenos

Aires, Argentina and a European correspondent in London. On October 31, 1939

the Corporation had 416 employees, including three senior officers, seventeen vice

presidents, a treasurer and a Secretary.

The Board of Directors of The First Boston Corporation comprises twelve

members, of whom ten are officers of the Corporation, one is the Chairman of the

Board of the Corporation's European correspondent and one is the president of an

investment service organization which owns no securities of the Corporation and

none of whose securities are owned by the Corporation.

The Corporation on October 31, 1939 had a paid-in capital stock and surplus of

$9,000,000 and an earned surplus of approximately $2,000,000, a total of approxi

mately $11,000,000. The capital stock is represented by 500,000 shares of $10

par value each. At July 14, 1939 there were 9,940 stockholders with average

holdings of just over 50 shares each (representing at the present market price an

average investment of only $800 each). At that date the largest single stock

holder owned but 3.7% of the stock. Only three stockholders owned as much as

2% of the stock. The ten largest stockholders held in the aggregate only 87,202

shares of stock, or an average holding representing less than 1.75% of the voting

power. Four of the ten largest stockholders are directors of the Corporation.

Among the security issues for which The First Boston Corporation has been

the principal underwriter are those of a number of companies for which Chase

Harris Forbes Corporation or Harris, Forbes & Co. had been the principal under

writer. It is my belief that the Corporation became the principal underwriter in

such situations because of three facts: (a) The Corporation, as a publicly owned

company, started operations with and continued to have abundant and liquid

capital—never less than $9,000,000; (b) the Corporation had a strong and com

petent sales department for the distribution of securities and an excellent general

reputation with investors; (c) the trained and experienced corporate buying

staff which the Corporation acquired in 1934 aggressively sought in every legiti
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mate way to convince the former clients of Chase Harris Forbes Corporation and

Harris, Forbes & Co.—with most of whom the staff had previously had business

relationships over a period of many years—that The First Boston Corporation

was entirely competent from every point of view to do a better job for them than

could any other investment banking house.

Except as from time to time The First Boston Corporation may purchase shares

of stock for distribution to clients or other dealers, the Corporation has no own

ership of securities in commercial banks or public utility operating or holding

companies.

Commencing as of December 31, 1934, The First Boston Corporation has pub

lished and distributed to its stockholders and to the general public upon request

annual reports containing certified financial statements.

DECEMBER 12, 1939.

ExHIBIT No. 1621

[Letter from The First Boston Corporation to Investment, Banking Section, Monopoly

Study, Securities and Exchange Commission]

THE FIRST BoSTON CORPORATION,

100 BROADWAY,

New York, April 13th, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR SIR: As requested in your letter dated March 25th, we take pleasure

in sending you herewith a list showing the present officers and directors of this

corporation, indicating the date when each became associated with our corpora

tion, and specifying for each such person his affiliation during the period from

January 1, 1929 to date.

We hope this statement is entirely clear and that it will fill your requirements.

If you require further information or explanation, we will be glad to have you

advise us.

Wery truly yours,

A. E. BURNS, Assistant Secretary.

Encls.

The First Boston Corporation—Officers and Directors

Name Aſſiliation Title Period

John R. Macomber----------- Harris, Forbes & Co., Inc. President and Di- Jan. 1, 1929 to

ass)----------------------- rector. June 1931.

Chase Harris Forbes Corp - - - - - - Chairman of Board. July 1, 1931 to

Dec. 31, 1933.

The First Boston Corp---------- Chairman of Board. Mº 7, 1934 to

ate.

Allan M. Pope---------------- The First Boston Corp. and its President and Di- || January 1, 1929 to

predecessors. rector. date.

Harry M. Addinsell----------| Harris, Forbes & Co------------ Vice-Pres., Secy, and Jan. 1, 1929 to

Director. June 30, 1931.

Chase Harris Forbes Corp- - - - - - President and Di- || July 1, 1931 to

rector. Dec. 31, 1933.

The First Boston Corp---------- Chair in an Exec. May 7, 1934 to

ºnm. & Direc- date.

Or.

James Coggeshall Jr.----------| The First Boston Corp. and its | Vice President and Jany. 1, 1929 to

predecessors. Director. date.

Eugene I. Cowell-------------| The First Boston Corp. and its Vice President and Jany. 1, 1920 to

redeceSSors. Director. date.

Nevil Ford------------------- The First Boston Corp. and its Vice President and Jany. 1, 1929 to

predecessors. Director. date.

R. Parker Kuhn-------------- The First Boston Corp. and its Vice President------ Jany. 1, 1929 to

predecessors. date.

Duncan R. Linsley-----------| Harris, Forbes & Co. -- -| Employee--- Jany. 1, 1929,

August, 1930.

Id-------------------- - Director------- - August, 1930,

June 30, 1931

Chase Harris Forbes Corp------| Vice President------ July 1, 1931,

Dec. 31, 1933.

The First Boston Corp---------- Vice President and May 7, 1934 to

Director. date.
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The First Boston Corporation—Officers and Directors—Continued

Name Affiliation Title Period

L. Meredith Maxson - - - - - - - - The First Boston Corp. and its Vice President------ Jany. 1, 1929 to

predecessors. - date.

John C. Montgomery--------- The First Boston Corp. and its Vice Pres., Treas. Jany. 1, 1929 to

redecessors. and Director. date.

Louis G. Mudge--- - - - - - - - - The First Boston Corp. and its Vice President. . . . . . Jany. 1, 1929 to

redecessors. - date.

William H. Potter, Jr.--------- The First Boston Corporation Vice President and Jany. 1, 1929 to
and its predecessors. - Director. date.

George B. Seager------------- The First Boston Corporation Vice President------ Jany. 1, 1929 to

and its predecessors. date.

Frank M. Stanton.----------- Harris, Forbes & Co. ----------- Employee-----------ºº:Au

gust, -

Id--------------------------- Director------------- August, 1930,

June 30, 1931.

Winthrop E. Sullivan

Arthur C. Turner-------

Adolphe H. Wenzell

Herbert T. C. Wilson.---------

George D. Woods-------------

Thomas Coggeshall-----------

Alfred A. Gerade. ------------

Arthur B. Kenney------------

Joseph W. Hambuechen

James H. Orr-----------------

Chase Harris Forbes Corp. -----

The First Boston Corporation---

The First Boston Corporation

and its predecessors.

The First Boston Corporation

and its predecessors.

Barris, Forbes & Co. -----------

Chase Harris Forbes Corp... ----

The First Boston Corporation.--

The First Boston Corporation

and its predecessors.

Harris, Forbes & Co------------

Chase Harris Forbes Corp... ---

The First Boston Corporation---

The First Boston Corporation

and its predecessors.

The First Boston Corporation

and its predecessors.

The First Boston Corporation

and its predecessors.

Wassermann & Company, Ber

lin, Germany.

The First British American Cor.

oration, Ltd., London, Eng

anol.

The First Boston Corporation.--

Stone & Webster Investing

Corp., 49 Federal St., Boston,

Mass.

Investment Service Corp., 49

Federal St., Boston, Mass.

The First Boston Corporation.--

Vice President. -----

Vice President_-____

Vice President------

Vice President and

Eß.........

Vice President------

Vice President------

Vice President__ ___

Employee-----------

Director-------------

Vice President------

Vice President and

irector.

Foreign Vice Presi

ent.

Comptroller---------

Secretary and Direc

tor.

Partner-------------

Chairman of Board_

Director------------

Vice President and

Director.

President-----------

Director---------

July 1, 1931, Dec.

, 1933.

May 7, 1934 to

date.

Jany. 1, 1929 to

date.

Jany. 1, 1929 to

ate.

1, 19

| , June 30, 1931.
| July 1, 1931, Dec.

| June 1, 1934 to

date.

|Jº. 1, 1929 to

date.

Jany. 1, 1929, Au

gust, 1930.

August, 1930,

June 30, 1931.

July 1, 1931, Dec.

31, 1933.

May 7, 1934 to

date.

Jany. 1, 1929 to

dateale.

Jany. 1, 1929 to

date.

Jany. 1, 1929 to

date.

January 1929 to

1935.

1935 to date.

June 12, 1935 to

date.

1929–1931.

1931 to date.

Feby. 16, 1939 to

date.

ExHIBIT No. 1622

[Prepared by The First Boston Corporation]

THE FIRST BOSTON CORPORATION

List of holders of 500 shares and over as of record at the close of business June 17,
1939

Stone & Webster, Inc., 49 Federal St., Boston, Mass-------------------- 18,480

Addinsell, Harry M., 9% The First Boston Corp., 100 Broadway, New York- 11,500

Moseley, F. S. & Co., 50 Congress St., Boston, Mass

Skelton & Co., 67 Milk St., Boston, Mass

11,430

9, 748



CONCENTRATION OF ECONOMIC POWER
11701

List of holders of 500 shares and over as of record at the close of business

June 17, 1939—Continued

Macomber, John R., 9% The First Boston Corp., 1 Federal St., Boston,

Mass- --

Hambuechen, J. W., 7% Foreign Dept., The First Natl. Bank of Boston,

67 Milk St., Boston, Mass ----------------------------

Wiggin, Albert H., 20 Pine St., New York, N. Y., Room 2001--____________

Chase, Henderson & Tenant, 56–69 New Broad St., London E. C., England

Ford, Nevil, 9% The First Boston Corp., 100 Broadway, New York, N. Y__

Wilde, Bertram M., 1529 Walnut St., Philadelphia, Pa-__________________

Cudd & Company, 76 Chase Natl. Bank, Personal Tr. Dept., 11 Broad

St., New York, N. Y.-----------------------------------------------

Jackson & Curtis, 10 P. O. Sq., Boston, Mass--------------------------

Wilmington Trust Co., Wilmington, Dela-----------------------_______

Pickering, L. D. & Co., 40 Wall St., New York, N. Y_______________ ____

Oldwood, Inc., 734 Hospital Tr. Bldg., Providence, IR. I__________________

Branch-Brook, Inc., 7% Merchants & Newark Tr. Co., 763 Broad St.,

Newark, N. J. --------- -----

Pearl Assurance Company, Limited, High Holborn, London, W. C. 1,

England -----------------------------

Lee, Higginson Corporation, 50 Federal St., Boston, Mass________________

Potter, William H., Jr., 9% The First Boston Corp., 1 Federal St., Boston,

Mass----------------------------------------- ----

Quantrell, Ernest E., 15 Broad St., New York. N. Y____________________

Brown Brothers Harriman & Co., 59 Wall St., New York, N. Y__________

Ince & Co., 7% Guaranty Tr. Co. of N. Y., 140 Broadway, New York, N. Y__

Hare & Co., 7% Bank of N. Y. & Tr. Co., 48 Wall St., New York, N. Y______

Pierce, E. A. & Co., 40 Wall St., New York, N. Y______________________

Scherer, Clifford F., 7% British Assets Tr. Limited, 26 Journal Sq., Jersey

City, N. J. ----

King & Co., 7% City Bank Farmers Tr. Co., 22 William St., New York,

N. Y.

Sigler & Co., 9% Cen. Hanover Bank & Tr. Co., 70 Broadway, New York,

N. Y. -

Lombard & Co., 214 St. James St., W., Montreal, Quebec----------------

Outwater, Leonard & Co., 52 William St., New York, N. Y________________

Hirshbergq, Julian R., 1301 Citizens & Southern Natl. Bank Bldg., Atlanta,

Ga

Tucker, Anthony & Co., 120 Broadway, New York, N. Y_________________

Pratt Bros., 90 Broad St., New York, N. Y_____________________________

Creighton, Albert M., 50 Congress St., Boston, Mass_____________________

Garner & Co., 140 Broadway, New York, N. Y---------------------------

Doering, O. C., 333 N. Michigan Ave. Bldg., Chicago, Ill--_______________

Green Estate Inc., 111 Broadway, Rm. 1104, New York, N. Y___________

Anderson, George L., 7% Grace R. Anderson, Excrx., 417 Stockton St., San

Francisco, Calif --------------------------------------------

Babson, Roger W., 67 Wellesley Ave., Wellesley, Mass------------------

Batterman, Henry L., 60 E. 42nd St., New York, N. Y___________________

Carey, Ralph C., 7% The Scottish American Investment Co., Limited, 26

Journal Sq., Jersey City, N. J.--------------------------------------

Countway, Francis A., 164 Broadway, Cambridge, Mass-----------------

Ferris, Cyrus Y., 49 Federal St., Boston, Mass__________________________

Gunn & Co., 40 Wall St., New York, N. Y-------------------------------

Hill, Lucy W., 19 Commonwealth Ave., Boston, Mass____________________

Wood, Willis D., 7% Wood Low & Co., 63 Wall St., New York, N. Y________

Maryland Casualty Company, 701 W. 40th St., Baltimore, Md-__________

Mºyard E., 7% Marine Midland Tr. Co., 130 Chambers St., New

** N. Y--------------------------------------------------------

1, 229

1, 200

1, 200

1, 162

1,014

1,000

1,000
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List of holders of 500 shares and over as of record at the close of business

June 17, 1939–Continued

Kollstede, Chas. A., 7% Goodbody & Co., 111 Broadway, New York, N. Y__

Monks, Mrs. Olga E., 10 P. O. Sq., Rm. 1022, Boston, Mass

Moore, Charles B., 420 Pine St., Texarkana, Texas

Glavin, Charles F., Escanaba, Mich

Mead, Theodore S., 9% The First Boston Corporation, 1616 Walnut St.,

Philadelphia, Pa

Sargent, Albert J., R. F. D., Boxboro, West Acton, Mass---------------

The National Bank & Trust Co. of Erie, trustee under agreement with

David N. McBrier, dated Dec. 31, 1934, Erie, Pa---------------------

Tarr & Co., 9% Old Colony Trust Co., Box 2017, Boston, Mass-----------

Addinsell, Florence Moberly, 9% The New York Tr. Co., 1 E. 57th St.,

New York, N. Y.

Gardner, George P., G. Peabody Gardner, Jr., trustees under will of

George A. Gardner, 10 P. O. Sq., Boston, Mass-----------------------

Kuhn, R. Parker, 9% The First Boston Corp., 100 Broadway, New York,

N. Y.

Ladenburg, Thalmann & Co., 26 Broad St., New York, N. Y____________

Herrick, Robert F., Philip Stockton & I’dward A. Taft, trustees under

will A. J. Tower, 1 Federal St., Boston, Mass------------------------

Gude, Winmill & Co., 1 Wall St., New York, N. Y---------------------

Hubbard, Mrs. Annie, 192 Hancock St., Everett, Mass

Bonifas, William, 750 Lake Shore Dr., Escanaba, Mich--________________

Amory, William, 160 State St., Boston, Mass-------------------------

Brown, Emma J., '76 George R. Brown, 140 Federal St., Boston, Mass___

Heidelbach, Ickelheimer & Co., 40 Wall St., New York, N. Y.

Moore, D. T. & Co., 50 Broad St., New York, N. Y_____________________

Quantrell, Mrs. Lulu M., 5 Leonard Rd., Bronxville, N. Y______________

Sinn, Herbert C., 4700 Ramona St., Frankford, Philadelphia, Pa

Smith, Lloyd W., Madison, N. J_

Ziegler, Gladys W., 9% the Chase Natl. Bank, Tr. Dept., 11 Broad St.,

New York, N. Y --

Oliver, James, 2nd, Gertrude Oliver Cunningham, Joseph D. Oliver, Jr.,

& Susan Catherine Oliver, trustees under indenture dated Dec. 30,

1919, South Bend, Ind

Adams, Charles F., 101 Milk St., Boston, Mass------------------------

Kane & Co., 9% the Chase Natl. Bank, Personal Tr. Dept., 11 Broad

St., New York, N. Y.

Hanks, Robert C., 20 Cobane Terr., West Orange, N. J__________________

Rosenthal, Morris, 204 Summer St., Boston, Mass----------------------

Prince, F. H. & Co., Ames Bldg., Boston, Mass------------------------

Carmen, Jacob, 68 Devonshire St., Boston, Mass_________--------------

Brown, Nannie Inman, Glen Cove, Long Island, N. Y__________________

Dryfoos, Stephen M., 424 Madison Ave., New York, N. Y________________

The Economic Trust, Limited, London Agency, 25–31 Moorgate, London

E. C. 2, England -

Hornblower & Weeks, 40 Wall St., New York, N. Y____________________

Merrill, Mrs. Martha S., 9% Old Colony Trust Co., Box 2017, Boston,

Boston, Mass --------------------------------------- ---

Parris, Larkin H., 9% The Citizens & Southern Natl. Bank, Atlanta, Ga--

Schroeder, J. Henry & Co., 145 Lendenhall St., London, E. C. 3, England_

Young, Moore & Co. (Co-Partnership), Kanawha Valley Bldg., Charles

ton, W. Wa

White, Weld & Co., 40 Wall St., New York, N. Y________________________

Winckler, Onderdonk & Co., 35 Nassau St., New York, N. Y____________

Linsley, Duncan R., 9% the First Boston Corporation 100 Broadway, New

York, N. Y_____ ---

Draper Corporation, Hopedale, Mass

995

992

990

930

925

845

836

810

800

687

672

666

650

s
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List of holders of 500 shares and over as of record at the close of business

June 17, 1939—Continued

Stephenson, Florence B., 9% George R. Brown, 140 Federal St., Boston,

Mass--------------------------------------------------------------

Wainwright, H. C. & Co., 60 State St., Boston, Mass--------------------

Shearson, Hammill & Co., 14 Wall St., New York, N. Y------------------

Auncincloss, Parker & Redpath, 719—15th St., N. W. Washington, D.C.----

Bow & Co., 7% Second Natl. Bank, Tr. Dept., Wilkes Barre, Pa------------

Ernst, Alfred G., 63 Wall St., New York, N. Y-------------------------

Welles, C. E. & Co., 25 Broadway, New York, N. Y-----------------------

Bamford, Robert T. & Mrs. Isabel E. Bamford, joint tenants with right of

Hºrship and not as tenants in common, 8 Central St., Ipswich,

aSS - --

Bankmont & Co., 7% Bank of Montreal, Montreal, Quebec, Canada________

Best, Frederick W., 295 Madison Ave., New York City, N. Y______________

º Land Co., 9% Mr. Herman Coggins 354 Pine St., San Francisco,

alif--------------------------------------------------------------

Canadian Investors Corporation Limited, 900 Metropolitan Bldg., Toronto,

2, Ontario, Canada

Coe, Francis L., 9% Jefferson Mfg. Co., Jefferson, Mass-----------------

Colt, Mrs. Frances C., 16 Colt Rd., Pittsfield, Mass-----------------------

Conley, John S., 265 W. Promenade, Portland, Me---------------------

Dodge, Henry H., 385 Water St., Ellsworth, Me-------------------------

Dreiske, Louis F., 6063 Yucca, Los Angeles, Calif-----------------------

Frost, Edward J., 426 Washington St., Boston, Mass____________________

Gardner, George P., G. Peabody Gardner Jr., trustees under indenture

dated Dec. 21, 1934, 10 P. O. Sq., Boston, Mass------------------------

Greenough, Malcolm W., P. O. Box 31, Boston, Mass---------------------

Herb, Jacob, 192 Drake Ave., New Rochelle, N. Y_______________________

Heidrich, Arthur G., 96 Peoria Cordage Co., Peoria, Ill------------------

Hirsh, Louise B. T., 7% Tradesmens Natl. Bank & Tr. Co., 1420 Walnut St.,

Philadelphia, Pa

Kerney, J. Edwards, 221 Waterman St., Providence, R. I_______________

Kitcat & Aitken, 9 Bishopsgate, London, E. C. 2, England---------------

Kuhn, Mrs. Margaret N., ; the New York Trust Co., Income Collection

Dept., 100 Broadway, New York, N. Y.------------------------------

Maher & Co., 40 Wall St., New York, N. Y______________________________

Massachusetts General Hospital, 1 Federal St., Boston, Mass_____________

Merrill, Joseph L., 20 Lamington Rd., Bedminster, N. J.------------------

Morton, Miss Mary R., 15 Beech Tree Lane Bronxville, N. Y____________

Oberempt & Co., 100 Broadway, New York, N. Y------------------------

Richardson, Howard P., 9% The First Boston Corporation 100 Broadway,

New York, N.Y ----

Tucker & Co., 46 William St., New York, N. Y---------------------------

Turner, Paul N., 9% New York Trust Co., Income Collection Dept., 100

Broadway, New York, N. Y.

Walter, C. J. & Co., 66 Beaver St., New York, N. Y.

Whitten, Charles E., 57 Carter Rd., Lynn, Mass------------------------

OLD Colony TRUST COMPANY.,

By

124491–40–pt. 22–23

557

557

552

532

528

510

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

500

Assistant Secretary.
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EXHIBIT NO. 1623

Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Participations of Stone & Webster and Blodget, Inc., in issues managed by The

First Boston Corporation from June 14, 1934, to June 30, 1989

[Amounts in thousands of dollars)

Stone &

§: wº| AIDount edSter an

and Blodget,

Date of .#|*ś." | Blodget, iñº.
Offering Issue Aſºount flosion and Inc. Par- | ticipation

Prospec- - of Issue Partici- Blodget ticipation | as Percent

tuS - as Percent- age of First
pation Inc. Par f

ticipation | *.*.* Oston

Amount Corpora

of Issue tion Par

ticipation

7|2|34 || Edison Elec. Ill. Co. of Boston 3s

of 1937- - ------------------------ 35,000 8,750 875 2.5 10.0

10/29/34 || Edison Elec. Ill. Co. of Boston 3s

of 1937-------------------------- 20,000 5,000 500 2.5 10.0

7/19/35 | Edison Elec. Ill. Co. of Boston 3%s

of 1965- - ------------------------ 53,000 10, 600 1, 525 2.9 14.4

4/22/35 | So... Cal. Edison Co., Ltd. 3%s of

1960 ------------------------ . . . . . 73,000 18, 250 730 1.0 4.0

7/1/35 | So. Cal. Edison Co., Ltd. 3%s of

of 1960------------------------. . 35,000 8, 750 350 1.0 4.0

9/17/35 | So. Cal. Edison Co., Ltd. 4s of

1960----------------------------- 30,000 7,500 300 1.0 4.0

9/17/35 | So. Cal. Edison Co., Ltd. Deben

tures due 1936–45- - - - - - - - - - - - - - 27, 500 12, 125 205 0.7 1.7

5/1/35 | Commercial Credit Co. 5%%

Conv. Pfä. Stock------------. -- 19, 372 2,061 350 1.8 16.9

6/15/36 || Commercial Credit Co. 4%%

Cum. Conv. Pſd. Stock----------|| 25,000 4,000 900 3.6 22.5

10/8/36 || Commercial Credit Co. 3%s of

1951----------------------------| 30,000 4,000 1,400 4.6 35.0

6/16/37 Commercial Credit Co. 2%s of

1942----------------------------- 35,000 6, 500 1,400 4.0 21.5

7/18/35 | Duquesne Light Co. 3%s of 1965-- 70,000 15, 475 700 1.0 4.5

10/2/35 | Atlanta Gas Light Co. 4%s of

1955-------------------------- 5,000 1,450 250 5.0 17.2

11/14/35 | Central Maine Power Co. 4s of

1960----------------, ----------- 15,600 3, 240 459 2.9 14.2

10/26/36 Central Maine Power Co. 3%s of

1966--------------------------- -- 14,000 3,000 575 4. 1 19.2

3/26/36 | Eastern Gas & Fuel Associates 4s

of 1956.------------------------- 75,000 9,000 3,000 4. 0 33.3

4/20/36 || Wisconsin Gas & Electric Co. 3%s

of 1966- ----------- ; --> --- A, -,----- 10, 500 1, 625 250 2.3 15.4

7/16/36 Narragansett Electric Co. 3%s of

1966----------------------------- 34,000 8,075 1,000 3.0 12.4

4/31/36 || Wisconsin Michigan Power Co.

3%S of 1961---------------------- 10, 500 1,625 250 2.3 15.4

12/15/36 Missouri Power & Light Co. 3%s

of 1966--------------------------- 9,000 2,000 650 7.2 32.5

10/6/37 || Idaho Power Co. 334s of 1967 ---| 18,000 4,300 300 1.7 6.9

10/28/37 | North Boston Lighting Properties

3%s of 1947--------------- - - - -- 13,000 2,500 250 1.9 10.0

8/10/38 The Toledo Edison Co. 3%s of

| of 1963. 30,000 5,000 1,000 3.3 20.0

4/24/39 Gatineau Power Co. 334s of 1969 – 52, 500 6,990 867 1.6 12.4

Source: Compiled from the registration statements relating to the respective issues on file with the

Securitiesand Exchange Commission.

ExBIBIT NO. 1624

[From the files of Lehman Brothers)

APRIL 4, 1934.

MEMORANDUM RE RELATIONS WITH SUCCESSOE COMPANY TO FIRST OF BOSTON

CORPORATION

Last Thursday I lunched at the First of Boston Corporation with Mr. Nevil

Ford who, jointly with Mr. Pope, is one of the senior officers of the Corporation.

Mr. Ford is a personal friend of long standing.
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We discussed two subjects, first, the reorganization plan whereby the new com

pany “The First Boston Corporation” will be established to continue in the

issuing business, and second, the possibility of this new company and Lehman

Brothers working more closely together, especially through the inclusion of

Lehman Brothers in certain underwriting groups in place of bank affiliates and/or

private firms which have gone out of business or have weakened as to ability to

assume commitments.

With regard to the future organization plans of the First of Boston Corpora

tion, I gathered that final legal details had not been agreed upon by attorneys,

but that the program in general contemplated a joining of forces of the First of

Boston Corporation and the Chase Harris Forbes organizations under a plan

whereby subscription rights could be offered to the present shareholders of the

First National Bank of Boston and the Chase National Bank in such proportions

As Would give neither of these share holding groups control of the new company.

A percentage of the shares of the new company would be reserved for subscription

by certain senior officers of the existing organizations who would become the

Senior management of the new company, namely, Mr. Pope, Mr. Ford and two

Senior officers of Chase Harris Forbes.

With regard to future relations between the new company and Lehman

Brothers, Mr. Ford was most optimistic that cooperation would be possible, and

Was quite definite in expressing a desire on the part of himself and his associates

10 include Lehman Brothers in business in which we had not been represented

previously. He said that a reconstitution of groups had not been discussed with

the Chase Harris Forbes people, but that as soon as the legal formalities for

the establishment of the new company had been finished attention would be

turned to a survey of existing business in both organizations. Mr. Ford said

that he recognized that there would be many holes in previous groups and that

wherever it was possible he would try to discuss with us the possibility of our

joining. I mentioned one specific case, that of Boston Edison. He replied

that in this particular instance he doubted whether anything could be done since

the credit of this company is so well known that every member of the existing

group is constantly pressing for a larger participation and a number of Boston

houses previously not included have almost irresistible prior claims to include

them. As he humorously remarked, “it was always a fight for the First of

Boston to stay in the business itself because of the pressure from other Boston

houses to slice off pieces of the First of Boston's participation”.

I shall follow up my conversations with Mr. Ford again, and shall arrange to

have him over to lunch with the firm in the near future.

D. R.

DORSEY RIOR ARDSON.

CC: Mr. Robert Lehman

Mr. Gutman

Mr. Mazur

Mr. Hertz

Mr. Hammerslough

ExHIBIT No. 1625

[From the files of The First Boston Corporation)

THE FIRST OF BOSTON CORPORATION,

Boston, Massachusetts, August third, 1934.

MY DEAR MR. HARRIs: I received a letter from Mr. A. B. Hancock which I think

inally closed the business sale of the four yearlings for $4,500 as the prospective

buyer has not shown up with the money, so we will put the yearlings through

the sales ring. If you have no objections, I think I will bid on the Firetop filly

and try to buy her if she does not go too high. It may be possible we shall be

ºgreeably disappointed in the prices that these yearlings bring for, as I told you,

I do not think they will bring very much. On the other hand, there is a scarcity

ºf prospective racers due to the opening up of many new tracks on account of

the liberalization of the betting laws of various states. I am going to try to go

º" Sale, although it comes on a Wednesday, but I want to be there if

e.

I don't know whether you heard that Harry has been laid up with a bad foot,

which goes back to a splinter he got in it some time ago. He has been fussing

with it at intervals for a considerable period and it has been bothering him very
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much for the last few weeks. This resulted in what Harry calls a minor opera

tion a few weeks ago but which looked quite like a major one to me and which

will keep him off his foot for a matter of several weeks. I spent last Tuesday

night with him and he is progressing very satisfactorily and I think he will be

hobbling about on crutches in a week or so, but he will have to use them for at

least another six weeks. Harry said at that time that as soon as he was around

again he wanted to join with me in a visit to Chicago, when you would surely

be there, to talk over various matters, which leads me to comment on one in

particular which has come up in the last two or three days.

When I was in New York last week, I had luncheon with Mr. Burnett Walker

at his request. Walker, you will remember, was with us in the early days and

then became vice president of the Guaranty Company. In the unwinding of

that organization, he is now a partner of E. B. Smith & Co., which firm, without

any formal agreement, has, I am sure, the goodwill of the Guaranty Trust Com

pany itself as far as business which the company cannot transact is concerned,

and I think they will be a fairly important factor in certain classes of issue busi

ness in the future. Joe Swan, the old president of the Guaranty Company, also

is a partner of Edward B. Smith & Co., and one or two others of the old Guaranty

men are associated there also. They are a pretty energetic and resourceful group.

Walker told me that he was going to the Pacific Coast to spend a week or two

with his family at Santa Barbara but in the course of his visit he was going to

see Mr. H. J. Bauer, Chairman of Southern California Edison Company, and he

asked me if we had any objection to his so doing, with the thought in mind that

Edward B. Smith & Co. would like to look forward to a participation in any

Southern California Edison financing. I told him that this business had always

been headed up by the Harris Trust & Savings Bank, although as their eastern

associates, Harris, Forbes had had a share in it, but more than that, any business

had particularly been headed up in your good self. Therefore, I really was not in

a position to say very much about it but, naturally, couldn't object to his calling

on them. I said to him, however, that I would suggest that, as he was spending

a day or two in Chicago, before seeing Mr. Bauer on this phase of the business,

I thought it would be courteous for him to see you.

You will recall that while the Guaranty Company was still in existence, they

spent some time trying to effect the sale of the San Diego Consolidated Gas &

Electric Company to the Southern California Edison Company and in connection

with these discussions Mr. O'Brien made several trips to the Coast. Nothing

developed from these conversations. Confidentially, I rather feel that Mr. Walker

may reopen the San Diego discussion with Mr. Bauer and it might be natural for

him to say to Mr. Bauer that in the event he was interested in acquiring San

Diego, E. B. Smith & Co. would be glad to assist in raising the money.

I myself feel that if there are any discussions reopened about the sale of the

San Diego Gas to Southern California Edison, I fail to see the necessity of any

outside intermediary in view of the close relationships existing with the Byllesby

people and your close relationship with Mr. Bauer. ... I don't know that there is

any new issue business for Southern California Edison Company imminent at

the present time but as the Bank, under the new laws, would apparently be

excluded from doing it, we just wanted to register the idea with you, if there

were any, that if and when any business comes along which is outside of the

Bank's province, we, in view of Harris Forbes' long association with it, would

naturally like very much to carry on. Under the circumstances, we have not

felt that we should communicate with the company, but as it is apparent that

another investment banker, and possibly several, may contemplate becoming

active on this subject, we do not want, so to speak, to be left at the post

Nevertheless, we should not think of doing anything about it without your

entire approval in advance, but if you have any thoughts, we would be grateful

of a line from you at this time. -

Things are going fairly well with us here in the Corporation. We were ve

fortunate in having two good pieces of business in the first month of Operation

with the Edison and Western Mass... loans and, as you can well realize, this

helps tremendously and particularly just as we were getting squared away. I

should have disliked very much to see us run into a deficit, which might be
possible but which, fortunately, is taken care of for a while.
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We have had some grand rains in New England the past week and While the

trees look a bit ragged through the country, the lawns and fields are green

again, and the country does look delightful.

Hope Harry and I can make our visit when we can spend a day in the country

with you, for I feel absolutely out of touch with all of your sporting activities,

and as things seem to be getting on a pretty even keel here, I do not propose

to neglect this side of life entirely as I have done for the past year.

My love to Mrs. Harris and yourself.

Cordially,

JRM: HEA

Mr. ALBERT W. HARRIS,

115 West Monroe Street, Chicago, Illinois.

ExHIBIT No. 1626–1

[Letter from Harris, Hall & Company, Incorporated, to Investment, Banking Section,

Monopoly Study, Securities and Exchange Commission l

HARRIs, HALL & CoMPANY

(Incorporated)

111 WEST MONROE STREET

Telephone Randolph 5422

CHICAGO, September 25, 1989.

Mr. W. S. WHITEHEAD,

% Securities and Eachange Commission,

Washington, D. O.

DEAR MR. WHITEHEAD : Referring to our telephone conversation of Saturday,

I have obtained for you a letter of July 25, 1930, addressed to the Harris Trust

and Savings Bank, Chicago, and signed by Harris, Forbes & Company, New

York, and Harris, Forbes & Company, Inc. of Boston, confirming the reciprocal

arrangement which had hitherto existed between these concerns with respect

to the purchase and marketing of securities. This is the only written memo

randum with respect to this matter which we have been able to find, and I

recall that it was reduced to writing at that time because the Chase Securities

Corporation had on or about July 1, 1930, purchased all the stock of Harris,

Forbes & Company and Harris, Forbes & Company, Inc.

I was with the Bond Department of the Harris Trust and Savings Bank from

1909 until 1935 when Harris, Hall & Company was incorporated, and from 1929

to 1935 was a vice president of the Bank with duties in the Bond Department.

I am glad to give you the following brief outline of the history of the Harris

Organization, which I give from personal knowledge except as to some of the

very early history.

The firm of N.W. Harris & Company began business in Chicago May 1, 1882.

The Boston office was opened in September, 1886; the New York office in

October, 1890.

The Harris Trust and Savings Bank was incorporated in 1907 and took over

the business of N.W. Harris & Company in the territory including the Central

States and extending west to the Pacific Coast. The New York and Boston

offices continued as a co-partnership with Mr. N. W. Harris the senior partner.

In 1911 the eastern offices were incorporated, the name in New York becoming

Harris, Forbes & Company and N. W. Harris & Company, Inc. in Boston. In

1916 the name in Boston was also changed to Harris, Forbes & Company.

In 1930 the stock of Harris, Forbes & Co. was sold to the Chase securities

Cºrporation, and in 1931 the business of Harris, Forbes & Co. was consolidated

With that of the Chase Securities Corporation and the name was changed to

Chase Harris Forbes Corporation.

For a brief period, namely, from sometime in 1929 until 1934 when the provi

sions of the Banking Act of 1933 having reference to security affiliates became

ºtective, an affiliate of the Harris Trust and Savings Bank called The N. W.
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Harris Company was in business. The stock of The N. W. Harris Company was

not owned by the Bank but was held by trustees for the ratable benefit of all

stockholders of the Bank. This company did some business in stocks in 1929 and

1930 and then in 1931 after Chase Harris Forbes Corporation had taken over the

eastern business so that the division of territory no longer was appropriate, The

N. W. Harris Company opened an office in New York to handle bond business in

the East as a correspondent of the Bank's Bond Department.

When bank affiliates were outlawed by the Banking Act, The N. W. Harris

('ompany discontinued business and was liquidated.

From the early part of 1929 until July 1, 1931, when the Chase Harris Forbes

("orporation was formed, the Harris Trust and Savings Bank was given the

opportunity to participate on original terms to the amount of 30% of total pur

chases of corporate bonds purchased by Harris Forbes & Company. These were

simply opportunities to participate and not in every case were they accepted.

Conversely, Harris Forbes & Company were given the opportunity to participate

to the extent of 70% in purchases of corporate bonds made by Harris Trust and

Savings Bank. This participation was not always accepted by Harris Forbes &

Company.

For several years prior to the above the percentages were Harris Trust and

Savings Bank 33% 92, Harris Forbes & Company 66% º.

We are unable to locate the exact date when that practice came into operation

but it extended over many years.

When the business of Harris, Forbes & Co. was transferred to the Chase Harris

Forbes Corporation in 1931, the agreement referred to was terminated and no

agreement of similar nature between its parties or any of their successors has

been in existence since that time.

Yours very truly,

EDWARD B. HALL.

Edward B. Hall.

IMN

ExHIBIT No. 1626–2

[Enclosed with “Exhibit No. 1626–1” )

[Copyl

JULY 25TH, 1930.

HARRIS TRUST & SAVINGS BANK,

Chicago, Illinois.

DEAR SIRS: This letter will serve to confirm our understanding that we have

mutually agreed to continue until December 31st 1932, our now existing reciprocal

arrangements with respect to the purchase and marketing of securities. Under

these arrangements you shall be given an opportunity to participate on original

terms, to the amount of thirty percent of our interest therein, in our purchases of

issues of bonds, notes or debentures. Similarly in connection with the purchase

of stocks we are to offer your securities company, namely The N. W. Harris

Company, a twenty percent interest in Such purchases. Conversely, we under

stand that in connection with issues of bonds, notes or debentures that you pur

chase, we shall be given an opportunity to participate on original terms to the

amount of seventy percent of your interest therein. Similarly in connection with

the purchase of stock you are to offer us an eighty percent interest in such

purchases.

As regards marketing securities so purchased by either of us it is agreed that

you shall have the exclusive right as between you and us to advertise and offer

for sale both at wholesale and retail any and all securities in a territory including

the States of Michigan, Indiana, Kentucky, Tennessee, Arkansas, Texas and all

states lying West thereof and in the Territory of Hawaii. We and our sub

sidiary companies have exclusive sales rights elsewhere in the United States

and in Canada and Europe.

It is understood that the above arrangement does not apply to any securities

that you may purchase in the ordinary conduct of your general banking and trust

business or to any purchase by us for investment or not in the usual course of our

respective businesses.

The foregoing outlines the basis on which we mutually desire to continue

the existing reciprocal arrangement, the principle back of which is that your

organization and ours shall endeavor to operate as a national organization in
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the purchase and sale of securities on the basis outlined, and it is our mutual

understanding that the general details of the administration of the foregoing

Shall be conducted as heretofore.

If the foregoing is in accordance with your understanding will you please

confirm by signing the attached copy of this letter.

Yours very truly,

HARRIS, FORBES & COMPANY.,

By (Signed) H. M. ADDINSELI,

Vice President.

HARRIs, FoRBEs & CoMPANY, INC.,

By (Signed) W. E. McGREGoR,

Vice President.

The foregoing correctly states our understanding.

HARRIS TRUST AND SAVINGS BANK,

By (Signed) FRANK McNAIR,

Vice President.

EXHIBIT No. 1627

[Letter from Harris, Hall & Company, Incorporated, to Investment Banking Section,

Monopoly Study, Securities and FXchange Commissionl

HARRIs, HALL & CoMPANY

(Incorporated)

111 WEST MONROE STREET

Telephone Randolph 5422

CHICAGo, September 18, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIs: In accordance with your request of September 15, I am

pleased to furnish you with the following information regarding our present

"apitalization, the most recent list of stockholders, and the original capitaliza

tion at the time of formation.

The present capitalization of Harris, Hall & Company is as follows:

Preferred Stock (par value $100)

Authorized------------------------------------------ 2,500 shares

Outstanding ---------------------------------------- 2,500 “

Common Stock (par value $10) -

Authorized----------------------------------------- 80,000 shares

Outstanding ---------------------------------------- 61,000 “

Paid-in Surplus-- ----------------------------- $267,000 “

NOTE–1,000 shares of the common stock outstanding was sold to two

officers who joined the organization in 1936, at $25 per share.

The preferred stockholders list as of March 20, 1939, and the common stock

holders list as of March 25, 1939, are being forwarded under separate cover.

We will appreciate your returning the preferred stockholders list after you are

finished with it.

The original capitalization at the time of formation and a statement as to
how and by whom this original capital was subscribed is given in detail in the

°nclosed prospectus which was issued at the time that the stock was sold. As

Stated in the prospectus, 20% of the Company's stock was given to the stock

hºlders of the Harris Trust and Savings Bank and said stockholders were

given the right to subscribe to 20% more of the stock at the same price as that

sold to the public, namely, $17,75 a share. This payment was made for the

ºivilege of carrying on the corporate bond business formerly done by the
Bond Department of said Bank. At no time have stockholders of the Harris

Trust and Savings Bank held more than 40% of said Harris, Hall & Company

§ºmon stock, and I am advised by the Transfer Agent that as of July 10,

**holder. of the Harris Trust and Savings Bank held 36.69% of said
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The preferred stock, as stated in paragraph (e) on page 3 of the prospectus,

has no voting power, nor shall the holders thereof as such be entitled to notice

of meetings of stockholders, all rights to vote and all voting power being

vested exclusively in the holders of the common stock.

If there is any further information you might desire in this connection, we

will be glad to furnish same.

Yours very truly,

NoRMAN W. HARRIs,

Vice President.

Norman W. Harris

IMN

ExHIBIT NO. 1628–1

STIPULATION

It is hereby stipulated and agreed that the documents listed below are true

copies of original communications or carbon copies from the files of Blyth & Co.,

Inc., and that they were received or sent, as the case may be, by Blyth & Co., Inc.

Date Description To From

Nov. 6, 1935 | Letter----- C. E. Mitchell------------------------------------ H. M. Addinsell.

Nov. 6, Mr. Hall of Harris, Hall & Co.--

NOV. E. B., Vice President.

Nov. C. E. Mitchell.

Now. H. M. Addinsell.

Nov. Norman W.

Now. C. E. Mitchell.

DEC. 13, 1939. GEORGE LEIB.

ExHIBIT No. 1628–2

[From the files of Blyth & Co., Inc.)

H. M. ADDINSELL,

Chairman Earecutive Committee.

THE FIRST BOSTON CORPORATION,

ONE HUNDRED BROADWAY,

New York, November 6th, 1935.

BLYTH & Co., INC.,

120 Broadway, New York City.

Attention—Mr. C. E. Mitchell.

DEAR SIRs: We acknowledge receipt of your letter of November 1st with

reference to the proposed issue of $40,000,000 Los Angeles Gas & Electric Cor

poration First and General Mortgage Bonds Series of 4s due 1970 now in

registration.

We accept with pleasure the proffered interest in this business of $3,000,000,

for which please accept our thanks.

Yours very truly,

H. M. ADDINSELL,

Chairman Earecutive Committee.

ExHIBIT No. 1628–3

[From the files of Blyth & Co., Inc.]

NoveMBER 6, 1935.

HARRIS HALL & Co.,

111 W. Monroe Street, Chicago, Ill.

Attention Mr. Hall.

GENTLEMEN: Following your call upon us this morning, Mr. Addinsell of The

First Boston Corporation came to see me regarding the underwriting of the
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proposed issue of $40,000,000 Los Angeles Gas & Electric Corp. First and Gen

eral Mortgage bonds, series of 4s due 1970, now in registration. Under the

circumstances as discussed when you were in our office, The First Boston

Corporation has agreed to give up $500,000. of the amount of their participation

in this underwriting, and we are thus enabled to offer to you a participation of

$500,000. and would be glad to have your early reply as to whether this is

acceptable.

The issue will be broadly advertised throughout various states of the coun

try and to the extent that you are registered as a dealer, we shall be glad to

include your name. Assuming that you will want to be so included, please let

us know to what extent you are registered or will be registered, bearing in

mind that it is expected that the issue will be ready for offering on November

18th.

Copies of the registration and other necessary documents for study will be

sent to you by mail tonight.

Very truly yours,

P. S.—We find that we do not have extra copies of the documents that could

be sent from this office and have wired our San Francisco office to forward

them to you from there by airmail today.

ExHIBIT No. 1628–4

[From the files of Blyth & Co., Inc.]

NovEMBER 6TH, 1935.

HARRIs, HALL & CoMPANY.,

111 West Monroe Street, Chicago, Illinois.

Attention of Mr. Hall.

GENTLEMEN: We are enclosing herewith certain letters addressed to the several

underwriters of the proposed issue of Los Angeles Gas and Electric Corporation

Bonds which we think are fully self-explanatory.

The enclosed letters refer to the registration statement and exhibits which are

being air expressed direct to you from our Los Angeles Office.

You will note that certain information is to be supplied by you, and we

should appreciate a prompt response from you in this connection.

Wery truly yours,

BLYTH & Co., INC.

By y

Vice President.

EB: m

Encl.

EXHIBIT NO. 1628–5

[From the files of Blyth & Co., Inc. )

November 6, 1935.

Mr. HENRY M. ADDINSELL,

Chairman, Ea'ecutive Committee, The First Boston Corporation,

100 Broadway, New York City.

DEAR MR. ADDINSELL : Referring to our talk this afternoon regarding the

underwriting of $40,000,000. Los Angeles Gas & Electric Corp. First and General

Mortgage bonds, series of 4s, due 1970, now in registration, it is agreed that

Your underwriting position in this business shall be revised from $3,000,000. to

$2,500,000 and that this difference of $500,000. shall be offered to Harris, Hall

& Company, 111 W. Monroe Street, Chicago, which has been done by letter today.

Very truly yours,

CEMLR
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ExHIBIT No. 1628–6

[From the files of Blyth & Co., Inc.)

H. M. Addinsell, Chairman Earecutive Committee.

'THE FIRST BosTON CORPORATION,

ONE HUNDRED BROADWAY,

New York, November 7th, 1935.

C. E. MITCHELL, Esq.,

Chairman, Blyth & Co., Inc.,

120 Broadway, New York City.

DEAR MR. MITCHELL : I acknowledge receipt of your letter of November 6th with

reference to the adjustment in our interest in the proposed issue of Los Angeles

Gas & Electric Co. First and General Mortgage bonds which I understand is now

$2,500,000. I also understand that you are offering $500,000 to Harris Hall & Co.

in Chicago.

Thanking you very much for your consideration in this matter, I am

Yours very truly,

H. M. ADDINSELL,

Ohairman Eaſecutive Oommittee.

ExHIBIT No. 1628–7

[From the files of Blyth & Co., Inc.)

HARRIS, HALL & CoMPANY.,

HARRIS TRUST BUILDING,

Chicago, November 8, 1935.

BLYTH & COMPANY, INC.,

120 Broadway, New York City, New York.

Attention of Mr. C. E. Mitchell.

GENTLEMEN: I wish to acknowledge receipt of your letter of November 6th,

offering us a participation of $500,000 in the underwriting of the proposed issue of

$40,000,000 Los Angeles Gas and Electric Corporation First and General Mortgage

Bonds, Series of 4s, due 1970. We are pleased to accept this amount, and wish to

express our appreciation for your efforts in our behalf in this connection.

We are advised by counsel that our name may appear in the advertising in any

state with the exception of Pennsylvania, if the customary clause is used stating

that the offering is made only by such dealers as are registered in the particular

state involved. We hope that this clause will be used in your advertising so that

our name can appear in all states except Pennsylvania.

We have already received from San Francisco copies of the registration and

other necessary documents regarding the issue.

Very truly yours,

NORMAN W. HARRIs,

Vice President.

Norman W. Harris

fed

ExHIBIT No. 1628–8

[From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to Norman W. Harris)

- November 9, 1935.

HARRIs, HALL & COMPANY,

Harris Trust Building, Chicago, Ill.

Attention Mr. Norman W. Harris, Vice Pres.

GENTLEMEN: We have your letter of November 8th and note your acceptance

of our offer of a participation of $500,000. in the proposed Los Angeles Gas &

Electric Corporation offering and also that you are prepared to have your

name appear in all advertising other than in the State of Pennsylvania. For

your information it is our custom to use the clause referred to in all advertising.

Very truly yours,

("E.M. ir
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ExHIBIT NO. 1629

[From the ſiles of The First Boston Corporation )

As of FEBRUARY 28, 1939.

UNDERWRITING PARTICIPATIONS

The first column contains participations by the various firms

headed by The First Boston Corporation.

in business

The second column contains The First Boston Corporation's participations in

business headed by the respective underwriting houses.

Aldred & Company---------------------------------- $1,000, 000

A. C. Allyn & Company------------------------------ 20, 010, 000

A. E. Ames & Co------------------------------------- 6, 150,000

Bacon, Whipple & Co-------------------------------- 350, 000

J. B. Baker------------------------------------------ 150,000

Baker, Watts & Co---------------------------------- 1, 700, 000

Baker, Weeks & Harden---------, - ...---------------- 1, 200,000

Baker, Young & Co------. --------- - - ----- ------- - -- - - 850, 000

Baldwin & Company------ --------------------. - ---- 700,000

Bancamerica Blair Corp. --_________________. ... -- . 11, 470,000

Bankamerica Company-----------------------. . . 810, 000

BancOhio Securities Co--------------- - - - - - - - ---- 260,000

Chas. D. Barney & Co. (1935 (; 7) ----------- - - - - 2,650, 000

A. G. Becker & Co------------ -- ---- - --- --- - -- - - 850, 000

Blake Bros. & Company-----, ------- - -------------- 1, 700,000

Blyth & Company----------------------. - - - - - --- 45, 899,000

Bodell & Co---------------- –––– --------- --- ------- - 10, 225,000

Bonbright & Co---------------------------------- -- - - * 18, 154,000

Bond & Goodwin, Inc.------------------------------- 1, 800,000

Edward M. Bradley & Co.— -- - - -...-------------- ----- 200,000

Alex. Brown & Sons----------------------------------- 2, 925,000

Brown Brothers Harriman & Co - - - ----------------- 1, 750, 000

Brown Harriman & Co------------------------------- 59, 381,000

Brown, Lisle & Marshall----------------------------- 500,000

Burr, Gannett & Co---------------------------------- 7,962, 500

H. M. Byllesby & Co.-------------------------------- 30, 435,000

Frank B. Cahn & Co. (Comm, Cred.) ---------. … ---...- 750, 000

Cassatt & Co., Inc.----------------------------- ------ 11, 270,000

Wm. Cavalier & Co...------------------------------- 200,000

Central Republic Co-------------------------------- 3,205,000

Chace, Whiteside & Co------------------------------- 200,000

Clark, Dodge & Co--------------------------------- 3, 100,000

B. W. Clark & Co----------------------------------- 2,750,000

"offin & Burr---------------------------------------* 19, 936, 000

Paul H. Davis & Co. -------------------------------- 700,000

R. L. Day & Co-------------------------------------- 7,090,000

Dean, Witter & Co---------------------------------- 14,498,000

Dick & Merle-Smith________-------------------------- 250, 000

Pillon. Read & Co.----------------------------------- 19, 370,000

Dominick & Dominick------------------------------- 3, 810, 000

Rominion Securities Corp---------------------------- 6, 150,000

Eastman. Dillon & Co. (Comm. Cred.) ---------------- 1,300,000

Edgar Ricker & Co--------------------------------- 1,500,000

Emanuel & Co-------------------------------------- 5,375,000

Estabrook & Co------------------------------------- 7,940, 000

Evans, Stillman & Co------------------------------- 6, 750,000

Farwell Chapman & Co----------------------------- 100,000

Field, Glore & Co. (1935–6)-------------------------- 16, 254,000

First Boston Corporation (The) --------------------------------

First of Michigan Corpl.------------------|--|--|-- 4, 990, 000

Morris F. Fox--------------------------------|--|-- 350,000

Francis Bro. Co----______ -- -- - -- - ---- - - 250, 000

#"ºl.... Nº ate deal included.

"Sº,599.006 private drai inºïd.

$

i
7, 941, 00

i
23,750,º

17, 919, 000

O

O

0

()

21, 357, 500

()

()

2,750,000

i
* 15, 198,685

42 589.2

1, 550, 000

4 S56. º
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Robert Garrett & Sons------------------------------- $3,900, 000

Chas. H. Gilman & Co 250,000

Glore, Forgan & Co 1,900,000

Goldman, Sachs & Co-------------------------------- 19,607, 500

Graham Parsons & Co - – 3,000, 000

Granbery, Safford & Co. (1935–6)-------------------- 3, 250,000

Granbery, Marache & Lord--------------------------- 200,000

Green, Ellis & Anderson 500,000

Hale, Waters & Co 150,000

Hallgarten & Co 2, 200,000

Halsey, Stuart & Co 24, 182,000

Hammons & Co 400,000

Harris, Hall & Co 17, 300,000

Hawley, Huller & Co 350,000

Hayden, Miller & Co------------------ 1, 200,000

Hayden, Stone & Co- ---- 13,925,000

Hemphill, Noyes & Co 2, 350,000

Hornblower & Weeks __ 6, 290,000

W. E. Hutton & Co - -- - 8, 020, 000

Investors Trust Co- 500,000

Jackson & Curtis --- 6, 795,000

Arnold W. Jones & Co 100,000

Kean, Taylor & Co 3,000,000

Kidder, Peabody & Co-----------------------________ 49, 267,400

Kuhn, Loeb & Co 4,700,000

Ladenburg, Thalman & Co.--—------------------------ 6, 350, 000

Laird & Co 250,000

Laird, Bissell & Meeds-------------------___________ 500,000

W. W. Lanahan & Co.-------------------------------- 1, 100,000

W. C. Langley & Co.---------------------------------- 24, 508,000

Lazard Freres & Co--------------------------------- 22, 128,000

Leadenhall Securities Corp___________________________ 2, 500,000

Lee Higginson Corp_ ___* 31, 329,000

Lehman Bros — 13,250,000

Adolph Lewisohn & Sons----------------------------- 100,000

Makubin, Legg & Co 2,600,000

McLeod, Young, Weir & Co--------------------------- 6, 150,000

Maine Securities Corp — 390,000

Lawrence M. Marks & Co---------------------------- 700,000

Mellon Securities Co ____ 14, 400, 000

Merrill, Turbin & Co--------------------------------- 350, 000

Minsch, Monell & Co -- 250,000

Mitchum, Tully & Co--------------------------------- 1,600,000

Moore, Leonard & Lynch----------------------------- 500,000

Morgan, Stanley & Co.-------------------------------- O

F. S. Moseley & Co __ 32,739,000

G. M.-P. Murphy------------------------------------- 1, 550,000

W. H. Newbold's Son & Co--------------------------- 350,000

Newton, Abbe & Company---------------------------- 725,000

Otis & Co - -- 4, 100,000

Pacific Co. of California----------------------------- 3,920, 000

Paine, Webber & Co.--------------------------------- 6, 155,000

Pask & Walbridge----------- - 100,000

H. M. Payson & Co 813,000

Arthur Perry & Co---------------------------------- 4,685,000

R. W. Pressprich & Co------------------------------- 810, 000

Putnam & Co

Richardson & Clark----------------------------------

Reynolds & Co-----

Riter & Co.———

E. H. Rollins & Co-----------------------------------

Royal Securities Corp

Sage, Rutty & Co., Inc ---- 711,000

Schoellkopf, Hutton & Pomeroy----------------------- 1,800, 000

4 Includes $525,000 private deals.

* Includes $667,374 private deals.

º
11, 860, 412

:

O

3, 499,033

0

1,000, 000

000, 000

i. i
869

; º

20, 842,

157, 194,

250,

1,050,

O

1, 750, 000

O
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Schroeder, Rockefeller & Co-------------------------- $3, 100,000

Chas. W. Schranton---------------------------------- 1,000, 000

Securities Co. of Milwaukee-------------------------- 6, 160,000

J. & W. Seligman & Co------------------------------- 5, 650,000

Singer, Deane & Scriber------------------------------ 600,000

Edward B. Smith & Co. (1934–5–6–7)----------------- 56, 456, 000

Smith, Barney & Co--------------------------------- 5, 887, 000

Spencer, Trask & Co--------------------------------- 10, 590, 000

Speyer & Co----------------------------------------- 500,000

William R. Staats Co-------------------------------- 6, 340,000

Starkweather & Co---------------------------------- 3,040,000

Stein Bros. & Boyce--------------------------------- 950, 000

Lawrence Stern & Co--------------------------------- 2,910, 000

Stone & Webster & Blodget--------------------------- 22, 309,000

Strother, Brogden & Co - 600,000

Stroud & Co 350,000

Tenney & Co---------------------------------------- 200,000

Titt Brothers----------------------------- ____ 1, 540, 000

Tucker, Anthony & Co------------------------------- 3,355,000

G. H. Walker & Co---------------------------------- 500,000

$0

1,050, 000

O

2,000,000

0

38, 343,000

1, 250,000

18, 174,
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ParticipationofTheFirstBostonCorp.inissuesheadedbyMorganStanley&Co.

T

1stB.Partici

pation

-M.S.Est.Synd.

DateofissueCompanyIssueAmountPart.7,ProfitCoinments

%Amount

9/21/35-----------ConsumersPowerCo---------------------------------------3%'s'65-----19,172,00029.810.4$2,000,000$23,500|Inpreviousissue.10/16/35-IllinoisBellTelephoneCo---3%’s’70__45,000,00030.2104,500,00042,500Inpreviousissue.

11/20/35----------OhioEdisonCo---------------------------------------------4's'65-------43,963,50019.95.72,500,00036,875|N§ghterest,%ſrom

N.Y.andQueensElec.Lt.&Pr.--------------------------3%’s’65-----25,000,00037.441,000,00015,000Previousinterest. SouthwesternBellTel.Co-----45,000,00029.89.64,300,00045,750|Inpreviousissue.
NewYorkEdisonCo.,Inc.55,000,00027.35.53,000,00039,375||Inpreviousissues.

ConsumersPowerCo--------55,830,000205.43,000,00041,250Inpreviousissue.

Louisville&NashvilleR.R.Co-9,292,00051.516.1|1,500,00013,875|Inapreviousissue.NewYorkCentralRailroadCo-----------------------------40,000,00021.27.53,000,00030,000||Inapreviousissue. NewYorkCentralRailroadCo-----------------------------15,000,00021.27,51,125,0001,781|Inapreviousissue.

Cons.EdisonCo.ofN.Y.,Inc.------------------------------35,000,00021.44.31,500,00022,188Inissuesofpredecessor

company.

Cons.EdisonCo.ofN.Y.,Inc.------------------------------35,000,00021.44.31,500,00024,375Inissuesofpredeeessor

Company.

PacificTel.&Tel.Co---------------------------------------30,000,000307.72,300,00025,500||Inpreviousissue.Chesapeake&OhioRailwayCo-40,362,00025.66.22,500,00030,625|Inpreviousissue.

CincinnatiUnionTerm.Co---------------------------------24,000,00027.14.21,000,00010,625|}.|.M.S.Inpre

Viousissues.

Chicago&WesternIndianaR.R.Co22,727,0003210.62,400,00023,438||Inpreviousissue.BrooklynEdisonCo.,Inc.------55,000,00027.36.43,500,00043,125Inpreviousissue.

StandardOilCompany----30,000,000308.32,500,00024,625||Totalissue$85,000,000.

Inpreviousissue.

Louisville&NashvilleR.R.Co26,000,00036.511.53,000,00028,500||Inpreviousissue.NiagraFallsPowerCo-----32,493,00026.96.22,000,00024,625|Inpreviousissue.Chesapeake&OhioRy.Co------------15,300,00023,55.9900,0005,625||Inpreviousissue. NewYorkEdisonCo.,Inc.----------------------------------30,000,00026.651,500,00016,875|Inpreviousissue.Chesapeake&OhioRy.Co---29,500,00023.26.1|1,800,000,750|Inpreviousissue.GeneralMotorsAcceptance----,000,1552,500,00025,000||Inpreviousissue.GeneralMotorsAcceptance-----||50,000,0001552,500,00031,250|Inpreviousissue.

AmericanTel.&Tel.Co------------------------------------3%’s’61-----175,000,00016.769,000,000120,000||$150,000,000publiclyofferedinprevious

issues.

11/19/36----------ArgentineRepublic-----------------------------------------4%’s’71-----23,500,00017174,000,00056,000|Inpreviousissue.

12/2/36-----------AmericanTelephone&Telegraph---------------------------3%'s'66-----160,000,00012.54.57,200,00097,500||$140,000,000offeredtoublic.Inprevious

u0.

12/3/36-----------ConsumersPowerC0---------------------------------------3%'s'66-----12,000,000313|12.5|1,500,00018,750|Inpreviousissue.
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OhioEdisonCompany--------------------------------------

CentralNewYorkPowerCorp-----------------------------

$4.50Pſd----

3%'s'67-----

4s–1967------

3%s–1962.---- 3%s,1958----3%S,1967----3%S,1962.---- 3%s,1948----

3%%,1948---

ser.C3%,1968.

3%,1968-----

3%s,*----

8,500.000 48,364,000 30,000,000 9,000,000 30,000,000 60,000,000 100,000,00027,750,000 50,000,00035,000,000 28,800,000 10,000,000 27,982,00025,000,000

25,000 1,250,000 725,000 3,000,000 1,285,0001,000,0001,700,000 1,900,000 4,750,0001,750,0002,780,0001,720,000 1,800,000 1,250,0001,225,000 3,500,000

43,875

15,312.50 0.031.25

36,375

17,031.25

11,500

16,812.50

30,625

57,812.50

22,12525,25015,725 22,500 13,25015,906 56,875

NewInterest.

SubsidaryofCons.Elec.

Inpreviousissue.

Inpreviousissue.

InoldUticaGas&El.

issues.

Inpreviousissue.Inpreviousissue.

NewBusiness-Sub-Un

derwriting.

($28,000,000publiclyoff.)

Inprev.issue.
NewBusiness.

$2,250,000off.privately.

($1,100,000additional
placedprivately.)In

prev.issue.

Inpreviousissue.

12/17/3612/30/36--

9/29/37-----------10/7/37----------- 1/13/38----------- 3/30/38----------- 4/21/38----------- 8/11/388/12/38--11/3/38
11/17/38----------

12/2/38-----------
2/23/38----------

PacincTelephone&Telegraph------------------------------

onioEdisonCo

GreatNorthernRy.Co-------------------------------------

DominionofCanada.--DominionofCanada
ArgentineRepublic.----

PhiladelphiaElectricCo--

Argontinoſºft.------

SouthernBellT.&T.Co
PhclpsDodgeCorporation.--

StandardBrandsInc.-----

NewYorkTelephoneCo--

BuffaloNiagaraElec.Corp--------------------------------- BuffaloNiagaraElec.Corp---------------------------------

E.I.duPontdeNemours&Co----------------------------

WestchesterLightingCo------------------------------------

ConsolidatedEdisonCo.ofN.Y.,Inc.----------------------

ConsumersPowerCompany-----------

Duluth,Missabe&IronRangeRwy.Co

ConsolidatedEdisonCo.ofN.Y---------------------------

UnitedStatesSteelCorp.-----------------------------------

TheMt.StatesTel.&Tel.Co-- StandardOilCo.(N.}}DebS----

StandardOilCo.(N.J.)SerialNo

SouthwesternBellTel.Co----------------------------------

PublicServiceElec.&GasCo------------------------------ NewYorkSteamCorporation--- -

ArgentineRepublic-----------------------------------------

Govt.oftheDom.ofCanada-------------------------------

ContinentalOilCo-----------------------------------------

35.4"s"66-----334’s"66----- 394's'67-----

%5,1938.
3%%,1966---

25,000,00026,834,000 50,000,000 $25,000,000 17,029,000 3,420,000
500,000shs.

$25,000,000 40,000,00021,900,000 10,168,000

3o

19.O

100

14.1

1:

i.i3

1.ooo.ooo1,500,000 3,000,000 3,141,0005,750,0009,000,000 1.014,250215,000shs. $2,600,000 1,065,000 210,000 3,650,00045,000 1,000,000

37,906.2513,502.25 11,687.50

Inpreviousissuo.

Inpreviousissue.50%
fromM.S.&Co.

Inpreviousissue.Sub

underwriting.

Headedpreviousissues.Headedpreviousissues.

Inpreviousissue.Inpreviousissue.
Inpreviousissues.
Inpreviousissue.

NewInterest. NowInterest.

Inpreviousissue.

Inproviousissue.ChaseSec.HadpartinBuſ.

S.E.

Inproviousissue.ChaseSec.hadPartinBuf.

S.E

Inproviousissue.

Newbusiness,$20,120,300

subs.for,$51,300res.

Inpreviousissue.
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ParticipationofTheFirstBostonCorp.inissuesheadedbyMorganStanley&Co.—Continued

1stB.Partici

pation

DateofissueCompanyIssueAmountFºº,Pskºl.Comments

%Amount

4/3/39.-----------EastmanKodakCompany----------------------------------Common3,900shs.174156shs.$11,028.68225,092shs.beforeold
Stock.stockholdersSub

Scribed.

7/19/39.----------ShellUnionOilCorporation--------------------------------iº2%%$85,000,00011.764.44||$4,000,000||38,750NewBusiness.

CDS.

7/20/30-----------SouthernBellTelandTel.Co-----------------------------*.3%22,250,00017.795.931,320,00011,100Inpreviousissue.

ebS.

--*-***--a-------a--*********

*************r

***--a--ºr,y-->**-:****

=--a--—
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EXHIBIT No. 1632

[From the files of The First Boston Corporation)

[Orig. & Copies in files. A. W. Harris. (Geml. files–Corp.–Buying Dept.) )

ALBERT W. HARRIs,

115 WEST MONROE STREET,

Chicago, August 6, 1934.

John R. MACOMBER, Esquire,

1 Federal Street, Boston, Mass.

DEAR JOHN: I am very sorry indeed to learn that Harry has been laid up

and I can sympathize with him, as I had a similar thing happen to me not so

many years ago. I had a growth on the bottom of my foot that didn't amount

to anything and, while I didn't take it very seriously, the first thing I knew I

was going around on crutches and had to go finally and have the growth cut

out of the bottom of my foot and then I got better right away. I hope Harry

will have the same experience—that is, that his recovery will be as rapid.

About the colts, I guess race horse prospects are about the only kind of horses

that can be sold these days, as it costs too much for feed for anybody to afford to

keep them for any other purpose than racing.

To go back to Harry, I hope you and he will not put off coming out until

he throws his crutches away. As soon as he gets out all he wants is about ten

days to get used to going around on one foot and it won't take him long to

feel so at home on the crutches that he will hate to throw them away ! You

better plan on coming out and bringing him along in a couple of weeks from

now. Of course, a fellow can't be expected to work if he has to use crutches,

So we could spend a day or two up in the country. We have plenty of auto

mobiles and boats and we can take Harry around very comfortably or park him

in the shade while we are taking a horseback ride.

I note what you have to say in connection with the Southern California

Edison and Mr. Walker. I think I will repeat to you what I said to Mr. Walker.

I told him that we were not out of the investment business, that we proposed

to do as much bond business as we could do, that in the past six months we

had done more municipal bond business than we ever had in any six months

before, that we expected the Banking Law and the Securities Law to be changed

S0 that the investment houses and banks could do more business, and that,

while it might be necessary and desirable for us to make new connections, we

did not propose to make any until we were off with the old; certainly we did

not propose to help anybody who did not help us and if he wanted us to do

anything for him he would have to do something for us first; that we were in

the municipal bond business and the banking business and we wanted more

trust business such as appointments as active trustees under mortgages, transfer

agents and registrars for stock issues, and anything we could legitimately do,

we expected to use our influence to help anybody that would use their influence

to get business for us of the kind we could handle; that up to date we had not

severed our connection with the old Chase Harris Forbes crowd; that we had

not got down to considering any of the present rules and regulations very seri

ously, as we were confident they would have to be changed before business

would improve; and incidentally, as far as the Southern California Edison

and the San Diego situation were concerned he could talk to Mr. Bauer or he

sould talk to me and it did not make any difference which one he talked to,

because he would be talking to the same fellow.
I had rather hoped that you and Harry could get out before long, because

I think in self-defense we shall have to make some different alignments unless

We can make Some satisfactory offensive and defensive relations with you

fºllows, and I do not imagine we can stand the matter off very much longer

than around the first of next month. We have had the building spend a little

money and we are spending a little of our own in remodeling the fourth floor

and we are rearranging our banking floors a little and will put our Bond

Department up on this floor. We ought to have it in shape about this time

next month. After we get all done we ought to look pretty good. Certainly

we shall be very much better coordinated and I am quite pleased with the

.." also with the earnings of the Bank so far this year. We hope to

ave $500,000 more in The N. W. Harris Company to disburse about the first

º the year. There is nothing I should like better than to show our stockholders

that they got practically all their money back our reserves are coming up

" * shape, so perhaps some time next year we shall have our reserves
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back to where they were some few years ago and be able to return to a 12%

dividend at least.

Another thing you probably noticed was that the directors had elected Howard

as Chairman of the Executive Committee, which means that I am going to try

to pay a little less attention to detail. I have rented an office up on the twen

tieth floor and may be in that next month, at least part of the time, and when

you and Harry get out this way you can have either one of my offices.

Everybody is well as far as I know. We have had a very, very dry year,

but the drought seems to be broken with a couple of light rains. Anyway, if

we had not had these rains the country around northern Illinois and southern

Wisconsin would have been ruined. As it is, it is in pretty bad shape. Instead

of having hay to sell, Norman and I between us have bought about seventy-five

tons. No hay has been put up. Most of the dairy farmers have been pasturing

their grain fields, and the only thing we are going to have to see us through

is corn and silage, with what hay they can afford to buy if we get the corn.

Saturday morning before the first shower I was driving around the country

looking it over and I thought our prospects for getting anything at all were

about as good as those of the fellow who said if he had some ham he would

have some ham and eggs if he had some eggs |

I guess that is about all the news from this part of the country. With

kind regards,

Sincerely yours,

(Sgd.) ALBERT W. HARRIs.

EXEIIBIT NO. 1033

[From the files of The First Boston Corporation]

OFFICE OF THE PRESIDENT

HARRIS TRUST AND SAVINGS BANK

Organized as N. W. Harris & Co. 1882 Incorporated 1907.

CHICAGO, April 13, 1935.

DEAR HARRY: A few days ago in talking with John O'Brien of II. M. Byllesby

& Company, my attention was called to the fact that they are still in the

Securities business. -

As you know, we think a great deal of John O'Brien and regret that he

is not now a Director of the bank. H. M. Byllesby & Company and their

allied corporations keep substantial balances with the Harris Trust and Sav

ings Bank and it certainly is good business for us to do everything we possibly

can for them.

John did not mention any specific business and he may not have had South

erm California Edison in mind but, on the other hand, he may and I would

greatly appreciate your making arrangements for H. M. Byllesby & Company

to participate in some way. I realize that this is a late date at which to

make this request but I also know that you will be willing to strain matters

a little if necessary in order to accommodate us.

Cordially yours,

H. W. FENTON.

Mr. H. M. ADDINSELL,

The First Boston Corporation,

100 Broadway, New York City, New York.

EXHIBIT No. 1634

[From the files of The First Boston Corporation. Letter from D. R. Linsley to J. R.
Macomber] -

THE FIRST Boston CoRPoRATION,

New York, N. Y., May 16, 1935.

J. R. MACOMBER, Esquire,

The First Boston Corporation, 1 Federal Street, Boston, Massachusetts.

DEAR MR. MACOMBER: Mr. Fenton came into the office today to talk with me

about the matter of making the Harris Trust the Paying Agent in Chicago and,
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if possible, the Authenticating Agent in San Diego and I covered the situation

in some detail with him, assuring him that we would root for them just as hard

as possible.

During the course of the conversation he referred to the forthcoming Edison

Electric Illuminating of Doston Mortgage issue and Said they would like very

much to be the Chicago Paying Agent. It seems to me quite logical that in

view of the size of the issue and the nation-wide distribution the Company

would want to have a paying agent in Chicago. I told him that I would mention

this to both you and Nevil so that you both would have it in mind.

I also tipped him off—in confidence—to the Texas Corporation business, which,

while presumably there isn't any possibility of their being Chicago Paying

Agent in view of the strong tie-in between the company and the Continental,

nevertheless he might be able to chisel in on the bank credit which the Guaranty

Trust Company is setting up. He was quite grateful for the tip and as he was

leaving I again assured him that we were more than appreciative of the efforts

of the Harris Trust on our behalf and would do everything we could to

reciprocate.

I am marking a copy of this letter for Nevil Ford and Jim Lyles so that they

may have in mind the question of the Chicago Paying Agency on the Edison

when, as and if it arrives.

With kindest regards,

Sincerely yours,

DRL/g

EXHIBIT No. 1635

[From the files of The First Bostoncorº Letter from B. W. Lynch to Duncan R.

nsley

H. M. BYLLESBY AND COMPANY

INVESTMENT SECURITIES

231 South La Salle Street

CHICAGO, April 15, 1935.

Personal.

Mr. EUNCAN R. LINSLEY,

Vice President, The First Boston Corporation,

100 Broadway, New York City, N. Y.

DEAR DUNc: As I told you in New York, Baxter Jackson called me about

trusteeship for San Diego and I explained it was necessary to have local

trustee. I think I did not mention that Alan Pease inquired on the same subject

and put in a strong bid for the paying agent in New York. To me there is no

question this should go to Chase on account of their performance on our recent

Northern States and even Louisville. -

I wish you would discuss this with Victor or anyone else you think advisable

and let me know if you agree with me.

Sincerely yours,

BWL: R

BERT.

ExHIBIT No. 1636–1

[From the files of Lehman Brothers. Letter from Edward J. Frost to Paul M. Mazur]

Executive offices

WM. FILENE'S SONS COMPANY

BoSTON, August 6, 1936.

Mr. PAUL M. MAzus,

Lehman Brothers, 1 William Street,

New York City.

DEAR PAUL: What arrangements are suggested with respect to Registrars and

Transfer Agents for the new Federated Preferred Stock?
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In this connection, the Old Colony Trust Company and The First National peo

ple, Boston, would like to act as Transfer Agents and Registrars respectively.

Kaplan and I think this might be desirable as presumably considerable amounts

of new Federated Preferred will be held in this territory.

Cordially yours,

F. J. F.

EJF : H.

ExHIBIT NO. 1636–2

| From the files of Lehman Brothers. Letter from Paul M. Mazur to Edward J. Frost]

AUGUST 10, 1936.

Mr. EDWARD J. FROST,

Wm. Filene's Sons Co., Boston, Mass.

MY DEAR E. J. : Ten days ago I spoke to Jack Kaplan on the telephone in

reference to registration and transfer agency for Federated.

Generally speaking, the choice of these two offices is usually left to the banker.

Jack Kaplan told me that it was quite satisfactory for us to go ahead and name

both registrar and the transfer agent. In line with that, we have selected J. P.

Morgan & Co. as transfer agent, and have not yet reached a conclusion about the

registrar. So far as the Boston house is concerned, I believe this would only be a

duplication of expense, as practically all of the trading of the stock will be done

in New York.

There are also so many different agencies already in the field by reason of the

fact that there was one of each for the first stock issue of each company, that it

was my opinion that it would be better to assume there was no obligation and

name the new registrar irrespective of all previous associations. Rightly or

wrongly, we thought this would create less ill will,

I will be glad to talk the matter over with you when I see you next.

With best wishes, I am,

Sincerely,

Dmm/hh

EXHIBIT NO 1636–3

[From the files of Lehman Brothers]

James S. Rogan, President

AMERICAN NATIONAL BANK,

Indianapolis, Indiana, June 26, 1937.

Mr. JoS. A. THOMAS,

Partner, Lehman Brothers,

One William Street, New York, N. Y.

DEAR JoE: Apropos of our conversation the other evening when you were in

Indianapolis, I discussed with one of my officers the following day the corre

spondence which he had had relative to working out an arrangement for fa

cilitating payments to the Internal Revenue Department covering stamps used

by the distilleries at Lawrenceburg. However, I found that I was confused as

his correspondence had been with Seagrams instead of Schenley Products

Corporation.

On the other hand, I find that our Mr. G. H. Mueller has called two or three

times on Mr. Nantz, Manager of your Lawrenceburg plant, who handles pay.

ments for revenue Stamps by giving a certified check on a local bank in Law.

renceburg, and in turn that account is reimbursed by your Treasurer

transferring funds as needed. It occurs to us that that arrangement is doubt

less working satisfactorily with the possible exception that it might occasion

your having larger balances at times in a small bank than might be desirable.

Insofar as we can determine, your company does not carry an account in In

dianapolis and we have not approached your Treasurer either direct or through

correspondence. In looking over checks issued by a couple of our local cus.

tomers, the Kiefer-Stewart Company and Mooney-Mueller-Ward Company, given

to your company for purchases in sizable amounts, we observe that deposits are
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isually made at the Bankers Trust Company or the Bank of the Manhattan

Company, New York.

The purpose of this letter is to correct my statements to you the other eve.

ning in view of my confusion with the other major distillery operation in

Lawrenceburg. Nevertheless, it is my rather strong conviction that some of the

other factors mentioned are worthy of further thought.

I very much enjoyed your visit to Indianapolis this week and earnestly trust

that you may find occasion to repeat it in the not too distant future. Inci.

dentally, I might mention that my associate, Elmer Stout, told me that he was

going to insist at the Board meeting which he attended yesterday that your

good firm be given an opportunity to discuss any potential refinancing for the

Indianapolis Power & Light Company.

With kind regards, I am

Cordially yours,

JAS. S. RogAN, President.

ExHIBIT NO. 1636–4

[From the files of Lehman Brothers. Letter from Lehman Brothers to Elmer W. tout. )

MARCH 3, 1 38.

MR. ELMER W. STOUT,

Chairman of the Board, American National Bank,

Indianapolis, Indiana.

DEAR MR. STOUT: Thank you very much for your letter of the twenty-eighth.

It was nice to hear from you and I regret that we haven't had an opportunity

to see each other since our last brief visit in New York.

I have again written the Schenley Company today of our very keen interest

in you and Mr. Rogan and the welfare of the American National, and I feel

Sure that if there is any way in which Schenley can make use of an Indian

apolis depository, the American National will receive the fullest consideration.

It is my understanding that except for a pay roll account which is carried in

Lawrenceburg, the company has maintained its cash reserves to a very great

extent in New York. Confidentially, one very good reason for this is that the

company has been rather light in cash during recent years while undergoing

the process of building up its stocks, and it has been prudent to keep its funds

with the banks from which it has been borrowing very substantial sums of

money. Its loans, however, have been declining in recent months and I trust

that this situation will continue to undergo a further change.

I am glad to have the news about the Indianapolis Power & Light Company,

and I hope that the final hearing before the Commission will result in a satis

factory finding and disposition of a case which has been both long and ex

pensive. We are, as you know, extremely anxious to serve the Company and

it seems a great shame that several past periods of strength in the bond market

have gone by while the company has been hampered by the rate case.

With very best regards to yourself and Mr. Rogan,

Yours sincerely,

ExFIIBIT No. 1636–5

[From the files of Irehnian Hrothers |

ELMER. W. STOUT,

Chairman of the Board.

[Copy j

AMERICAN NATIONAL BANK,

Indianapolis, Indiana, February 28, 1938.

Mr. Joseph A. THoMAs,

Lehman Brothers, 1 William Street, New York City.

DEAR MR. THoMAs; You may recall that when I was in New York last fall

! had a brief chat with you and Mr. Robert Lehman concerning the Schenley

products of Lawrenceburg, Indiana. At that time, as I recall, both of you

thought there might be a chance of the company's making use of a bank account

in Indianapolis,
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I do not wish to become a pest but hope you will permit me to remind you,

the next time an opportunity presents itself, to bring the matter up for consid

eration with the company. I am enclosing you a copy of our last statement,

also a copy of Mr. Rogan's annual report to the stockholders. For your informa

tion, we have no items in the bank with a doubtful or loss classification and I

might add we have a very substantial appreciation in our bond account not

shown in the Statement.

I assure you that we shall be very grateful to you for anything you may do

for us with the Schenley Corporation. We think they can use us to advantage.

We had a meeting of the board of directors of the Indianapolis Power and

Light Company today and have every reason to believe that within a very

short time the company will receive a satisfactory finding of value. The com

mission has set March 8 as the date for final hearing.

With kindest personal regards,

Yours very truly,

[s] ELMER. W. Stout,

Chairman of the Board.

EXHIBIT No. 1636–6

[From the files of Lehman Brothers]

FRANK K. HOUSTON, President.

CHEMICAL BANK & TRUST CoMPANY.,

165 BROADwAY,

New York, June 20, 1938.

Mr. JOSEPH A. THOMAs,

Lehman Brothers, 1 William Street,

New York City.

DEAR MR. THOMAS : With reference to the proposed financing of the Indian

apolis Power & Light Company, I understand that there will be two issues, each

requiring a trustee, and I bespeak for our bank consideration for one of these

appointments or as New York paying agent.

If this is not a matter in your hands as underwriter I will be obliged for

any suggestion you can make that might lead to our selection to act in one of

the capacities mentioned.

Your kindness will be much appreciated.

Very truly yours,

F. K. Houston, PresidF. R. H. ident.

ExHIBIT No. 1636–7

[From the files of Lehman Brothers]

JUNE 22,

MR. FRANK K. HoustoN, 1938.

President, Chemical Bank & Trust Company,

165 Broadway, New York City.

DEAR MR. Houston : I have your letter of June 20th with reference to the pro

posed financing for the Indianapolis Power & Light Company.

It doesn't make me very happy not to be able to write more encouraging

news with reference to the trusteeship and paying agencies. Unfortunatel

this matter was not in our hands, as both the Company and the trustee §:

Utilities Power & Light had very strong convictions as to where the agencies

should be placed. It is my belief that commitments to other banks have alread

been made, but if I am not correct, I feel that the only possible approach º:

you would be through the trustee, Mr. Charles T. Adams, or Mr. H. T. Pitchard

President of the Indianapolis Power & Light Company. º

I regret our inability to be of more service to you in this connection.

Very truly yours,

Jose.P.H. A. THoMAs.
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ExHIBIT NO. 1637

NEW YORK OFFICE,

August 17, 1938.

nº. by wire, we will have nothing to say about it and Chase can do whatever they

6.”

Mr. F. K. SHRADER,

Chicago Office.

DEAR FRANK: Samuel Armstrong, a Vice President in the Corporate Trust

Department of the Chase whom I have known for a long time, telephoned today

regarding the new issue of Public Service Company of Northern Illinois, which

explains my wire to you. He inquired first whether the Bonds would be issued

under a new mortgage and apparently we do not know the answer in this office.

He then said that, of course, he was looking for trust business and in the event

that there will not be a new mortgage, he wants to go after the New York paying

agency job, unless we should be figuring on it for ourselves in which case he

would do nothing about it. They are paying agent for the Series I issue of this

Company.

If there is no conflict with our interests, he has in mind having his man in

º see what he can do and will you please wire me what I should say to

LB/M. L. B.

STIPULATION

It is hereby stipulated and agreed that the document listed below is a true

copy of a communication from the files of Halsey, Stuart & Co. Inc.

Date Description To— From

Aug. 17, 1938–-I Letter--------------- F. K. Shrader---------- L. B. New York Office.

(s) H. L. STUART.

DECEMBER 13, 1939.

*In pencil on original.

ExHIBIT No. 1638–1

[From the files of The First Boston Corporation]

THE FIRST BOSTON CORPORATION

PRIVATE WIRE

Received from Los Angeles, 3–11–1935.

YESTERDAY'S WIRE

So Cal. Ed.*

POPE,

ADDINSELL, N.Y.:

We had a reasonably satisfactory talk with our friend here this morning. Con

trary to first reports he has no interest in refunding 1939 maturity although that

has been the point of approach for many bankers. These will be taken care of

out of earnings and small bank loan not exceeding 6.000.000. His idea is to take

advantage of market of next 90 days for say 40 pct of his refunding. Then if

market holds so or better strengthens as he feels it will do an additional amount

and balance at another favorable time in the future. This resolves itself as to

best issue to call for first operation which for various reasons we will not go into

is the 55 million 5s of 51. First call date on these is May 160 days notice for

July 1 payt. 10 days previous notice to trustee or say Apr 20th. Situation on

leadership somewhat complicated as you may realize for we judge he feels obli
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gations to several but our guess is that Blyth & Co is probably the one about

whom we need to worry most. We could not get him this morning to commit

himself on this altho feel that he wants to keep a free hand on this in talking

with his directors. Wants to be sure house leading is ace high in administration

circles in Wash on which point we of course gave him definite assurance. We

named our associates if we head the business which was quite Satisfactory to him.

As to possible price on a 25 yr bond all agreed that this must wait until outcome

of PG & E offering but am sure of one thing we will have to better a 4 pet basis

to public or the business will not be done. With background already laid by our

Chicago friends and after our talk this morning feel we have gained some ground.

*In pencil on original. J. MACOMBER LA.

ExIIIBIT 1638–2

[From the files of The First Boston Corporation]

MAR. 14, 1939.”

SO Cal. Ed.*

The following persons were present at a meeting in Bauer's office on the morn

ing of Thursday, March 14, 1935: Messrs. Macomber, Ramsey and Woods, repre

senting First Boston Corporation; Messrs. Albert W. Harris, Mullendore, Reppy,

Trott and Bauer representing Edison Company.

Mr. Bauer expressed the private understanding he had with Mr. Macomber

that the First Boston, without any compensation therefor, would assist Edison to

prepare registration certificates and prospectus for filing with the S. E. C. in con

nection with the calling on July 1, 1935 of certain bonds of Edison. First Boston

has retained Sullivan & Cromwell to assist in the preparation of these documents,

with the understanding that the question as to whether Edison shall pay any

part of their fees or what part shall be hereafter determined by Bauer. As to

who shall constitute the group that will offer the refunding bonds to the public,

and the extent, if any, to which First Boston shall participate is left for further

discussion. The foregoing is a full and complete Statement, and represents the

extent to which any obligations were incurred or commitments made by anyone

in this connection.

* In pencil on original. B.

W. C. M.

J. R. M.

ExHIBIT NO. 1638–3

[From the files of The First Boston Corporation]

THE FIRST OF BOSTON CORPORATION

PRIVATE WIRE

So Cal. Ed.*

Received from San Francisco, March 18, 1935.

MACOMBER.

Chas. Blyth will call on you today. Stop. I advised his partner hr tt

subj Bauer appvl we expected hw them in grp if we headed it but as yet we cla

not be mr specific. Stop. Also asked abt Pac Ltg and sub biz ptd out Chase Sec

had 15 pe in So. Cal. Gas Harris headed La Gas & Elec ask DRC abt these. Stop.

He stated they wr talking to co but ntg wid be done until franchise qn decided

at Apr 4 elecn altho co wkg on regrin blank suggest you make pt of saying to

Blyth tt we feel our historic posn this biz strong altho willing recongize Blyth

ldrship. Stop. Bent on Field Glore arrives today to see Baer. Stop. Rumor

is Walker of Smith will return and sm indication tt his firm is doing talking on

pvt deal. Stop. Good progress over wkend on So. Cal. blank hope for proof one

Tuesday am. Stop. Bauer asks when can we talk re call pxs etc. I replied later

in whº when blank further along wire me yr ideas details issue so I can hw them

hefore me when talking with Bauer.

*In pencil on original. WOODS LA.
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ExHIBIT No. 1638–4

[From the files of The First Boston Corporation)

THE FIRST OF BOSTON CORPORATION,

215 WEST SIXTH STREET,

Los Angeles, California, March 21, 1935.

Air mail

Mr. GEORGE RAMSEY,

The First Boston Corporation, 100 Broadway, New York, N. Y.

Re: Southern California Edison Company, Field Glore & Company

DEAR GEORGE: Garry Dulin states that Bauer's law firm has beel, his counsel

for many years and that he has been Bauer's partner in several real estate

Operations here in Los Angeles. They are jointly interested, it appears, in

the office building which Bauer told us about. Garry further states that about

a month ago Bauer discussed the possibility of selling about $15,000,000 of bonds

privately whereupon Dulin communicated with Field Glore & Company. Dulin

and Bent have had daily discussions with Bauer on the possibility of placing

$15,000,000 25-year 3%'s with one or two institutions.

Yesterday, as I advised you by wire, Bent stated that he felt our program

was in the interests of the company and that he would withdraw from discus

sions looking toward a private placement of a relatively small issue. Today

he came in to see me to talk about Edison Company matters (he did not raise

the subject of Union Oil and I kept away from it) and he stated that his

position was rather delicate and that he thought that he should probably con

tinue to talk with Bauer. I advised him that that would be perfectly agreeable

to us and expressed the hope that nothing I had said had lead him to believe

that we had an agreement with the company with respect to the financing

because the contrary was the truth.

I told him we were merely working on the Registration Blank and there was

no indication as far as I knew of how Mr. Bauer would finally do his financing.

Mr. Bent then stated that when Dulin had invited him into the picture and

Bauer had encouraged him to make an offer he assumed we had formed a group

and there would be no place for him in it. He stated that Mr. Glore had talked

to Harry Addinsell about the possibility of an Edison Refunding about six

months ago and had also talked to Mr. A. W. Harris on the same subject.

According to Bent, Harry Addinsell was non-commital and Mr. Harris stated

that nothing was being contemplated. Bent states that no one in Field Glore

has heard from H. M. A. since the time of the Glore conversation.

I pointed out that this was readily understandable because we had taken no

definite steps in the direction of forming a group and did not expect to do so

until there was a more definite indication of what Mr. Bauer wanted us to do.

Bent expressed the thought that it might be well for H. M. A. to talk with

Glore and I said I would pass this suggestion on to New York. He asked

if we would like him to discontinue his discussions with Bauer and I replied

that in view of all the circumstances we could not possible ask him to dis

continue his efforts. As we left the matter he will probably continue talking

to Bauer although I think he feels that we will probably do the business and

he is more concerned with getting into our group than anything else. If

Harry Addinsell had a conversation with Glore I suppose, depending on its

tenor, you and he should give it consideration when and if we start to form

a group.

Dulin tells me that he thinks a 70,000,000 to 75,000,000 operation with a rep

resentative group is in the best interests of the company and I think that early

next week he will probably have occasion to so advise his friend Bauer.

In passing 1 might say that neither Dulin nor Bent have any idea who the

maker of the 40,000,000 private deal proposal may be.

Very truly yours,

GEORGE D. WooDs.

GDW : g
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EXELIBIT No. 1638–5

[From the files of The First Boston Corporation]

MARCH 22, 1935.

$68,000,000 SouTHERN CALIFORNLA EDIsoN Co., REFUNDING MoRTGAGE 25 YEAR

3% 7% BoNDs

These bonds are to be sold to provide for the call of $55,000,000 5s due 1951

and $13,000,000 5s due 1939. The call will have to be published on May 1st

and called June 1st and the company wishes to be in possession of the funds

before the call is published.

The company is therefore bending every effort to get the registration certificate

compiled and filed by April 1st on the theory that it will then become effective

on April 20th, giving them ten days leeway. To this end Mr. Woods has re

mained in Los Angeles and Mr. Arthur Dean of Sullivan & Cromwell flew

out there on Friday last. The Chicago firm of Butler, Pope, Ballard & Eltinge

who have apparently acted for the Harris Trust in past Southern California

Edison bond issues will be brought into the situation, although it is not clear

in exactly what capacity.

We understand that the proposed bond issue will have to be sold at a net

price to the company which makes the cost of the money not over 4% or they

will not do the business. The principle of a 2% point spread has been agreed

upon, which would make it necessary to sell the bonds to the public on a 3.83

basis. Mr. Macomber and Mr. Ramsey arrived at an understanding with

Mr. Bauer, President of the Southern California Edison Company, that if this

business is done we are to head it and handle it, the question of what partners

we have to be discussed with and approved by Mr. Bauer.

MARCH 22ND, 1935. H. M. ADDINSELL.

ExHIBIT No. 1639–1

[From the files of The First Boston Corporation]

On basis of calling 58 of 1939 and 5s of 1951 aggregating approacimately

$68,000,000 the following has been set up on a purely tentative basis

1. The First Boston Corporation (1–25–1) --______________ 30% $20,400,000

*2. E. H. Rollins & Sons, Inc. (2–11%–2)------------------ 10% 6,800,000

*3. Blyth & Company (4 3–10–3) ------------------------- 10 6, 800,000

*4. E. B. Smith & Co. (5 5–7%–6)-----------------______ 7, 5 5, 100,000

5. Brown Harriman & Company (3 4–7%–4)------------- 7. 5 5, 100,000

6. Lazard Freres, Inc. (6-7%–5)-------------------------- 7. 5 5, 100,000

*7. Wm. R. Staats Company (7–4 9)---------------------- 3 2,040,000

*8. Dean Witter & Company (9–7%-7)-------------------- 3 2,040,000

9. [1 mil.] Kidder Peabody & Company (10–4–10)--------- 2 1,360,000

*10. Field Glore & Company (11–5–8) ---------------------- 2 1,360,000

11. [73%) White, Weld & Company (4–11) --------------- 3 1, 360,000

12. Coffin & Burr, Inc. (3%–12) --------------------------- 2 1,360,000

13. [1 mil.] Lee Higginson Corporation (S)--------------- 2 1,360,000

*14. E. F. Hutton & CO 2 1,360,000

15. [1 rpa.] Stone and Webster & Blodgett, Inc.___________ 1. 680,000

16. [1 rpa.] F. S. Moseley & Company (S)----------------- 1 680,000

17. Bonbright & Company 1 680,000

18. [750–1%l Estabrook & Company (S)----------------- 1 680,000

19. [756–1% l Starkweather & Co. (S)-------------------- 1 680,000

20. [750–1%l Whiting Weeks & Knowles (S)--____________ 3% 680,000

21. Unallotted (213– -- - __ 3%. 2, 380,000

[3%—Pacific Co.] - 100% 68,000,000

[500, 4%–Ballon, Adams & Whittemore]

[Paine Webber (S) Granberry (S) )

[Hornblower & Weeks (S) Seligman—Original]

[Arthur Perry (S) H. M. B. & C. (S)]

[73m W. C. Langley (S) Aldred & Co.]

Matter in parentheses written in.

Matter in brackets written in margin.

*Indicates people Mr. Bauer wants to talk to himself.
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ExHIBIT No. 1639–2

[From the files of The First Boston Corporation]

$30,000,000 SouTHERN CALIFoRNIA EDIson CoMPANY, REFUNDING 5's, DUE

SEPT. 1, 1952

ofFERED SEPT 15, 1927—cost 97—ofFERED AT 100 less %% To BANKs, DEALERs,

INSURANCE COMPANIES

Interest Sales

Principals:

Harris, Forbes & Co-------------------------------

i. H. Roiſins & sons.

Coffin & Burr, Inc.------- 3% 675,000

First Securities Co., of Los Angeles-- 7% 1,400,000

Blyth, Witter & Co----------------- 4% 900,000

win. R. Staats, Los Ángeles.....I. ----- - 4% 720,000

Security Trust Co., Los Angeles------------------------------------ 2%% 500,000

American National Bank, San Francisco-------------------- - 2% 375,000

Bond & Goodwin & Tucker, San Francisco--------------------------- 7%% , 500,000

Wholesale:

New York Territory--------------------------------------------------------- $3,048,000 ------------

Chicago Territory 4,386,000 |------------

Boston Territory.------ 1,744,000 9, 178,000

Selling Commission--------------------------------------------------------- 1% 30,998,000

Shortage 998,000

ExHIBIT No. 1639–3

[From the files of The First Boston Corporation]

THE FIRST OF BOSTON CORPORATION

PRIVATE WIRE

Received from San Francisco 3–21–1935.

No. 360.

RAMSEY, N. Y.:

Regarding Edison syndicate Bauer yesterday stated he would not wish have

Bonbright or Byllesby in group but called attention to fact we had omitted

Pacific Company. Stop. Latter strong local institution in which Cochran Direc

tor Edison has interest and was in previous business. Stop. Many of its execu

tives were with bond department Security First National Bank. Stop. Have

this firm in mind for some participation.

WOODS, LA.

EXHIBIT 1639–4

[From the files of The First Boston Corporation]

THE FIRST OF BosToN CORPORATION,

215 WEST SIXTH STREET,

Los Angeles, Calif., March 23, 1935.

Air mail

Mr. GEORGE RAMSEY,

The First of Boston Corporation, 100 Broadway, New York, N. Y.

DEAR GEORGE: With reference to your long wire of today:

1. I do not believe Stanley Russell makes any impression on Bauer.

In my presence yesterday Bauer wired him that the syndicate leader would

be announced at “12 noon P. S. T. Monday.”

2. I do not think Bauer has any interest in the relative position of the names

Smith, Brown, and/or Lazard. If he has I will transmit them to you Monday

afternoon. My strong personal preference is to have Lazard appear in the
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position we placed him in our original list. I think Russell treated us badly

in San Francisco and I wish to remind you so that you can tell H. M. A. that

he stated the reason he placed Smith ahead of us in the gas business was

because of “personal preference.” I suggest Smith's name be kept in the position

in our original list because they brought us the Chesapeake business. If Brown

would put us in the Distilleries deal I would vote to make the order of these

three names—Brown, Smith, and Lazard.

3. Regarding Rollins, I think Howe, because of his close personal relationship

with two and possibly three directors could have muddied the waters to some

degree if he had been inclined to do so. Bauer indicated yesterday that he

expected Rollins would be second in the business. He stated that they were

anxious to have a 30% interest and he asked if I thought they rated any

such position. I said I did not, and he replied that he thought 10% was

about right but cautioned me not to quote him because if I did he would deny

having made the statement.

I said we would handle the Rollins' situation and he suggested that we should

do it carefully because some of his directors were quite keen on the company's

relations with its historic bankers. Howe does not expect, in my judgment,

to receive as large an interest as we do or to participate in making up the

group or to participate in any management fee we may charge. If we had

suggested 20%, he would nevertheless be asking for a larger interest. I think

you fellows in New York will have to decide his interest and I am sure what

ever we decide will be okay with Bauer. I think Howe is leaving here tomorrow

in which event he will be in New York Monday. If you find he is in New

York we can be much less delicate and spend much less time talking than if he

stays out here because it will not be as easy for him to communicate with his

friends on the Board.

4. With respect to Blyth, I think Bauer feels that we have them in about

the proper position although I do not recall that he has commented specifically

On this firm.

5. As I wired you, Bauer wishes to black ball Bonbright. In addition he

commented unfavorably on the inclusion of Lee Higginson in our list because

they were mixed up with some major “fiascos”. When I pointed out that the

first eight names, plus Pacific Company and perhaps one or two others, would

be the only people appearing, he replied that in that case he did not care who

we included from the standpoint of selling the bonds.

Generally speaking, Bauer is about fed-up with discussing the syndicate. I

think he will accept whatever we submit to him, generally along the lines, of

course, of the discussions you are familiar with and those summarized in this

letter.

6. Bent of Field Glore has been very decent and Bauer stated yesterday that

he thought it was a good name. I am sure, however, they can be included

or left out as you and John and the others may decide.

In passing I must say that as I have gotten to know Bauer better I have

developed a great admiration for him and I think you should revise your opinion

as it was voiced just before you left here.

Very truly yours

GEORGE D. WOODS,

GDW : g

ExHIBIT No. 1639–5

[From the files of The First Boston Corporation]

[Copy)

Letterhead of

AMERICAN CAPITAL CORPORATION

LOS ANGELES, CALIFORNIA

APRIL 8, 1935.

SIDNEY A. MITCHELL, Esq.,

Bonbright & Company, Inc.,

25 Nassau Street, Los Angeles, California.

DEAR MB, MITCHELL: Thanks for your letter of April 4th. I was surprised to

note that Bonbright & Company was not included in the list of underwriters of
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the Southern California Edison issue, and I had assumed that possibly you

had reached the conclusion that the issue was coming Out on too low a yield

basis, or that you had not considered it attractive for some other reason. I

note your continued interest in the situation, however, and I shall be pleased to

pass on to you any information that may come to me with respect to the later

offering.

I have checked the situation a little since receipt of your letter, and I get the

impression that your close connection with Electric Bond and Share Corporation

and association with other financing of “holding companies” was considered a

legative factor from a political angle. You will recall that Mr. Bauer in his

address to shareholders at the annual meeting emphasized that the Edison Com

pany had no holding company affiliations. I do not know that this is important,

but I pass it on for what it may be worth, and I would suggest that it would

be well to emphasize the large volume of financing which you have done for the

Operating companies—the underlying issues. I recall that you referred to this

volume of business in the discussion with Messrs. Meyer and O'Melveney at the

Union Bank & Trust Company. If you will send me these figures perhaps I can

use them in some way that might be helpful.

Yours very sincerely,

JBL GBA

(Signed) J. B. LovELACE,

ExHIBIT No. 1639–6

[From the files of The First Boston Corporation |

THE FIRST BOSTON CORPORATION

Pl:IVATE WIlkh,

No. 408 Night

Received from Los Angeles, Mar. 23, 1935.

YESTERDAY'S WIRE

RAMSEY, N. Y.:

Bent Field Glore just advised that he had recommended to Bauer yesty that

We head business Stop He is hopeful we will invite his firm in Stop for

your information he states Field Brown Harriman Haydon Stone Blyth has

made trade with National Distillers for fifteen million ten year 4%s with

strong sinking fund but no conversion Stop If you include Field in Edison

business having in mind Blyth & Brown will also be in it think we should

i. opportunity of considering participation on original terms National Dis

tillers

WOODS LA 46 A 4%

ExHIBIT No. 1639–7

[From the files of The First Boston Corporation )

THE FIRST BOSTON CORPORATION

- PhIVATE WIRE

ºN Issue Telegrams, Vol. 15."

H. M. A."

- Phoned

No. 499 Night

Received from LA 3–25–1935.

YESTERDAY'S WIRE

RAMSEY, N. Y.:

Field name included for five per cent at A W Harris suggestion also because

Bauer and Kemp felt we did not have good middle western firm Stop

Nevertheless hope you will try get interest their distilleries business in ex

change for participation

WoODS LA

* In pencil on original.
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EXHIBIT No. 1639–8

[From the files of The First Boston Corporation]

THE FIRST BOSTON CORPORATION

PRIVATE WIRE

No. 502 Night

Received from Los Angeles 3–25–1935

YESTERDAY'S WIRE

LoNG 502, RAMSEY, N. Y. :

Confirming telephone conversation participations are Boston 25 Rollins 10

Brown Lazard Smith Blyth Witter 7% each Field 5 Staats Kidder 4 each Coffin 21%

Pacific Company 2 Stop This totals 90 percent and this group will appear on

underwriting contract and in registration Statement Stop I left it with Bauer

that remaining 10 percent would be pro rated among this group for contract

and registration blank purposes but would be offered on original terms subject

our management fee of one eighth or one fourth to the remaining names on our

list Stop That is agreeable to him excepting that Seligman is to have Hutton's

interest Stop I suggest you add one percent to each of first ten names and

have agreement with them that they will give up one percent at our request

Stop Bauer not interested in remaining names excepting to see list of them after

we have decided upon them in order to be sure they are what he considers

respectable Stop He authorizes us to say that foregoing participations were

arrived at after discussion with and have been agreed upon by Bauer Stop

Please advise me when we are free insert foregoing names and percentages as

adjusted to take care of extra ten percent in registration blank and forward

by wire holdings each participant in stocks and bonds company as of December

31 1933 and December 31 1934 Stop Do you wish me talk with Witter Staats

Pacific Company.

WOODS LA.

25 10 7% 5 4 2%. 2 90 10 31 1933 31 1934.

ExHIBIT NO. 1639–9

[From the files of The First Boston Corporation]

PRIVATE WIRE–INCOMING

$73N Issue Telegrams, Vol. 15.

2S6/408 LOSA.

Pls Dlr Fllg Thru George Woods to Harry J. Bauer, Southern California.

On reaching office this morning and analysing the suggested makeup of syn

dicate I am terribly disappointed to see the firm of White Weld & Co. eliminated

Stop In view particularly of our relations with this firm I would very much like

to see them reinstated for a suggested three percent unless it is contrary to

your wishes. This house is important here in the East particularly in the New

England market and for the good of the deal would like to see them in. How

do you feel about it.

JoHN MACOMBER.

(Stamped :)
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ExHIBIT No. 1639–10

[From the files of The First Boston Corporation j

THE FIRST BOSTON CORPORATION

PRIVATE WIRE

$73 M Issue Telegrams Vol. 15.

NO. 461 A

Received from New York.

l!efer to 461 G. D. WooDs, LA.

Understand percentages and order now as follows First Boston Corporation

twenty five percent Rollins ten Blyth ten Brown Harriman seven one-half

Lazard seven one half E. B. Smith seven one half your wire 502 indicates Witter

seven one half instead of five and we are assuming that figure for them Field

Glore five Staats four Kidder Peabody four White Weld three Coffin & Burr

two one half Pacific Company two stop this adds up to ninety five one half

percent stop Rollins making strong representations that they should have

larger interest on account of historical situation stop because of their past

association how would Mr. Bauer feel about giving some of left over to them

say two one half percent additional stop we had already spoken to Brown in

accordance your 502 and they are naturally much disappointed to be displaced

in third position and raised question as to whether in advertising they could

appear in third position in the East Blyth appearing in same position in West.

H. M. ADDINSELL, N. Y.

ExHIBIT NO. 1639–11

[From the Iſiles of The First Boston Corporation)

THE FIRST BOSTON CORPORATION,

New York, N. Y., March 27th, 1935.

Mr. WILLIAM EDMUNDs,

Boston.

DEAR BUSTER : You probably thought I was very stupid in regard to the White

Weld-Aldred matter but I have always connected the White Weld firm with

the Aldred interests naturally and just when you telephoned I was struggling

with Los Angeles to keep White Weld & Company in the original syndicate,

from which their name had been eliminated, and when you spoke of Aldred

and not Aldred & Company I associated it with the matter on which I was

Working at that particular moment. In all justice to myself I just do not

think your conversation was any too clear as to whom you were talking about,

but that I always have to contend with and I admit I should have been smart

enough to have unraveled your thoughts.

As you know, we kept White Weld in the syndicate not only for the 3% which

We originally had them down for but, having worn down the officials in the

last few days with recommendations I rather imagine they just threw their

lands up and said, “Let’s call it a day” and approved the revised 4% for

White Weld which we had been fighting for.

I just have your telegram regarding this and am delighted that Bill Barron

and his associates are appreciative of our efforts. As I told him, they were

efforts and without them they certainly would not have been in the business.

As you well know, this was not handed to us on a silver platter to do with

as we saw fit, but we have been subject to Mr. Bauer's approval all through.

Anyway, it has unwound very satisfactorily for them and I am delighted.

Now in regard to Aldred & Company's position in Southern Cal. there has

not been and there isn't a chance in the world of getting them in the buying

Syndicate. I think we can take care of them substantially in the selling syndi

cate, and I have Frank Stanton now forecasting about what is going to be

available. If you will telephone me on Thursday before you meet with Mr.

Aldred I perhaps can give you a general idea of what we are going to be

able to do for them, but it's pretty hard right now, as you can well imagine,

to say anything very definite on participations in the sales end but I will do the

best I can, but give me a ring.

124491–40–pt. 22—25
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Everything has gone along extraordinarily well, all things considered, in the

Southern California deal and I hope the registration certificate will be in perhaps

Saturday of this week, so if that's so the bonds can be offered along about April

19th Or 20th.

Mr. Bauer is coming East on the 13th to trade out the final price, which I

am not awfully keen to tackle, but it's something that will have to be decided

about that time I guess.

I am enclosing herewith a list of the underwriters and their order in the

advertising with the amounts on which we have finally agreed. Please show

this to Bill Potter, reserving comments until I return to Boston because it won't

(lo any good to try to revise this now as this is a closed book.

We stepped Coffin & Purr up from 2% to 31%, which was just I think in view

of their old connection with the business and they are very much pleased. We

finally gave Rollins 11% instead of the original 10 as they felt very badly at

being cut down from their old participation of 30%. I also at the last minute

got Stone & Webster and Blodget in it for 1%, which will help us on wholesale

bonds.

Keep this list confidential of course.

I shall be here the rest of the week and at a wedding in Hartford on Satur

day, so I shall not be in the office until Monday. Do not have the flowers sent

in until Monday morning.

Cordially,

J. R. M. (?).

ICx H | BIT No. 1639–12

[From the files of The First Boston Corporation]

$73 M. Issue Telegrams, Vol. 16.

THE FIRST BosTON CoRPORATION

PRIVATE WIRE

Received from Boston 4–12–1935.

No. 216.

REFER TO : 216 MACOMBER.

In view coming Narragansett do you think advisable to raise Bodell in So.

Cal. he is down for 35 bonds of course we can juggle our wholesale list to

increase him if you think wise.

FDMUNDs. 35.

ExHIBIT NO. 1639–13

[From the files of The First Boston Corporation]

Date April 17, 1935,

73,000,000.

SO. Cal. Ed.*

BE BRIEF WRITE PLAINLY

Transmit via Western Union

ALBERT W. HARRIs,

695 So. El Molino Avenue,

Pasadena, Calif.

Confidential. Underwriting agreement signed this morning. Stop. Price to

cºmpany 96 flat, price to public 98% flat. While we did not receive as much as

I had expected I am satisfied that it is a fair price. Stop. I think you selected

* Worthy successor. Am sure, our relations with First Boston will be happy.

Your friend John is enough like you so that he and I will be able to talk" the
Same yºunge Wish you had been here. Best regards to Mrs. Harris and

yourself.

*In pencil on original. HARRY. [J. BAUER.]
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ExHIBIT NO. 1639–14

[From the files of The First Boston Corporation]

MEMO 4–22–35

$73,000,000

SouTIHERN CALIFORNIA EDIsoS CoMPANY, LTD.

REFUNDING MORTGAGE GOLD BONDs—SERIES OF 3% ºo DUE 5/1/1960

Date Offered—April 22, 1935.

Underwriting Group—Purchase Price 96 Flat.

Gross Spread—114%. All expense chargeable.

Service Compensation—#%.

Selling Syndicate Commission—1%% Net.

Offering Price—981% Flat.

Reallowance—44 to Registered Dealers.

Syndicate Termination Date—May 31, 1935.

Selling

Syndicate Net par

participa- ticipation

tion

Original Sales to

Underwriters Percent participa- insurance

tion cos

First Boston Corporation-- 25 |$18,250,000 $400,000 $5,658,000 $12, 192,000

E. H. Rollins & Sons. 11%| 8,395,000 184,000 2, 603,000 5, 608,000

Blyth & Co., Inc.---------- 10 7, 300,000 160,000 2, 263,000 4,877, 000

Brown Harriman & Co., Inc. 7%. 5,475,000 120,000 1,697,000 3, 658,000

Lºard Freres & Co., Inc..l. 7%. 5, 475,000 120,000 1,697, 000 3, 658,000

Edward B. Smith & Co. 7%. 5, 475,000 120,000 | 1,697,000 || 3,658,000

Dean Witter & Col. 7%. 5,475,000 120,000 | 1,697, 000 3, 658,000

Field, Glore & Coll. 3, 650, 80,000 | 1, 132,000 2,438,000

In R. Staats & Co-- 4 2,920, 000 64,000 905, 000 | 1, 951, 000

Kidder, Peabody & Co - 4 2, 920, 000 64,000 905, 000 1, 951, 000

White, Weld & Co. - 4 || 2, 920, 000 64,000 905, 000 1, 951, 000

Çoffin & Burr, Inc]...I.I.I. - 3%. 2, 555,000 56,000 792,000 | 1,707,000

Pacific Co. of California III.I.I.I.I. 2 | 1, 460,000 32, COO 453,000 975,000

Stone & Webster & Blodget...I.I.I.I.I.I.I. 1 730,000 16,000 226,000 488,000

100 |$73,000,000 || $1,600,000 |$22,630,000 || $48,770,000

Sales to Insurance Companies at 98%. Flat

Mutual Life Insurance Co. of New York____________________________ $300,000

Mutual Benefit Life Insurance Co., Newark ------------------------ 300,000

Aetna Life Insurance Co., Hartford--------------------------------- 500,000

Penn Mutual Life Insurance Co., Phila.---------------------------- 500,000

$1,600,000

..There were $10,000,000 offered to (11) Insurance Companies of which only

º were accepted. The remainder turned down due to low coupon rate

74.70.

There were 657 dealers invited into the Selling Syndicate amounting to

$2630,000. Of these dealers 24 declined amounting to $480,000, which were

*distributed among the 633 dealers who accepted.

(Handwritten:) 73M.

After the offering of these bonds, it was necessary to form a Special Syndicate

Account to keep a trading market. These bonds were purchased and sold only

tº Selling Syndicate members. We purchased $2,640,000, which represented re

purchases of $2,124,000 from West Coast principals, $209,000 from other Coast

Participants, and $307,000 from remaining participants. Reports indicate that

.* $800,000 additional bonds were purchased from Coast principals by
S.

Syndicate Closed—May 4, 1935
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Territorial Distribution

Number of

Dealers Ori Addi D

- r rig. - e

Territory allotient | tij | clined | Balance

AC- De

cepted clined

40 6 || Atlanta- - ---------- 455M -------- 55M M

54 1 | Boston ----- 4,615 10M 10 4, 615

36 2 | New England.------------------------------| 580 ||-------- 20 560

24 |-------- Baltimore-- - 605 ||--------|-------- 605

74 1 | Chicago------------- -- 1,975 60 5 2,030

18 -------- St. Louis------------ 450 10 -------- 460

0 -------- Kansas City-------- 65 --------|-------- 65

15 -------- Minneapolis - - - - - - - - 350 ||-------- 50 300

21 |-------- Cleveland--------- 690 25 -------- 715

115 6 || New York City----- 6, 350 325 170 6, 505

49 |_ --| Upstate, N. J., Conn 735 35 |-------- 770

55 Philadelphia--------- 1, 175 10 -------- 1, 185

25 Pittsburgh.-------- 330 -------- 5 325

15 Washington.--------------------------------- 290 20 -------- 310

82 est Coast--------------------------------- 3,765 |-------- 140 3, 625

4 Canada.------------------------------------- 185 |-------- 25 160

633 24 |---------------------------------------------- 22,615M 495M | 480M 22,630M

The physical delivery of these bonds on May 1, 1935 was as follows:

New York------------------------------------------------------- $46, 137,000

Boston---------------------------------------------------------- 11, 185,000

Chicago--------------------------------------------------------- 7,093,000

San Francisco--------------------------------------------------- 8, 585,000

Total----------------------------------------------------- $73,000,000

ExHIBIT NO. 1639–15

[From the files of The First Boston Corporation]

GEORGE O. MUHLFELD

President, New York

("HARLES A. STONE, Edwin S. WEBSTER,

Chairman of the Board, New York. Vice Chairman of the Board, Boston.

STONE & WEBSTER, INCORPORATED,

90 Broad Street, New York, N. Y., April 1, 1985.

OFFICE OF THE PRESIDENT

(Handwritten :) $70,000,000 Issue.

Mr. JoBIN R. MACOMBER,

100 Broadway, New York City.

DEAR JOHN: When I returned from Washington, Van told me that you had

included us in the Southern California business and I am certainly obliged to

you. He also tells me that there is a large Duquesne issue coming and as you

and I decided it would be better to discuss these things over a cocktail instead

of exchanging a barrage of letters, I will be brief now and call you up when

you arrive in New York.

I think that Our Special reasons for asking you to include us in the Minne

apolis General Electric and Wisconsin Public Service purchase groups were

sound, but I recall that these groups were not enlarged at all. Wan assumes

that the Duquesne group will be enlarged on account of the size of the issue

and he and I would appreciate a chance to talk to you about this one. He tells

me, however, that we have no special historic relationships with this Company,

but if there is room for new blood in this part of the Byllesby system, you might

be able to include us here as sort of a substitution for the other issues where

there was no room for us.

1 (Handwritten) D. L.
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Not knowing whether you will be here tomorrow, I am sending a copy of this

letter to Boston.

Yours sincerely, G. O. MUHLFELD.

ExHIBIT No. 1639–16

[From the ſiles of The First Boston Corporation )

Grou offering—Southern California Edison Company 3% º due May 1, 1960–

to insurance companies 4/22/3.5

ACCEPTED

Mutual Life Insurance Co.

DECLINEI)

Equitable Life Assurance

of New York, N. Y_____ $300,000 Society of U. S.--------- $500,000

Mutual Benefit Life Insur- John Hancock Mutual Life

ance Co., Newark------- 300,000 Ins. Co. Boston--------- 1,000, 000

Aetna Life Insurance Co., Metropolitan Life Insur

Hartford---------------- 500,000 ance Co---------------- 2, 500,000

Penn Mutual Life Insur- New England Mutual Life

ance Co., Philadelphia-- 500,000 Insurance Co. Boston---- 200,000

—| New York Life Insurance

Total acceptances--- $1,600,000 || Co--------------------- 1, 700, 000

Newark –––––––––––––––– 2,000, 000

Travelers Insurance Co.

Hartford----------------

Total declinations -- $8,550, 000

SYNDICATE I)EPARTMENT.

ExHIBIT_NO. 1639–17

[From the files of The First Boston Corporation )

INTER-OFFICE COMMUNICATION

THE FIRST BOSTON CORPORATION

BostoN OFFICE, October 1939.

Mr. GEORGE D. Woods,

Vice President, New York Office.

DEAR MR. Woods: In accordance with your request to Mr. Gerade, we list

below profit distributed to the various underwriters in connection with

$73,000,000. Southern California Edison Co. Ltd. 3% s 5–1–60–

The First Boston Corporation--------------------------------- $461,978. 05

B. H. Rollins & Sons, Inc.-------------------------------------- 149, 543. 46

*5th & Co. Inc.---------------------------------------------- 130,044. 37

Brown Harriman & Co., Inc.----------------------------------- 97, 536. 72

*ard Freres & Co------------------------------------------ 97, 536.72

* B. Smith & Co-------------------------------------------- 97, 536.72

Dean Witter & Co-------------------------------------------- 97, 536. 72

*ield Glore & Co--------------------------------------------- 65, 015. 31

William R. Staats Co----------------------------------------- 52,020.49

Kidder, Peabody & Co---------------------------------------- 52,020.49

White, Weld & Co-------------------------------------------- 52,020.49

Sotin & Burr, Inc.-------------------------------------------- 45, 516. 2.2

Pacific Co. of California______________ _____________ __ 26, 003. 38

Stone & Webster and Blodget, Inc.___________________ _ _ 13,008. 56

$1,437, 317. 70

Very truly yours,

J. B. DOBRINS.

(J. B. Dobbins) .

Assistant Comptroller.
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ExHIBIT No. 1639–18

[From the files of The First Boston ("orporation |

[File copy)

THE FIRST BOSTON CORPORATION

New York Office

MEMORANDUM

APRIL 6, 1935.

To : Mr. John R. Macomber

Subject:

We have received from Lazard Freres & Co., Inc. the final and complete

record of the Selling Group on Pacific Gas & Electric Company First & Refund

ing Mortgage Series G, 4% Bonds due 1964. For your information, I am enclos

ing a list of the special cases in Boston and New England which we are consid

oring for the Southern California Edison deal together with the allotments

they received in the Pacific Gas deal.

Shaw, Aldrich & Co. have been in communication with us, and at the present

time they are on our list for ten bonds.

A. C. Allyn & Co. are on our Chicago list for $100,000 bonds, but Duncan is

very anxious to have this raised if possible.

At the present time we are trying to confine the wholesaling on the Coast to

$4,000,000 and the Middle West to $4,000,000, making $8,000,000 west of the

Mississippi. This would leave $10,000,000 for the entire East. Of this total the

ten names assigned to the New England territory account for $4,900,000 and

Bill Potter needs $1,500,000 for the small dealers in addition. This makes a

total of $6,400,000. The special names assigned to the New York area at the

mom,ent voual $4,785,000. In addition we estimate $1,250,000 necessary Tor line

smaller dealers just in New York City alone. This does not take into consider

ation Ohio, Pennsylvania, Suburban New York, New York State and the entire

South. In other words, to keep our special list at the present figures and to

take care of some of the smaller dealers throughout the country would require

an additional $6,000,000 of bonds in addition to the amounts mentioned for New

York City and New England dealers. Roughly speaking, that would be a gross

figure of $18,000,000 east of the Mississippi and at the moment we have only

$10,000,000. This means a lot of cutting down of allotments and cutting out

smaller dealers, the type who are working with our Trading system daily. Con

sidering the obligations that we are under in the special interests it looks to me

as if $18,300,000 is not enough. In the Pacific Gas deal only $5,000,000 were

offered to the insurance companies, and Jim is contemplating $12,000,000 in our

deal. It is possible that this figure might, be cut down and the amount saved

allocated to wholesaling. To do a moderately fair job we would need at least

$21,000,000, and to do a good job $26,000,000.

You have plenty of things to take up your time without being thrown into

this part of the picture, but I thought you might like a report of the present

situation. George Woods and I are now actively working on the problem.

F. M. S.

FB 701–2

Handwritten : 73m.
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ExHIBIT NO. 1639–19

[From the files of The First Boston Corporation]

(Hand written:) So. Cal. Ed.

THE FIRST BOSTON CORPORATION

NEW YORK OFFICE

MEMORANDUM

To: Subject

BOSTON

Ballou, Adams & Whittemore, Inc. (25) -- . . . . . . __ 200,000

R. L. Day & Co. (75)----------------- - - ____ . . . . . --- 400, 000

Estabrook & Company (175)---- ---------------------- 750, 000

Hornblower & Weeks (150) --------_______ ____________ 200, 000

Jackson & Curtis (100) ------__________________ _______ 250,000

Lee Higginson Corp. (300) ----------------------------- 750,000

F. S. Moseley & Company (150)------------------------ 1,000, 000

Paine, Webber & Co. (100) --_________________________ 100,000

Arthur Perry & Company, Inc. (50) ----______ _________ 250, 000

Whiting, Weeks & Knowles, Inc. (100) --________________ 1, 000, 000

NEW YORK

Aldred & Company (25) ------------------------------- 500,000

Bancamerica-Blair Corp. (150) -------__________________ S0, 000

Bonbright & Co. (P)---------------------------------- 100,000

H. M. Byllesby & Co., Inc. (P)------------------------- 500,000

Eastman, Dillon & Co. (150)--------------------------- 100,000

Goldman, Sachs & Co. (100) --____________________----- 200,000

Granbery, Safford & Co. (50)-------------------------- 250,000

Hayden, Stone & Co. (150)---------------------------- 200,000

W. E. Hutton & Co. (250) ------------------ --------- -- -- 200,000

Ladenburg, Thalmann & Co. (100)---------------------- 100,000

W. C. Langley & Co. (250)----------------------------- 250,000

J. & W. Seligman & Co. (250) ------------------- ------ 200, 000

Starkweather & Co., Inc. (225) ------------------------ 400,000

Tucker, Anthony & Co. (50)-------------------- ------ 75,000

SAN FRANCISCO

Weeden & Co. (15) ----------------------------------- 400,000

FB 701–2

[Figures in parenthesis are hand written.]

EXHIBIT NO. 1639–20

[From the files of The First Boston Corporation )

(100)

(200)

(300)

(150,000)

(100)

(150)

(250)

N101 CB New York, N. Y. A. 1159A Apr. 22, 1935.

HARRY ADDINSELL,

Chairman of Earecutive Committee,

First of Boston Corpn., Pgth.

. After constant requests over a period of weeks for reasonable consideration

in Southern California Edison bonds and representation of our needs we have

this morning been alloted forty five bonds to meet needs of an organization of

almost two hundred salesmen and subscriptions for several millions of the

Securities Stop We believe that for one of largest distributing organizations
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of this country to be alloted forty five bonds out of seventy three million comes

pretty near being insulting Stop We greatly hope that you will use your good

offices to secure for us some approximation of fair treatment in this offering.

73 M. * STANTON GRIFFIS,

For HEMPHILL NoyFS AND COMPANY.

1208P

*In pencil on original.

ExHIBIT No. 1639–21

[From the files of The First Boston Corporation]

THE FIRST OF BOSTON CORPORATION,

100 Broadway, Ncu, York, April 22nd, 1935.

StANTON GRIFFIS, Esq.,

Hemphill Noyes & Co.,

15 Broad Street, New York City.

MY DEAR MR GRIFFIs : I received you wire about the Southern California

Edison bonds. Mr. Bauer also received a similar wire from you, but he was

leaving for the west coast this afternoon and I don't know whether he had a

chance to communicate with you before he left. If he did not you will doubt

less hear from him after he gets home.

I am sorry we were not able to get more bonds for you, although I understand

we were able to increase somewhat the original amount. In spite of the size

of this issue the amount that a fairly long list of principals were willing to

wholesale, combined with the desire of the company to take good care of the

California dealers and to obtain wide distribution throughout the country, made

it difficult to satisfy most of our friends.

Yours sincerely,

H. M. ADDINSELL.

ExHIBIT No. 1639–22

| From the files of The First Boston Corporation)

SHIELDS & CoMPANY

MEMBERS NEW YORK STOCK EXCHANGE

44 Wall Street

NEw York, April 25, 1935,

(Handwritten) : Having lunch tomorrow with Cornelius Shields re this.

The First Boston Corporation

100 Broadway

New York, N. Y.

(Attention of H. M. Addinsell, Esq., Pres.)

Gentlemen

We wish to explain to you our reasons for turning down your offering

to us of twenty bonds in the Southern California Edison selling group.

We had firm orders spread among our twelve offices for one million of these

bonds at the issue price. We were in constant touch with your Syndicate

Department for the three weeks preceding the wholesaling and gave you our

commitment in writing for up to five hundred bonds in the selling group

regardless of issue price. On being offered twenty bonds out of an issue of

seventy-three million, we preferred to tell our salesmen and offices that we
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were not in the business at all rather than try to allot twenty bonds through

Our Organization.

We assure you we should be glad to be included in any of your future

Selling groups where you may find it possible to offer us an amount com

mensurate with our distributing ability.

Wery truly yours

H. W.

(Handwritten:) Very recently they have developed the bond end of their

business. Dick de la Chappelle is with them. Old line bond houses are getting

preference. -

[Signed | SHIELDs & Co.



EXELIBITNo.1639–23–

[SampleofdealerperformancerecordcardusedbyTheFirstBostonCorporation]i.

190XYZCoRPORATIONNewYork,N.Y.

NameAddressC.oS.L.|.1.

ParticipationSubscriptionsRepurchased3

----BankingZ

Date|372DescriptionRemarks

AcceptedDeclinedGroupFirmSubjectAlºedºComm;Redeliv-||Without-g subjectInentcanc'l’deredpenaltyz:

4/22/35|So.Caliſ.EdisonCo.334%5/1/60------------*1,000---------|----------Principall----------|----------------------------------------------------Formerly2

-ABC,In-H.;corporated.E.

4/35LAZ|PacificGas&Elec.Co.4%1964-------------#25||---------|----------|---------->.

7/35EBSWilson&Co.4%1955.---------#!30----------|----------|------------

7/1/35|So.Calif.EdisonCo.394%7/1/60------------*Principal.C

AsScll--
ingGroup-

Membertº:--4-&º***......4.c7/10/35|EdisonElec.Illum.ofBo.3%1965---•c8/12/35DominionofCanada292%8/15/45--* -------'Z9/17/35|So.Calif.EdisonCo.4%.1960------*50--------------------c

9/17/35|So.Calif.EdisonCo.3%Deb.1945.+6015|__--------:

10/2/35|AtlantaGasLightCo.4%%9/1/55*|----------|Declined-------------K10/35SWBVirginiaElec.&Pwr.Co.4–1955-----#35|----------------------c

10/35BLYAnacondaCopperMin.Co.4%%1950.--#75---------------------------

do-----------------------Additional------#50|__----------------~

3/26/36|EasternGas&FuelAssoc.4%1956.-----250--------|Principal-C

3/36BLYPacificGas&Elec.Co.334%1961---.#300-------------------|Principal-:

6/15/36Com’lCreditCo.4%%Cum.C.Pfä--...•1,000shares-tº

6/36SWB|OklahomaNat.GasCo.4%%5/1/57#!----------75-------------------:

6/36SWBdo-------------------5%5/1/46.--#|----------35----------|---------

6/16/37|CommercialCreditCo.234%6/15/42.*2525|----------|---------

10/6/37||IdahoPowerCo.334%10/1/67-----*2822l----------|---------

do---------------Additional.----*30

8/38HSCommonwealthEdisonCo.3%%1968.#15

10/38HS|Pub.SveeCo.No.Ill3%%10/1/68---#45----------|----------

4/24/39||GatineauPowerCo.3%%4/1/69.-----"----------25----------

do...-----------------Additional.------*40----------|----------|----------|--



i

THEFiI:STLOSTONCORPORATION

Note.—Specimensofdealerperformancerecordcardsusedbyotherfirmsappearas“ExhibitsNos.1888,2043-2047–2”,seeHearings,Part24,pp.12831and12967-12978,

•indicatingdealheadedbyTheFirstBostonCorporation.

#indicatingdealheadedbyothers.

•Sharos.
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ExHIBIT No. 1640–1

[From the files of Harris, Hall & Company]

Los ANGELES, CALIF., Nov. 4, 1935.

NoRMAN W. HARRIS,

Harris Trust and Savings Bank, PNW:

Lageco officials say deal all made with underwriters too late include us only

chance would be to get Blyth who will head deal to give us position. Stop.

Please pass information on to Bower and Hall and suggest they see Blyth in

New York soon as possible. Regards.

G. B. HEYWOOD.

139P

ExHIBIT No. 1640–2

[From the files of Harris, Hall & Company]

PASADENA, CALIF., Nov. 5, 1935.

L. W. BowFR, HARRIS HALL AND Co.,

111 West Monroe St., Chgo.: -

Though personally friendly president has apparently had past differences with

bank which does not make him particularly anxious recognize historical position

under circumstances or go out of way our behalf at this late date so claims

matter closed issue and unwilling to do anything. Stop. Miller president of

Pacific Lighting has final say but doubt if could accomplish anything without

going San Francisco and then problematical as scarcely know gentleman.

Stop. Tied up here for few days but could go north later in week if think worth

while. Stop. Stanley or A. W. may know Miller and have some ideas.

GENE. B. HEYwooD.

[In ink: A. W. out. Might talk to Stanley but think doubtful.]

ExHIBIT No. 1640–3

[From the files of Harris, Hall & Company]

HARRIS TRUST AND SAVINGS BANK

CHICAGO

Telegram

Send the following message via Western Union Teleg. Co.

Charge—Department: Harris, Hall & Co.

CONFIRMATION COPY

G. B. HEY wood, NovembH.R. 7, 1935.

963 N. Oakland Ave., Pasadena, Calif.:

Hall obtained half million interest in Los Angeles deal so unnecessary go to
San Francisco.

NORMAN W. HARRIs.

ExHIBIT No. 1640–4

[From the files of Harris, Hall & Company]

C. E. MITCHELL, Cable address

Chairman. BLYTHCO

BLYTH & Co., INC.,

120 BROADWAY,
HARRIs, HALL & Co., New York, November 6, 1935.

111 W. Monroe Street, Chicago, Ill.

Attention Mr. Hall

GENTLEMEN: Following your call upon us this morning, Mr. Addinsell of The

First Boston Corporation came to see me regarding the underwriting of the
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proposed issue of $40,000,000. Los Angeles Gas & Electric Corp. First and

General Mortgage bonds, series of 4's due 1970, now in registration. Under the

circumstances as discussed when you were in our office, The First Boston

Corporation has agreed to give up $500,000. of the amount of their participa

tion in this underwriting, and we are thus enabled to offer to you a participa

tion of $500,000, and would be glad to have your early reply as to whether

this is acceptable.

The issue will be broadly advertised throughout various states of the country

and to the extent that you are registered as a dealer, we shall be glad to

include your name. Assuming that you will want to be so included, please

let us know to what extent you are registered or will be registered, bearing

in mind that it is expected that the issue will be ready for offering on November

18th.

Copies of the registration and other necessary documents for study will

be sent to you by mail tonight.

Very truly yours,

C. E. MITCHELL.

P. S.—We find that we do not have extra copies of the documents that could

be sent from this office and have wired our San Francisco office to forward

them to you from there by airmail today.

ExHIBIT NO. 1640–5

[From the files of Harris, Hall & Company. Letter from L. V. Bower to George D. Woods;

FEBRUARY 15, 1936.

Mr. GEORGE D. Woods,

Vice President, The First Boston Corporation,

100 Broadway, New York City, N. Y.

DEAR GEORGE: We have been looking around for bonds to employ a portion

of our capital and surplus funds and began to examine into the Central

Illinois Electric and Gas Company with this in mind.

However, the further we get into the situation, the more it seems to us

that under present market conditions a refunding operation could be carried

out which would be of benefit to the Company, and we are writing to ask

whether you have had occasion to check this Company lately, and if so, whether

or not you agree with us.

When we were talking last December about having a possible purchaser for

the New York and Richmond Gas Company, you indicated that as a matter of

policy you did not believe your organization should have any part in such a

transaction. I hope you do not have the same feeling about a refunding job

for the Central Illinois Electric and Gas Company, because you certainly are

entitled to whatever perquisites go with this business. If, however, for any

reason you feel that this prospective business should not be done in your

shop, and would care to give us a boost with the Company, we should be happy

to talk with whomever is the right party, and if, on the other hand, you do at

the proper time work out something for the Company in your office, we hope

you will find a place for us in the business and use our facilities to whatever

extent they might be the least bit helpful to you in connection with the job.

With kind regards,

Wery truly yours,

LWB : EW

L V B

ExHIBIT No. 1640–6

[From the files of Harris, Hall & Company)

THE FIRST BOSTON CORPORATION,

100 BROADWAY,

New York, February 18, 1936.

Mr. L. V. Bowen,

Harris, Hall & Company, -

111 West Monroe Street, Chicago, Illinois.

DEAR LAHMAN: This will acknowledge your letter of the 15th relative to Cen

tral Illinois Electric & Gas Company financing.
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I do not have the same feeling respecting financing by subsidiaries of

Consolidated Electric & Gas Company that I had in connection with acting as

broker for the sale by Washington and Suburban Companies of New York &

Richmond Gas Company. As a matter of fact, within the past few months we

headed a group which offered Atlanta Gas Light Company General Mortgage

Bonds. It seems to me that this type of operation is in the ordinary course of

our business and involves a function which the Company itself can not

perform.

We have given considerable thought to the refunding of the Central Illinois

bonds at various times and last fall we put the matter off for reconsideration

after February first of this year because the call price on the largest block of

bonds dropped 1% points at that time. Mr. Frye of the Central Republic

Company has an important interest in this business and he checks in with us

and with the Company regularly.

It is a coincidence that about the time I received your letter Mr. Frye sent

us a comprehensive memorandum on the refunding possibilities, which I am

now having checked and studied by Jim Howe of our own office.

Off-hand, it looks to me as though a sound refunding job can be done in

the very near future although our figures are not entirely complete as yet.

I have in mind that when and if it is possible to work out a refunding plan,

we will discuss the matter with you with a view of including your firm in the

business on some basis. Meanwhile, if you have any concrete ideas or have

prepared any figures which would be interesting or helpful to us, I would be

glad to have a copy of them.

Very truly yours,

GEORGE D. WoODs.

GDW : mms

EXHIBIT No. 1640–7

[From the files of Harris, Hall & Company. Letter from L. V. Bower to George D. Woods]

FEBRUARY 21, 1936.

Mr. GEORGE D. WOODS,

First Boston Corporation,

100 Broadway, New York, New York.

DEAR GEORGE: Thanks for your letter of February 18 relative to the Cen

tral Illinois Electric & Gas Company. If this was free business I did not

want to be asleep at the switch, and that was my main reason for checking

with you.

We have not made any careful study of the situation other than to be con

vinced that if the company should be willing to devote a substantial part of

an interest saving to at least a temporary debt reduction program, it should

be possible to sell a refunding issue of 4% bonds to refund outstanding 5s and

6s. Whether the debt reduction is accomplished in a way to yield the greatest

benefit to the company by providing a sinking fund or by using available

funds for serial payments on notes, as has been done in other cases with which

you are familiar, we are not sure but lean to the latter.

In my letter to you I referred to the use of our facilities and meant this

to mean physical facilities, because of our closeness to the company's office.

In other words, I thought that if you wanted something from the company and

didn't care to make the trip out here at this time, we could hop over to Rock

ford for you and act as sort of a post office. However, I note from your letter

that Newt Fry of the Central Republic Company is probably performing this

service for you.

I have been in Iowa the past four days and the business I discussed with

Dunc Linsley and Jim Lyles a couple of weeks ago seems to be coming along.

We expect to have something to talk about in the next two or three weeks, and

hope that you will be interested.

With kind regards, I am

Very truly yours,

LVE : IB
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EXHIBIT NO. 1640–8

[From the files of Harris, Hall & Company )

HARRIs, HALL & CoMPANY

(Incorporated)

111 WEST MONROE STREET

Telephone Randolph 5422

Mr. GEORGE D. Woods, CHICAGO, August 30, 1938.

The First Boston Corporation,

100 Broadway, New York, N. Y.

DEAR GEORGE: Since you telephoned me several days ago, Gene Heywood has

been spending practically all his time working over figures pertaining to Cen

tral Illinois Electric & Gas Company, and just this morning received some late

data from Ed Boshell.

Lahman Bower is back on the job but has not returned to Chicago, and Gene

left town this afternoon to join Lahman on a little special job he has been

Working on a long time. So they will have an opportunity to go over the prob

lem together and when they get back in two or three days we shall all give it

close attention. As you predicted, we find it is not an easy problem to solve,

but we are delighted to be working on it.

Yours very truly,

Edward B. Hall

IMN

EXHIBIT No. 1640–9

[From the files of Harris, EHall & Company)

THE FIRST BOSTON CORPORATION

100 BROADWAY

NEw York, September 2, 1938.

Mr. Edward B. HALL,

Harris, Hall dº Company (Incorporated),

111 West Monroe Street, Chicago, Illinois.

DEAR ED: Thank you for your note of the 30th. There is no breakneck rush

about Central Illinois and I am glad that you are going at it.

When you are ready to talk about it, we would like to sit in, and Ed Boshell

and I will be glad to see you in New York or, if more convenient, we can go

to Chicago.

Very truly yours.

GEORGE.

George D. Woods

elm

EXHIBIT No. 1640–1()

[From the files of Harris, Hall & Company]

Mr. GEORGE D. Woods, SEPTEMBER 2, 1938.

The First Boston Corporation,

100 Broadway, New York City, N. Y. -

Pºan George; I have been trying to pay you a social visit by telephone the

last two days since I have returned to the office, but without success. I merely

**!ed to thank you for thinking of us in connection with the Central filinois

Electric and Gas; to promise that it would receive our very best attention;

to remind you that the prospects are not glowing for finding a workable for

mula; and to express the hope that the negotiations might at least be made
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sufficiently interesting to require your own participation out here where we

may have the chance to reciprocate some of the hospitality you are always

so ready to show us when we come to New York.

With kind regards,

Very truly yours,

Lahman W. Bower

EW

ExHIBIT 1640–11

[From the files of Harris, Hall & Company]

JUNE 10, 1939.

Mr. GEORGE D. WOODs,

The First Boston Corporation,

100 Broadway, New York, N. Y.

DEAR GEORGE: I am glad we were able to satisfy Mr. Goodwin as to Our

financial responsibility.

Regarding the advertising program for the Central Illinois Electric and Gas

Co. financing, I am flirting with the idea of including all 19 firm names in the

advertisement and enclose a typewritten dummy to give a rough idea of how

it WOuld look.

Incidentally, Charlie Glore came over a couple of days ago to let me know

in a nice way that he felt his firm's position in this account is not quite

appropriate to their importance and said he would prefer not to appear in the

advertising. He said, however, that if we were going to put everybody in

and wanted him to go along, he would not refuse, but would still prefer to be

left out if agreeable.

I would just as soon cut the list off after F. S. Moseley & Co., but that would

make Bob Weeks feel badly, at least with respect to the Boston advertising,

because his firm has only fifty less bonds than Moseley, and then the Illinois

Company, who claim an historical interest, would feel injured. If those two

were included, the number left out would be so small as to seem a little funny,

and that is the train of thought that led to consideration of using the whole

list.

I apologize for troubling you with this and shall appreciate any comments

you have to make.

Yours very truly,

Edward B. Hall

IMN

ExHIBIT No. 1640–12

[From the files of Harris, Hall & Company]

This is an announcement and is not to be construed as an offer to sell or as a

Solicitation of an offer to buy the securities herein mentioned. The offering

is made only by the Prospectus

$14,750,000 CENTRAL ILLINOIs ELECTRIC AND GAs Co., FIRST MORTGAGE BONDs, –%

SERIES DUE 1964

Dated June 1, 1939 Due June 1, 1964

and accrued interestPrice

$3,000,000 —% —% —% SERIAL DEBENTUREs, DUE SEMI-ANNUALLY DECEMBER 1,

1939 To JUNE 1, 1949

Priced variously according to maturity, plus accrued interest from June 1, 1939,

to yield approximately —

The Prospectus may be obtained in any state in which this announcement

is circulated from only such of the undersigned as are registered dealers and

are offering these securities in compliance with the securities law in such state.

Harris, Hall & Company (Incorporated); Central Republic Company; Halsey,

Stuart & Co. Inc.; Bonbright & Company Incorporated; H. M. Byllesby and
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Company; Kidder, Peabody & Co.; E. H. Rollins & Sons, Incorporated; A. G.

Becker & Co., Incorporated; Glore, Forgan & Co.; Lee Higginson Corpora

tion; Stone & Webster and Blodget, Incorporated ; Coffin & Burr, Incorpo

rated; F. S. Moseley & Co.; Whitting, Weeks & Stubbs, Incorporated: The

Illinois Company of Chicago; The Wisconsin Company; Bodell & Co.; Stark

weather & Co.; Granbery, Marache & Lord.

June —, 1939.

ExHIBIT No. 1640–13

[From the files of Harris, Hall & Company

MR. LAHMAN BOWER,

October 20, 1938.

Via air mail.

Mr. D. C. McCLURE,

President, Central Illinois Electric and Gas Co.,

Rockford, Illinois.

DEAR DON: As I have told you, Mr. Bower has contacted Mr. Bell of Equi

table Life Assurance Society and Mr. Ricter of Northwestern Mutual Life Insur

ance Company relative to the possibility of a private placement of the proposed

new First Mortgage Bonds of Central Illinois Electric and Gas Co. Last week

I sent to you a list of data which the Equitable would like to have as soon as

possible in order that they may make up their minds as to whether or not they

believe a private placement of the bonds is possible. I hope that Jim Murray

is going right ahead with the preparation of this information. I would give it

the right-of-way over the preparation of data for the registration statement,

for much of the material is similar and if a private placement can be arranged,

registration can be avoided.

I talked on the phone with Mr. Bell again today, and he is hoping that he

and Mr. Ricter can make a personal inspection of the property of Central

Illinois sometime next week. Mr. Bell wants to make the inspection in con

junction with another trip to Chicago, and he can't be definite now as to when

he will get there. However, he will let me know in advance, and I will com

municate with you.

Best regards.

Yours very truly,

E. O. Boshell/mm.

CC. to: Lahman Bower.

ExHIBIT No. 1640–14

[From the files of Harris, Hall & Company]

DECEMBER 6, 1938.

MR. DoNALD C. McCLURE,

President Central Illinois Electric and Gas Co.

Rockford, Illinois.

DEAR DoN : Thank you for your letters of December 5 covering additional

"pies of the material which has been assembled for the insurance companies

who are considering a mortgage loan to Central Illinois Electric and Gas Co.

You will be interested to know that it appears now as though the response

of the John Hancock Mutual would be favorable for $2,000,000 which leaves

is in the position of having interest shown in $8,000,000 of the mortgage bonds

by three companies, and indicates that our efforts from here on, for a while

at least, had best be directed at the unsecured portion of the loan.

With kind regards,

Very truly yours,

Lahman W. Bower.

IB.

L. V. B.

124491–40–pt. 22–26



| 1752 CONCENTRATION OF ECONOMIC POWER

EXHIBIT No. 1640–15

[From the files of Harris, Hall & Company]

APRIL 26, 1939.

MR. D. C. MCCLURE,

President Central Illinois Electric and Gas Co.,

Rockford, Illinois.

DEAR DON : I am sorry to have missed you last week, but am glad to know

you have returned from Hot Springs as we interpret that to mean you are

feeling in perfect health again.

As you undoubtedly know, the Chase Bank has affirmed a renewed interest

in some unsecured lending to the Central Illinois Electric and Gas Co. but

required, as a preliminary to taking the matter up, a chance to examine the

findings of the Securities and Exchange Commission in connection with the

Company's application for the $2,000,000. The order was published but

the findings have never been assembled and released, and inasmuch as these

go into certain questions of valuation write-ups, etc., it is proper for the Chase

Bank to be interested in the attitude of the S. E. C. on these matters before

going much further into the loan. Ed Boshell has been trying to get a copy of

these findings for the past two weeks and has repeatedly been promised them

without any fulfillment of the promise to date. The trouble seems to be that

Mr. Ginsberg of the S. E. C. was supervising these matters and upon Mr.

Douglas' appointment to the Supreme Court. Mr. Ginsberg went over to the

Supreme Court Building as Mr. Douglas' clerk, and it seems to be hard in the

ensuing shuffle to get somebody to transcribe these records for public release.

It seems too bad not to pursue this matter more actively, but the fact remains

that the unsettled European situation has had a deadening effect on the market

for all but a few of the very highest grade securities, and the Chase Bank at

the moment seems to be the most likely key to unlock your whole refunding

program provided we can interest them in a sizeable unsecured loan. There is

nobody in the field who has been as active as the Chase people and nobody who

is as familiar with the various aspects of your Company.

I came out through Rockford the week before last hoping to catch you in,

and left word with the young lady in your office that I wanted full credit for

an effort to pay you a call.

With kind regards,

Very truly yours,

Lahman V. Bower.

IB.

Ex HIBIT NO. 1640–16

[From the files of Harris, Hall & Company l

AMERICAN STEEL FOUNDRIES

Early in January HWF told me he had talked further with Mr. George

Scott on the subject of a possible financing for his Company to retire their

7% preferred stock. He was told by Mr. Scott that George Murname of Monnet

Murnane & Company, 30 Broad Street, New York (Hanover 2–6646, 2–2700), a

director of American Steel Foundries, and formerly a partner of Lee, Higginson

& Co., had been assigned the duty as a director of listening to propositions on

the subject of new financing, and HWF recommended that I call on Mr. Mur

name at the first opoprtunity.

I made such a call about January 6 or 7. Mr. Murnane said George Scott

had told him. I was going to call. He said further that the Company does not

plan to retire this 7% preferred stock very soon. They feel that the holders

of this stock went through the depression with them without dividends and are

entitled to a great deal of consideration. They have now had all their back

dividends paid up, but he thinks they ought to continue to draw 7% for a while

without being disturbed. Eventually, however, if present favorable market con
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ditions continue, they will probably want to retire it. For this purpose they now

feel that a new issue of preferred stock with or without conversion privilege,

or an offering of common stock to the present shareholders would be the best

Way to raise the money.

Mr. Murmane said that Mr. Scott certainly would not make a move in the

matter without consulting HWF, and that he knew Mr. Scott would prefer our

house to any other if it were business of a kind that we were able and desirous

of handling.

EDWARD B. HALL.

2–3–37

ExHIBIT No. 1640–17

[From the files of Harris, IIall & Company J

Harris Trust—Harris Hall CGO Calling Mr. Hall or Mr. Collins.

Neither hr rite now but will GW MSG on return.

Re Steel Foundries my final considered recommendation is to carry over any

Obligation to Becker to our next deal making two top interests sixteen per cent

five interests at thirteen per cent which is million stop To me cutting inter

ests finer does not really repay obligation to Goldman or Smith or Byllesby

stop Moseley is now coming in thru company and I desire to be able say group

formation concluded stop Obligations to Goldman Smith and Byllesby ante

date obligation to Becker and think we can carry latter along for a while stop

Glore and Lee Hig represent company suggestion which cannot be ignored stop

Have vague feeling company might prefer inclusion of only one between Gold

man and Becker stop Re National Bond u have in mind meeting there at

eleven this morning stop Suggest follow up Great Northern by encouraging

Stillman to buy next good issue, pls advise us now next sale at which we will

bid so we can get our information here in better shape for sales department

stop Suggest follow up matter of enlarging Atchison account.

EXHIBIT No. 1640–18

[From the files of Harris, Hall & Company J

NEW YORK, N. Y., Nov. 8, 1935.

J. H. Collins,

Harris Trust dº Savings Bk. Chgo:

Continental spent hour Brown this afternoon stop Believe we must decide

go on or quit Friday morning stop Favor going on in silent underwriting

position subject to satisfaction investigation by Moseley and selves stop

Necessary put end to company shipping deal stop Favor two quarter points

grºss and pay bank quarter fee stop Will keep in touch Moseley Boston

and here.

L V BOWER.

EXELIBIT No. 1640–19

[From the files of Harris, Hall & Company )

November 18, 1935.

Mr. NILEs CHAPMAN, -

Chairman of the Earecutive Committee and Treasurer,

Continental Steel Corporation,

Kokomo, Indiana.

DEAR MR. CHAPMAN: Referring to your telephone conversation today with

Mark Brown, we are writing to say that we suggest to you the preparation

* registration of an issue of $2,000,000 Serial Debentures maturing $200,000
each year from one to ten years and containing provisions generally similar
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to those written into the notes held by the Harris Trust and Savings Bank,

which represent a part of your presently outstanding bank credit.

Assuming these notes were available for public offering today and we had had

a chance to make some examination of the property and business and satisfy

ourselves that the situation is as satisfactory as we believe it to be, we would

be prepared to pay you a price for this issue of notes which would mean a

net cost of money to you of not to exceed 4% º.

Where we above refer to an inspection of property, you understand we

mean spending only a matter of three or four days, which we are ready to do

at any time upon word from you.

Very truly yours,

Vice President.

Lahman V. Bower

EMW

ExHIBIT No. 1640–20

[From the files of Harris, Hall & Company )

NOVEMBER 20, 1935.

Mr. NILES CHAPMAN, -

Chairman and Treasurer, Continental Steel Corporation,

Kolcomo, Indiana.

DEAR MR. CHAPMAN : This is the “letter” I promised to write you relative

to raising $2,000,000 for Continental Steel Corporation.

We suggest you issue $2,000,000 one to ten year serial debentures maturing

$200,000 per year ($100,000 each six months if the Company desires) to be

registered, underwritten, and sold at public offering by the underwriter.

Such debentures should be issued in accordance with the terms of an inden

ture which should contain certain covenants the more important of which we

discussed in Kokomo and which are :

1. A covenant not to mortgage existing properties while any of the deben

tures are outstanding.

2. A covenant not to pay cash dividends except out of earnings available

for the purpose subsequent to -------- (I would like June 30, 1935,

but am willing to be convinced January 1, 1935, would be better).

3. A covenant not to pay cash dividends to reduce current assets below

150% of current liabilities.

4. A covenant not to pay cash dividends which will reduce net current

assets (working capital) to a figure less than either (a) $1,000,000,

or (b) the aggregate amount of these debentures plus any other funded

debt maturing on or before the last maturity of debentures at the time

outstanding, whichever is greater.

. A covenant that a decline of current assets to 110% (I think 11.5%

might be better but would not insist) of current liabilities shall be

published by the Trustee and constitute a default upon request of

holders of 50% of the debentures at the time outstanding.

6. Customary indenture covenants relating to independent annual audits

and monthly financial statements, disposition or sale of major physical

properties, to pay taxes, interest, etc., none of which, I am sure,

will be difficult to arrive at on a mutually satisfactory basis.

For the purpose of avoiding high premiums on the early maturities and to

make it possible to set a more favorable scale of call prices (which would

have to be high if the debentures were sold at a high premium) we suggest

that the debentures be issued as 2's, 3's, and 4's. With these coupons the

call price could start at 102 for two years and drop 14 of 1% each year which

leaves the last year 100. In the event of partial call of debentures the retire

ment should be in inverse order of maturities.

Upon being satisfied with the legalities, the corroberation of figures by the

auditors and a slight further check into the nature of the business, particu

larly from the sales end, we could today pay you a price for such an issue

that would make the money cost you between 4.30% and 4.40%. This would

5
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include our profit which we think should be about 2% points on the business.

Because of the suggested 2%, 3%, and 4% coupons I cannot give you a single

per centage price which would mean anything but you can figure that if the

debentures were all fours the Company would receive about 98% on a 4.30

basis and about 98 on a 4.40 basis. As 2's, 3's, and 4's the Company would

receive about 96. In any event regardless of the coupon rate the cost of money

to the Company in today's market would be within the range stated.

Now, with respect to a proposition to raise $1,000,000 by sale of stock and

$1,000,000 by borrowing, I must say that we think such borrowing should be

bank borrowing to show best results to the Company. With an additional

$1,000,000 of equity money in the picture you should have no trouble arrang

ing a five year bank credit for $1,000,000 on favorable terms. That, of course,

lets us out.

A $1,000,000 ten year Debenture issue with a sinking fund to retire by

maturity, if the only funded debt, could probably be sold as 444's at 99 to

99%—which is the interest basis we had in mind for the last serial maturity

Of the other issue. We think since the work would be the same in setting a

$1,000,000 loan as in setting up a $2,000,000 loan we would be entitled to at

least 3 points gross margin of profit. If the company received, say, 96 the

money would cost about 4% 96. The covenants would be essentially the same.

While no opinion was asked, we still hold to the opinion expressed in discuss

ing a convertible issue that if business continues for a while as at present and

this debt job is done at attractive rates, the present owners should be able

to take in partners on a more favorable basis to themselves a little later

than just at present.

Enclosed is a check for the money I owe you.

Wery truly yours,

, Vice President.

Lahman W. Bower. -

IMN,

ExHIBIT No. 1640–21

[From the files of Harris, Hall & Company)

JANUARY 7, 1936.

Mr. HAROLD E. WoOD,

First National Bank Building, St. Paul, Minnesota.

DEAR HAROLD: I have you letter of yesterday about the Continental Steel

business and regret to say that it looks as if we shall not be able to do

anything worth while for any of our good friends in connection with it. There

Were circumstances attending this loan which made it appropriate for us to

share the issue with F. S. Moseley & Company. That cut it in two. Then,

there is a certain bank with which we have historical relations which has

born down on us to supply a fair sized block of bonds. We considered the

matter and came to the conclusion that to have a selling group at all would

cause a lot of grief and could not do any of our friends very much good.

Accordingly, the prospect is for an offering at list price less one-quarter to

dealers, and that's all.

I very much hope we are going to be able to originate some business

before long in connection with which we can enlist the assistance of good

friends like yourself and reward them suitably for their co-operation.

With kindest regards, I am

Yours very truly,

President.

Edward B. HALL.

IMN.
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ExHIBIT No. 1640–22

[From the files of Harris, Hall & Company]

$14,750,000—CENTRAL ILLINois ELECTRIC AND GAs Co., FIRST MoRTGAGE BONDs.

3% º SERIEs DUE, 1964

Following is a list of the Underwriters of the above issue, the principal amount

of bonds underwritten by each and the total purchase price paid to the Company

at 98% plus accrued interest from June 1, 1939, to June 27, 1939:

- Principal
Underwriter Amount Total Cost

Harris, Hall & Company (Incorporated) ------------------------------ - $2,000,000 $1,975, 416.66

Central Republic Company---------------------------------------- --- 1, 500,000 1,481, 562.50

Halsey, Stuart & Co., Inc.------------------------------------------ 1, 500,000 1,481, 562.50

Bonbright & Company, Incorporated ------------------------------ 1,000,000 987. 708.33

H. M. Byllesby and Company, Incorporated.----------------------- 1,000, 000 987, 708.33

Kidder, Peabody & Co------------------------------------------- 1,000,000 987, 708.33

IE. H. Rollins & Sons, Incorporated ------------------------------ 1,000,000 987, 708.33

A. G. Becker & Co., Incorporated 700,000 691, 395.83

Glore, Forgan & Co --------- 700,000 691. 395.83

Lee Higginson Corporation-------- 700,000 691, 395.83

Stone & Webster and Blodget, Incorporated.------------------------ 700,000 691,395.83

Coffin & Burr, Inc.----------------------------------------------- 500,000 493, 854.17

F. S. Moseley & Co.---------------------------------------------- 500,000 493.854. 17

Whiting, Weeks & Stubbs, Incorporated ------------------------- 450,000 444, 468.75

The Illinois Company of Chicago----------------------------------- 400,000 395,083.33

The Wisconsin Company---------------------------------------- 400,000 395,083. 33

Bodell & Co ------------------------------------------------------ 300,000 296, 312.50

Starkweather & Co----------------------------------------------- 250,000 246,927. 13

Granbery, Marache & Lord--------------------------------------------- 150,000 148, 156.25

$14,750,000 || $14,568, 697.93

ExHIBIT No. 1640–23

[Fom the files of IHarris, Hall & Co.)

$3,000,000—CENTRAL ILLINoſs ELECTRIC AND GAs Co., 3%–3%º-4% SERIAL

DEBENTURES

Following is a list of the Underwriters of the above issue, the principal amount

of debentures underwritten by each and the total purchase price paid to the

Company at 99%, plus accrued interest from June 1, 1939, to June 27, 1939:

Underwriter º Cost Grand total

Harris. Hall & Co. (Inc.) ------------------------------- $410, 000 $408,999.71 $2,384,416.37

Central Republic Company-------------. -------------- 310,000 309, 243.68 1,790, 806. 18

Halsey, Stuart & Co., Inc------------------------------- 310,000 309, 243.68 1,790, 806. 18

Bonbrizht & Co., Inc.---------------------------------- 205,000 204,499.86 1, 192, 208. 19

H. M. Byllesby & Co., Inc ------------------ - - - - - - - - - 205,000 204,499.86 1, 192, 208. 19

Kidder, Peabody & Co ----- - - - - - - - - - - - - - - - - - - - - - - - 205,000 204,499.86 1, 192, 208. 19

E. H. Rollins & Sons, Inc. ------------------------------ 205,000 204,499.86 1, 192, 20.8.19

A. G. Becker & Co., Inc -- - - - 140,000 139, 658.44 831, 054, 27

Glore, Forgan & Co -- - - - - - - - - - - - - ---- - - - - - - - - - - - 140,000 139, 658.44 831, 054, 27

Lee Higginson Corp - - - - - - - - - - - - - - - - - 140,000 139,658.44 1,054, 27

Stone & Webster and Blodget, Inc 140,000 139, 658.44 831, 054, 27

Coffin & Burr, Inc. - - - - 100,000 99,756.03 593, 610. 20

F. S. Moseley & Co . . . . . . . - - - - - - 100,000 99,756. 03 593,610. 20

Whiting, Weeks & Stubbs, Inc. . . . . . . . - - - 90,000 89,780. 42 534, 249. 17

The Illinois Co. of Chicago. -- - - - - - - - - - - - - - ------------. 80,000 79,804.82 474,888. 15

The Wisconsin Company-- - - - - 80,000 79,804.82 474,888. 15

Bodell & Co -------------------------------------------- 60,000 59,853.62 356, 166. 12

Starkweather & Co. --------- -- 50,000 49,878. 01 296,805. 14

Granbery, Marache & Lord---------------------------- 30,000 29,926.81 178,083.06

$3,000,000 || $2,992,680.83 || $17,561,378.76
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ExHIBIT No. 1640–24

[From the files of Harris, Hall & Company |

MAY 23, 1936.

WISCONSIN POWER & LIGHT COMPANY

The proposed financing is to take the form of $32,000,000 in first mortgage 4%

bonds and $3,700,000 in 1 to 10 year notes.

We had a meeting this morning in Mr. Glore's office attended by Mr. Schrader

and Mr. Hough of Halsey, Stuart & Company, Mr. Stern of A. G. Becker &

Company, and myself. After some discussion it was tentatively arranged that

the underwriting syndicate would be made up substantially as follows.

Field, Glore & Co------------------------------------ $3,750,000

Harris, Hall & Company------------------------------ 3,750,000

Halsey, Stuart & Co--------------------------------. 3,750,000

A. G. Becker & Co----------------------------------- 3,750,000

Bonbright & Company-------------------------------- 2,500,000

Brown Harriman & Co., Inc.-------------------------- 2,500,000

First Boston Corporation----------------------------- 2,000, 000

Securities Co. of Milwaukee--------------------------- 1, 500,000

Blyth & Co., Inc.------------------------------------- 1,000,000

Lazard Freres & Co., Inc.----------------------------- 1,000,000

E. H. Rollins & Sons–––––––––––––––––––––––––––––––– ... 1,000, 000

Lee Higginson Corporation--------------------------- 1,000,000

A. C. Allyn & Co------------------------------------- 800,000

Central Republic Co---------------------------------- 650,000

Lawrence Stern & Co.--------------------------------- 650, 000

Stone & Webster and Blodget________________________ 650,000

Paine, Webber & Co--------------------------------- -- 500,000

Tucker, Anthony & Co-------------------------------- 500,000

Bacon, Whipple & Co-------------------------------- 250,000

Blair, Bonner & Company---------------------------- 250,000

Illinois Co. of Chicago-------------------------------- 250,000

The notes would be underwritten by the same people in the same percentages,

Mr. Glore said that he was going to charge the syndicate a fee of $50,000

for the work of his firm in managing the account in both bonds and notes.

This amounts to about $1.40 a thousand on the total financing. This was dis

cussed, but not agreed to. Halsey's people thought Mr. Stuart would object.

Mr. Glore said that if they were going to object and talk to Ned Brown or any

one else about it, he wished they would do it immediately because if this is

not agreed to he wants to take a little larger amount of bonds than the rest

of us. I expressed the view that I thought his firm was entitled to something

for management and that it was a question of a reasonable amount.

EDWARD B. HALL.

Initialed (EBH)

EBH-IMN

ExHIBIT No. 1640–25

[From the files of Harris, Hall & Company. Letter from L. V. Power to Isaac B. Smith

JANUARY 1 S. 1936.

Mr. IsaAc B. SMITH,

President, Iowa Electric Light and Poncer Company,

Cedar Rapids, Iowa.

DEAR ISAAC B.: Referring to the brief discussion we had at our Directors' Meet

ing Thursday on the possibility of refunding the Company's outstanding 5's of

1946, and readjusting the terms of its unsecured note issue, I have the follow.

ing ideas which I am submitting in duplicate to you, Sud Dows and Carl Myers.

First, I suggest that we go to the twelve holders of the Company's 41.4% bonds

And secure their consent as relating to the bonds of this series to eliminating

from the mortgage of 1925 the restriction on maturity of bonds under that

mortgage to twenty years. I think this can be done easily, particularly if as a

quid pro quo we can offer to register the 454% bonds.
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I suggest we refund the $3,600,000 5's of 1948 with $3,500,000 4's to net the

Company par.

Third, I suggest the supplemental indenture under which the 4's are issued,

accept the modification of the indenture as to the twenty year restriction

referred to above.

Fourth, I suggest that the new bonds be sold as twenty-five year bonds which

will, however, be twenty year bonds unless the modification of the indenture

relating to maturity is modified by holders of all the bonds issued thereunder.

In other words, the new 4's would become twenty-five year bonds when the 7's

of 1942 are paid. This is tricky and may not be feasible, but I am sure it is

feasible to get the indenture modified as far as the holders of the 4's (hand

written: and 444's) are concerned, so that the least We can do Will be to

eliminate the twenty year restriction in 1942.

Fifth, I suggest that we register an issue of $1,440,000 3% unsecured notes

maturing $60,000. Quarterly over the next six years. The notes should net the

Company at least par, and would eliminate the current asset—current liability

restriction which is now so burdensome to the Company.

The proceeds of the $1,440,000 new notes would be used to repay the bank loan

in the amount of $1,175,000 as of March 1st, take up $100,000. of the mortgage

debt, and leave $165,000. for corporate purposes.

In favor of these suggestions I may mention the fact that the greatest benefit

conferred on the Company would, of course, be the saving of $40,000, a year

in mortgage bond interest. Of next importance I would think possibly the

easing up of the present debt reduction program might be mentioned. I am

particularly proud of the idea that this is the time to go after the elimination

of the twenty year maturity restriction in the mortgage.

The Company's present high credit is due partially to the well founded notion

which has gone abroad that this Company is engaged in reducing its debt. I

think this idea can be furthered by refunding $3,600,000 mortgage 5's with

$3,500,000 mortgage 4's, and the throwing of this $100,000. into unsecured debt

to be paid off is offset by expanding the pay-off period over the next six years.

I would be glad to have you gentlemen consider these proposals, and if you

feel there is merit in them I think no time should be lost in advising auditors

and counsel that a registration is contemplated because it will take a con

siderable period of time to whip all the necessary information into shape.

Very truly yours,

LVB :CW

L. V. B.

ExHIBIT NO. 1640–26

[From the files of Harris, Hall & Company. Letter from L. V. Bower to Isaac B. Smith]

HARRIs, HALL & CoMPANY, INCORPORATED

111 West Monroe Street. Telephone Randolph 5422

CHICAGO, February 4, 1936.

MR. IsAAC B. SMITH,

President, Iowa Electric Light and Power Company,

Cedar Rapids, Iowa.

DEAR ISAAC B. : I sat in at a meeting of the Senior Loan Committee at the Harris

Trust and Savings Bank yesterday during the period they gave consideration

to the request we made by letter to amend the present agreement so as at

no time to require the inclusion in current liabilities of the Company more

than the next succeeding quarterly instalment of principal.

There was some discussion on the part of some members of the Committee

to minimize the importance of this restriction to the Company, and I took

occasion to make it clear that the Company regarded the matter of such suffi

cient importance, to be prepared to pay off the loan with the proceeds of a

publicly offered note issue, if the banks would not agree.

It was finally the consensus of the meeting that the modification asked for

was not material as affecting the soundness of the loan and was agreed that

subject to being satisfied with budgetary figures through the end of the present

year, the Harris Trust and Savings Bank would recommend to the other two

participating banks that the modification sought be granted.
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Will you please have Carl Myers send to Mr. John Broeksmit, Vice President

of the Harris Trust and Savings Bank, our budget figures of cash income and

Outgo through to the end of the present year.

With respect to the additional funds that might be required if we refund

the outstanding 5% bonds due 1946, it was the consensus of the meeting that

such additional borrowing as may be required should be lumped as a maturity

three months after the last maturity of the present loan ; should become subject

to the same conditions covering the present loan, and should be offered first to

the banks participating in the present loan.

I think this matter is in excellent shape at this time, and if the budget

figures can be in Mr. Broeksmit's hands not later than Friday, he can take the

matter up with the Chase Bank next week when he expects to be in New York.

Very truly yours,

Vice President.

LWB:CW.

ExHIBTT No. 1640–27

[From the files of Harris, Hall & Company. Letter from L. V. Bower to Isaac B. Smith)

FEBRUARY 22, 1936.

Mr. ISAAC B. SMITH,

President, Iowa Electric Light & Power Company,

Cedar Rapids, Iowa.

DEAR ISAAC B, The enclosed letters are self-explanatory. I spent most of

yesterday morning in conference at the Bank relative to the Light Company's

bank loan. The Chase have not shown any particularly cooperative disposition

and I, unfortunately, got a little sore and said we were getting a trifle fed up

on the way the matter was being handled when we were simply trying to do

the Bank a favor as both the Company and Harris, Hall & Company could

make a little money by paying the Bank loan and selling a note issue. After

a few sharp words which were to be regretted, this position eventually had the

desired result, and the Bank down-stairs authorized me to Say—

(1) That the Company can consider that the bank loan agreement will be

modified as requested;

(2) That no definite undertaking on the part of either party is entered into

with respect to such additional borrowing as may be needed in connection with

the present refunding, but that if the Company should ask the present Banks

to provide these additional funds, it is probable that the present Banks will

ask that such funds be borrowed as an additional maturity under the loan

agreement at the rate of the last present maturity, namely, 4% 9%.

I have taken the position that we can borrow this money elsewhere for 3%%

to 3%%, which aroused some further debate without settling anything and

in my opinion we should either provide these additional funds out of our

current assets or endeavor to borrow them elsewhere at a low rate if possible.

The elimination of the Northwestern Light & Power $50,000 obligation from

current liabilities would provide half the leavay necessary to take the funds

required out of current assets.

Very truly yours,

LWB : IB

I, W. B.

ExHIBIT No. 1640–28

[From the files of Harris, Hall & compº Letter from G. B. Heywood to Duncan R.

insley )

MARCH 4, 1936.

Mr. DUNCAN R. LINSLEY,

The First Boston Corporation,

100 Broadway, New York City, N. Y.

DEAR DUNc: I am enclosing herewith the following documents with regard

to the proposed financing we had under discussion with you:

(a) One copy of the Registration Statement on Iowa Electric Company;

(b) Two copies of the Prospectus on Iowa Electric Company;
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(c) One copy of the Registration Statement on Iowa Electric Light and

Power Company;

(d) Two copies of the Prospectus on Iowa Electric Light and Power

Company.

The Registration Statement and Prospectus on Iowa Electric Company, en

closed herewith, are as to be filed in Washington tomorrow. The Iowa Electric

Light and Power Company Registration Statement and Prospectus will be filed

in Washington on Friday. In order to get the necessary signatures of the

Company officials in Cedar Rapids, the Iowa Electric Light and Power Com

pany Registration Statement will probably be filed in the form as per the

enclosed copy, but there may be a few further changes made in ink before

filing. We have made a few further changes in the Prospectus, which have

gone to the printer, but I doubt if a new proof will be back in time to be sent

to you in the air mail tonight.

As I told you over the phone today, we have not discussed this business

with anyone else and do not want to do so until we have heard whether

or not you are interested in the business. On the other hand, we feel that

we should say something rather promptly to the other people who have had

past historical positions in both pieces of financing at the earliest date possible,

before any publicity has reached them in regard to the filing of Registration

Statements, so that they will know that we have had them in mind before any

of them come back at us.

I need not tell you, of course, that we would like nothing better than to

have you as our principal partners on an equal basis with us in both accounts,

and hope that you can let us hear further from you as early Thursday morning

as possible.

Sincerely yours,

G. B. H.,

Vice-President.

GBH :EW

Encl.

ExHIBIT No. 1640–20

[From the files of Harris, Hall & Company I

MARCH 9, 1936.

Mr. HARRY M. ADDINSELL,

The First Boston Corporation,

100 Broadway, New York, N. Y.

DEAR HARRY: Our underwriting group for the $3,600,000 Iowa Electric Light

& Power Company First Mortgage 4s, and $1,250,000 one to five year notes, is

now pretty well organized, subject. to the usual conditions, and the respective

interests are as follows:

Bonds Notes

Harris, Hall & Co. ------ $1,325,000 $460.000

First Boston Corporation 1,325,000 460,000

Brown Harriman & Co.. 400,000 140,000

Coffin & Burr------------------. - - - - - - - -- - - - - - - - - - - - - 300,000 104,000

F. S. Moseley & Co. ---------------------------- 250,000 | 86,000

Apparently the public offering of the Notes will not amount to anything, and

I don't see any necessity for mentioning the Note Issue in the advertising

unless it seems best to do so as a matter of record. It is expected that the

Notes will all be sold by us for syndicate account, and the armangements

with the Company are such that if these notes are all taken by the banks

that have the loan, to be paid off from the proceeds, there will be only a

nominal profit to the underwriters in that part of the business.

With respect to the Mortgage Bonds, our present idea is to advertise them

in a couple of papers each in New York and Chicago, and perhaps in the
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Wall Street Journal, including the Pacific Coast edition, over the names of

all of the underwriting group arranged as follows.

Harris, Hall & Company The First Boston Corporation

(Incorporated)

Brown Harriman & Co., Inc.

Coffin & Burr. Inc. F. S. Moseley & Co.

The gross margin of profit in the bonds is to be 2% 76 and we contemplate

asking the other underwriters to allow us a quarter of 1% for originating the

business and managing the account.

ExHIBIT No. 1640–30

[From the files of Harris, Hall & Company. Letter from L. V., Bower to Fred Poor]

SEPTEMBER 30, 1936.

Mr. FRED POOR,

Poor and Company, 80 East Jackson Boulevard, Chicago, Illinois.

DEAR MR. POOR. Mr. Boatner and I continued our discussion of the rail

way business for some little time after you left us at the Chicago Club today,

and I am much indebted to you for the privilege of meeting Mr. Iłoatner under

such pleasant circumstances.

It would be a great pleasure to employ Mr. Boatner to represent us in

making a brief memorandum report on the business of Poor and Company in

connection with the business which we still hopefully look forward to doing

for your Company. In fact, I was tempted to engage him on the spot this

noon on the theory that would be unthinkable for you to use the services of

other investment bankers.

With kind regards,

Very truly yours,

EXHIBIT NO. 1640–31

[From the files of Harris. Hall & Company]

OCTOBER 21, 1936.

Mr. LAHMAN W. BoweR :

I’OOR & COMPANY

Phil Moore telephoned this morning and spoke to me when he learned you

were absent. He reported, and I had the same word from John Broeksmit,

that the stand-by arrangement has been signed and immediate steps are

being taken to call the outstanding bonds of Poor & Company. Phil said that

he wished we would do anything we could to push along the legal work. He

said he had spoken to his lawyers about it and thought it might be a good

thing for us to say something to our counsel.

Accordingly, I telephoned John Dern to tell him that the stand-by arrange

ment had been made and that we were all anxious to have the work go forward

as expeditiously as possible.

Very truly yours,

E. B. H.

Edward B. Hall

IMN

EXELIBIT No. 1640–32

[*rom the files of Harris, Hall & Company. Letter from L. V. Bower to Frank Fratcher]

JANUARY 20, 1936.

Mr. Frank Fratcher,

Dows Building,

Cedar Rapids, Iowa.

DEAR FRANK: I am writing to say that if there is any merit in the thought

that Iowa Electric Company can do a general refinancing job this spring, and
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the first call has to be issued March 15th, then, there is really very little time

to spare in the preparation of all the material that has to go into a registra

tion statement.

This is just a gentle jog for the purpose of urging you to forward in here

the papers on the Eastern Iowa Electric Company matter, because unless

handled promptly this phase of the thing may provide the delays to make

impossible the kind of a job we are thinking about.

Very truly yours,

L. W. B.

LVB: CW

ExHIBIT No. 1640–33

| From the files of Harris, Hall & Company. Letter from L. W. Bower to Frank Fratcher]

FEBRUARY 4, 1936.

Mr. FRANK FRATCHER,

C/o Iowa Electric Company,

Dows Building, Cedar Rapids, Iowa.

DEAR FRANK: I sense from our talk on the phone this morning that you

would probably be best pleased to discuss the possibility of an arrangement

to purchase Iowa Electric Company Convertible 6s early next week, when you

may have the opportunity to discuss the matter with Senator Reed, and upon

thinking over the matter, I am of the opinion it would be better for us to

reach some kind of an arrangement when we can be together to discuss it,

than to try to set down the terms of any proposition in a letter.

I suggest, however, that in order that no time may be lost, you might wish

to call Gene Heywood on the phone and give him an order to buy up to 50

bonds at current market prices, say not to exceed 103. This would take care

of all the bonds that would normally come into the market over the next few

days without committing you for an amount which you would find it difficult

to take care of if you decided not to try to do the job on a larger scale after

talking with us and with Senator Reed.

I hope to see you here not later than Monday of next week.

With kind regards,

Very truly yours,

L. W. B., Vice President.

LVB : EW

ExHIBIT No. 1640–34

| From the files of Harris, Hall & Company. Letter from L. V. Bower to Scott McIntyre]

FEBRUARY 14, 1936.

Mr. Scott McINTYRE,

Scott McIntyre & Company,

Second Avenue at Third Street, Cedar Rapids, Iowa.

DEAR SIR: I have your letter of February 22 relating to the Iowa Electric

Company, and wish to say that while it is true that to our knowledge the

Company has given consideration to a refunding operation, there remain many

obstacles in the way of consummating the business. These have to do with

balance sheet charges, certain matters of public relations, and other factors

which make consideration of any refunding operation more involved than the

mere replacement of one issue of bonds with another issue.

We are studying this situation with the Company but neither of us is com

mitted to a program at this time.

I am pleased to have your letter and to know of your interest in the business

if it should develop.

Very truly yours,

LVB : IB

L. W. B., Vice President.
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EXHIBIT NO. 1640–35

[From the files of Harris, Hall & Company. Letter from L. V. Bower to Frank A.

Fratcher]

FEBRUARY 24, 1936.

Mr. FRANK A. FRATCHER,

Dows Building, Cedar Rapids, Iowa.

DEAR FRANK: Enclosed is a letter I received today from Scott McIntyre,

together with my answer to it. I am also enclosing a memo of bonds pur

chased to date and their cost. We had some of these bonds prior to the

time of active consideration of any refunding, just as we also had bonds

of the Central States Electric Company and a small dab of Northwestern

Light & Power Company bonds. I think it would be fair for us to turn any

bonds you had prior to February 1 over to the Company at prices as of

February 1. -

As you will note, we are beginning to accumulate a larger block of these

bonds than we should without some kind of commitment on the part of the

Company to protect us if no refunding should come about and the market

should break.

How would you feel about writing us a letter asking us to buy for your

account bonds of the Iowa Electric Company at not to exceed the prevailing

call prices and without further authorization, not to exceed an aggregate

amount of $300,000. Such a letter should, I believe, contain an agreement

on the part of the Company to make payment for such bonds on or about

April 1, 1936.

You will note that while the savings on this operation do not run into many

thousands of dollars, they do nevertheless aggregate an amount which it is

quite well worthwhile for the Company to save, and they reduce propor

tionately our costs in connection with this financing.

Wery truly yours,

L. W. B.

LWB : IB

ExHIBIT NO. 1640–36

[From the files of Harris, Hall & Cº.; Letter from L. V. Bower to Frank A.

Fratcher]

FEBRUARY 25, 1936.

Mr. FRANK A. FRATCHER,

Dows Building, Cedar Rapids, Jowa.

DEAR FRANK, Referring just briefly to your telephone conversation of today,

I want to say to you that from the moment it becomes generally known that

the Iowa Electric Company contemplates some financing you will be beseiged by

investment bankers from all over the country, each of whom has some reason

through blood relationship or blood spilled for the sake of the Company,

why he should have a greater or lesser interest in the underwriting. We know

this is true because we have been through it a couple of times in our short

existence in the position of a principal underwriter, and have on many more

occasions pulled every string we know how to pull to try to wedge in to busi

ness where others have been the principal underwriters.

From this experience, our advice to you is to say (when the market opera

tion is over) that the formation of this account is entirely in the hands of

Harris, Hall & Company. This means these people will flock in to us and,

Very frankly, our answer will probably be that the formation of the account

is entirely in the hands of the Company. This sends them back to you and

you stick to your original story and by that time all but the most persistent

ones have dropped by the wayside and it is then possible to form the account

ºn the basis of who will do the most good for the success of the issue which

is, after all, the major consideration in the whole proposition. I don't mind

Saying, even at this early date, that in my humble opinion, if it should prove

to be possible to run the Iowa Electric business over the names of two or
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three widely and favorably known organizations (modesty makes me blush)

this will have a whole lot more influence toward your getting the best price

possible than if the account is littered with the names of entirely reputable

but small and local firms.

As I said to you over the telephone, this whole matter is something we

can sit down to leisurely and discuss.

With kind regards,

Very truly yours,

LVH : IB

ExHIBIT NO. 1640–37

[From the files of Harris, Hall & Company l

IoWA ELECTRIC COMPANY

GENERAL OFFICE

CEDAR RAPIDs, Iowa, February 29, 1936

Mr. LAHMAN W. BOWER,

111 W. Monroe Street, Chicago, Ill.

DEAR LAHMAN: Several things have prevented my replying earlier to your

letter of February 24th relating to the bonds which you have acquired for the

account of this company. Naturally we will be very glad to take over all of

the bonds which you have on hand now, including those which we will take

over on a February first basis as you suggested.

We would also like to have you continue to secure, for Our account, bonds

of the company at not to exceed prevailing call prices and in an aggregate

amount not exceeding $300,000. We will make payment for any such bonds so

obtained on or about April 1st, 1936. Of course, if the proposed refunding is

not consummated as now planned, it will be necessary for us to make some

temporary arrangements in connection with the taking up of the bonds. There

should be no difficulty about that and undoubtedly some arrangement can be

worked out to meet the requirements of both you and ourselves.

I am returning the letter from Scott McIntyre which you sent me.

Very truly yours,

F. A. FRATCHER.

FAFratcher/b

EXHIBIT NO. 1640–38

[From the files of Harris, Hall & company, mºtter from H. M. Addinsell to Edward B.

ria

H. M. ADDINSELL,

Chairman Earecutive Committee.

THE FIRST Boston CoRPORATION,

One Hundred Broadway, New York, March 5th, 1936.

EDWARD B. HALL, ESQ.,

Harris Hall & Company, 111 West Munroe Street, Chicago, Illinois.

DEAR EDDIE : I don't want you to think that we were either unappreciative or

(to use the current slang of the day) high hat about the Iowa Electric business.

All of us did really appreciate very much your inviting us and we think you have

a fine set up and sound security of the two classes to be created. When we got

down to price talks, however, and discussed the matter with the good old Sales

Department, we found that for the securities to be created on this size company

we could get practically no encouragement from them.

As you know, our business is so largely with institutions and professional

buyers of one sort or another in what might perhaps be regarded as more general

market securities that we were just plain afraid we could not be of very much

help on distribution on this particular issue.

Again thanking you and hoping to see you again before long, I am

Yours sincerely,

HARRY.
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EXHIBIT No. 1640–39

[From the files of Harris, Hall & Company]

DECEMBER 4, 1935.

MR. JoHN E. BARBER,

Vice-President, Middle West Corporation,

20 East Wacker Drive, Chicago, Illinois.

DEAR JoBN: I am writing you to say that the firm of Harris, Hall & Com

pany is actively engaged in business, having joined in underwriting several old

Harris utility issues and having up for consideration several originations of

Our OWI).

You know, I bink, that we have succeeded to the corporation bond business

of the Harris Trust and Savings Bank. Under the Banking Act of 1933, the

Bank can no longer perform its longstanding function as investment banker

for a large group of corporations, many of them utilities. We have thought

that the passing of the Harris Trust and Savings Bank out of this field in

Chicago, left a gap and we are going to attempt, with due modesty, but with

lots of confidence, to fill this gap. We think we have fallen heir to a unique

position in the middle west, and are anxious to bring before your Company our

facilities for serving you.

I know that you must have your hands full just now with matters pertaining

to the recent reorganization of your Company and I feel sure you would not

welcome any effort to discuss banking matters at this time. I do not, however,

want to fail to tell you that, from such information as we have, it appears to

us that several refunding orperations are worth careful consideration in the

Middle West system. One of these is in connection with the Public Service

Company of Oklahoma. So when, as, and if the proper time comes to discuss

these matters—and particularly the Oklahoma situation—I trust we may have

the opportunity to sit in on such discussions with the hope that we may act

as underwriter for some of your Companies. A word from you to the effect

. the door is open for consideration of these matters will bring us to your

Olilce.

With kind repards.

Wery truly yours,

E. B. H.,

President.

Edward B. Hall.

EW.

EXHIBIT No. 1640–40

[From the files of Harris, Hall & Company J

THE MIDDLE WEST CORPORATION,

20 North Wacker Drive, Chicago, Illinois, December 5, 1935.

MR. Edward B. HALL,

President, Harris, Hall & Company,

111 West Monroe Street, Chicago, Illinois.

DEAR EDDIE: Thank you for your letter of December 4th, expressing your

interest in the possible refunding of the outstanding bonds of the Public Service

Company of Oklahoma.

It is not practicable at this time to discuss even tentative arrangements for

underwriting any possible financing of Public Service Company of Oklahoma.

However, I have discussed your letter with Mr. Green, President of The

Middle West Corporation, and he has asked me to express his own appreciation

also of the oſſer of your facilities.

Sincerely,

JOHN E. BARBER,

Vice President.
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ExHIBIT NO. 1640–41

[From the files of Harris, Hall & Company)

DECEMBER 27, 1935.

Mr. WALTER J. CUMMINGs,

Chairman, Continental Illinois National Bank dº Trust Co.,

208 South La Salle Street, Chicago, Illinois.

DEAB MR. CUMMINGS: We have indicated to the management of the Middle

West Corporation the fact that we believe a constructive job of financing can

be done for the Oklahoma properties and we understand that such a matter is

under consideration. We should, of course, greatly appreciate the opportunity

of working with the Company on this piece of business and to the extent that

you feel you might consistently do so, we should appreciate anything you may

care to say that would give the firm a boost.

If the business took one form (which we should at least like to suggest for

the Company's consideration) it appears that some short term paper would be

forthcoming that, in our opinion, would make a very desirable bank investment.

Very truly yours,

L. W. B.

L. V. Bower

EW

ExHIBIT No. 1640–42

| From the files of Harris, Hall & Company |

JANUARY 22, 1936.

Mr. CHARLEs F. GLORE,

Field, Glore & Co.,

123 South La Salle Street, Chicago, Illinois.

DEAR CHARLIE: I am leaving for New York this afternoon and apparently

shall not be able to reach you by telephone before I go. I wanted to tell you

how we feel about the suggestion you made that Field, Glore & Company should

take a management fee of one-quarter of one percent of the whole amount in

the Public Service Company of Oklahoma deal.

As you know, I was opposed to the idea when it was first brought up and

after thinking it over as you suggested, we in this office feel that such a charge

would not be at all appropriate in all of the circumstances attending this

piece of business.

If you make some figures, assuming a normal profit on the deal, you will

find that a fee of one-quarter on the whole amount would substantially exceed

the gross profit to be realized on the deal by any one of the major partici

pants. Expressed another way, such an arrangement would give Field, Glore &

Company more than twice the amount of profit accruing to any one of the other

six major participants, and that would not conform to the arrangement that the

six houses were to have equal interests.

If the quarter were to be divided among the six there could be no serious

objection on the part of any one of us, but that would mean such a small

amount to each that it would seem to us very much better to handle the busi

ness without any management fee at all.

We realize that as head of the account your firm will carry something of a

burden, but any one of us would be very happy to assume that burden for the

privilege of appearing in first position.

For these reasons we want to register our vote against such an arrangement.

I am very sorry not to have had a chance to talk with you about this before

leaving and am writing you about it simply in order that you may know how

we feel in case the matter comes up for consideration before I get back.

Yours very truly,

President.

EdWard B. Hall

IMN
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ExHIBIT No. 1640–43

[From the files of Harris, Hall & Company]

FIELD, GLORE & Co.

CHICAGO NEW YORK

123 SouTH LA SALLE STREET,

CHICAGO, January 23, 1936.

Mr. Edward B. HALL,

Harris, Hall dº Company, Chicago, Illinois.

DEAR ED: I have just received your letter of January 22. As I stated at our

meeting here the day before yesterday, if there was any decided feeling against

our charging the Public Service Company of Oklahoma account a management

fee, the matter would be dropped.

Apparently you feel quite strongly about it, so I don't see that there is any

need for further consideration of the matter. I don't agree with your conclu

sion, but that is neither here nor there. I do agree with you that to divide

a management fee among six houses would probably be a mistake.

Very truly yours,

C. F. GLORE.

CFG/M

ExHIBIT NO. 1640–44

[From the files of Harris, Hall & Company |

HARRIS, HALL & COMPANY, INCORPORATED

111 West Monroe Street. Telephone Randolph 5422

CHICAGO, February 6, 1936.

Memorandum for Mr. Gene Heywood.

Mr. Glore advised that the underwriting syndicate for $16,000,000 Public

Service Company of Oklahoma 4s, is now made up as follows:

Six Principals—$2,100,000 each-------------------------- $12,600,000

First Boston Corporation-------------------------------- 1,000, 000

Tucker, Anthony & Company---------------------------- 600,000

Lee Higginson Corporation------------------------------ 550,000

Stone & Webster and Blodget---------------------------- 250, 000

Central Republic Company------------------------------ 250,000

Lawrence Stern & Company----------------------------- 250, 000

Bacon, Whipple & Company----------------------------- 100,000

Blair, Bonner & Company——––––––––––––––––––––––––––––– 100,000

Sills, Troxell & Minton - 100,000

Illinois Company of Chicago - 100,000

A. C. Allyn and Company -- 100,000

Total $16,000, 000

H. M. Byllesby & Company were offered an interest of $250,000, which they

declined, principally for the reason apparently that they could not appear in the

advertising.

It is planned that the issue will be advertised over the names of the 4 Chicago

principals, namely,

Field, Glore & Company

Halsey Stuart & Company

A. G. Pecker & Company

Harris, Hall & Company

Yours very truly,

Edward B. Hall

IMN

124491–40—pt. 22–27
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EXHIBIT NO. 1640–45

[From the files of Harris, Hall & Company]

JUNE 23, 1939.

CENTRAL ILLINOIs ELECTRIC AND GAs Co., -

303 North Main Street, Rockford, Illinois.

DEAR SIRs: This is to advise you that a public offering of the First Mortgage

Bonds 3% Series due 1964 and the 3%–3%96–4% Serial Debentures of Central

Illinois Electric and Gas Co., purchased pursuant to the Underwriting Agree

ment dated June 17, 1939, was made by us on June 20, 1939 and that the

Bonds were initially offered at 100.50% of the principal amount thereof plus

accrued interest from June 1, 1939 to the date of delivery and the Debentures

were initially offered at various prices depending upon the maturity thereof.

as specifically set forth on page 27 of the prospectus relating thereto, dated

June 20, 1939.

We understand that all of the other Underwriters named in Said Under

writing Agreement made a public offering of their Bonds and Debentures on

June 20, 1939 at the above-mentioned offering prices.

Yours very truly,

HARRIs, HALL & CoMPANY (INCORPORATED),

As Representative of the Several Underwriters.

By NorMAN W. HARRIs, Vice President.

“EXHIBIT No. 1641” introduced on p. 11550 was marked for identification only.

ExHIBIT No. 1642

[From the files of Blyth & Co., Inc., Letter from C. E. Mitchell to Charles R. Blyth.]

JULY 31, 1935.

Confidential.

DEAR CHARLEY: I am satisfied as a result of my talk with Whitney this

afternoon that the Morgan—people will shortly be back in the investment

banking business, possibly within the next fortnight and certainly by the

first of September. I think they are waiting at the moment to see if the

underwriting amendment in the banking bill will pass, and regarding this

they are more optimistic than they have been. If it does not pass I am

sure they are prepared to act in another direction, my guess being that they

will set up Drexel & Company as an investment banking house, leaving J. P.

Morgan & Company in the commercial banking business.

I have a feeling that their re-entry in one form or another will be to our

benefit, as they will be constructive in leadership and I am sure will count

us as close allies. The only lingering doubt that I have regarding our posi

tion in their groups lies in the fact that historically they have what you

and I would probably consider an undue respect for capital and are inclined

to use that yard-stick in their line-ups to far too great a degree.

I am sure that they are already laying out fall business in volume and

that this will include a substantial amount of Telephone business and, I regret

to say, Consolidated Gas business.

Sincerely,

Mr. CHARLEs R. BLYTH,

San Francisco Office.
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ExHIBIT No. 1643

[From the files of Blyth & Co., Inc. Letter from Charles R. Blyth to Charles E. Mitchell]

For interoffice use only

NEW YORK SAN FRANCISCO

CHICAGO LOS ANGELES

BOSTON SEATTLE

PHILADELPHIA PORTLAND, OREG,

ATLANTA

LONDON

BLYTH & Co., INC.

120 Broadway

Cable address : BLYTHCO

NEW YORK

SAN FRANCISCO, CALIF., August 2, 19.3.5.

Mr. CHARLEs E. MITCHELL,

New York Office.

DEAR CHARLES: This, I am sure, is the last letter I shall write you for a

while at least, because very soon Joe Ripley and I will start for the Grove

and from there I go to Lake Tahoe.

I have just read your letters of July 31st and have acknowledged the message

which Tom McCarter conveyed in his letter to you. It is too bad this deal

didn't work out, but the best fisherman in the world cannot catch all the

fish.

I'm not particularly concerned that J. P. Morgan & Co. are going to return

to the Investment Banking business—it was inevitable. Our main job is to get

under the covers and as close to them as is possible. While I recognize the

eloquence of adequate capital, I also am a believer in the efficacy of strong

personal relationships. That you have such with the Morgan institution, is a

certainty.

I wonder if we would not make our weather eye function better if we were

to open an account with J. P. Morgan & Co.—whether or not that organization

or the Drexel organization are to be active in Investment Banking. I should

think our cash capital must be at the moment, or very shortly will be, $3,000,000

or more and if it seemed desirable to have an account with Morgan we ought

to be able easily to maintain a balance of $400,000 or $500,000, which, in

their way of looking at things isn't of much importance, but it is a very

definite evidence of our desire and ability to cooperate to some extent.

My feeling is that our capital should be of course concentrated in New York,

but second and third should come San Francisco and Chicago. I think we are

carrying a little more than is necessary in the Northwest and in Los Angeles,

both of which places are of no use when it comes to getting credit, because their

rates are much higher than we need to pay. Our only need for them is in con

nection with small local transactions and a nominal balance only should be

enough for that. In San Francisco we can get money quite cheap, although

not as cheaply as in New York, but our tie-ins here are so numerous that we

need to maintain our bank relationships on a satisfactory basis.

Of course Morgan & Co. will naturally fall heir to some of the bigger

utility accounts, but that doesn't mean they won't recognize us in a substantial

way—certainly in distribution and probably also in underwriting.

Best always,

CRB.

H.

CHARLEY.
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ExHIBIT NO. 1644

[From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to C. R. Blyth.]

SEPTEMBER 26, 1935.

DEAR CHARLEY: Harold Stanley, of the new firm of Morgan, Stanley & Com

pany, asked me to lunch with him yesterday and we had an hour and a half's

discussion, the main points of which I am sure you will find of interest. -

He opened the conversation by saying that he wanted to get the bad news off

his chest first and he was doing that not only because of our relations, but

because George Whitney, who had to leave town the night before for several

days, asked him particularly to see me and explain the situation. The bad

news was that we were not going to be in the underwriting of the Bell Tele

phone of Illinois. To make a long story short, they found that if they were to

go beyond the very short underwriting list that they have, and are bound to

more or less by past relations to the business, to a point of including us, they

would necessarily have to include four or five firms more. For this reason,

and the added reason that they are eliminating completely four houses who

have heretofore been connected with that business, they felt that they were

under the necessity of not including our name. He assured me at the same time

that this would not in any sense be considered a telephone group, that they

intended to consider each individual business separately, and as an illustration

indicated that if they were to do a piece of Pacific Telephone business, they

would certainly see that we were in a strong position in the underwriting. He

then went over the Consumers Power underwriting list and the Dayton Power

and Light list in detail, and showed me how impossible their situation was there,

as far as the inclusion Of Our name.

He added that not having our name on these first three pieces of business

that they are going to do is a real embarrassment to them, as they recognized

it must be to me, because they are very anxious indeed to give public evidence

to the close relationship that they have always had with me, and continue to

feel. He said that he could assure me in every way that there would never be

an issue where our name as a possible underwriter would be forgotten, and that

we could rely upon their including us in every piece of business where there

was an opportunity to do so. He was good enough to say that he considered

that there was no one on the Street with whom he had had as close relations

in the issuance business over a long period than myself, or whom he considered,

by reason of talking the same language, could be more helpful than I could.

He asked me for my advice regarding their taking underwriting positions in

the issues of others, their name to be eliminated from public advertising, the

firm not having to date developed a policy on this point. I urged him to do it,

and the next sizable issue that comes along I want to give them an opportunity

of accepting such a position with us.

Stanley's views on the issue business by the way, are that originating houses

are entitled to a bigger over-ride than they are now taking and that the per

centage of spread given to the wholesaling group for retailing is larger than

justified by the existing practices, which in reality call upon the wholesaling

group for no real commitment. His firm are going to follow the practice on

their own issues of calling upon the underwriters to give them as managers full

authority to wholesale the entire issue, then to make up a wholesaling group

on the basis purely of distributing power, advising the underwriting houses

along with others of the wholesaling group on the day of offering, the amount

of bonds which they will have for retail. The wholesaling group will be given

a day and a half in which to accept all or any part of the bonds allotted, the

original underwriters thus becoming the guarantors, so to speak, of the per

formance of the wholesale group as it is determined by the managers.

He assured me that we would have full consideration in the allotment of

bonds in the wholesale grouping of all issues. I told him quite a little of our

distributing power and gave him our records on a number of issues both as to

primary and secondary distribution, and I felt that he was duly impressed.

He asked me to see to it that other members of his firm who would have the

wholesaling list to determine be thoroughly advised as to our ability to dis

tribute, and George Leib is going to contact the proper partners on the matter

within the next few days.

Stanley was particularly interested in what our policy might be with regard

to the distribution of preferred or common stocks. I told him the name of a
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Security meant little to me as I could name many preferreds that were better

than bonds, and many commons that were better than preferreds, and I felt

that our policy would be to handle any security that was prime in the category

in which it was placed. I told him that we were now looking into a prime

public utility common stock with the idea of developing a syndicate for na

tional distribution and he expressed the hope that we would find conditions

right to go ahead with this kind of business, and indicated that with the prob

able necessity of breaking up stock holdings of some of the public utility holding

Corporations that they had to do with, they would be glad to see such a house

as Ours to whom they could turn.

Incidentally, speaking of public utilities he voluntarily remarked that while

he did not want to be committed, he would personally consider that my contact

with Consolidated Gas and its subsidiaries in past years would justify the

expectation that Blyth & Co. would be in the second underwriting position in

that business as it developed, and he thought he would want to be talking to

me about future financing for that Company within the next ten days. I judge

this would be on business likely to develop before the end of the year.

Though I am not altogether happy about these first issues of Morgan Stanley,

I am completely reassured by my talk with Stanley and am certain that our

future relations are going to be always close and on the whole of a most satis

factory character.

When I came back from luncheon I found Ford with George and brought

them both in to give them at first hand a synopsis of my talk and my impres

sions. When he gets back to the Coast, Ford may tell you something more

than I have remembered in this somewhat hurried note.

I presume you will see from the press that Anaconda went into registration

yesterday, which means that the public offering is scheduled for October 15th.

Tuesday I got together a group to consider the Revere Brass & Copper busi

ness, consisting of E. B. Smith, Brown Harriman, The First Boston Corp.,

Hayden Stone and Kuhn Loeb, and we had a meeting in the office yesterday on

the subject of that financing. Without being too strong on the matter of price,

we are going to proceed to have the registration completed, which will inciden

tally involve a new audit. I doubt if the issue can get into registration before

the 25th of October. By then we will have had the test of the market on Ana

conda and will have a better view of the market in general, which I hope by

that time will have become more settled.

With kindest regards,

Sincerely,

Mr. C. R. BLYTH,

San Francisco Office.

ExHIBIT No. 1645

[From the files of Blyth & Co., Inc. Letter from C. R. Blyth to Charles E. Mitchell]

For inter-office air mail use only

BLYTH & Co., INC.,

San Francisco, September 30, 1935.

Mr. CHARLEs E. MITCHELL,

New York Office.

DEAR CHARLEs: I seem to have a few moments to reply to your letters of

the 20th and 27th, having momentarily discontinued my job as stump speaker

for the Community Chest. Several thousand workers are now Organized and

the party starts tomorrow morning.

There is no question of the great importance to us of the Anaconda under

writing and followed up as it will be with some other excellent business which

º,introl and can hand out to those of our friends who possess reciprocal

I have before me your memorandum to George on the make-up of the Revere

Copper & Brass group. The question naturally arises—How can Harriman,

Smith and First Boston, among others, continue to accept, and then show indif

ference when they have something we want.
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Your talk with Harold Stanley was by no means disappointing to me. I do

not for one minute think we can expect to preempt the entire field of original

financing and in all cases be a major participant or the originator. It also

seems true that, notwithstanding discontinuance of the City Company, Guaranty

Company and others, that their mantles have fallen, to a considerable extent,

upon Brown Harriman, E. B. Smith and so on. Otherwise Stanley wouldn't

have apparently felt obligated to a continuation of certain groups formerly

associated together, even though under different names. Aside from your per

sonal relationship with the Morgan firm, and perhaps the scarcity of major

league players, there is no particular reason why Morgan Stanley should do

more for us than the business advantages involved in the deal would amount to.

If they adopt a policy of taking positions in other business, as Kuhn Loeb does

and if we are able to bring them business which shows substantial profits, that

is a horse of another Color. I do not know how much, if any, good would come

of establishing banking relations with J. P. Morgan & Co. I had at one time

thought as soon as we could maintain a reasonable balance, say nothing less

than $500,000, it might be well to try to get under the tent in that way, but

of course I realize that we would then be somewhat in competition with other

banking organizations which perhaps could keep several times that amount on

deposit and if the deposit line were an influencing factor, would far over-top us.

The manner in which they propose handling their syndicates is of great

interest. Among other things, it may go a long way toward solving what

unquestionably is a very dangerous practice, for which I suppose everybody is

guilty, namely—gun-beating. If the participating firms are kept in complete

ignorance of how much of an issue they will receive, it will be a little difficult

for them to convey through their organization to investors any assurance of

making delivery. Also the proposal of Stanley's that they assume complete

charge of the allotments to distributing groups, irrespective of underwriters, is

excellent. Of course you are proposing to do much the same thing in Anaconda,

which I believe is the right way to handle the make-up of the distributing

group.

Incidentally, on the subject of Anaconda, you raise the point of our inter

office index system. I will say this is an old subject, one which we have re

peatedly tried to get away from, because we all recognized its objectionable

features, but none of us has had the ingenuity to develop an alternative plan

that was anywhere near as good, to say mothing of being better.

Of course in the Anaconda business, with our control over the make-up of

the distributing group, the question of interoffice indeX won't arise, because

you can divert that amount of bonds for retail which we can safely and properly

handle, thereby obviating any question of index.

You appreciate of course that the inder was only in use when we received

thoroughly inadequate amounts of bonds in a national distributing group or

ganized to handle a popular issue. If we were allowed 750 bonds and had a

pressing need for five times that amount, the only way we could handle our

salesmen so as not to either discourage or infuriate them, was to make a divi

sion on some prearranged arithmetical formula. I do not believe our troubles,

due to extreme shortage of interest in new issues, will be anywhere near as

acute in the future as it has been in the past and therefore I believe the question

of division on index will become largely academic and will drop of its own

weight.

With respect to the Hearst business, we of course had very little opportunity

to make an analysis of Joe's report, because of our desire that you have it

without undue delay. I am sure we should have come to exactly the same

conclusion as you and George did, but as a matter of personal interest I think

Roy and I would have liked to have one last look at it before the final word

was passed. My relations with Jack Neylan have always been very intimate

and because of this relationship he and Mr. Hearst were willing that we should

have a preliminary look at the report, even before they had made up their

minds to let any one else have it. However, everything is in good order—Jack

is happy and our position is strengthened, if anything, which fact, after all,

is what is most important.

I am in the midst of discussions now with Mr. C. O. G. Miller, in the hope of

inducing him to make his impending L08 Angeles Gas & Electric issue an abso

lute first mortgage security by retiring approximately $5,000,000 bonds due in

1939. This would give us a first mortgage 4% bond with earnings, after depre

ciation, approximately 3.8 times charges, which should make a thoroughly

desirable bond anywhere you offered it. In case the matter comes up while
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Bob Miller is in the office, I hope you will use your influence, as I know George

is doing, to convince him the plan should be followed.

Best always,

CHARLEY.

CRB

H

ExHIBIT No. 1646

Blyth dº Co., Inc., participations in issues of Consolidated Edison Co. of New

York, Inc., and its subsidiaries, June 14, 1934—June 30, 1939

(Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Participations +

Date of ºil
offering

Issue Size of issue Per- before

pros- A t ** Over

ctus In Ouln Cpe i." | head

11/25/35--. New York and Queens Electric Light and Power $25,000,000 || $4.000, 000 16. () || $44,088

Company, 3%s of 1965.

2/27/36. ----| New York Edison Company, Inc. 334s of 1965 55,000, 000 5,000, 000 9. 1 58,072

4/9/36.----- Consolidated Edison Company of New York, 35,000,000 || 3,000,000 8.6 35,421

Inc., 3%s of 1946.

4/9/36------ Consolidated Edison Company of New York, 35,000,000 3,000,000 8.6 37,761

Inc., 3%s of 1956.

5/25/36----- Brooklyn Edison Company, Inc. 3%s of 1966 -- 55,000,000 || 5,000,000 9. 1 57,693

7/24/36-----| New York Edison Company, Inc. 334s of 1966-- 30,000,000 2,700,000 9.0 24,050

7/22/37----- Westchester Lighting Company 3%s of 1967----. 25,000,000 2,500,000 10. 0 || 23, 210

1/13/38----- Consolidated Edison Company of New York, 30,000,000 2, 575,000 8.6 25, 620

Inc., 3%s of 1958.

4/21/38----- º, Edison Company of New York, 60,000,000 || 3,700,000 6.2 44,861

nc., 3%S of 1948.

8/12/38----- New York Steam Corporation 3%s of 1963. ----- 27, 982,000 || 2,275,000 8.1 24, 0.27

Totals------------------- - - - - - - ------ - - - - $377, 982, 000 $33,750, 000 || -------- $375,703

Source: From data supplied by Blyth & Co., Incorporated.

ExHIBIT No. 1647

[From the files of Blyth & Co., Inc.)

OCTOBER 5, 1937.

DEAR CHARLEY: Harold Stanley, of Morgan Stanley & Company, telephoned

yesterday and told me that in light of certain commitments of Street houses

where losses were likely to be substantial, and in view of the further heavy

commitments that must be taken on additional business in the near future, they

were making a general survey of Street conditions and asked if I would care

to let them see our picture. I naturally acceeded and spent a full hour with

him yesterday afternoon.

I gave him, as of September 30th, our figures of net worth ; our nine months

operating profits; a general statement of our inventories broken down as to

classes; a statement of our cash and loan position, and a full statement of our

commitments. I also gave him a description of our operating set-up and its cost

and a “horseback” opinion as to how rapidly, under pressure, we could liquidate

inventories, and to what extent and how rapidly we could cut operating

expenses. When I got through he was most laudatory in his expression and

indicated that from the standpoint of profit record, inventory and commitments,

our record was one of the finest that he had seen on the Street.

In turn he gave me a confidential look at the Morgan Stanley statement,

which showed a net worth of about $10,000,000 and was practically 100% liquid.

Stanley showed me the records that they currently keep with respect to our

performance. On, certain items where they took back securities from us where

we had been slow in selling, the record was not so good, but on the whole I

thought it made a pretty good showing, especially with respect to the bonds
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that they had bought back in the open market from our distributions. My im

pression was that they considered the record fair to good. He showed me one

memorandum of the so-called profit that we had had from their underwritings

since they started business. With his consent I took the sheet away with me

and am attaching hereto a copy.

I talked the Consolidated Edison situation over with him thoroughly and

after ceding (1) that I had been instrumental in bringing Floyd Carlisle into

that situation ; (2) that I had been influential in getting a position on the Board

for George Whitney, and (3) that Carlisle had promised me in the Spring of

1935 that if Morgan & Company did not get back into the investment banking

business, the financing of Consolidated Edison would be thrown over to me, he

allowed that we had a real right to our present position in all Consolidated Edi

son business and assured me that if there was any re-arrangement in the account

we would in no case be cut in percentage beyond the percentage cut that

Morgan Stanley themselves took. In other words our position would be

maintained.

In discussing current underwritings, Stanley did not belittle the probable losses

in such accounts as Bethlehem, Pure Oil and Northern States Preferred, but

added that his analysis, as far as it had gone, did not indicate that any under

writers would get into financial difficulties as a result, but he thought a good

many of them would be badly hurt and that in many cases any hope of profits

for the year 1937 would be shattered.

I talked to him a few minutes ago on the telephone. He concedes that Beth

lehem looks like a pretty bad “flop”, but with the success that has occurred in

Idaho Power (which checks with our findings) and with the indications that are

coming through to them this morning from Street houses and dealers on Central

New York Power, he felt that that issue could be priced as high as 100 and

move out successfully. I urged a price of 99%.

Certainly it looks as though we were completely in the clear except for our

loss on Bethlehem, on which we set up a special reserve in September of about

$55,000. As of this writing I should think that it was not enough. If George

and I had been less brilliant in our work in prying our way into Bethlehem,

we would have a high rank for smartness.

Sincerely,

C. E. MITCHELL.

Mr. CHARLES R. BLYTEH,

Sam Francisco Office.

EXELIBIT NO. 1648

[From the files of Blyth & Co., Inc.]

MARCH 29, 1938.

Memorandum to Messrs. C. R. Blyth, Bernard Ford, Roy Shurtleff, J. L. Pagen,

Stewart Hawes, H. O. Wetmore

CONSOLIDATED EDISON COMPANY OF NEW YORK

The above Company has in registration an issue of $60,000,000 par value

debenture bonds, due to come out of registration April 13th. The maturity,

issue price and underwriting spread have as yet not been determined.

Morgan Stanley & Company are as usual managing the underwriters' ac

count and have determined that for this issue only, and not as a precedent,

they will increase the number of underwriters from 29 to 66. To allow for

this increase they will reduce their own percentage of interest in the business

and will ask the leading houses in the account to reduce proportionately.

Morgan Stanley's interest will be $9,000,000

we will be second with an interest of ----------------------- 3,600,000

followed by Kuhn Loeb with an interest of ------------------ 3,000,000

Brown Harriman - 2, 100,000

Lazard, First Boston, Smith Barney and Bonbridge will have

interests of 1,900,000

etc.

We have advised Morgan Stanley that, subject to the usual provisions, we

will consider ourselves morally committed to the foregoing interest of $3,600,000

in this underwriting.
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The underwriters will be called upon to sign the underwriting contract on

April 12th and the offering is scheduled for April 14th. There will be a meeting

of underwriters on Monday, April 4th at 10:30 at the offices of the Consolidated

Edison Company. Mr. Hawes will attend the meeting for us.

C. E. MITCHELL.

CEM.R

ExEIIBIT NO. 1649

[From the files of Blyth & Co., Inc. Letter from C. R. Blyth to George Leib

(For inter-office use only)
New York Los Angeles

§." {º *lesOston Seattle

Philadelphia Portland, Ore.

Atlanta London

BLYTH & Co. INC.

120 Broadway

Cable address : BLYTHCO

NEW YORK

SAN FRANCIsco, CALIF., August 2, 1935.

Mr. GEORGE LEIB, New York Office.

DEAR GEORGE: I think this will be my last letter from the office as Joe Ripley

and I are about to leave for the Grove and from there I go to the Tavern at

Lake Tahoe.

I have just talked with Hockenbeamer, telling him that both Roy and I

would be away for a month, but that we could return at a moment's notice. He

is, as you know, proceeding with plans to issue more bonds—some $35,000,000

to $40,000,000, which will be done if his hearing before the Railroad Commis

sion next Monday works out satisfactorily, as he anticipates it will.

I have just had two letters from Charlie Mitchell, one about Morgan and

the other about the Public Service of New Jersey business. The latter of course

I knew was out, unfortunately for us.

In the other letter he discusses the probability of Morgan again becoming

active in the Investment Banking business, either through their own organiza

tion or through Drexel. I suggested to him what you and I talked of when I

was in New York, and that is the advisability of opening an account with

Morgan & Co. I should think with the $3,000,000 cash capital which we now

have and with the prospects of its becoming considerably larger in the near

future, that we could rather comfortably maintain a balance there of from

$400,000 to $500,000, if it seemed such a move would tend to develop better

business relations.

I think we have always tended to scatter our balances, particularly in the

Northwest and Southwest, to a point that produces complete inefficiency. It

seems to me that what might be called a nominal working balance is sufficient

for Los Angeles and the Northwest and that our balances should be concentrated

first in New York, second in San Francisco, and third in Chicago. I should think

three accounts in New York, namely Guaranty, City and, as suggested, Morgan,

would be ample and all that is necessary, three in Chicago, three in San Fran

cisco and the minimum elsewhere. -

What are you going to do about some leisure time this summer? Need I

“all to your attention the fact that you have been on the go pretty violently

for about two years and that, irrespective of business, I would very strongly

recommend a solid month, when you abandon both society and business, and give

Yourself a real recreation. I think you owe it to yourself and family and that

failure to do this would be short-sighted dumbness. I cannot possibly go East

in time to enable you to get away during good weather, particularly because

I have to do the Community Chest job this year, but things can go along and

must go along, even if you aren't there.

Best always,

CHARLEY.

CRB

H

[In ink: Please write me enee twice in a while at Tahoe. Thanks!]
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EXHIBIT NO. 1650

[From the files of Blyth & Co., Inc. Letter from C. R. Blyth to Charles E. Mitchell]

New York Los Angeles

Chicago Seattle

Boston Portland

San Francisco BLYTH & Co., INC.

Russ Building

Cable address : BLYTHCO

Mr. CHARLES E. MITCHELL, SAN FRANCISCO, January 4, 1936.

New York Office

DEAR CHARLES: As I wired you, on further thought and talking the matter

over with Roy Shurtleff, we both feel the idea of opening an account with

J. P. Morgan & Co. has much that might prove valuable, and certainly nothing

that could be a disadvantage. It is true our account won't be very important,

at least at the beginning, but it should show that our hearts are in the right

place and also it cannot produce any less than have our accounts, particularly

with the Guaranty and, to a lesser degree, with the City. I know the Guaranty

people like us; they say many nice things about us, but if you can show me

any direct business that has come from them over some 15 years when we

made them our principal bankers (whatever that was worth), I should be

surprised. I cannot help but believe that even a modest balance, as Morgan

would consider it, will to some extent influence the already cordial feelings and

desire to cooperate which they have toward us, because of you.

I was impressed with the thoroughness with which you had checked West

more Willcox. It sems to me in this business where we are taking gambles

every day that there is no gamble so harmless and yet so full of unlimited

possibilities as that represented by an investment in a man who appears to

have character and ability. I wired George that we had only one condition in

connection with Willcox' association and election to Vice-Presidency and that

was the elimination of Patterson, regarding whom I think we are all in agree

ment. Patterson is one of the cases which needs attention and not temporizing.

I have every feeling of friendship for him; but no regard whatever for his value

to this organization.

I am extremely interested to hear what Harry Sinclair said to you with

reference to Richfield. My information led me to the point of believing that

we should cash in on at least half of our Richfield bonds while the market

appears ready to take them, but it may be that is wrong, based on information

which you have.

I am having lunch with Jim Black the first of the week and at that time I

expect to expose myself to certain assurances from him with reference to our

position in future Pacific Gas & Electric financing. It will be very much better

to have him tell me what he is going to do than to ask him to do it and I

believe he is in a position where he can do that, if he wishes to.

Regarding the San Francisco Oakland Bridge, as I wired you there just isn't

any inside to this, unless it be through the Reconstruction Finance Corporation

which owns the bonds. It so happens one of my most intimate friends is one of

the active directors in this project. At the moment he is South, but will return

in a week or so, at which time I shall have a full talk with him regarding this,

but you can put it right down in your book that Brown Harriman, or no one

else has any drag that enables them to run away with this business and I think

rather than submit to their leadership, although feeling most cordially toward

them, we should go it alone—at least at this stage of the game. I do know

that a lot of the spectacular names which are to be associated in this business

in the Witter group won't be worth much when it comes to selling bonds. I

will report more on this when I have the opportunity.

I notice the hedge clause in the postscript of your letter dated December 31st,

in which you apparently are now trying to change the terms of the business

arrangement I had with you with reference to occupancy of our new offices, by

making it seem as if the understanding was—as and when my individual office

would be ready for occupancy. No wonder our President refers so slightingly

to the tactics of Wall Street. In order that there may be no misunderstandings.

let me repeat that when I discussed occupancy of 14 Wall Street, I meant com

plete occupancy and not the carpentry and shining up of just one room.

Best always,

CRB CHARLEY.

H

Dictated but not read.
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ExHIBIT No. 1651–1

| Letter from J. P. Morgan & Co. to Investment Banking Section, Monopoly Study,

§ušū. and Exchange Commission )

23 WALL STREET,

New York, September 22, 1939.

PETER. R. NEHEMKIS, Jr., Esq.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKis: I wish to acknowledge receipt of your letter of Septem

her 19, 1939.

I am enclosing schedules which we have prepared and are submitting in

response to your inquiry of August 17, 1939.

Some time after the 1st of October I will communicate with you and arrange

a time to talk with you along the lines which I mentioned in my letter of

September 18, 1939.

Yours very truly,

HENRY C. ALEXANDER.

ExHIBIT NO. 1651–2

DEPOSIT ACCOUNTS OF INVESTMENT BANKING FIRMS (I. E. MEMBERS OF INVEST

MENT BANKERS ASSOCIATION OF AMERICA) WITH J. P. MORG.AN & CO.—I)RENEL

& CO. AS OF 7/1/39 1

Period from 6/14/34 to

7/1/39 or from date ac

count opened (if sub

sequent to 6/14/34) to

7/1/39Date

Name account

opened

Maximum | Minimum

monthly monthly

average average

balance balance

A. E. Ames & Co., Ltd., Toronto, Canada.------------- - - - - - - - - - - 6/29/39 $30,000 $30,000

Blyth & Co., Inc., 14 Wall Street, New York, N. Y-- - - - - - - - - - - - - 5/5/36 250,000 71,000

Bonbright & Co., Inc., 25 Nassau Street, New York, N. Y----------, - 1/10/35 500,000 58,000

Butcher & Sherrerd, 1500 Walnut Street, Philadelphia, Pa--- ---| 6/22/34 24, 500 5, 600

Clark Dodge & Co., 61 Wall Street, New York, N. Y----------------- /25/34 1,094,000 100,000

Dominick & Dominick Special Account, 115 Broadway, New York,

Y--------------------------------------------------------------- 6/15/34 418,000 100,000

** - I --------------------------------------------------------------- 7/15/38 2,016,000 15,000

Elkins, Morris & Co., 305 Land Title Building,§§§ Pa---- 1/7/37 50,000 28, 100

First Boston Corporation, The, 100 Broadway, New York, N. Y.,... . . 1/22/35 103,000 77,000

* Garrett & Sons, South & Redwood Streets, Baltimore, Mary- Prior to

d.----------------------------------------------------------- 6/14/34 5,000 300

Goldman Sachs & Co., 30 Pine Street, New York, N. Y. -- 10/1/36 100,000 75,000

Hemphill Noyes & Co., 15 Broad Street, New York, N. Y. - 6/8/38 100,000 100,000

Hornblower & Weeks, 40 Wall Street, New York, N. Y--------------- Prior to

6/14/34 50,000 50,000

Kean, Taylor & Co., Special Account, 14 Wall Street, New York,

N.Y.--------------------------------------------------------------- | 6/18/34 117,000 10,000

Lazard Freres & Co., 120 Broadway, New York, N. Y. - 1/3/38 1,526,000 402,000

Lehman Bros., 1 William Street, New York, N.Y----- 5/5/36 ,000 250,000

Lee n Corp., 37 Broad Štreet, New York, N.Y.Higginso - ---------- $200,000 $100,000

Morgan Stanley & Co. Incorporated, 2 Wall Street, New York, N. Y. 9/16/35 | 10,620,000 3,018, 300

W. H. Newbold's Son & Co. Agent A/C, 1517 Locust Street, Philadel

*: **------------------------------------------------------------ 4/27/38 200, 500 116, 100

Salomon Bros. & Hutzler, 60 Wall Street, New York, N. Y. 6/28/34 100,000 18,000

J. & W. & Co., 54 Wall Street, New York, N. Y. . - 7/9/34 538,000 26,000

Smith, Barney & Co., 1411 Chestnut Street, Philadelphia, Pa. ------. 12/31/37 65,600 27, 300

Smith, Barney & Co. “C. C. B. Account”, 1411 Chestnut Street,

s Fººladºlphia, Pas-------------------------------...-------------. 12/31/37 400,000 100,000

Smith, Barney & Co. Special Credit Account, 14 Wall Street, New

York, N.Y-------------------------------------------------------- 1/3/38 || 470,000 100,000

White...Weld & Co. Special, 40 Wall Street, New York, N. Yll. - 7/3/34 200,000 90,000

The Wisconsin Company, Milwaukee, Wisconsin.....l....I. 3/20/39 61,000 50,000

Dean Witter & Co., San Francisco, California III II. 5/26/39 102,000 100,000

*See “Exhibit No. 1668," appendix, p. 11827, for supplementary memorandum.
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ExHIBIT No. 1651–3

[Prepared by J. P. Morgan & Co.]

LOANS BY J. P. MORGAN & CO-DREXEL & CO.TO INVESTMENT BANKING FIRMS

(IIT). MEMBERS OF INY ESTMENT BANKERS ASSQCIATIQN OF AMERICA)

iIAVING DEPOSIT ACCOUNTS WITH THEM AS OF JULY 1, 1939

|

Name Loans during period from 6/14/34 to 7/1/39 Owing 7/1/39

Clark Dodge & Co., 61 Wall Street, New York, N.Y-- Ranging from no loans to $1,000,000---- $100,000

Elkins, Morris & Co., 305 Land Title Building, Phil- || Ranging from $50,000 to $100,000-------- 50,000

adelphia, Pa.

First Boston Corporation, The, 100 Broadway, New || Ranging from no loans to $4,500,000----| No Loan

York, N. Y.

Hemphill Noyes & Co., 15 Broad Street, New York, Ranging from no loans to $300,000------ 200,000

N. Y.

W. H. Newbold's Son & Co., 1517 Locust Street, Ranging from no loans to $190,000------ No Loan

Philadelphia, Pa. -

Salomon Bros. & Hutzler, 60 Wall Street, New York, Ranging from no loans to $4,700,000----| 2,425,000

N. Y.

ExHIBIT No. 1652–1

[From the files of Blyth & Co., Inc. Letter from E. M. Stevens to C. E. Mitchell]

Los Angeles Chicago

Seattle Boston

Portland San Francisco

BLYTH & Co., INC.,

35 South LaSalle Street,

Chicago, April 11th, 1936.

THE CRANE COMPANY.,

Mr. C. E. MITCHELL,

New York Office.

DEAR CHARLEY: Late Friday afternoon I saw Walter Cummings again relative

to the Crane Company business. As you know, for reasons which seemed to

them potent and ostensibly connected with some of the stock transactions with

Morgan and Clark Dodge, the Crane Company Board had voted to give this

business to Morgan Stanley. Mr. Nolte, the President of Crane Company,

seems to have the idea that having turned this business over to Morgan on

the instructions of his Board he could not with propriety attach any strings

to it thereafter and does not appear to be willing to make any suggestions to

Morgan as to what they should do with the business.

Of course, I explained to Walter Cummings that such action was customary

and would not be considered improper, which Cummings thoroughly understood.

He apparently is interested to do what he can and again called Nolte yesterday

to tell him that the Continental Bank as Executor of the Crane Estate and

largely interested, would like to have him make suggestions to Morgan that

the Company would be pleased to have us in the business in a major way.

Cummings tells me that he has done everything he could in suggesting such

action on Nolte's part but, of course, he cannot force him to do so.

I see no impropriety in your advising Morgan frankly of this situation and

letting them know that Mr. Cummings has so expressed himself on behalf of

the Continental Bank. Furthermore, if there is anything in the heritage rights

it was the Continental Bank which did the last financing for the Crane people

and, as you know, it was handled directly by myself with Mr. Crane personally.

Nolte evidently has a mistaken idea about the propriety of his injecting a

suggestion of this kind to Morgan at this time, but I see no reason why you

should not let them know directly of Mr. Cummings' attitude.

Cummings is apparently very friendly to us and considerably distressed about

Nolte's attitude. We are doing everything we can at this end. Driver under

stood previously that Nolte had promised him that he would either head the

business or at least have a major position in it. Doubtless he had many solici.

tations and obviously thinks that he has disposed of any embarrassment with

other houses by turning it all over to Morgan. There is every reason however.

of course, why Chicago should be prominently in this piece of business and
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there is obviously every logical reason why we should be the people. We again

discussed the matter this morning with Lowell, Vice President of the Conti

nental, who is on the Crane Board and who apparently is desirous of having us
in, and who has told us today he is thinking over what they may further do to

help this situation. In the meantime, I see no reason why you cannot discuss

it all frankly with the Morgan people if you choose—explain the entire situa

tion, the attitude of Cummings and his bank and the logic of our being the

Chicago partner. My guess is that Nolte may have made so many partial prom

ises that he does not want to be in a position of embarrassing himself with the

other people here by suggesting us. On the other hand, I am sure that it will

be perfectly all right if we came into this business presumably through Morgan

rather than at his insistence. This I take to be his attitude.

We will follow this further here and await any further suggestions from you.

Hope you can get the Morgan people to see the light.

Yours sincerely,

EMS: MP

Copy sent to M. Stanley and C R B

GENE.

ExHIBIT No. 1652–2

[From the files of Blyth & Co., Inc.]

APRIL 13, 1936.

DEAR HAROLD:As you know, when you were away from the office last week

I talked to Perry Hall about the Crane business and made a plea for special

consideration of our firm on three counts—first that we had for a very long

period been working assiduously with the Crane people on an acceptable financial

plan; second that our Vice Chairman, Gene Stevens, when President of the

Continental, had personally handled the issue which you are now refunding;

and third that Mr. Cummings the present President of the Continental Bank

which is Executor of the Crane Estate, had told Stevens that he had said to

Nolte that he would be particularly pleased if our firm could be prominently

connected with this business. Perry Hall told me that the first plea would have

little weight because there were many firms who claimed to be in a similar

position, he passed over the second plea without comment but with regard to the

third said that if such a word actually came through to them from Cummings,

it would have weight.

I passed that word on to Stevens and have received a letter from him this

morning of which I enclose a copy. It was obviously not written with the idea

that I would show it to you but it so completely tells the story that I think I

better do so and “let the chips fall where they may.” I hope you will see your

way clear to give us special consideration under the circumstances as detailed.

Sincerely,

C. E. MITCHELL.

Mr. HAROLD STANLEY,

Morgan, Stanley & Co., 2 Wall Street, New York.

Copy to E. M. S.

C. R. B.

ExHIBIT NO. 1652–3

[From the files of Blyth & Co., Inc. Letter from Harold Stanley to Charles E. Mitchell]

2 WALL STREET, NEW YORK, April 17, 1936.

Mr. CHARLEs E. MITCHELL,

Blyth & Co., Inc., 14 Wall Street, New York City.

DEAR CHARLIE; I went to Washington the day after receiving your letter of

April 18th about the Crane business and have neglected to answer it since then.

All I can say at present is that I do not know what sort of a group we will form,

if any. However, I have read Gene Stevens' letter and we will certainly have

your request in mind when the time comes to make a decision.

Sincerely yours,

HAROLD.
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EXHIBIT No. 1652–4

[From the files of Blyth & Co., Inc.]

MAY 26, 1936.

DEAR CHARLEY: Just for your information, Harold Stanley called me today to

give me in advance two pieces of bad news.

First, that we would not be in the Crane business which is disappointing as

we had four claims for placement: (1) that Gene Stevens had negotiated the

previous issue; (2) that we had done a great deal of work with the Company

on their financial set-up in Chicago; (3) that we had been assured by the Com

pany that they wanted us in the business, backed by the fact that Lee Lim

bert's brother-in-law is an official there and had given us considerable inside

information ; and (4) that Mr. Cummings, the President of the Continental Bank

who are Trustees of the Crane Estate, had indicated that they would like to see

us prominent in the business and had so notified the Company. Those in the

business with Morgan Stanley are Clark Dodge, who assisted in the flotation of

common stock for the Company some years ago; Lee Higginson, who were prom

inent in the last bond financing, and E. B. Smith & Company, who by virtue of

being heirs of the Guaranty Company are given the old Guaranty position.

Second, we are not in the Niagara Falls Power issue. Regarding this Stanley

says that they are forced to recognize houses having previously to do with the

companies in that system and in this issue will recognize four or five such

houses Only.

Harold was most apologetic regarding both of these situations and told me

that he wanted me to have the news before it came from any other quarter

and that they would hope to make it up to us in some other way.

Sincerely,

C. E. MITCHELL.

Mr. CHARLES R. BLYTH,

San Francisco Office.

Copy to E. M. S.—C. E. D.

(Handwritten :) Cross filed Niagara.

EX HIBIT No. 1652–5

[From the files of Blyth & Co., Inc.)

EUGENE M. STEVENS, Cable address

Vice Chairman. BLYTHCO

BLYTH & Co., INC.

13.5 SOUTH LA SALLE STREET

CHICAGO, May 27th, 1936.

DEAR CHARLIE: I have the copy of your letter of the 26th to Charley Blyth

about the Crane and Niagara Falls business. I am, of course, very much dis’

appointed about the former. It seems to me we used all the pressure that we

could. The irony of it is that Lee Higginson, and Smith, as heirs of the Guar
anty Co., are given a position by reason of their last financing, and I was the

one who gave them that position by inviting them in.

I am quite confident that the Company originally expected to give the busineSS

to us to head but it was finally turned over to Morgan, for reasons which you

understand, and without recommendation as to who they would take along.

The matter, therefore, was actually in Morgan's hands but I can hardly under

stand their reasoning in taking along the others through inheritance and ex

cluding us when it seemed to me our claim on this ground was much stronger

than either of the Others. -

As you know, this business was well under way, before I came in. I do not

know whether I could have changed it at an earlier stage or not.

Sincerely yours,

GENE.

Mr. C. E. MITCHELL,

New York Office.
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ExHIBIT No. 1652–6

[From the files of Blyth & Co., Inc. J

(Handwritten :) Crane Co.

MAY 29, 1936.

DEAR GENE: I have your letter of the 27th regarding the Crane business and

can understand your disappointment. This is a case which shows us very

definitely what we are up against and how hard we have to fight.

Talking with Harold Stanley a couple of days ago about this, he remarked

that it would be as far fetched for us to claim a position in this business by

virtue of your present relationship with us as it would be for him to claim

business that the Guaranty Company had handled years ago when he headed

that Company. We are bound to have an uphill fight against those existing

entities which, though they have no legal claim to heirship, represent in large

measure in their personnel a large body of employees of former issuing and

now defunct companies.

In the long run however, they and we will occupy the position that our brains

i. organization justify and we might just as well approach the problem on that

asls.

Sincerely,

C. E. MITCHELL.

Mr. E. M. STEVENS,

Chicago Office.

Copy C. R. B.

ExHIBIT No. 1653–1

[From the files of Blyth & Co., Inc., Memorandum given to Charles F. Mitchell, Blyth & Co., Inc., by

Harold Stanley, Morgan Stanley & Co. Incorporated.]

[Copy)

Blyth & Co., Inc.

Selling Group Underwrit

Concessions ing

*--------------------------------------------------------------------- | $16,284.40 $63, 191.67

1936 39, 598.50 566,802.38

193 17, 156.25 288, 536.87

2,250.00 -------------.

$75,289. s 1 $918, 530.92

$918, 530.92

75,289. 15

$993, 820.07 Profit

1 This includes $769,425. being theoretical profit on Bonds and Stocks retained by them.

October 1, 1937.

EXHIRIT No. 1653–2

[From the files of Blyth & Co., Inc. Letter from C. R. Blyth to Charles E. Mitchell]

For Inter-Office Air Mail Use Only

BLYTH & Co., INC.,

Mr. CHARLEs E. MITCHELL, San Francisco, October 7, 1937.

New York Office.

DEAR CHARLIE: Your letter of October 5th is naturally of the greatest interest.

What is most surprising, I think, is the change in times and customs which

makes possible with Morgan & Company an exchange of the most confidential

kind of information. Aside from that, I get no little satisfaction in having

authentic and informed opinion confirming our own belief, or maybe it was hope,

that so far this year our organization has handled itself about as well as con

ditions would allow.
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Furthermore, it is a satisfaction to have our affairs in such shape that we can

freely expose them to Harold Stanley, while harboring no mental reservations,

or anything to be ashamed of.

I don't mean that I am at all satisfied with what we are doing, nor with the

capacity of our organization. I am happy over its general reputation and over

its very extensive list of friends. I am not unduly alarmed Over operating

losses, except in certain quarters which we have under close observation, and I

do think we have a future that is continuously brightening. It is impossible for

any group, starting from scratch as we did, to conquer the financial world in

twenty-four years, but if we have been able to get as far as to enable an un

prejudiced banker of Stanley's position to realize that our cargo hasn't shifted

(yet), and that we are right on our course, it is rather comforting.

The big question which we have asked a thousand times, and which in good

markets I think we are apt often to consider as only another cry of “wolf”, is—

“What about future commitments of large proportion, extending over a 30-day

period while stockholders are given the right to act and the market an oppor

tunity to collapse?” Really, it doesn't make sense to underwrite $50,000,000 of

securities for a two point spread, which at the end of the stymie may become an

Irish dividend of 5 or more points. Bethlehem Steel gave us a good taste of

that, although for a rather small fee from us. When you visualize what might

have been a possibility, namely the underwriting by us of a convertible Ana

conda issue, with performance comparable to Bethlehem, it makes one realize

our capital in the business might not prove such a dependable thing after all.

I am delighted over your clarifying the Consolidated Edison business with

Morgan. Certainly if anybody is entitled to a real place in that picture we are,

because of you, and apparently Morgan agrees, so we seem to be set.

Before you have a chance to jump on me on the question of fallibility of

Charley Meek and his chart work, I will put up the defense I have always used,

by saying that if Charley Meek can be right 80% of the time, or even 65% of

the time, we will profit by paying some attention to his market opinions. The

break of last Tuesday not only caught him wholly unprepared, but in the posi

tion of having clearly indicated we were in an upward movement. I do not

believe this at all disproves Charley's value. I also never would advocate any

very drastic moves to fit in with Charley's ideas. If we had a big inventory

position and he felt rather certain that a slump was about to occur, I should

think we would be well to act, because we could do nothing worse than lose some

possible profits. If, however, he urged heavy commitments during a period of

depression, I would be most reluctant to move, because I would consider that

nothing short of gambling, and I don’t think we want to gamble.

I hope you will give some thought to the question I raised with George, re

garding a stock brokerage house to become interested and actively sponsor

Rayonier, Incorporated stocks. I think it is very important we get action in

that quarter.

Dest always,

CRB CHARLEY.

H

ExHIBIT NO. 1654

[From the files of Blyth & Co., Inc.]

Mr. CHARLEs R. BLYTH, OCTOBER 21, 1937.

San Francisco Office.

DEAR CHARLEY: I have had occasion to sit down for informal chats today

with both Harold Stanley and Elisha Walker and to each of them I said about

this: “It may possibly be that before the year-end there will be some readjust

ments among the investment banking houses that will mean consolidations, buy

outs or takings-over. We have no desire to change our own status but if there

is any development in which it would be helpful to the situation for us to act,

and at the same time distinctly to our benefit to act, we would be glad to

have it at least brought to our attention.”

Elisha Walker said that he would consider it more than probable that

there would be some readjustments and if they came to their attention he

certainly would bear us in mind. Harold Stanley said that it was the view

of his firm and of the “corner” that there were too many houses in the business

now, that there ought to be a smaller number and that number ought to be

stronger, that he was delighted to know how we would view the situation in

case developments might occur, and he further added that he would make our

attitude known to the “corner”.
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Stanley said that since our talk of a week ago the question had arisen as

to whether any part of our capital was “special”, and when I answered in the

negative he asked whether we would be receptive to a suggestion of “special”

capital coming into our business. In reply I told him that I naturally could

not answer for the firm but off-hand I would think it very doubtful if we

would be receptive to that kind of suggestion. I haven’t the slightest inkling

of what he was trying to get at and your conjecture would be just as good

as mine. It is interesting to know, however, that the subject has even been

under discussion.

Sincerely,

CEM.It

C. E. MITCHELL.

EXHIBIT NO. 1655

[From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to Charles R. Blyth.]

AUGUST 8, 1938.

Mr. CHARLEs R. BLYTH,

%Tahoe Tavern, Lake Tahoe, Calif.

DEAR CHARLEY: IIere is a matter of more than passing interest. Last Friday,

John Young, of Morgan, Stanley & Co., talked with Roy on the telephone, and

asked him if we would mind giving them, in confidence, a statement of the

amount of underwriting we had done during the past three years.

Enclosed is a copy of Jack Pagen's memorandum to Roy which gives the

Specific questions and answers in the form requested, and which IRoy is sending

Over to the Morgan Stanley office this afternoon.

One can merely conjecture what they are getting at. I do not know whether

they want to get an idea of how we are treating ourselves and being treated

by others so that they may have some yardstick to apply to us, or whether,

as seems more likely to me, that they are requesting this information gen

erally in order to be able to build up an argument that the combined capital

strength of underwriters is altogether out of proportion to the underwriting

done, and ought to be increased by the development of some process permitting

bank capital to enter the situation.

Of course, the information asked for is of a character that we would not

Want to give to any other inquirer than Morgan Stanley or the Federal Reserve

Bank; but I see no reason to withhold it, and in any event it makes a pretty

good showing for us in comparison with what the majority of other houses

will be able to present.

If I casually find out—as it is more than probable I will in the next few

days—the reason back of this questionnaire, I will advise you.

Sincerely,

CEM.J.D.

EXHIBIT NO. 1656–1

[Letter from Blyth & Co., Inc., to Investment Banking Section, Monopoly Study,
Securities and Exchange Commission )

C. E. Mitch ELL Cable address

Chuirman BLYTIHCO

BLYTH & Co., INC.

14 Wall Street

NEw York, August 16, 1939.

Mr. PETER R. NEHEMRIs, JR.,

Special Counsel. Investment Banking Section, Securities and Erchange

Commission, Washington, D. C.

DEAR Mr. NEHEMR1s: I have your letter of August 16 requesting a copy of the

figures furnished Morgan, Stanley & Co., Incorporated with respect to the un

derwritings by our firm for the years 1935, 1936, and 1937.

A copy of the letter embodying this data is enclosed herewith.

Very truly yours,

C. E. MITCHELI, Chairman.

Enclosure.

CEMI:CB.

124491–40–pt. 22 28
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EXHIBIT No. 1656–2

[Enclosed with “Exhibit 1656–1”]

[Copy)

New York San Francisco

Chicago Los Angeles

Boston S attle

Philadelphia Portland

BLYTH & Co., INC.

14 Wall Street

NEw York, August 8, 1938.

MORGAN STANLEY & Co., INC.,

Two Wall Street, New York, N. Y.

Attention : Mr. John Young, Vice President.

DEAR SIRs: Answering your questionnaire of August 5, regarding a record of

our underwritings from September 1, 1935 to August 15, 1938, inclusive, we

submit the following:

1. (a) Number of issues in which Blyth & Co., Inc., was an

underWriter---------------------------------------- 222

(b) Aggregate principal amount of such issues.------------- $5,442, 581, 404

(c) Aggregate underwriting commitments of Blyth & Co., Inc.

therein---------------------------------------------- $387,211,452

2. Included in the above figures are:

(a) Number of issues managed by Blyth & Co., Inc.______ 39

(b) Aggregate principal amount of such issues__________ $392, 875, 537

(c) Aggregate underwriting commitments of Blyth &

Co., Inc., therein-------------------------------- $124, 757, 937

Very truly yours,

BLYTH & Co., INC.

By : (Signed) Roy L. SHURTLEFF,

Vice President.

RLS.C

“Ex Hii It No. 1'57" appears in full in text on p. 11594

ExHIBIT No. 1658–1

| From the files of Blyth & Co., Inc.]

MORGAN, STANLEY & Co.

19.3.7

Nov. 25/35: $25,000,000 New York and Queens Electric Light & Power

first & cons. mtge. 3%s, due Nov. 1, 1965: Gross profit

Buying group—$4,000,000 (16%) ------------------------------ $47,405

Nov. 20/35: $43,963,500 *Ohio Edison Company first & cons. mtge.

4% series, due Nov. 1, 1965:

*Buying group—$1,000,000 (2% ºo) --------------------------- 10, 000

*This reciprocal obligation is divided equally with Bonbright

& Co. ($1,000,000—214%—$10,000 each.)

Our total buying group interest was $2,000,000, 41%º.

Total for 1935––––––. ------------------------------------ $57,405

Avr. int. 9.13%–2 deals.

*Mr. Willkie told Mr. Hoover he suggested our name in Ohio

Edison.

1936

Feb. 27/36: $55,000,000 New York Edison Co. first lien & ref. mtge.

344%, ser. “D”, due Oct. 1, 1965:

Buying group—$5,000,000 (9%.1%) ---------------------------- 31, 250

.

s
;

i
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1936

Mar. 19/36: $55,830 000 Consumers Power Co. 3%'ſ first mtge, bonds

due Nov. 1, 1970:

*Buying group—$500,000 (94.0 of 1%) -----------______________

*(We had a total interest of $1,000,000, divided 50–50 between

Morgan Stanley & Bonbright).

(No reciprocal credit is due as Mr. Willkie requested our

inclusion)

Apr. 6/36: $15,000,000 New York Central R. R. Co. secured notes due

serially from April 1, 1937–41.

Buying group—$750,000 (5%) -------------------- ------------

Apr. 6/36: $40,000,000 New York Central R. R. Co. S. F. 3% º

bonds due April 1, 1946:

Buying group—$2,000,000 (5%) ------------------------------

Apr. 9/36: $35,000,000 Consolidated Edison Co. of N. Y. Inc. deben

tures, 3%%, due 1956:

Buying group—$3,000,000 (8% 9%) ----------------------------

Apr. 9/36: $35,000,000 Consolidated Edison Co. of N. Y. Inc. 31.4%,

due 1946:

Buying group—$3000,000 (8% 7%) -----------------------------

Apr. 16/33: $30,000,000 Pacific Telephone & Telegraph Co. 31.4%,

due April 1, 1936:

Buying group—$2,300,000 (7% ºo) --__________________________

Apr. 30/36: $40,362,000 Chesapeake & Ohio Railway Co. ref. & imp.

mtge. 3%96 “D”, due May 1, 1996:

Buying group—$2,500,000 (6% 96) --__________________________

May 1/36: $24,000.000 Cincinnati Union Terminal Co. 3%º mtge.

“D” bonds due May 1, 1971:

Sub-underwriting group—$1,000,000 (4% º ) --_________________

May 27/36: $85,000,000 Standard Oil Company, Inc. of New Jersey

3% debentures due June 1, 1961:

Buying group—$2,000,000 (2%%) ----------------------------

May 25/36: $55,000,000 Brooklyn Edison Company, Inc. 3% 9, mtg.

due May 15, 1966:

Buying group—$5,000,000 (9% 1%) ----------------------------

June 25/36: $26,000,000 Louisville & Nashville R. R. Co. first ref.

mtge. 3% 7%, due April 1, 2003:

Sub-underwriting group—$1,500,000 (6%)--___________________

July 15/36: $15,300,000 Chesapeake & Ohio Railway Co. serial notes

issue of 1936, due July 15, 1937/46:

Buying group—$900,000 (6%) -----______ __________________

July 24/36: $30,000,000 New York Edison Co. Inc. first lien & ref.

mtge, ser. “E” 3% º, due April 1, 1966:

Sub-underwriting group—$2,700,000 (9%) --__________________

July 30/36: $29,500,000 Chesapeake & Ohio Railway Co. ref. & imp.

mtge. ser. “E” 3% 96, due Aug. 1, 1996:

Buying group—$1,800,000 (6%) ------------------------------

Aug. 20/36: $50,000,000 General Motors Acceptance Corp. 31.4% de

bentures, due Aug. 1, 1951:

Buying group—$1,750,000 (3% ºſ.) ----------------------------

Aug. 20/36: $50,000,000 General Motors Acceptance Corp. 3% deben

tures due Aug. 1, 1946:

Buying group—$1,750,000 (3% 9%) -------------------------- - - -

Oct. 15/36: $175,000,000 American Telephone & Telegraph ( 'o. 31.1%

debentures due Oct. 1, 1961:

Buying group—$5,000,000 (2%%) --_________________________ -

Nov. 19/36: $23,500,000 Argentine Republic S/F external conversion

loan 4%%, due Nov. 15, 1971:

Buying group—$1,250,000 (5%%).----------------------------

Dec. 2/36; $140,000,000 American Telephone & Telegraph Co. deben

ture 8%% due December 1, 1963:

Buying group—$4,000,000 (2%%).-----------------------------

Peº: 17/36:325,000,000 Pacific Telephone & Telegraph Co. 31.4% re.

funding Mtge. Ser. “C”, due Dec. 1, 1966:

Buying group—$1,900,000 (7.36%) --_____________________

Gross profit

$6,250

2, 131

20,000

37, 500

18, 750

11, 250

3, 375

23,625

15, 750

13, 125

10, 937

4:3, 750

12, 500

35,000

16. 625
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1936

Dec. 30, 1936: $26,834,000 Ohio Edison Co. first Mtge. bonds 3% 7%,

due Jan. 1, 1972: Gross profit

Buying group-$1,100,000 (4%).------------------------------ $9,625

(Mr. Willkie also interceded strongly for us in this business)

21 Deals—Avr. Int,-6% Total for 1936–------------------- $410, 06S

1937 -

Jan. 14/37 : $50,000,000 Great Northern Railway Co. general mtge.

3% º, ser. “I”, due January 1, 1967:

Buying group (sub-underwriting)–$2,000,000 (4%) ----------- 17. 500

Jan. 21/37: $55,000,000 Government of the Dominion of Canada 3%

due January 15, 1967:

Buying group–$1,618,000 (2%.1%) --------------------------- 14, 158

Jan. 21/37: $30,000,000 Government of the Dominion of Canada

2%% due January 15, 1944:

Buying group—$SS2,000 (21%.5%) ----------------------------- 7, 717. 50

Feb. 10/37: $70,000,000 Argentine Republic S. F. ext, conversion loan

4% bonds, due Feb. 15, 1972:

Buying group—$3,000,000 (4%%) ----------------------------- 30, 000

Mar. 11/37: $130,000,000 I'hiladelphia Electric Co. first & ref. mtge.

bonds, 3% 7%, due Mar. 1, 1967:

Buying group—$4,000,000 (3%) 26, 250

May 6/37: $45,000,000 Southern Bell Telephone & Telegraph Co.

3% 7% debentures due April 1, 1962:

Buying group–$1,000,000 (2%%)---------------------------- 8, 750

Apr. 22/37: $35,000,000 Argentine IRepublic S. F. external 4% con

version loan, due April 15, 1972:

Buying group—$1,500,000 (4%%) ----------------------------- 13, 257

June 22/37: 192,803 Shares Crane Co. 5% cumulative convertible pre

ferred stock ($100 par value):

Buying group—1660 shares of unsubscribed stock--- $1,840. 66

9640 ” —5% of 192,803 shares__ 19, 280. 30

21, 120. 96

Less management fee--------------------------- 3, 615. 06

- 17, 506

June 30/37: 500,000 shares E. I. DuPont DeNemours & Co. $4.50

preferred stock (without par value):

Buying group–15,000 shares (3%) --------------------------- 16, S75

June 23/37: 200,000 shares Standard Brands Inc. $4.50 preferred

cumulative stock (without par value) :

Buying group–10,000 shares (5%)-------------------------- 8, 250

July 2/37: $20,285,000 Phelps Dodge Corp. 3%º conv. debentures

due June 15, 1952:

Buying group—$760,687.50 (3%%)--------------------------- 10, 758

July 22/37: $25,000,000 Westchester Lighting Co. 3%96 genl. mort

gage bonds due July 1, 1967:

Buying group—$2,500,000 (10%) ----------------------------- 21, S75

Oct. 7/37: $48,364,000 Central New York Power Corporation 3% 7%

general mortgage bonds due Oct. 1, 1962:

Buying group $1,500,000 (3%) 9,375. OO

13 deals—Average interest 4%. Total for 1937–----------- $202, 273. F.0

1938

Jan. 13/38: $30,000,000 Consolidated Edison Co. of New York, Inc.

31% º debentures due Jan. 1, 1958:

Buying group—$2.575,000 (8%%) ---------------------------- 22, 531

Mar. 31/38: $30,000,000 Duluth, Missabe & Iron Range Ry. Co., first

mtge. 31% 7% bonds due Oct. 1, 1962:

Buying group—$1,200,000 (4%) 10, 500

Apr. 21/38: $60,000,000 Consolidated Edison Co. of N. Y., Inc. 10-yr.

31% 7% debentures due Apr. 1, 1948:

Buying group—$3,700,000 (6%) 27, 750
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1938

May 5/38: $45,000,000 Southern Bell Telephone & Telegraph 334%

debentures due Apr. 1, 1962: Gross profit

Buying group—$1,000,000 (2%%)---------------------------- $8,750, 00

June 2/38: $100,000,000 United States Steel Corporation 3% Wo de

bentures due June 1, 1948:

Buying group—$3,300,000 (3* 7%).----------------------------- 24, 750, 00

June 9/38: $30,000,000 the Mountain States Telephone & Telegraph

Co. 3% 96 debentures due June 1, 1968:

Buying group—$750,000 (2%%) -- - 6, 562.50

July 7/38: $35,000,000 Standard Oil Co. (Inc. in N. J.) serial notes

(Over) due $7,000,000 each July 1943–47, Inc.:

Buying group—$1,340,000 (3%%).----------------------------- 8, 375. 00

July 14/38: $30,000,000 Southwestern Bell Telephone Co. first & ref.

mtge. 3% due July 1, 1968:

Buying group—$700,000 (2% ºo) 6, 125.00

July 7/38: $50,000,000 Standard Oil Co. (Inc. in N. J.) 2%. 7% deben

tures due July 1, 1953:

Buying group—$2,100,000 (4%%) 16, 200.00

Aug. 12/38: $27,982,000 New York Steam Corp. first mtge. 3% ºo due

July 1, 1063:

Buying group—$2,275,000 (8% 7%) ---------------------------- 22, 750.00

Aug. 31/38: $10,000,000 Gulf States Utilities Co. first & ref. mtge.

"C," 4%, due Oct. 1, 1966:

Buying group—$700,000 (5%0%)------------------------------ 5,900.00

Nov. 17/38: $40,000,000 Government of the Dominion of Canada 5%

bonds, due November 15, 1968:

Buying group—$1,000,000 (2%%).----------------------------- S, 750, 00

Nov. 3/38: $25,000,000 Argentine Republic sinking fund external loan

4%%—Due Nov. 1, 1948:

Buying group—$1,000,000 (4%) - 12, 500.00

13 deals—avr. int. 4%% Total for 1938------------------ $181,443.50

Nov. 18/35: $40,000,000 Los Angeles Gas & Electric Corp. 1st &

genl. mtge. 4s, due 1970:

We offered them an interest of $5,000,000 (12%%)—$56,250

but they declined as they did not have time to make a sufficiently

thorough investigation to join in this business, and in addition

.." shop was over-crowded with their own deals.

Mar. 24/36: $90,000,000 Pacific Gas & Electric Company 3%º mtge.

Ser, “II" due December 1, 1961 :

We ceded them—$10,000,000 (11%%) ---------------------- $75,000.00

ExHIBIT NO. 1658–2

[From the files of Blyth & Co., Inc.]

1035 KUIIN LOEB & Co.

April 12/35: $16 (00,000 Chicago Union Station first mtge. 4s 1963:

Buying group—$300,000 (174%) $1,500.00

º:fº$55,000,000 Bethlehem Steel Corp. cons. mtge. 25 year 4%s

ue 1:)(;0:

liuying group—$700,000 (10/11ths of 1%) $8,125

July 9/35; $480 0000 Armour & Co. of Delaware first mortgage 20

year 4% bonds due Aug. 1, 1955:

Buying group—$2,000 000 (4%%).------------------- 35,000.00

Aug. 11/35: $24,000,000 Republic Steel Corp. genl. mortgage conv.

4%% ser. "A" due Sept. i. 1950:

Sub-underwriting group—$1,000,000 (46%)------------------- 8,750.00
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1935 -

Aug. 29/35: $50,000,000 Pennsylvania Company 28-year 4% secured

bonds due Aug. 1, 1936: Gross profit

Sub-underwriting group $1,250,000 (2% 9%) -------------------- $3,250.00

Total for 1935--------------------------------------------- $48, 500.00

Average int. 3.17%–4 deals.

10.36

Jan. 22/36: $35,000,000 Inland Steel Company first mtge. 3% ºo

bonds series “D” due Feb. 1, 1961:

Buying group $1,000,000 (2%%) ------------------------------ 15,000. 00

Jan. 15/36: $35,000,000 Wheeling Steel Corp. first mortgage 4% ºo

bonds, ser. “A” due Feb. 1, 1966:

Buying group—$1,400,000 (4%) ------------------------------ 21, 000. 00

Jan. 29/36: $15,000,000 Republic Steel Corp. 4%º gen. mtge. bonds,

series “B” due Feb. 1, 1961:

Buying group–$1,250,000 (2%%) ---------------------------- 12, 500. 00

Jan. 23/36: $40,000,000 Pennsylvania Railroad Company genl. mtge.

ser. “C”, 3%º, due Apr. 1, 1970:

Sub-underwriting group—$750 000 (1.7% º ) --___________________ 1,875. O0

Mar. 3/36: $44,000,000 Chicago Union Station first mge. 3%º ser.

“E”, due July 1, 1963:

Sub-underwriting group—$600,000 (1 4/11%) --________________ 3,000. 00

Apr. 8/36: $26,835,000 Union Pacific Railroad Company, 3%'. deben

tures due May 1, 1971:

Sub-underwriting group—$900,000 (31.4%) ---------____________ 6, 750 00

July 1, 1936: $19,250,000 General American Transportation Corp. 3%

serial notes due 1937/42:

Sub-underwriting group—$748,000 (3% ºo)--------------------- 3, 740. 00

April 23, 1936: $30,000,000 Youngstown Sheet and Tube Company

cv. 31% º debentures due Feb. 1, 1951:

Sub-underwriting group—$1,333,000 (4%%) (half credit to E. B.

Smith & Co.-2%%).--------------------------------------- 8, 505.

(Full profit $17,010—divided between Kuhn Loeb and E. B.

Smith & Co.)

April 23, 1936: $60,000,000 Youngstown Sheet and Tube Company

first mtge. S. F. 4% bonds due May 1, 1961:

Sub-underwriting group—$2,667,000 (4%º half credit to E. B.

Smith & Co.—2%%---------------------------------------- 13, 570. 00

(Full profit $27,140—divided between Kuhn Loeb and E. B.

Smith & Co.)

June 10/36: $60,000,000 Southern Pacific Co. 10-year 3% 76 sec. due

July 1, 1946:

Sub-underwriting group—$1,250,000 (21's 7%) ------------------ '7, 812. 50

June 30/36: $50,000,000 Consolidated Oil Corp. conv. 31%º S. F. de

bentures due June 1, 1951:

Buying group–$2000,000 (4%) ------------------------------- 17, 500. 00

Aug. 6/36: $20,000,000 Pennsylvania R. R. Co. Gen. Mtge. 334%

series “C” due April 1, 1970:

Sub-underwriting group—$375,000 (1% 76)-------------------- 2, 812. 00

Sept. 18/36: $20,000,000 Union Pacific R. R. 31% º debentures due

October 1, 1970:

Sub-underwriting group—$600,000 (3%) ---------------------- 7, 500. 00

Nov. 10/36: $25,000,000 Republic Steel Corp. Gen. Mtge. 41% 7% series

C, due November 1, 1956:

Buying group—$375,000 (1%%) ----------------------------- *4, 219. 00

Dec. 22/36: $20,000,000 Armour & Co. of Delaware first mtge. 4%

S. F. bonds, series “C” due Jan. 1, 1957:

00

Buying group—$750,000 (3%%) ------------------------------ 937. 50

15 Deals—Avr. Int.—2%%. $126,720. 50

1 There was a loss of $14,001.25 on $873,000 bonds sold by the N. T. D.

° Our full participation was $750,000, and the profit $8,438, divided 50–50 between

Kuhn Loeb and Field Glore. Same method applies to our percentage of 3% in the deal.
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1937

Jan. 19/37: $40,000,000 Tidewater Associated Oil Co. 31% (76

S. F. debentures due Jan. 1, 1952:

Buying group $2,000,000 (5%) ---------______________ $15,000

Feb. 16, 1937: 500,000 shs. Tide Water Associated Oil Co.

$4.50 cum. pfd. (without par value) :

Buying group—3,167 shs (6%º ) -------------------- *26,625

Apr. 15/37: $52,670,700 Pennsylvania R. R. Co. conv. debentures

3%% due April 1, 1952: Gross profit

Sub-underwriting group, $1,250,000 (2% 96)-------------------- $16, 545.00

June 14/37: 74,950 shs. Inland Steel Co. common stock:

Buying group—2,503 shs (3%%) ----------------------------- 2, 225.00

Total for 1987------------------------------------------- $18,770. 00

2 deals—avr. 2.83%.

July 20/38: $7,500,000 Industrial Rayon Corp. first mtge. S. F. 4% ºa

Series “A” due July 1, 1948:

Buying group—$800,000 (10%%) ---------------------------- 9,000. 00

(This business was also headed up by Brown Harriman, but we

understand that the business came originally through Kuhn

Loeb and that they suggested our name as second in the

business.)

Sept. 8/39: $30,000,000 Youngstown Sheet & Tube Co. conv. 4%

debentures due Sept. 1, 1948:

Buying group—$637,500 (2%%) ---------------------------- ‘7, 968. 75

Total for 1938––––––––––––– ----------------------------- $16,968.75

2 deals—aver. int. 6% (76.

1939

April 25/39: $50,000,000 National Steel Corporation first Mortgage

(collateral) 3%, series April 1, 1965:

Buying group—$1,000,000 (2%) ----------------------------- * 8,750, 00

June 27/39: $25,000,000 Bethlehem Steel Corp. 3% 9% cons. mtge.

series “F” due July 1, 1959:

Buying group—$750,000 (3%) ------------------------------- 6, 562.50

July 29, 1935: $15,000,000 Southern California Gas Company 1st

mtge, & ref. 4s, due Aug. 1, 1965:

We ceded them—$1,000,000 (6%%) ------------------ --------- 12, 500, 00

Oct. 15/35: $55,000,000 Anaconda Copper Mining Company 4% 96

S. F. debentures due Oct. 1, 1950:

We ceded them—$2,000,000 (3%.1%) --________________________ 25,000. 00

Total for 1935------------------------------------------- $37, 500.00

Avr. percent: 5%—2 deals.

1936

Jan. 7/36: $9,200,000 Revere Copper & Brass, Inc. first mtge. S. F.

44%, due Jan. 1, 1956:

We ceded them—$1,600,000 (17%.3%) --_______________________ 26, 000. ()()

Mar. 24/36: $90,000,000 Pacific Gas & Electric Company 3%'. mtge.

bonds, ser. “H” due Dec. 1, 1961:

We ceded them—$7,500,000 (8% 96) -------------------------- 56,250.00

Total for 1936------------------------------------------- $82,250.00

2 Deals—Avr. int. 12%%.

º: ºtion was completely dictated by the management, therefore no reciprocal
s due.

Original participation $1,275,000, with $15,937.50 profit, 41.4% interest, divided 50–50

bºn Kuhn Loeb and Smith Barney.

This business was offered to us jointly by Kuhn Loeb and Harriman Ripley--

$2,000,000 (4%), profit $17,500.
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ExHIBIT No. 1658–3

[From the files of Blyth & Co., Inc.]

FIRST BOSTON CORPORATION

1935
-

May 1/35: $73,000,000 Southern California Edison 3%s, due 1960:

Buying group—$7,500,000 (10%%) --------------- * $78,228.00

June 10/35: $15,500,000 San Diego Cons. Gas & Elec. first mtg. 4s,

due 1965: Gross profit

Buying group—$1,550,000 (10%) ----------------------------- $27,500.00

July 1/35: $35,000,000 Southern California Edison Co. Ltd. ref.

mtge. ser. “B”, 3%'7%, due 1960:

Buying group—$3,500,000 (10%)------------------ $26,250.00

July 18/35: $70,000,000 Duquesne Light Company first mortgage

3% 9%, due 1965: - -

Buying group–$3,500,000 (5%)------------------------------ 35,000.00

Aug. 12/35: $76,000,000 Government of the Dominion of Canada

2%% due Aug. 15, 1945:

Buying group–$2,000,000 (2%%).---------------------------- 20,000.00

Sept. 19/35: $13,000,000 Southern California Edison Co., Ltd. 2%%,

3% 7% debentures due Sept. 1, 1936/40:

Buying group—$600,000 (4%%)----------------------------- *(4,000.00)

Sept. 19/35: $14,500,000 Southern California Edison Co., Ltd. 3% 7%

debentures due Sept. 1, 195:

Buying group—$1,450,000 (10%) --------------------- * $11,625

Sept. 19/35: $30,000,000 Southern California Edison Co., Ltd. first &

ref. mtge. 4%, due Sept. 1, 1960:

Buying group—$3,000,000 (10%) -------------------- *$25,625

Nov. 14/35: $15,600,000 Central Maine Power Co. first & genl. mtge.

4% due October 1, 1960:

Buying group $979,000 (6 3/11%).---------------------------- 10,050.00

Nov. 21/35: $30,000,000 Kansas Power & Light Co. first 4%s, 1965:

Buying group, $2,000,000 (6%%) ------------------ $20,000.00

Average int. 6.19% 14 deals. Total for 1935–––––––––––– $02, 550.00

1936

Jan. 14/36: $48,000,000 Government of the Dominion of Canada

344% bonds due January 15, 1961:

Buying group, $1,220,000 (2%).----------------------------- 14, 105.00

April 6/36: $13,500,000 California-Oregon Power Company first mtge.

4% bonds due April 1, 1966:

Buying group, $1200,000 (8.8/9%).--------------------------— 15,000.00

April 20/36: $10,500,000 Wisconsin Gas & Electric Company 3%'.

mtge. due April 1, 1966:

Buying group, $750,000 (7 1/7%).

Mar. 26/36: $75,000,000 Eastern Gas & Fuel Associates 4% mtge. &

coll. trust bonds due March 1, 1956:

Buying group, $1,500,000 (2%) -------------------------------- * 9,375.00

July 30/36: $14,500,000 Southern Kraft Corp. first leasehold & genl.

mtge. 43.4% due June 1, 1946:

Buying group, $1,500 000 (10%%).---------------------------- 16, S75.00

July 31/36: $10,500,000 Wisconsin Michigan Power Co. first mtge.

3% 9% due July 15, 1961:

Buying group, $750,000 (7 1/7%)----------------------------- 6, 5G2.00

June 15/36: $25,000,000 Commercial Credit Co. 41.4% cumulative

conv. preferred stock:

Buying group, 3,500 shares (1 2/5%)------------------------- “6, 125.00

C * No obligation here as our position was dictated by the Southern California Edison

ompany.

'N. reciprocal obligation as we participated at the direction of the

Southern California. Folison Company.)

* No reciprocal obligation, as the Company dictated our participation.

* Our total Buying Group position was $3,000,000––4%—divided equally between First
Boston & Mellon Securities.

*Total Interest 7,000 shs., 2% 9%, profit $12,250, divided 50–50 between First Boston &
Kidder Peabody.
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1936

Oct. 8/36: $30,000,000 Commercial Credit Co. 31.4% debentures due
October 1, 1951: Gross profit

Buying group, $500,000 (1% 9%) ------------------------------- * $4,375. 00

Oct. 26/36: $14,000,000 Central Maine Power Co. first & genl. mtge.

ser. “H” 3%% due Aug. 1, 1966:

Buying group, $900,000 (6 3/7%) ---------------------------- 6, 750 00

Dec. 15/36: $9,000,000 Missouri Power & Light Co. first mtge. 3% º

bonds due Dec. 1, 1966:

Buying group–$825,000 (9%) –––––––––––––––––––––––––– $S, 250

Dec. 15/36: 15,000 shs. Missouri Power & Light Company $6 cumu

lative preferred stock:

Buying group—1,350 shs (9%) ––––––––––––––––––––––––– $1,250

8 deals—Average interest 5%. Total for 1936____________ $79,167.00

1937

June 16/37: $35,000,000 Commercial Credit Company 2% 7% deben

tures due June 15, 1942:

Buying group—$500,000 (137%) ------------------------------ "$2,625. 00

Oct. 6/37 : $18,000,000 Idaho Power Company first mtge. 3% 96 bonds

due October 1, 1967:

Buying group—$500,000 (2%%) ------------------------------ 3,750. 00

Total for 1937--------------------------------------------- $6,375. 00

2 Deals—Avr. int. 2.10%.

1938

Aug. 10/38: $30,000,000 the Toledo Edison Co. first mtge. 3% 9%,

due July 1, 1968:

Buying group–$1,000,000 (3% ºy ------______________________ 10,000.00

Sept. 8/38: $25,000,000 Phillips Petroleum Co. convertible 3% de

bentures, due Sept. 1, 1948:

Buying group—$1,000,000 (4%) --____________________________ 10,000. 00

Total for 1938--------------------------------------------- $20,000.00

Avr. int.—3%%–2 deals. -

1939

Apr. 24/39: $52,500,000 Gatineau Power Co. first mortgage 3%º

series “A”, due April 1, 1969:

Buying group—$1,155,000 (2%º ------______________________ 7.335. 00

July 26/39: $26,500,000 Kansas Power & Light Co. first mortgage

3%% series, due 1969:

Buying group—$600,000 (2%%)_____________________________ * 6,000, 00

1935

June 26/35: $30,000,000 Pacific Gas & Electric Co. first & ref. mtge.

bonds, 4%, ser. “G”, due 1964:

We ceded them $2,700,000 (9%) --____________________________ 20, 250.00

July 29/35: $15,000,000 Southern California Gas Co. first mtge, &

ref. 4% bonds due Aug. 1, 1965:

We ceded them $1,250,000 (8% ºy ----------_________________ 15, 625.00

Oct. 15/35: $55,000,000 Anaconda Copper Mining Co. 41% º S. F. de

bentures due Oct. 1, 1950:

We ceded them $4,000,000 (7%.1%) --------------------------- 50, 000.00

Nov. 18/35: $40,000,000 Los Angeles Gas & Elec. Corp. first & genl.

mtge. 4%, due 1970:

We ceded them—$2,500,000 (634%) ------------------_________ 28, 125.00

Total for 1935-------------------------------------------- $114,000. 00

* T º:#sº deals.

otai oro -- * In + s -

ºš.'...'. ..."... ." ...'...".
sº º ºn-si 200o 4% º-sº000 annº 50–50 bet. FirstBoston & Dillon Read, , -vv,vvv, *t a zo - ... tºurs
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FIRST BosTon CoRPORATION.—Continued

1936

Mar. 24/36: $90,000,000 Pacific Gas & Electric Co. 3% 9% mtge. bonds,

ser. “H”, due Dec. 1, 1961: Gross profit

We ceded them $8,000,000 (8%%) ----------------------------- $60,000, 00

Apr. 28/36: $30,000,000 Pacific Gas & Electric Co. first & ref. mtge.

ser. “H” 3% º due Dec. 1, 1961:

We ceded them $3,700,000 (12% 9%) -------------------------- 27, 750.00

Oct. 22/36: $35,000,000 Pacific Gas & Electric Co. first & ref. mtge.

31% º bonds, ser. I, due June 1, 1966: -

We ceded them $4,300,000 (12%%) --__________________________ 37, 625. 00

Total for 1986–----------------------------------------- $125, 375.00

3 deals—Avr. int.—-10% 9%.

1937. None.

1938. None.

1939.

May 12/39: 200,000 Shs. Pacific Lighting Corp. $5 preferred stock:

We ceded them—20,000 shs. (10%) ---_________________________ 12, 500.00

EXHIBIT No. 1658–4

[From the files of Blyth & Co., Inc.]

DILLON, READ & Co.

1935

May 2/35: $7,500,000 Union Oil Company of California 4% convert

ible debentures due 1947: Gross profit

Buying Group—$750,000 (10%) ---------------------__________ $11,400. O()

May 2/35: $6,000,000 Union Oil Company of California serial deben

tures 114% to 314%, due 1936/40:

Buying Group—$600,000 (10%) ------------------------------- 4, 500. 00

(Our $600,000 interest was sold for Syndicate Account at

100 and 34 allowed offices based on index.)

July 15/35: $40,000,000 Cleveland Electric Illuminating Company

general mortgage 3%, due July 1, 1965:

Buying Group—$2,000,000 (5%) --_________________ $20,000. 00

Oct. 29/35: 235,225.4 shares Cleveland Elec. Illuminating Company

$4.50 preferred stock:

Buying Group—14,113 shs. (6%) --________________ $19,056.00

Nov. 21/35: $30,000,000 Kansas Power & Light Company first 4%s

due 1965:

Buying Group—$2,000,000 (6%%) --_______________ $24, 268.75

Average int. 10%–2 deals.

Total for 1935–-------------------------------------------- $15,900, 00

1936

Jan. 3/36: $9,000,000 Skelly Oil bonds, and $3,000,000 serials:

Dillon Read offered us a 10% interest, but we declined due

to market judgment.

Feb. 25/36: $15,000,000 Loew's, Inc. 3% 76 S. F. debentures due

2/15/46:

Buying Group—$1,875,000 (12%%) ----_______________________ $16,015. 00

June 16/36: $60,000,000 The Texas Corporation 31%º debentures

due 6/15/51:

Buying Group—$3,400,000 (5%%)____________________________ 25, 800.00

Total for 1936--------------------------------------------- $41,815. 00

Aver. Int. 9:40%—3 Deals offered.
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DILLON, READ & Co.—Continued

1937

Jan. 5/37: $10,000,000 Union Oil Co. of California 3% Wo deben
tures due January 1, 1952: Gross profit

Buying Group—$1,000,000 (10%)----------------------------- *$8,215.00

*(Our position in this business was dictated by the Company

Officials, and we therefore owe no reciprocity.)

June 28/37: $80,000,000 Union Electric Co. of Missouri first mtge. &

coll. trust 3%.9% bonds due July 1, 1962:

Buying Group—$3,800,000 (4%%) ---------------------------- 28, 500.00

NoTE.—We had between a 6% and 7% position in the past

three or four issues of Union Electric Company financing—both

bonds and notes.

June 28/37: $15,000,000 Union Electric Co. of Missouri 3% notes

due July 1, 1942:

Buying Group—$1,320,000 (8% 7%) --------------______________ 4,950. 00

NoTE.—We had between a 6% and 7% position in the past

three or four issues of Union Electric Company financing—both

bonds and notes.

Total for 1937--------------------------------------------- $33,450, 00

2 deals—Avr. int. 6.77%.

1938

May 26/38: $16,500,000 San Antonio Public Service Co. first mtge.

4% due April 1, 1963:

Buying Group—$485,000 (.029%) *__________ _________________ *$4,243.75

*(Total interest—$970,000—5%%—$8,487.50 profit, divided

50–50 between Mellon Securities and Dillon, Read & Co.)

May 26/38: $2,500,000 San Antonio Public Service Co. 4% notes

due serially:

Buying Group—$73,500 (.029%) *_____________________________ *735. O()

*(Total interest—$147,000—5%%—$1,470.00 profit, divided

50–50 between Mellon Securities and Dillon, Read & Co.)

Oct. 6/38: $34,000,000 Michigan Consolidated Gas Co., 1st Mtge. 4%

bonds due Sept. 1, 1963:

Buying Group—$1,000,000 (3%) --___________________ --------- *$8,750.

*Mellon Securities also headed this business, but our interest

was offered to us by Dillon Read.

Oct. 21/38: $55,000,000 The Ohio Power Co. 1st Mtge. 31.4% bonds

due Oct. 1, 1968:

Buying Group—$1,500,000 (284.1%) --_________________________ 11, 250.00

Oct. 25/38: $55,000,000 Wisconsin Electric Power 1st Mtge. 31%%

bonds due October 1, 1968:

Buying Group—$1,750,000 (3%) --____________________________ 13, 125.00

Oct. 6/38: $8,000,000 Michigan Consolidated Gas Co. 4% serial notes

due 1939–1948:

Buying Group—$171,500 (2%%) --___________________________ *1, 063. 75

*(Original interest $343,000 (434%)—profit $2,127.50, divided

50–50 between Dillon Read and Mellon Securities.)

Dec. 7/38: 375,000 Shs. North American Co. common stock (not a

new issue) :

Buying Group–12,000 shs. (3% 9%) --------------------------- 6, 000. 00

Nov. 28/38: 130,000 Shs. Union Electric Co. of Missouri Š5 preferred

(no par value) :

Buying Group—6,500 Shs. (5%) ------------------------------ 6,362. 12

Total for 1938--------------------------------------------- $51, 529. 62

Avr. Int. 3% approx.-8 Deals.

1939

Feb. 1/39: 696,580 shs. The North American Co. 534% preferred

stock :

Buying Group—24,500 Shares (3% ºo) ------------------------ $13,781.00
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DILLON, READ & Co.—Continued

1939

Feb. 1/39: $20,000,000 The North American Co. 3%% debentures,

due February 1, 1940: Gross profit

Buying Group—$700,000 (3% 96) $5,250.00

Feb. 1/30: $25,000,000 The North American Company 3% 7% deben

tures (lue February 1, 1954:

Buying Group–$S75,000 (3%%) –––––––––––––––––––––––––––––– 7, 656. 00

Feb. 1/39: $25,000,000 The North American Company 4% debentures

due February 1, 1959:

Duying group—$875,000 (3% ºo) 8, 750. 00

Apr. 12/39: $40,000,000 The Texas Corporation 3% debentures due

April 1, 1959:

Buying Group—$2,000,000 (5%) --------------______________ 17, 500. O0

July 26/30: $26,500,000 Kansas Power & Light Co. First Mortgage

3% 7% Series, due 1960:

Buying Group—$600,000 (2%%) ------------------------------ 6, OOO. 00

* (Total interest and profit—$1,200,000—4%%—$12,000 divided

50–50 bot. First Boston and Dillon Read.)

Nov. 1935: $40,000,000 Los Angeles Gas & El. 4s, due 1970:

We ceded them an interest of -------------------------- *$2,000, 000 (5)

*They declined as they only appear in business which they

head (unless they have a silent position which they were not

granted in this instance).

Total for 1935—No actual profit.

1936

Mar. 24/36: $90,000,000 Pacific Gas & Electric Co. 3%.9% mtge. Bonds

Series “II” due Dec. 1, 1961:

We ceded them $7,500,000 (8% 7%) --------------------------- $56,250.00



SUPPLEMENTAL DATA

The following documents are included at this point in connection

with the testimony regarding the Chicago Union Station Company,

Supra, p. 11452.

ExHIBIT No. 1670 *

LEE HIGGINSON CORPORATION

37 Broad Street, New York

NEW YORK

BOSTON

CHICAGO

DECEMBER 13, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities & Eachange Commission,

Washington, D. C.

DEAR MR. NEHEMKIs: In accordance with your request made yesterday at the

hearing, I wish to advise you that my associate, Mr. N. L’enrose Hallowell, remem

bers distinctly discussing Chicago Union Station underwriting with Mr. Harold

Stanley of the firm of Morgan, Stanley & Co., and he also feels reasonably sure

that the partner in J. P. Morgan & Co. with whom he discussed this business in

the early part of 1935 was Mr. Arthur M. Anderson.

Sincerely yours,

ENJ: R

E. N. JESUP.

ExHIBIT No. 1756 °

[From the files of the Chicago, Milwaukee, St. Paul and Pacific Railroad Company.

Memorandum by W. W. K. Sparrow]

When I had my meeting with Commissioner Meyer and Commissioner Mahaffie

and Director Sweet in Washington on March 22nd, in connection with the

refinancing of $16,000,000 of Chicago Union Station Company 6% ºo First Mort

gage Bonds, I told them that I had the previous day agreed with the bankers, on

behalf of the Station Company, to sell them, subject to the approval of the

Commission, $16,000,000 of Chicago Union Station Company First Mortgage 4%

Bonds, at a price of 98%, and $2,100,000 of Guaranteed 4% Bonds, at a price of

99, both issues to be offered to the public at 101. I told them I believed this was

a good price and that Mr. County, who had been a party to the transaction,

thought the same. Director Sweet expressed his opinion that the price was a

Very good one.

I explained to Division 4 that while we could sell the bonds subject to the

approval of the Commission and there was no commitment made until we had

the Commission's approval that did not hold true as to making the call of the

Qutstanding bonds. We could not call the bonds subject to the approval of the

Commission and, therefore, before issuing the call I had to have the assurance

"f the Commission that this financing had its approval and that the order would

beforthcoming. -

Commissioner Mahaffle raised the question of competitive bidding. He said

there were several firms that were Quite active in urging the Commission that

it should require competitive bidding that it was quite likely that when this

offer became public Some of them would make representations to the Senate

*

: Afrºduced December 15, 1939. See Hearings, Part 23, p. 11862.
Introduced on December 13, iè36. Hearings, Part 23, p. 12046.
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Committee that here was a case where the Commission should have required

competitive bidding. My answer to this was that the last date for publication

of the call was April 1st; that there was not sufficient time between now and

that date to take competitive bids. Commissioner Meyer inquired as to what I

would have to say if I was asked why we had not started the thing earlier and

allowed ourselves time to take competitive bids. In answer to that I said we

could not start on this until the decision in the Gold Case had been handed down

by the Supreme Court, because prior to that it was impossible to talk about selling

bonds to anybody; that I had been working on the thing as actively as possible

since the decision was handed down and that I could not have gotten the matter

in shape for presentation any earlier than I had. I was given to understand

quite definitely that on the facts as stated the plan had the approval of Division 4

and that I could go ahead with the sale of the new bonds and the calling of the

outstanding bonds.

Last Tuesday night in New York Mr. Fairman Dick told me the bonds were

being quoted on the street at 104 to 10414. The next day, Wednesday, Mr.

Marony confirmed this and said brokers were offering them at about those prices.

On my arrival this morning I checked with Mr. Marony as to the prices, and he

called me back to confirm that they were ranging from 103% bid to 10.4% asked.

I decided, first, as to my duty (which no one could decide but myself) that

the fair and honest thing for me to do in the circumstances before I allowed the

call to go out, on the basis of the understanding I already had with Commis

sioners Meyer and Mahaffie, was to see that they at least knew about the prices

at which these bonds were being quoted on the street ; second. I concluded that I

was taking considerable risk in permitting the Station Company to issue the

notice of call without the Order of the Commission because in that event the

Commission might feel I had not dealt with them fairly and refuse to issue the

order, leaving the Station Company with a commitment of $17,600,000 without

means of meeting it.

I, therefore, called up Commissioner Mahaffie at noon today. I referred to the

meeting I had with him, Commissioner Meyer, and Director Sweet last Friday

in the matter of the Station Company bonds and the price at which we agreed

they should be sold to the bankers, which I represented to them as a good price

and which the Director had confirmed. I told them I had the Division’s assur

ance that the order would be forthcoming and that I could proceed with the

calling of the bonds; that notice had to be given to the press in New York and

Chicago by Saturday noon for publication Monday morning; that I had heard

before leaving New York yesterday afternoon that these bonds were being quoted

on the street at around 104. I said these prices, of course, were unofficial and

irregular as the bonds could not, I understood, be regularly traded in until after

they had been delivered; that the amounts were probably small and, of course,

no one could say what the price might be next week; that in my opinion the

price we had received for the bonds was a good one and they would probably be

selling much lower when the next call date came around, which was October 1st.

I further stated this was one of the first refunding operations put on the market

and that with the amount of offerings now hanging over the market the appetite

later on would be less keen ; furthermore, I thought there was every likelihood

of several railroad receiverships taking place between now and next October,

which I thought would quite seriously affect the price of these bonds. I said,

therefore, I wanted to make it quite clear that I was still quite strongly of the

opinion the plan should be carried out and not in any way influenced by the fact

that there were unofficial quotations for these bonds on the street at the prices

referred to. I said, however, I thought it was only fair to him and Commissioner

Mayer that I saw to it that they were acquainted with these facts. Commis

sioner Mahaffie asked me if the bonds had already been sold. I told him they had

and that a contract with the bankers had been signed by General Atterbury as

President of the Station Company on Friday, March 22nd : that the bankers had

put out their circulars offering the bonds subject to the provisions of the Bank

ers' Code on the same date, the offering by the bankers for both issues being 101.

Commissioner Mahaffle asked me as to the call future of the bonds. I told him

the new issue of First Mortgage Series “D” bonds may be redeemed in whole but

not in part at the option of the company on any interest date on and after July

1, 1940, at 105 and accrued interest on ninety days' notice. The Commissioner

said he thanked me for calling his attention to this. I told him I wished he

would use his own channels for checking up and confirming the information as to

the prices at which the bonds were being offered on the street, and in what

quantities, and get his own independent data. He said he would do this. I then
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left it with him that unless I heard from him before tomorrow night that there

was a change in their plans I would proceed to issue the call.

I telephoned Mr. County as soon as I could get in touch with him about 3:00

PM., and advised him what I had done. I also advised Mr. Geo. Bovenizer, of

Kuhn, Loeb & Co. I also informed Mr. Scandrett, who was in Washington, over

the telephone.

Mr. County did not agree with me as to the necessity of taking the action I

did. He said he thought I should have gone ahead and put out the call. I told

him that was a matter I had decided myself as to what I thought the proper and

honest thing to do. I also told him my understanding with Commissioner Ma

haffie was if I heard nothing from the Commission as to any change in the

original plans the call would go out Saturday, and if I heard from the Commis

sion that they would not issue the order the call would not go out.

(Signed) W. W. K. SPARRow.

CHICAGO, MARCH 28, 1935.

(Friday, March 29th)

I telephoned Mr. Pierpont Davis this morning and advised him of my action.

He said I had done what he would have expected me to do and he fully under

stood and appreciated my reasons for doing so. I explained the matter to Mr.

Budd on his arrival this morning. He said he thought I had not only taken the

proper course but a wise one and it had his full approval.

(Signed) W. W. K. S.

ExHIBIT No. 1759–1

[Letter from Investment Banking Section, Monopoly Study, Securities and Exchange

Commission, to George W. Bovenizer, Kuhn, Loeb & Co.]

Mr. GEORGE W. BowFNIZER, DECEMBER 14, 1939.

Kuhn, Loeb & Co., 52 William Street,

New York, New York.

DEAR Mk. BOVENIZER: In your testimony before the Temporary National

Economic Committee on December 12 relative to the $6,150,000 Chicago Union

Station Co. first mortgage bonds 5% Series B, dated January 1, 1919, due July

1, 1963, and offered in May 1922, the following appears:

“Mr. NEHEMKIs. The percentage participations, Mr. Bovenizer, on the interest

divided up by Kuhn, Loeb were exactly the same as in the preceding issue, in

other words KL took 33 per cent, National City took 16.

“Mr. BowFNizBR. The percentage figures are right but the dollars are wrong.

“Mr. NEHEMKIs. Would you be good enough to let me have the correct in

formation?

“Mr. BowFNIZER. Yes.

“Mr. JESUP. This checks with the information I have.

“Mr. NEHEMKIS. We can correct that at a little later time.

“Acting Chairman REECE. It may be admitted subject to correction of the

figures.

“(The Chicago Union Station Company data on $6,150,000 First Mortgage Issue,

5 per cent, Series B, was received in evidence, and marked Exhibit No. 1555.)”

The percentages and amounts referred to are as follows: %

- - r ×ſh C, Kuhn, Loeb & Co. $2,050, 000 (33.33%).

Kuhn, Loeb & Co. $3,075,000 (50%)(S. ść; ; ; ; ;%}.

My staff has checked on the figures again from the percentages which you

stated were correct, and on the basis of their calculations the amounts seem

to be correct as well. 33% 7% of $6,150,000 is $2,050,000 and 16.67% of $6,150,000

is $1,025,000, which are the amounts stated in the exhibit to be the participations

of Kuhn, Loeb & Co. and the National City Co. in the half interest of Kuhn.

Loeb & Co. in this issue.

In accordance with my request at the hearing, may I ask that you be kind

enough to confirm this calculation or supply a correct amount from your own

books, with an explanation of the method by which it was arrived at.

Your assistance in this matter, as well as at the hearings, is appreciated.

Sincerely yours,

PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

SMK : FL

* Introduced in record on December 19, 1930, see Hearings, Part 23.



11798 CONCENTRATION OF ECONOMIC POWER

ExHIBIT No. 1759–2'

| Letter from Geo. W. Boyenizer, Kuhn, Loeb & Co., to Investment Banking Section,

Monopoly Study, Securities and Exchange Commission]

KUHN, Loeb & Co.

William and Pine Streets

NEw York, December 18, 1939.

PETER R. NEHEMKIS, Jr., Esq.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

1778 Pennsylvania Avenue, Washington, D. C.

DEAR MR. NEHEMKIS : I have your letter of the 14th instant in connection

with my testimony of the other day on Chicago Union Station bonds and I find

upon further examination that your figures are quite correct, not only as to

percentage but as to amount also.

IRegretting that my error should have caused you this additional trouble and

with appreciation of your courtesy, I am

Sincerely yours,

O/J

GEO. W. BowFNIZER.

MARCH 15, 1940.

(HICAGO UNION STATION CoMPANY.,

210 South Canal Street, Chicago, Illinois.

GENTLEMEN: In connection with our studies of investment banking which the

Commission has been directed to undertake by the Temporary National Eco

nomic Committee, established pursuant to Public Resolution No. 113, 75th

Congress, will you be good enough to make available to us the following:

(1) A list of the firms to whom invitations to bid were extended on the

$16 000,000 3% 96 Bonds;

(2) Copies of the replies received in response to your invitation;

(3) The details of the bids received.

Will you also furnish us with a statement setting forth the reasons for the

rejection of the bids submitted.

The Wall Street Journal of this date reports that Kuhn Loeb & Co. had

offered a negotiated price of 10.1% for the bonds as 3% s some time in February.

Will you be good enough to furnish us with a statement describing these

negotiations together with the reasons which led to the request for bids.

Sincerely yours,

PETER. R. NEHEMRIs, Jr.,

Special Counsel,

Investment Banking Section, Monopoly Study.

PRNehemkis : ib

CHICAGO UNION STATION COMPANY

BROAD STREET STATION BUILDING

1617 Pennsylvania Boulevard

PHILADELPHIA, April 8, 1940.

PETER R. NEHEMRIs, Jr., Esq.

Special Counsel, Investment Banking Section—Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR SIR: In compliance with the request contained in your letter of March

15, 1940, addressed to the Chicago Union Station Company at 210 South Canal

Street, Chicago, Ill., which was acknowledged by me on March 20, 1940, I

am supplying to you the following information :

There is forwarded herewith a list of 107 bankers, banks and insurance

firms to whom invitations to bid were extended on the proposed issued of

$16,000,000, principal amount, First Mortgage Bonds of the Chicago Union

1 Idem.
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Station Company, the said bonds to be of Series “F” and to bear interest at

the rate of 3%% per annum. A copy of letter of invitation to bid, mailed on

March 5, 1940, to the said 107 bankers, banks and insurance firms is also

forWarded.

There also are enclosed copies of the following letters received in reply

to the invitation, but which were not accompanied by bids:

Letter of March 8, 1940, from Morgan, Stanley & Company, Inc., in New

York City; letter of March 9, 1940, from Stern, Wampler & Company, Inc., in

Chicago; letter of March 6, 1940, from Freeman & Company, in New York City;

letter of March 7, 1940, from Goldman, Sacks & Company, in New York City;

letter of March 6, 1940, from Evans, Stillman & Company, in New York City.

In addition, there is enclosed a copy of a bid received on March 12, 1940,

from Halsey, Stuart & Company and associates, this being the only bid re

ceived. The details will be found in the letter of invitation and the bid.

The bid of Halsey, Stuart & Company and associates was rejected because

it was deemed too low for bonds of the high rating these bonds enjoy. They

not only are secured by a first lien on the properties of the Station Company

but are guaranteed, by endorsement, jointly and severally, by the Chicago,

Burlington & Quincy IRailroad Company, The Pennsylvania Railroad Company,

The Pittsburgh, Cincinnati, Chicago and St. Louis Railroad Company, and the

Trustees of the Chicago, Milwaukee, St. Paul & Pacific Railroad Company,

which are the proprietors of the Station Company.

The purpose was to reduce fixed charges by refunding $16,000,000, principal

amount, of Series “D” First Mortgage Bonds, issued in 1935, bearing interest

at 4% per annum, which were subject to call on April 1, 1940, for redemption

on July 1, 1940, at 105.

Since Kuhn, Loeb & Company and associates had purchased all past issues

of First Mortgage Bonds of the Station Company, conferences commencing in

December, 1939, were had with that firm, and early in February an offer was

made by them to purchase new Series “F” bonds, bearing an interest rate of

3%% per annum, at 101%. This was on a basis of 3.16 to the Company and

Was regarded as an attractive offer.

Inasmuch, however, as the issuance of new Series “F” bonds would require

the approval of the Interstate Commerce Commission, it was deemed advisable

to have an informal conference with members of that Commission in the hope

of obtaining an expression from them with regard to the method of sale; and

on February 26, 1940, a representative of the Station Company conferred in

formally with certain members of the Commission who expressed the thought

that the proposed issue was one which might lend itself particularly to com

petitive bidding.

Subsequently, the Board of Directors of the Station Company approved the

issuance of 3%% bonds and authorized the invitation for competitive bids

. was mailed on March 5, 1940, to the 107 bankers, banks and insurance

runs.

After the unsatisfactory bid of Halsey, Stuart & Company and associates had

been received, prices in the bond market softened, and there was no reason

to believe that a more favorable bid would be received if another invitation

to bid were.extended. It was then decided that, in the interest of the Station

Company, of the public served by that Company, and of the proprietary com

panies, the bid should be rejected and an effort should be made to enter into a

contract with Kuhn, Loeb & Company at a price that would approximate the

more attractive basis which they had offered early in February for 344%

bonds and which it was believed that the bonds merited.

After the rejection of the bid of Halsey, Stuart & Company and associates,

Such a contract was made with Kuhn, Loeb & Company, Lee Higginson Cor

poration, and Harriman, Ripley & Company, Inc., in which those firms and

associates agreed to purchase the bonds, subject to the approval of the Inter

state Commerce Commission, at 99.43. This was the same basis for 3% 7% bonds

that had ben offered early in February for 334% bonds. The associates in this

transaction were Smith, Barney & Company, Glore, Forgan & Company, The

First Boston Corporation, White, Weld & Company, Lazard Frères & Company,

and Morgan, Stanley & Company.

Up to and including the time of the execution and delivery of the said con

tract and the time of filing with the Interstate Commerce Commission of a

supplemental application setting forth facts with respect to such contract, the

price which has been offered by Halsey, Stuart & Company and associates had

not been made public or disclosed by any officer or representative of the Station

124491–40–pt. 22–29
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Company to Kuhn, Loeb & Company or any member of the purchasing

Syndicate.

By its report and order of March 28, 1940, in Finance Docket No. 12797, a copy

of which is forwarded herewith, the Interstate Commerce Commission approved

the issue; and the bonds have been delivered by the Station Company and set

tlement has been made in full by the purchasers. There also is enclosed here

with a copy of the proceedings at a public hearing held by the Interstate Com

merce Commission on March 23, 1940.

Yours very truly,

M. W. CLEMENT,

President.

LIST OF BANKERS, BANKS, AND INSURANCE COMPANIES INVITED TO BID ON

$16,000,000 CHICAGo UNION STATION CoMPANY FIRST MORTGAGE, SERIEs “F”,

3% 96 Bonds

Date Mailed : Mar. 5, 1940.

Bancamerica-Blair Corporation, 44 Wall Street, New York, N. Y. -

Bank for Savings in the City of New York, 280 Fourth Avenue, New York, N. Y.

Bankers Trust Company, New York, N. Y.

Bear, Stearns & Company, 1 Wall Street, New York, N. Y.

A. G. Becker & Co., 100 South LaSalle Street, Chicago, Ill.

Beneficial Savings Fund, 1200 Chestnut Street, Philadelphia, Pa.

Biddle, Whelen & Co., 1606 Walnut Street, Philadelphia, Pa.

Blyth & Co., Inc., 135 South LaSalle Street, Chicago, Ill.

Bowery Savings Bank, 110 East 42nd Street, New York, N. Y.

Alex. Brown & Sons, 135 South LaSalle Street, Chicago, Ill.

Calvin Bullock, 120 South LaSalle St., Chicago, Ill.

Cassatt & Co., Incorporated, Commercial Trust Building, Philadelphia, Pa.

Central Savings Bank, Broadway and 73rd Street, New York, N. Y.

Chase National Bank, New York, N. Y.

Chemical Bank and Trust Co., New York, N. Y.

Clark, Dodge & Co., 61 Wall Street, New York, N. Y.

E. W. Clark & Co., Locust at 16th Street, Philadelphia, Pa.

Coffin & Burr, Inc., Boston, Mass.

Curtis & Sanger, Boston, Mass.

R. L. Day & Co., 14 Wall Street, New York, N. Y.

C. J. Devine & Co., Inc., 135 South LaSalle Street, Chicago, Ill.

Dick & Merle-Smith, 30 Pine Street, New York, N. Y.

R. S. Dickson & Co., Charlotte, N. C.

Dillon, Read & Co., 28 Nassau Street, New York, N. Y.

Dime Savings Bank of Brooklyn, 9 DeKalb Avenue, Brooklyn, N. Y.

Dominick & Dominick, 115 Broadway, New York, N. Y.

Dry Dock Savings Institution, 341 Bowery, New York, N. Y.

Emigrant Industrial Savings Bank, 51 Chambers Street, New York, N. Y.

Estabrook & Co., 40 Wall Street, New York, N. Y. -

Eastman, Dillon & Co., 15 Broad Street, New York, N. Y.

Evans, Stillman & Co., 14 Wall Street, New York, N. Y.

The First Boston Corporation, Syndicate Dept., 231 South LaSalle St., Chicago,

Ill.

First of Michigan Corporation, 135 South LaSalle St., Chicago, Ill.

The First National Bank of Chicago, 38 South Dearborn St., Chicago, Ill.

The First National Bank of the City of New York, 2 Wall Street, New York, N.Y.

Freeman & Company, 30 Pine Street, New York, N. Y.

Glore, Forgan & Company, 123 South LaSalle St., Chicago, Ill.

Goldman, Sachs & Co., New York, N. Y.

Graham, Parsons & Co., 1422 Walnut Street, Philadelphia, Pa.

Gregory & Son Co., Inc., 40 Wall Street, New York, N. Y.

Guaranty Trust Company of New York, New York, N. Y.

Hallgarten & Co., 120 South LaSalle St., Chicago, Ill.

Halsey, Stuart & Co., Inc., 201 South LaSalle St., Chicago, Ill.

Harriman, Ripley & Co., Inc., 135 South LaSalle St., Chicago, Ill.

Harris, Hall & Company, Inc., 111 West Monroe St., Chicago, Ill.

Harris Trust and Savings Bank, 115 West Monroe St., Chicago, Ill.

Harrison & Co., Fidelity-Phila. Trust Bldg., Philadelphia, Pa.
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Hayden, Miller & Co., Union Trust Building, Cleveland, Ohio

Hayden, Stone & Co., 25 Broad Street, New York, N. Y.

Hemphill, Noyes & Co., 15 Broad Street, New York, N. Y.

Hornblower & Weeks, 39 South LaSalle St., Chicago, Ill.

W. E. Hutton & Co., 14 Wall Street, New York, N. Y.

The Illinois Company of Chicago, 231 South LaSalle Street, Chicago, Ill.

Jackson & Curtis, New York, N. Y.

Janney & Co., 1529 Walnut Street, Philadelphia, Pa.

Kean, Taylor & Co., 14 Wall Street, New York, N. Y.

Kidder, Peabody & Co., 135 South LaSalle Street, Chicago, Ill.

Kissel, Kinnicutt & Co., New York, N. Y.

Kuhn, Loeb & Co., Williams and Pine Streets, New York, N. Y.

Ladenburg, Thalmann & Co., New York, N. Y.

Lazard Freres & Company, Inc., 135 South LaSalle Street, Chicago, Ill.

Lee Higginson Corporation, 231 South LaSalle St., Chicago, Ill.

Lehman Brothers, 231 South LaSalle St., Chicago, Ill.

Mackubin, Legg & Company, 222 E. Redwood Street, Baltimore, Md.

Laurence M. Marks & Co., 49 Wall Street, New York, N. Y.

McMaster Hutchinson & Co., 105 South LaSalle Street, Chicago, Ill.

Mellon Securities Corporation, Pittsburgh, Pa.

Morgan Stanley & Co., Inc., 2 Wall Street, New York, N. Y.

F. S. Moseley & Co., 135 South LaSalle Street, Chicago, Ill.

National City Bank, New York, N. Y.

W. H. Newbold's Son & Co., 1517 Locust Street, Philadelphia, Pa.

The Northern Trust Company, N. W. Cor. LaSalle & Monroe Sts., Chicago, Ill.

Otis & Company, 105 West Adams Street, Chicago, Ill.

Paine, Webber & Co., 25 Broad Street, New York, N. Y.

R. W. Pressprich & Co., 135 South LaSalle Street, Chicago, Ill.

E. H. Rollins & Sons, Inc., 231 South LaSalle Street, Chicago, Ill.

Roosevelt & Son, 30 Pine Street, New York, N. Y.

L. F. Rothschild & Co., 120 Broadway, New York, N. Y.

Salomon Bros. & Hutzler, 60 Wall Street, New York, N. Y.

J. & W. Seligman & Co., 54 Wall Street, New York, N. Y.

Smith, Barney & Co., 105 West Adams Street, Chicago, Ill.

Spencer, Trask & Co., New York, N. Y.

Speyer & Co., New York, N. Y.

Stein Bros. & Boyce, 6 South Calvert Street, Baltimore, Md.

Lawrence Stern & Co., 231 South LaSalle Street, Chicago, Ill.

Edward Lowber Stokes & Co., 1708 Lucust Street, Philadelphia, Pa.

Stone & Webster & Blodget, Inc., 33 South Clark Street, Chicago, Ill.

Stroud & Company, Inc., 1429 Walnut Street, Philadelphia, Pa.

United States Trust Co., New York, N. Y.

White, Weld & Co., 40 Wall Street, New York, N. Y.

Whiting, Weeks & Knowles, Inc., Boston, Mass.

Williamsburgh Savings Bank, 1 Hansen Place, Brooklyn, N. Y.

Dean Witter & Co., New York, N. Y.

Wood, Struthers & Co., 20 Pine Street, New York, N. Y.

Yarnall & Co., 1528 Walnut Street, Philadelphia, Pa.

Aetna Life Insurance Co., Hartford, Conn.

Connecticut Mutual Life Insurance Co., Hartford, Conn.

Equitable Life Assurance Society of the United States, Henry Greaves, Treas

urer, 393 Seventh Avenue, New York, N. Y.

Metropolitan Life Insurance Co., F. W. Ecker, Vice President, 1 Madison

Avenue, New York, N. Y.

Mutual Benefit Life Insurance Co., Milo W. Wilder, Jr., Treasurer, 300 Broad

way, Newark, N. J.

Mutual Life Insurance Co. of New York, Dwight S. Beebe, Vice Pres. & Fin.

Mgr., 34 Nassau Street, New York, N. Y.

New York Life Insurance Company, A. H. Meyers, Treasurer, 51 Madison

Avenue, New York, N. Y.

Northwestern Mutual Life Insurance Co., F. E. Wilman, Supt. of Bonds, 720

E. Wisconsin Avenue, Milwaukee, Wis.

Penn Mutual Insurance Co., D. Newhall, Vice President, Philadelphia, Pa.

Prudential Life Insurance Co., Newark, N. J.

Travelers Insurance Company, G. W. Baker, Treasurer, Hartford, Conn.

The Union Central Life Co., Cincinnati, Ohio.
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HALSEY, STUART & Co., INC.

CHICAGO UNION STATION COMPANY.,

Chicago, Ill., March 5, 1940.

DEAR SIRs: Chicago Union Station Company proposes to redeem on July 1,

1940, at 105% of their principal amount, its present outstanding $16,000,000

First Mortgage 4% Series D Bonds, due July 1, 1963, and in order to provide

in part, the cash necessary for such redemption, proposes to issue and sell a

like principal amount of First Mortgage 3% 9% Series F Bonds.

Accordingly, up to 12:00 o'clock noon (Central Standard Time) on March

12, 1940, sealed bids will be received by the Company for the purchase of

$16,000,000 principal amount of bonds of the Company, to be dated January 1,

1940, to mature July 1, 1963, to be of Series F, and to be issued under the Com

pany's First Mortgage, dated July 1, 1915, to Illinois Trust and Savings Bank,

Trustee, (Continental Illinois National Bank and Trust Company of Chicago,

Successor Trustee), copies of which mortgage are available for inspection at

the office of the Company in Chicago, Ill.

The said First Mortgage 3% 76 Bonds, Series F, are to be guaranteed by en

dorsement as to both principal and interest, jointly and severally, by Chicago,

Burlington & Quincy Railroad Company, The Pittsburgh, Cincinnati, Chicago

and St. Louis Railroad Company, The Pennsylvania Railroad Company and

Henry A. Scandrett, Walter J. Cummings and George I. Haight as Trustees

of the property of Chicago, Milwaukee, St. Paul and Pacific Railroad Company,

pursuant to an agreement to be dated as of January 1, 1940, between said

guarantors, the Station Company, and the Trustee under said First Mortgage.

Said guarantors own in equal shares the Company's outstanding capital stock,

amounting to $2,800,000 par value. As will be provided in said agreement, the

guaranty of said Railroad Trustees will be their obligation solely as Trustees

and not individually and will be a general obligation of the trust estate. Such

guaranty will be subordinate to all existing mortgages on the trust estate and

all liability of the trust estate in respect thereof will terminate if the guaranty

is assumed (as a general obligation without lien) by receivers or a corporation

succeeding the said Trustees in the possession of the trust estate. Copies of

said agreement, dated as of January 1, 1940, are available for inspection at

the office of the Company in Chicago, Ill.

Bids for only a part of the issue will not be accepted.

The Company reserves the right to reject any and all bids. The acceptance

of any bid, the issue and sale of the Bonds by the Company and the assumption

of obligation and liability in respect thereof by the Guarantor Companies and

Railroad Trustees will be subject to the approval of the Interstate Commerce

Commission. The acceptance of a bid by the Station Company, and the assump

tion of said obligation and liability by the Railroad Trustees, will be subject

also to the approval of the Court. Notice of acceptance, subject to approval

by the Interstate Commerce Commission, and of the Court, will be mailed to

the successful bidder not later than March 14, 1940.

Bids for the entire issue must be in writing and enclosed in sealed envelopes

addressed : Chicago Union Station Company, Tender for First Mortgage Bonds,

Series F, and recnclosed in envelopes addressed : Chicago Union Station Com

pany, 9% J. W. Besch, Secretary, 210 South Canal Street, Chicago, Ill.

Each bidder must furnish with his bid a certified check for $800,000, payable

to the order of Chicago Union Station Company, as security for the faithful

performance by the bidder of the contract of sale if his bid shall be accepted. In

the case of the successful bidder, such check will be retained by the Company

as security for the faithful performance by such bidder of his obligation to

take and pay for the Bonds in accordance with his bid, and in the absence of

default on the part of such successful bidder, will be applied upon the purchase

price of the Bonds. In the case of unsuccessful bidders, such checks will be

returned promptly after the award has been made, but no interest on the

amount thereof will be allowed.

Payment in full for the Bonds (less the $800,000 hereinabove mentioned)

shall be made by certified check, or checks in New York or Chicago funds

at the office of Continental Illinois National Bank and Trust Company of

Chicago, Trustee, in Chicago, Ill., or at the office of any agent designated

by the Trustee, on such date as the Company may designate in subsequent

notice to the successful bidder, such date of payment to be as soon as prac

ticable after the Interstate Commerce Commission shall have given its ap

proval, not later, however, than April 15, 1940. If the Interstate Commerce
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Commission shall not have given its approval as aforesaid on or before April

15, 1940, then the Company shall no longer be bound and the certified check

(hereinabove mentioned) deposited with the bid shall be immediately returned

to the bidder, but no interest on the amount thereof will be allowed.

Upon payment in full of the balance of the purchase price as above set

forth, the Company will execute the Bonds in temporary form in such denom

inations as may be requested, and deposit same with the certified check which

accompanied the accepted bid with the Continental Illinois National Bank

and Trust Company of Chicago, Trustee, with instructions to the said Trustee

to authenticate and deliver the Bonds to the Order of the successful bidder

as soon as possible after the proposed call for the redemption of the Series

D Bonds has been made, which call in no event shall be later than April 1, 1940.

Following is information with respect to Chicago Union Station Company

and a description of the Bonds to be sold :

Chicago Union Station Company owns extensive station and terminal proper

ties in the City of Chicago, extending for about twelve blocks from Carroll Ave

nue to West Roosevelt Road, a distance of approximately 1.43 miles, principally

between the Chicago River and North and South Canal Streets, and including

the present city block bounded by West Adams, West Jackson, South Clinton

and South Canal Streets. In the opinion of counsel for the Station Company,

the First Mortgage is a first lien on all of the properties of the Station

Company, subject to easements of no material importance, exclusive of two

parcels consisting of so-called “air rights” which the Station Company has

heretofore conveyed and leased in accordance with the provisions of the

First Mortgage: one, to Chicago Daily News Printing Company in the area

east of Canal Street, between Madison and Washington Streets, now occupied

by the Chicago Daily News Building with its plaza and appurtenances; the

other, to the United States of America, in the area east of Canal Street between

Wan Buren and Harrison Streets, now occupied by the Chicago post office

building and appurtenances. The conveyances and lease excepted and reserved

the tracks, structures and appurtenances of the Station Company and the

perpetual right to occupy and use for the construction, operation, maintenance

and renewal of its tracks, stations, platforms, yards, structures, facilities

and improvements in the subjacent space therein described. Under an agree

ment dated July 2, 1915, and supplements thereto, the proprietary companies,

or those who succeed to their obligations, are obligated to use the property

during the corporate existence of the Station Company which extends to

July 3, 1963, and for such further time as the station and facilities may be

used or the term of the corporate existence of the Company may be extended

or renewed. Under this agreement and its supplements, each of the proprietary

companies obligates itself to pay as rental its share of a sum of money suf

ficient to pay, among other things the interest on the bonds and other capital

obligations of the Chicago Union Station Company, and all taxes and special

assessments, together with a proportion of the expenses of operation and

maintenance. The Alton Railroad Company also makes use of the property as

a tenant.

In its valuation report on the Station Company (Valuation Docket No. 1,198)

the Interstate Commerce Commission found a final value, for rate-making pur

poses, of the property owned by the Station Company, as of December 31, 1927,

of $49,340,000 (excluding working capital of $50,000). If the property classified

and valued by the Interstate Commerce Commission as “non-carrier” (and in

cluded in the Station Company's balance sheet in investment in road and

equipment) is included, the total as of December 31, 1927 would be $54,195,011

(excluding working capital of $50,000). This valuation brought down to De

cember 31, 1939, by adding the cost of additions and betterments and deducting

retirements, is reduced to $48,859,071. Investment of the Station Company in

the same property as of December 31, 1939, as shown by its books, was

$84,097,604. The difference between the valuation of the Commission and the

investment account is due principally to two items: “Value of Land” carried

on the books of the Station Company at $18,752,307 in excess of the valuation

determined by the Interstate Commerce Commission and “Interest During Con

struction,” which is charged in the accounts of the Station Company at

$16,479,179 in excess of the Commission's figure. The amounts carried on the

books of the Station Company represent the actual cost to it of the land and for

interest during the construction period.

In arriving at its final value of the properties as of December 31, 1927, the

Interstate Commerce Commission took into consideration, among other things,
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the depreciation of road. The Station Company, as permitted by the accounting

regulations of the Interstate Commerce Commission, sets up no reserve for

depreciation of road.

The proceeds of sale of these bonds, together with the proceeds of not ex

ceeding $600,000 of guaranteed bank loans and cash in the treasury of the

Station Company, will be used to redeem on July 1, 1940, at 105% and accrued

interest $16,000,000 principal amount of the Station Company's First Mortgage

4% Bonds, Series D, due July 1, 1963.

The First Mortgage by its terms limits the amount of outstanding bonds to

$60,000,000. After the issue of $16,000,000 Series F Bonds and the redemption

of the Series D Bonds as planned, there will be outstanding in the hands of

the public, in addition, $44,000,000 Series E 3%% Bonds. The only other debt

of the Company (other than current operating debt and Said guaranteed bank

loans) is $6,895,000 3% 7% Guaranteed Bonds due September 1, 1951, $827,000

Guaranteed Bonds due April 1, 1944 and $13,594,995.09 indebtedness to the

proprietary companies for advances. As a result of the operation of the Sink

ing Fund on April 1, 1940, there will be a reduction in the amount of 4%

Guaranteed Bonds due April 1, 1944 by $350,000.

There are attached hereto (a) copy of the Balance Sheet of the Station Com

pany as of December 31, 1939, and (b) copy of the Income Account of the

Station Company for the calendar years 1937, 1938 and 1939, both in the form

prescribed by the Interstate Commerce Commission.

All, but not part, of the Series F Bonds may be redeemed at the option of

the Company on ninety days’ published notice, on July 1, 1945, or on any

interest date thereafter up to and including July 1, 1956 at 106% ; thereafter

up to and including July 1, 1957 at 105%; thereafter up to and including July

1, 1958 at 104% ; thereafter up to and including July 1, 1959 at 103% ; there

after up to and including July 1, 1960 at 102% ; thereafter up to and including

July 1, 1961 at 101% and thereafter at 100% ; in each case with accrued interest.

They are to be issued as coupon bonds in $1,000 denomination with

the privilege of registration as to principal and as fully registered bonds in

authorized denominations; coupon bonds and registered bonds to be inter

changeable under the provisions of the mortgage.

Both the principal and interest of the Series F Bonds are payable without

deduction for any tax or taxes (except any Federal Income Tax) which the

Station Company or the Trustee may be required to pay or retain therefrom,

under any present or future law of the United States, or of any State or County

or Municipality therein.

While, under the terms of the First Mortgage, the Series F Bonds will, by

their terms, be stated to be payable “in gold coin of the United States of

America, of or equal to the standard of weight and fineness as it existed on

July 1, 1915,” nevertheless in accordance with Public Resolution No. 10 of the

73rd Congress of the United States of America, approved on June 5, 1933, the

Series F Bonds will be payable in any coin or currency of the United States

of America which at the time of payment is legal tender, for public and pri

vate debts, and the Bonds will bear a suitable legend which will call specific

attention to such Public Resolution.

The temporary Series F Bonds will be exchangeable without expense to the

holders for definitive Series F Bonds when prepared. The Company agrees to

have the definitive bonds prepared as promptly as possible.

The issue, guaranty and sale of the Series F Bonds are subject to authoriza

tion by the Interstate Commerce Commission and, in respect of said guaranty

of said Railroad Trustees, to authorization by the Court. -

The Company will in due course make application for the listing of the Series

F Bonds on the New York Stock Exchange, and, in connection therewith, for

their registration under the Securities Exchange Act of 1934.

Very truly yours,

CHICAGO UNION STATION CoMPANY.,

By M. W. CLEMENT, President.



CONCENTRATION OF ECONOMIC POWER 11805

Ohicago Union Station Company—General Balance Sheet as of

December 31, 1939

ASSETS

Investments

Investments in road and equipment------------

Sinking fund -

Other investments-----------------------------

Current ASSets

Cash

Special deposits

Fiscal agents’ bond interest

account

Contl. Ill. Natl. Bank & Trust

Co., Trustee,

For redemption of First Mort

gage Bonds :

eries “A” and

“B” called

7/1/36–––––

5%. Premium –

For redemption of

$4,000. 00

200. 00

5% Guaranteed

Gold Bonds— 8, 000. 00

5%. Premium- 400. 00

- 12, 000. 00

Miscellaneous––––––––––––––– 958. 91

Traffic and car-service balances receivable______.--

Net balance receivable from agents and conductors----

Miscellaneous accounts receivable

Material and supplies--------------

Rents receivable-----------------------------------

Deferred Assets

Working fund advances––––––––––––––––––––––––

Insurance and other funds—— -

Other deferred assets––––––––––––––––––––––––––

Unadjusted Debits

iscount on funded debt-----------------------

Other unadjusted debits-------------------------

Total Assets--------------------------------

LIABILITIES

Capital Stock-------------------------------------

Long Term Debt

Funded debt unmatured

First mortgage bonds due

July 1, 1963:

Series “D” 4% -------- $16, 000, 000. 00

Series “E” ----- 44, 000, 000.00

Guaranteed 3% 7% bonds due September 1, 1951–

Guaranteed 4% bonds due April 1, 1944_____

Nonnegotiable debt to affiliated companies––––––––

Current Liabilities

$84,097, 604.

1, 000.

5, O70

96,013.

1, 163, 205.

22.

377.

634, 498.

27, 719.

3, 871.

77

00

31

$84, 103, 675. 08

39

1, 925, 708. 22

50.00150

50, 703.

856, 860.

216, 803.

$60,000, 000.

6, 895, 000

827, 00

1, 460, 888.

13

66

907, 713. 79

51

83

1, 677, 692. 34

88, 614,789.43

$2, 800, 000.00

00

00

0.00

67, 722, 000.

13, 594, 995. 09

S1, 316, 905. 09

Audited accounts and wages ºuble 105, 385.45

Miscellaneous accounts Fº le------------ 7, 700. 89

Interest matured unpaid------- 1, 149, 646.66

Funded debt matured unpaid––– 13, 000. 00

Unmatured interest accrued———— S8, 711. 67

Other current liabilities----------------------- 600. 00

1, 365, 044. 67

Unadiusted Credits

ax liabllity ---------------------------------- 1, 548, 464. 97

Other unadjusted credits----------------------- 1, 154, 284. 70

2, 702, 749. 67

Corporate Surplus

Funded debt retired through income and surplus----------------- 430, 000. 00

Total Liabilities-------------------------------------------- sss, 614,7so. 43
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Chicago Union Station Company—Income account for the years ended December

31, 1937, 1938, and 1939

1937 1938 1939

OPERATING INCOME:

Railway Tax Accruals------------------------------ $1,487,413.89 || $1,168,889. 35 $1,478,449. 39

Railway Operating Income------------------------- 1 31, 487,413.89 || $1,168,889. 35 | 1 31, 478,449.89

Total Operating Income -------------------------- 1 31, 487,413.89 || 1 #1, 168,889. 35 | 1 #1, 478,449.89

NON-OPERATING INCOME:

Joint Facility Rent Income------------------------- $4,197,810.20 $3,876, 165.06 $5,056, 177.27

Miscellaneous Rent Income------------------ - 36,374. 40 36,374. 40 36,374.40

Income from Funded Securities---------------- 12,358.69 2,947. 39 78.12

Income from Sinking and Other Reserve Funds-- 1, 718.75 1,718.75 1,640.63

Release of Premiums on Funded Debt - 122, 188.80

Miscellaneous Income------------------------------ 1.60

Total Non-Operating Income--------------------- $4,248,320.44 $3,917,215.20 $5,216,460.91

Gross Income------------------------------------- $2,760,906. 55 $2,748,325.85 $3,738,011, 52

DEDUCTIONS FROM GROSS INCOME:

Joint Facility Rents.------------------------------- $3,270.01 $4,439.34 $2,567.35

Miscellaneous Rents------------------- 659. 11 659. 11 1,050.11

Interest on Funded Debt-------------- 2,597,231.66 2,583, 166.67 2,568, 591.67

Interest on Unſunded Debt------------ 10, 36 56.97 22,915.09

Amoritization of Discount on Funded Deb 16, 188.48 16, 249.08 15,443.30

Miscellaneous Income Charges------------- 3, 546.93 3,275.62 2,974, 63

Total Deductions from Gross Income------------- $2,620,906. 55 $2,607, 846.79 $2,613,551.75

Net Income--------------------------------------- $140,000.00 $140,479.06 $1,124,459.77

DISPOSITION OF NET INCOME:

Dividend Appropriations of Income---------------- $140,000.00 $140,000.00 $140,000.00

Income Balance Transferred to Profit and Loss---|---------------- * $479.06 a $984,459.77

1 Italics denote loss.

* Net income consisting of $674.37 loss sustained in sale of investment securities, less $195.31 credit, un

claimed wages written off. Net amount charged to proprietary companies and included in Station Com

pany income, offsotting corresponding amount in profit and loss account.

* Net income resulting largely from an accounting adjustment of unamortized discount and expense on

Series “A” and “B” Bonds retired July 1, 1936. Such unamortized discount and oxpense charged to pro

prietary lines and included in Station Company income in 1939, offsetting similar charge in profit and loss

account.

[Copy]

MORGAN STANLEY & Co., INCORPORATED

Two WALL STREET, NEW YORK

NEw York, March 8, 1940.

M. W. CLEMENT, Esq.,

President, Chicago Union Station,

Chicago, Illinois.

DEAR SIR: We beg to acknowledge receipt of your letter of March 5, 1940

relating to $16,000,000, principal amount of Chicago Union Station First

Mortgage 3%º Bonds.

Very truly yours,

MoRGAN STANLEY & Co. INCORPORATED,

(Signed) ALFRED SHRIVER, Vice President.
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[Copyl

STERN, WAMPLER & Co. INC.

Telephone Franklin 8S44. 231 South LaSalle Street,

CIIICAGO, March 9, 1940.

CHICAGO-NEW YORK

Mr. M. W. CLEMENT,

President, Chicago Union Station Company,

210 South Canal Street, Ohicago, Illinois.

DEAR MR. CLEMENT: We appreciate being invited to bid for the contemplated

issue of Chicago Union Station Bonds.

Apparently your records contain our firm name as Lawrence Stern & Co.

Please be advised that the title of our company was changed on June 1, 1938,

to Stern, Wampler & Co. Inc.

Wery truly yours,

(Signed) E. C. WAMPLER,

(E. C. Wampler)

ECW: AV - President.

[Copyl

Leon S. Freeman Cable Address :

# Kirk Haskell “Manfree New York”

i. § §§ New York Telephone

Phil H. Ackert Whitehall 4–3344

Frank L. Cole Philadelphia Telephone

Rittenhouse 6161

FREEMAN & COMPANY

30 Pine Street, New York

MARCH 6, 1940.

Mr. M. W. CLEMENT,

President, Chicago Union Station Company,

Chicago, Illinois.

DEAR SIR: We wish to thank you for your letter of March 5th relative to bids

for your proposed issue of $16,000,000 Chicago Union Station First Mortgage

3%% Series F Bonds and we will be glad to give this matter our consideration.

Wery truly yours,

FREEMAN & COMPANY.,

By (Signed) PHILIP H. ACKERT

JM

[Copy] Boston

Chicago

Philadelphia

St. Louis

GOLDMAN, SACHS & Co.

30 Pine Street, New York

MARCH 7, 1940.

Mr. M. W. CLEMENT,

President, Chicago Union Station Company,

Chicago, Illinois.

DEAR SIR: We acknowledge receipt with thanks of your circular letter dated

March 5, 1940 advising us that sealed bids will be received by your Company

º * purchase of $16,000,000 principal amount of Series F, First Mortgage

Ilds.

We beg to advise you that we are not submitting a bid for the reason that

it is a policy with our Firm not to engage in competitive bidding, excepting

only in the case of State and Municipal obligations. We see no reason for

departing from that principle in this case. We believe that the method of

Sºmpetitive bidding is unsound in principle and, in the long run, against the

Qublic interest.

Believe us to be

Yours very truly

(Signed) GoLDMAN, SACHs & Co.
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[Copy]

Walter N. Stillman Cables

..James McMillen “Stilwans New York”

Howard A. Plummer OCIeS

J. Gould Remick All Universal Codes

Robert W. Morgan

Langley W. Wiggin Limited

EVANS, STILLMAN & CO.

MEMBERS NEW YORK STOCK EXCHANGE

14 Wall Street, New York

MARCH 6, 1940.

M. W. CLEMENT, Esq.,

President, Chicago Union Station Company,

210 South Canal Street, Chicago, Illinois.

DEAR MR. CLEMENT: We acknowledge with thanks your letter of March 5

inviting us to submit a bid on March 12 for $16,000,000, principal amount of

the bonds of your Company, to be dated January 1, 1940, and to mature July 1,

1963.

While we appreciate your courtesy, our firm is definitely opposed to the

principle of competitive bidding for new issues, excepting State and Municipal

obligations, and must, therefore, decline your invitation.

Cordially yours,

JMcM: WW

(Signed) EwANS, STILLMAN & Co.

[Copy]

HALSEY, STUART & Co. INC.

201 So. LaSalle St., Chicago, March 12, 1940.

CHICAGO UNION STATION COMPANY.,

210 South Camal Street, Chicago, Illinois.

(Attention : Mr. J. W. Besch, Secretary.)

DEAR SIRS: Pursuant to the terms and conditions set forth in your circular

letter dated March 5, 1940, copy of which is attached hereto, relating to the

sale by you of $16,000,000 principal amount of your First Mortgage 3%% Bonds,

Series F, to be dated Jan. 1, 1940 and to become due July 1, 1963, the under

signed hereby bids 98.05% of the principal amount of said bonds, plus accrued

interest on the principal amount of said bonds at the coupon rate to the date

of payment therefor.

It is understood that payment in full for the Bonds (less $800,000 deposited

with this bid) is to be made, against delivery of said Bonds in temporary form,

by the successful bidder by certified check, or checks, in New York or Chicago

funds at the office of Continental Illinois National Bank and Trust Company of

Chicago, Trustee, in Chicago, Illinois, or at the office of any agent designated

by the Trustee, on such date as the Company may designate in subsequent

notice to the successful bidder, such date of payment to be as soon as prac

ticable after the Interstate Commerce Commission and the Court shall have

given their approval, not later than April 15, 1940, as provided in your circular

letter.

In accordance with the terms of said circular letter of March 5, 1940, we

enclose herewith certified check for $800,000, payable in Chicago funds to the

order of the Chicago Union Station Company, as security for the faithful per

formance by the undersigned of the contract of sale if this bid shall be accepted.
Very truly yours,

(Signed) HALSEY, STUART & Co., INC.,

On behalf of itself and associates, none of whose partners, officers, or

directors is a director or officer of the Chicago Union Station Com

pany or of any of the Guarantors.

MARCH 15, 1940.

Mr. HARRY L. STUART,

Halsey, Stuart & Co., Inc.,

201 S. La Salle Street, Chicago, Illinois.

DEAR MR. STUART: As you may recall, the Commission's Investment Banking

Section presented to the Temporary National Economic Committee considerabi.
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data on the past financing of the Chicago Union Station Company. In connec

tion with the offering by the Chicago Union Station Company of $16,000,000

3%% Bonds by a syndicate headed by Kuhn Loeb & Co., it has occurred to me

that you might care to let us have a memorandum setting forth your interest

in the situation, and particularly the bid which your firm made.

Sincerely yours,

PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

PRNehemkis:ib

MARCH 21, 1940.

Mr. PETER R. NEHEMKIs, Jr.,

Securities and Eachange Commission,

Washington, D. C.

DEAR MR. NEHEMKIS: Your courteous inquiry of March 15 was received on

March 18. We had hoped that it would not be necessary for us to comment

on the Chicago Union Station Company bond issue and we have held your note

until now to determine how we would like to reply to it. We, of course, have

in mind our previous experience with your courteous requests and also I have

keen recollection of the seven days I was held in compulsory attendance at the

meetings of your Committee during the Investment Banking Section inquiry

and I am well aware of your determination to get what you are after, so we

are reluctantly giving you the history of this transaction from our point of

view. I enclose the following:

1. Copy of memorandum I wrote on February 15, the day following my talk

With Messrs. Scandrett and Sewers.

(You will note that the type of bond I suggested and the price was quite

different from a marketability standpoint than the one on which bids were

invited.)

2. Printed invitation from the Chicago Union Station Company dated March 5.

(We presume you have the application made by the Company to the Inter

state Commerce Commission in which the Company declares its expectation to

award the bonds to the highest bidder. Also you will get the list of those to

whom the invitation was sent.)

3. Copy of our bid dated March 12.

(You will note that there are no conditions attached to our bid. The second

paragraph was inserted after consulting with an officer of the Station Company

to clarify a paragraph in the invitation. There was also no reservation as to

our attorney's opinion ; we preferred to take the moderate commercial risk that

Our lawyers would agree with the Company's lawyers in the event that the

bonds were awarded to us. We understand also that this bid was the only

One received.)

4. Copy of letter from the Company rejecting our bid and returning our

check, which was delivered to us about noon March 14.

(This was the last word we had from the Company.)

5. Copy of letter I have written to Mr. J. W. Severs today, so that he may be

fully posted as to what we are doing.

I think the foregoing are all the essentials from our standpoint. As to

whether our bid, backed by a deposit of $800,000, was accorded treatment

demanded by high ethics, we of course are unable to say. Also as to whether

there was an organized opposition to the policy of public bidding, in view of

the fact that we were the only bidder, we likewise have no information. We

do know that we invited a total of approximately fifty houses to join our group

and only twenty (excluding ourselves) accepted, the balance declining for one

reason or another. Also we have no information as to whether the same state

of affairs continues to exist as indicated by the testimony Which you brought

out in December at the hearing before your Committee. If this is so, then of

course it is questionable whether our bid or any bid made by a house outside

the group previously identified with Chicago Union Station financing would

have received any different consideration than that accorded to us. Cer

tainly we do not suggest that any investigation be made on these points, much

less have we any desire to take part in such investigation. I think it is per

fectly fair, in behalf of our bid, to state that there was a very large improve

ment in the market for high grade securities between the date of our bid and

forty-eight hours later when it was rejected and that if we had had a proper

opportunity we would have been glad to have improved our bid substantially,
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for during that short period of time several large Syndicates which had been

slow were either cleaned up or rapidly in the process of successful liquidation.

The Interstate Commerce Commission is holding a hearing on this matter

at ten o'clock March 23 and they sent a notice of this meeting to our New York

office, which was received there on March 16. This notice was not accompanied

by an invitation to attend and we are relieved that we have no such invitation,

because we have not in mind registering any objection to the sale. We trust,

however, that the Commission will inform itself fully, principally to satisfy

itself whether the sale was handled as it should have been and for guidance in

future cases where the Commission suggests or orders competitive bidding.

There is no question but that all bids should be opened in the presence of

the bidders, which was not done in this case, and that proper consideration

should be given to the highest bidder if private negotiations are later under

taken. This Company still has $44,000,000 of bonds which will be callable in

the not distant future and we are hoping for an opportunity of bidding on

those under fair conditions.

The present bond issue, we understand, was unofficially offered by the suc

cessful purchasers on the afternoon of the date of the rejection of our bid

and the next day there appeared the usual advertisements and which contained

a notice that the circulars were ready. On the assumption that no negotiations

were undertaken until after the rejection of our bid, the successful purchasers

made a most remarkable record in the speed with which they got the offering

to the public.

We trust that we have answered your inquiry as fully as you wish and that

the matter is at an end so far as We are concerned.

Very sincerely yours,

HLS—F.

H. L. STUART.

[Copy]

º;;
MEMORANDUM-RE CHICAGO UNION STATION COMPANY

Yesterday I called on Mr. Henry Scandrett, formerly president of the Chicago,

Milwaukee, St. Paul & Pacific Railroad and now one of the trustees in bank

ruptcy of this road. I told him that we wanted an opportunity of bidding on

$16,000,000 of bonds which will become optional on July 1st of this year and

will have to be called on April 1st. I told him the business should be done

in Chicago but replying to his question as to whether everybody should be

given a chance to bid, I replied that anybody should be permitted to bid.

He said that the matter was under active discussion now by a committee

of three, composed of Mr. George H. Pabst, Jr., of the Pennsylvania, located

in Philadelphia, Mr. Johnson of the C. B. & Q. and Mr. J. W. Severs, who is

Mr. Scandrett's assistant, and that he wanted me to see Mr. Severs right away

and Mr. Severs was leaving within an hour for New York. He telephoned Mr.

Severs and said that I would be right down to see him and I repeated to Mr.

Severs everything I had said to Mr. Scandrett, emphasizing the fact that this

business should be done in Chicago if possible. Mr. Severs said he was very

glad that I called because he did not have any contacts among investment

bankers and WaS consequently at a disadvantage, as his associate on the com

mittee, Mr. Pabst, had contact with several investment bankers and Mr. Severs

felt that he was compelled to rely more or less on Mr. Pabst's views.

I told Mr. Severs that replying to Mr. Scandrett's question I had told him

that a 25-year bond with a service fund of $640,000 a year throughout the life

of the bonds and a 3% coupon could be sold to the public at somewhere arOund

100. Mr. Severs stated that his committee were hoping they could sell 3s at

100 without a sinking fund and he thought that perhaps because of the terms

of the mortgage it would be impossible to establish a sinking fund until the

refunding of $44,000,000 of bonds which do not become optional until next year,

when the mortgage can be cancelled and a new mortgage made. Also they

may wish to borrow the premium of $800,000 to call the $16,000,000 bonds, for

two years. I told him we would be glad to buy the guaranteed notes or he

could borrow the money at a bank. I told him we would take the two year

notes with the guarantee of the three railroads on a 2% basis.
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Mr. Severs said he would come in to see us sometime next week and that

he would discuss the matter with us very freely, as he wanted our advice.

He also said that there was another matter which he was not permitted to

mention at this time but of more importance than the Union Station bonds

and that he would like also to discuss this with us later on. Mr. Severs also

expressed his opinion that his property should do all of its business in Chicago

and that he thought they were moving that way rapidly.

HLS-F.

CC Mr. E. W. Niver, New York Office.

2/15/40.

II. W. Johnson

Vice President & Comptroller

CHICAGO UNION STATION COMPANY

210 South Canal Street

CHICAGo, ILLINois, March 14, 1940.

HALSEY, STUART & Co. INC.,

201 So. LaSalle Street,

Chicago, Illinois.

GENTLEMEN: I thank you for the bid made by your firm, on behalf of itself

and associates, none of whose partners, officers or directors is a director or

officer of the Chicago Union Station Company or of any of the Guarantors,

under date of March 12, 1940, for the purchase of $16,000,000 principal amount

First Mortgage 3%% Series “F” Bonds of the Chicago Union Station Company,

to be dated January 1, 1940 and to mature July 1, 1963.

Pursuant to the right reserved in its communication of March 5, 1940 to

reject any and all bids, the Chicago Union Station Company has decided to

reject your bid and this letter is accordingly sent to you for the purpose of

notifying you that your bid is rejected.

Your certified check in the sum of $800,000 is returned to you herewith.

Yours very truly,

H. W. JoFINSON,

Vice President, Chicago Union Station Company.

enc.

MH

MARCH 21, 1940.

Mr. J. W. SEVERs,

Chicago, Milwaukee, St. Paul & Pacific Railroad,

Chicago Union Station, Chicago, Illinois.

DEAR MR. SEVERs: I enclose herewith copy of letter received from Peter R.

Nehemkis, Jr., Special Counsel, Investment Banking Section of the Temporary

National Economic Committee, and copy of my reply. I also enclose my memo

randum referred to ; the other papers you already have. I trust that my

memorandum is correct in so far as you are concerned and if it is not that you

will promptly advise Mr. Nehemkis direct.

I beg to remind you that throughout this negotiation I heard nothing from

you but had to do all of the calling myself, but this was easily understood

because of the activity you must have been under in connection with the

preparation of all the details in connection with the invitation and the issue.

When I called you after our check had been returned and you told me that

you could not give me any information, I could easily understand that also,

use you might have been in the position where you had to choose between

going along with a given policy and your job. However, failing to get any

information from you I endeavored to reach Mr. Scandrett and he was reported

to be in Arizona, so I had nowhere else to go except to my friend Mr. Walter

gs of the Continental Bank in his capacity as trustee of your road and

he later called me back to tell me that our bid was the only one received and

had been rejected but that he could not give any further information. The

Various newspapers and ourselves were busy telephoning each other trying

to find out what happened and what was going to happen but without result.

When I telephoned you I mentioned that somebody from Harriman, Ripley &

Co. had called up a member of our underwriting group and had advised that

the rumor was out that our bid had been rejected, and this happened at least

an hour before our check was returned.
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I certainly wish no misunderstanding with yourself or Mr. Scandrett, as

you certainly treated me with the greatest possible courtesy on my first and

only visit to you, at which time I am sure that you gave me all the information

you were at liberty to give at that time. I shall be obliged if you show this

letter and the enclosures to Mr. Scandrett on his return.

One of the newspapers stated that an inquiry from Mr. Nehemkis had also

been sent to the Chicago Union Station Company and if either you or it feel

like sending us a copy of your reply we will be grateful.

Very sincerely yours,

HLS-F

ENC

[Stenographers' minutes]

BEFORE THE INTERSTATE COMMERCE COMMISSION

Finance JDocket No. 12797

APPLICATION OF CHICAGO UNION STATION COMPANY

Hearing Room “C”, I. C. C. Building, Washington, D. C., Saturday,

March 23, 1940, 10 A. M.

BEFORE: Commissioner Porter and Examiner A. C. DeVoe. Met pursuant to

notice.

APPEARANCEs : Albert Ward, 1740 Broad Street Station Building, Philadelphia,

Pennsylvania, appearing for Chicago Union Station Company.

PROCEEDINGS

Exam. DEVOE. The Interstate Commerce Commission has assigned for hear

ing at this time and place the application of the Chicago Union Station Com

pany for authority to issue $16,000,000 First Mortgage Bonds, Series “F”, and

not exceeding $600,000 guaranteed notes, and of Chicago, Burlington & Quincy

Railroad Company, Trustees of Chicago, Milwaukee, St. Paul & Pacific Railroad

Company, Pittsburgh, Cincinnati, Chicago & St. Louis Railroad Company, and

Pennsylvania Railroad Company for authority to assume obligation jointly and

severally as guarantors of the bonds and notes.

Who appears for the applicants?

Mr. WARD. Albert Ward.

Exam. DEWoE. Are there any other appearances?

(No response.)

Exam. DEVOE. You may proceed, Mr. Ward.

Mr. WARD. I Will Call Mr. Pabst.

GEORGE H. PABST, JR., having been duly Sworn, testified as follows:

Direct examination by Mr. WARD :

Q. Will you please state your name and address?—A. George H. Pabst, Jr.

I live in Philadelphia, Pennsylvania.

Q. What position, if any, do you have with the Chicago Union Station Com

pany?—A. I am a director in the Chicago Union Station Company.

Q. How is the outstanding stock of the Chicago Union Station Company

handled?—A. The outstanding capital stock, aggregating $2,800,000 par value,

of the Chicago Union Station Company is owned in equal shares by the Chicago,

Burlington & Quincy Railroad Company, the Chicago, Milwaukee, St. Paul &

Pacific Railroad Company, the Pennsylvania Railroad Company, and the Pitts

burgh, Cincinnati, Chicago & St. Louis Railroad Company. These four com

panies, each owning one-quarter of the total outstanding stock of the Station

Company are the proprietary companies of the Station Company.

Q. What position, or positions, if any, do you hold with any of the proprie

tary companies?—A. I am Assistant Vice-President-Treasurer of each the Penn

sylvania Railroad Company and the Pittsburgh, Cincinnati, Chicago & St. Louis

Railroad Company. The properties of the Pittsburgh, Cincinnati, Chicago &

St. Louis Railroad Company are leased to and operated by the Pennsylvania

Railroad Company under a long term lease.
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As Assistant Vice-President-Treasurer of each of these companies, I have

supervision over their financial affairs. -

Q. How and by what processes are problems of financing for the Chicago

Union Station Company customarily handled?—A. By reason of the ownership
of the proprietary companies of the stock, and the use of them. Of the properties

and facilities of Station Company, problems of financing in connection with the
Chicago Union Station Company are customarily handled by Officers of the

proprietary companies. The Board of Directors of the Station Company consists

of officers of the proprietary companies and all of the executive officers of the
Station Company, except the Secretary, are officers of one or more of the

proprietary companies.

Q. Have you taken any part in the financing which is contemplated by the

application of the Station Company, which is the subject matter of this

hearing?—A. Yes. I have cooperated with Mr. Clement, President of the

Station Company, and President of the Pennsylvania Railroad Company, and

with officers of the Chicago, Burlington & Quincy Railroad Company and of the

Chicago, Milwaukee, St. Paul and Pacific Railroad Company, or Trustees of

that Company, in considering the advisability of refunding the outstanding issue

of $16,000,000 principal amount of Series D Bonds of the Station Company.

Q. Are you familiar with the details of the plan of financing and its pur

p0Se?—A. Yes.

Q. Describe the plan and its purpose.—A. At the present time, the Chicago

Union Station Company has outstanding $16,000,000, principal amount, of

Series D Bonds, bearing interest at the rate of 4% per annum, said bonds being

dated January 1, 1935 and maturing July 1, 1963. These bonds are callable on

April 1st for redemption on July 1, 1940, at 105. The present plan proposes an

issue of $16,000,000 of Series F Bonds at an interest rate of 3% 7% per annum,

Such bonds to be dated January 1, 1940, and to mature July 1, 1963, and the

Calling of the Series D Bonds for redemption. The Series F Bonds are to be

guaranteed by endorsement, jointly and severally, of the Chicago, Burlington &

Quincy Railroad Company, the Pittsburgh, Cincinnati, Chicago & St. Louis

Railroad Company, the Pennsylvania Railroad Company, and the Trustees of

the Chicago, Milwaukee, St. Paul and Pacific Railroad Company. The premium

which must be paid in connection with such redemption will aggregate $800,000;

and in order to provide a portion of the funds to pay such premium, the

Station Company proposes to borrow from a bank, the sum of $600,000, and to

issue as collateral for such bank loan semi-annual notes bearing interest at

the rate of 1% 7% per annum, which will mature in equal amounts over a period

of five years—that is, there will be paid on each semi-annual interest date the

Sum of $60,000 of the principal of these notes. The notes will be dated not

later than April 15, 1940. They will be guaranteed by endorsement in the

Same manner as the bonds. The difference between $600,000 and $800,000 will

be supplied by the proprietary companies, and in addition, the Station Company

and the proprietary companies will furnish further cash to meet necessary

expenses involved in this financing. The purpose and intent is to reduce by a

substantial amount the fixed charges of the Station Company.

Q. State whether or not competitive bids were invited for the purchase of

the proposed $16,000,000 of Series F Bonds.-A. Competitive bids were invited.

Q. When and how were these bids invited?—A. A letter of invitation to bid

was sent on March 5, 1940, to a total of 107 banking firms, insurance companies

and savings funds.

Q. Now, I hand you a letter dated March 5, 1940, purporting to have been

sent out by the Station Company.

Can you identify that as the letter to which you have referred?—A. This is

* Copy of the letter referred to by me.

Q. That's the letter of invitation?—A. That's the letter which was sent out

to the 107 firms, insurance companies and savings funds.

Mr. WARD. I would like to offer this letter in evidence as Exhibit No. 1.

Commr. Porter. It will be received.

(Exhibit No. 1, Witness Pabst, received in evidence.)

By Mr. WARD:

Q. Could you say when this letter was mailed, Mr. Pabst?—A. This letter

Was mailed from Chicago the afternoon of March 5th, that is, addressed to

i. York, were placed in the United States Mail, and timed to go East on the

roadway Limited to insure their delivery in New York on the 6th, the same

time that letters addressed to firms with addresses in Chicago would be received.
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Q. Now, Mr. Pabst, I hand you a statement which is headed “List of Bankers,

Banks and Insurance Companies Invited to Bid on $16,000,000 Chicago Union

Station Company First Mortgage Series “F”, 3% 7% Bonds.” Could you identify

that statement as the one which lists the banks, bankers, and insurance com

panies to which you have reference?—A. This is a complete list of the bankers,

banks and insurance companies invited to bid on the Seried F Bonds, and to

which I have referred.

Mr. WARD. I would like to offer this statement as Applicant's Exhibit No. 2.

Commr. PORTER. It Will be received.

(Exhibit No. 2, Witness Pabst, received in evidence.)

By Mr. WARD:

Q. Mr. Pabst, was any publicity given in the newspapers to the invitation

to bid?—A. The Vice-President of the Station Company announced to the re

porters in Chicago the evening of March 5th, that these invitations had been

extended and publicity occurred in newspapers the following day, particularly

in New York and Chicago, and in subsequent days.

Q. How many bids, if any, were received in response to this invitation?—A.

One bid was received.

Q. Who was the bidder?—A. The bidder was Halsey, Stuart & Company,

Incorporated, and associates.

Q. Do you know the names of the associates of Halsey, Stuart & Company,

Incorporated ?–A. I do not know the names of those associates. The names

were not disclosed in the bid.

Q. What was the amount of the bid submitted by Halsey, Stuart & Com

pany, Incorporated?—A. Halsey, Stuart & Company, Incorporated, and associ

ates, offered to purchase the bonds at 98.05%, plus accrued interest from

January 1, 1940, to the date of delivery of the bonds.

Q. Were any other replies received from those who were invited to bid?—

A. Yes. The receipt of the invitation was acknowledged by Evans, Stillman

& Company, by a letter dated March 6th, from New York; by Morgan, Stanley

& Company, Incorporated, by a letter dated March 8th, from New York; by

Stern, Wampler & Company, Incorporated, (formerly Lawrence, Stern & Com

pany), by a letter dated March 9th, from New York; by Freeman & Company,

by a letter dated March 6th, from New York; and by Goldman, Sachs & Com

pany, by a letter dated March 7th, from New York.

Q. None of those firms or persons or companies submitted any bid?—A. No;

no bids were received from any of them.

Q. Why were competitive bids invited?—A. Having in mind that the Series D

Bonds were coming up for first redemption on July 1, 1940, and that the call

would have to be made not later than April 1, 1940, Mr. M. W. Clement, the

President of the Station Company and President of the Pennsylvania Railroad

Company, gave instructions late in 1939 to be on the lookout for an opportunity

to refund the bonds at a time most favorable to the Station Company; and

thereafter, from time to time, informal discussions were had with Kuhn, Loeb

& Company, who had, with associates, purchased the bonds of the Station

Company heretofore.

In January it appeared that new bonds might be sold at an attractive price

and representatives of the proprietary companies met to discuss the details

of the proposed, refunding. Early in February, Kuhn, Loeb & Company indi

cated that 3%% bonds might be sold at a price to the Station Company of

101% 7%, or a 3.16% basis, and the likelihood that the refunding might be

undertaken was informally brought to the attention of certain members of

the Interstate Commerce Commission. It was indicated by the Commissioners

to the representatives of the Station Company, who informally brought the

matter to their attention, that it was their thought that this issue might

lend itself particularly to competitive bidding, and as a result, after further

consideration by officers of the Station Company and the proprietary companies,

the Board of Directors of the Station Company, on February 29th, authorized

the issuance and sale of 3%.9% bonds at competitive bidding.

Q. Was the bid of Halsey, Stuart & Company and associates regarded by the

Station Company as a favorable bid?—A. This bid was not regarded by the

Station Company, as favorable. It was their belief that a higher price should

be received for these bonds.

Q. What action was next taken?—A. On March 13th a representative of the

Station Company outlined to certain members of the Interstate Commerce
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Commission the result of the invitation to bid on the Series F Bonds, and indi

cated that it was likely that the bid of Halsey, Stuart & Company would be

rejected and, in that event, an effort would be made to effect a sale, which it

was hoped could be made, to Kohn, Loeb & Company on a basis approximating

the basis which had theretofore been offered by them for the 31.4% bonds.

The Commissioners were asked whether it would be possible for the Commis

sion to act on the application of the Station Company before April 1st, in the

event the bid was rejected and a private sale negotiated, so that there would

be time to arrange for the required advertising in connection with redemption of

the Series F Bonds, if the application should be approved. The Commissioners

indicated that if the Halsey, Stuart bid were rejected, and a private sale made,

the application would be set down for a public hearing on a date which would

allow time for consideration and disposal of the application, either by approval

Or disapproval, on or before April 1st.

Q. What action was taken by the Station Company with respect to the bid

of Halsey, Stuart & Company and associates?—A. The Station Company decided

to reject the bid, and accordingly, on March 14, 1940, a letter was delivered by

the Station Company to Halsey, Stuart & Company, Incorporated, formally

rejecting the bid.

Q. After the bid of Halsey, Stuart & Company was rejected, what action was

taken on behalf of the Station Company?—A. The Station Company, through

its President, Mr. Clement, contracted to sell to Kuhn, Loeb & Company, Lee

Higginson Corporation, and Harriman, Ripley & Company, Incorporated, and

àSS0ciates, subject to the approval of the Interstate Commerce Commission, the

$16,000,000, principal amount, Series F. 3% º Bonds, at a price of 99.43, which

Was on the same basis, viz., 3.16%, on which the bankers had indicated their

Willingness in February to purchase 344% bonds.

Q. Up to and including the time that this contract was made, and the supple

mental application was filed with the Commission, had the price which Halsey,

Stuart & Company had offered, been revealed by the Station Company to Kuhn,

Loeb & Company, or Lee Higginson Corporation, or Harriman, Ripley & Com

pany, Incorporated, or any of their associates?—A. It had not. I also have

reason to believe that the amount of the bid was not so revealed by any officer

Ot resentative of the Station Company, or of any of the proprietary com

panies.

..Q. Who are the associates of Kuhn, Loeb & Company, Lee Higginson Corpora

tion, and Harriman, Ripley & Company, Incorporated, in this transaction?—A.

Smith, Barney & Company, Glore, Forgan & Company, The First Boston Cor

poration, White, Weld & Company, Lazard Freres & Company, and Morgan,

Stanley & Company.

Q. State how and in what respects the price which Kuhn, Loeb & Company,

Higginson Corporation, and Harriman, Ripley & Company, Incorporated,

and associates have agreed to pay is more satisfactory from the standpoint of

the Station Company than the bid of Halsey, Stuart & Company, and associates.—

A. The difference between the bid of Halsey, Stuart & Company, Incorporated,

and associates, and the offer of Kuhn, Loeb & Company, Lee Higginson Cor

Pºtation and Harriman, Ripley & Company, Incorporated, and associates, is

188%. This means that the Station Company will receive for its Series F.

Bonds $220,800 more than it would have received if the Halsey, Stuart bid

had been accepted. It also means that the proprietary companies will not be

talled upon to furnish as much cash as they would have been required to

furnish if the Halsey, Stuart bid had been accepted. Further, expressed in

ºrms of the respective bases, the difference of 86.25% between the 3.246.25%

lºss of the Halsey, Stuart & Company bid and the 3.16% basis offered by
Kuhn, Loeb & Company, Lee Higginson Corporation and Harriman, Ripley &

Company, Incorporated, and associates, represents a net annual saving to the

Station Company of $13,800, or $317,400 over the life of the bonds.

9. From what bank is it proposed to borrow the $600,000?—A. It is proposed

to borrow $600,000 from the Northern Trust Company of Chicago.

Q. How was this bank selected?—A. As a result of inquiries which were

*de of a number of banks, twenty-five in all, in Chicago, New York, Phila

delphia, and elsewhere.

Q: What rate of interest will be paid on the bank loan?—A. The interest rate

will be 114%.

124491–40–pt. 22—30
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Q. What savings will be realized by the refunding, as proposed, of the Series D

4% Bonds?—A. It is estimated that the refunding will produce a net saving

of approximately $2,000,000 over the life of the bonds. Such savings are shown

in detail in a statement which has been prepared under my supervision, and

which I would be glad to file as an exhibit.

Q. Mr. Pabst, I hand you a statement which is headed “Estimated Savings,

Refunding of Chicago Union Station Company First Mortgage Series D 4%

Bonds.” Is that the statement to which you have reference?—A. This is the

Statement referred to by me.

Mr. WARD. I would like to offer that as Exhibit No. 3.

Commr. PoETER. It will be received.

(Exhibit No. 3, Witness Pabst, received in evidence.)

Mr. WARD. That is all I have, Mr. Commissioner, except I would like to offer

for the record all the exhibits which have been filed with the application, and

the supplemental application; they consist of the agreement and the resolutions

and so forth, which are furnished in response to the Commission's rules and

regulations.

Commr. PoRTER. Do I hear any objections from anyone?

(No response.)

Commr. Port ER. They will be received and considered as part of the record,

in the absence of any objection.

Mr. WARD. Then, that is all I have, Mr. Commissioner.

Commr. PortER. Is there anyone present that desires to cross examine or ask

the witness any questions?

(No response.)

Exam. DEVOE. Mr. Pabst, you spoke of receiving several letters of acknowl

edgement from other firms to whom invitations were sent.

What is the Substance of those letters?

The WITNEss. In the main, they acknowledge receipt of the invitation, but

in no case was a bid received.

Exam. DEWoF. Mere acknowledgements—no expressions

The WITNEXss (interposing). In one or two cases, there were expressions. I

have copies of the letters; I will be glad to go into, specifically, the remarks made

by those particular houses.

Exam. DEVOE. Have you them with you?

The WITNESS. Yes, sir.

Exam. DEVOE. Will you read them into the record?

The WITNESS. Yes, sir.

Mr. WARD. We have several copies of each and could introduce them as exhibits

and that would avoid reading them on the record.

.* PoRTER. That will be very well, then, if the letters or copies are to be

Offered.

Mr. WARD. We offer for the record, a copy of a letter dated March 9, 1940,

written to the Station Company by Stern, Wampler & Company, Incorporated,

New York.

Commr. PortER. You might just keep them all together and offer them as

one exhibit—Exhibit 4. Offer two sets of them, one for the Reporter and

One for uS.

Mr. WARD. Yes, sir. Another letter, which is dated March 8, 1940, addressed

to the Station Company by Morgan, Stanley & Company, Incorporated; another

letter, which is dated March 7, 1940, addressed to the Station Company by

Goldman, Sachs & Company; another letter, which is dated March 6, 1940, and

addressed to the Station Company by Freeman & Company; another letter,

which is dated March 6, 1940, addressed to the Station Company by Evans.

Stillman & Company. These are all New York firms and the letters were sent

from New York, except the first one—the letter from Stern, Wampler & Company

was sent from Chicago. -

We offer these letters as Exhibit No. 4.

Exam. DEVOE. These are copies, aren't they?

Mr. WARD. These are copies, but we have the originals.

Exam. DEVOE. Will you have the witness identify them as true copies?

Commr. Port ER. These copies that are being offered are accurate, true copies

of the letters that were received by the Station Company?

The WITNESS. They are, sir.

ºr. PoRTER. You have seen the originals and compared them with these

copies?
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The WITNESS. I have seen the originals.

Commr. PORTER. They may be received.

(Exhibit No. 4, Witness Pabst, received in evidence.) -

Commr. PoETER. Mr. Pabst, the bid rejected, as the only one that you received

at the public offering, of Halsey, Stuart & Company, Incorporated—have they

entered to the Company, or anyone that you know of, any objections to the

rejection of their bid?

The WITNESS. We have had no communication, of my knowledge, from Halsey,

Stuart & Company following the letter of rejection which was sent to that firm.

Commr. PortER. Now, you sent out, according to Exhibit 2, I believe, this offer

addressed to some 107 concerns, including banks, insurance companies, invest

ment companies, and the like?

The WITNESS. Yes, sir.

Commr. PoRTER. And received five acknowledgements, merely; one bid ; and

from the others, nothing at all in answer to your public offer?

The WITNESS. That is correct.

Commr. PoRTER. Among the 107 that received the public offering, they included

all of the parties that are now with Kuhn, Loeb in making the purchase at 99.33;

is not that correct?

The WITNESS. That is correct, sir.

Commr. PoETER. And none of them responded in any way, however, to the

public offer?

The WITNESS. Except in one case—Stanley, Morgan and Company.

Commr. PoRTER. Yes—that's right.

The WITNESS. They acknowledged receipt.

Commr. PORTER. And that is just a bare acknowledgement of receipt.

The WITNESS. That is correct, sir.

Commr. PoETER. You say that when the contract was closed with Kuhn, Loeb

& Company, and their associates, So far as you or any member of the Station

Company are concerned, the bid of Halsey, Stuart & Company had not, in any

way, been made known, so far as you know?

The WITNESS. That is correct, sir.

Commr. PoRTER. Have you any explanation that you can make of why, on

an offer such as you made to 107 responsible banking, insurance, and invest

ment concerns of the country, that you only received one bid, and none from

the concerns that afterwards took this bid at less than a point and a third

better than you did receive?

The WITNESS. I have no explanation to make, except that it has been gen

erally known that the principal members of the group have not been in Sym

pathy with competitive bidding for certain securities and have not participated

in any bids for any such securities in the past.

Commr. PORTER. Do you know of any communications or correspondence that

came to your personal attention between any of the 107 as to any understanding,

or otherwise, that they would not bid?

The WITNESS. Nothing of that nature bas come to my attention.

Commr. PORTER. From any source?

The WITNESS. From any source whatsoever.

Commr. PORTER. And you personally have no way of accounting for the fact,

other than the one you have given, that you received but the one bid?

The WITNESS. That's all; that's the only explanation that I can find.

Commr. PoRTER. Sort of a sit-down strike on the part of Capital, wasn't it?

The WITNESS. I have heard it referred to as that.

Commr. PortER. I guess that's all.

The WITNESS. Thank you.

Mr. WARD. Thank you, sir.

Commr. PoRTER. Any other witnesses?

Mr. WARD. No other witnesses, sir.

Commr. PoETER. Several gentlemen have come into the room since the At

torney-examiner made the first announcement. Is there anyone that has any

appearance to enter or who desires to be heard in any way at this hearing?

(No response.)

Commr. PortER. Let the record show that no one further desires to enter an

appearance.

If there are no others, we might as well close.

- Exam. DEVOE. Since there are no other witnesses, or appearances, this hear

ing will be closed.

(At 10:35 o'clock, a. m., March 23, 1940, hearing closed.)
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INTERSTATE COMMERCE COMMISSION

FINANCE DOCKET NO. 12797

CHICAGO UNION STATION COMPANY SECURITIES

Submitted March 23, 1940. Decided March 27, 1940.

1. Authority granted to the hicago Union Station ompany to issue

$16,000,000 of first-mortgage series-F 3%-percent bonds, and not

exceeding $600,000 of 1%. 70-percent guaranteed notes of 1940, the

bonds to be sold at not less than 99.43 percent, and the guaranteed

notes at par, in both cases with accrued interest, and the proceeds

used in connection with the redemption of $16,000,000 of the sta

tion company's 4-percent first-mortgage bonds, series-D.

2. Authority granted to the Chicago, Burlington & Quincy Railroad

Company, the trustees of the property of the Chicago, Milwaukee,

St. Paul & Pacific Railroad Company, consisting of Henry A.

Scandrett, Walter J. Cummings, and George I. Haight, the Pitts

burgh, Cincinnati, Chicago & St. Louis Railroad Company, and the

Pennsylvania Railroad Company, to assume obligation and

liability, as guarantors, by endorsement, in respect of the payment

of the principal of and interest on such bonds and notes.

F. J. Loesch and Albert Ward for Chicago Union Station Company; J. C. James

for Chicago, Burlington & Quincy Railroad Company; A. N. Whitlock for

trustees of the Chicago, Milwaukee, St. Paul & Pacific Railroad Company; and

Henry Wolfe Bikló for Pittsburgh, Cincinnati, Chicago & St. Louis Railroad

Company, and Pennsylvania Railroad Company.

REPORT OF THE COMMISSION

DIVISION 4, COMMISSIONERS PORTER, MAHAFFIE, AND MILLER

By DIVISION 4:

The Chicago Union Station Company, hereinafter called the station company,

the Chicago, Burlington & Quincy Railroad Company, the trustees of the Chi

cago, Milwaukee, St. Paul and Pacific Railroad Company, consisting of Henry

A. Scandrett, Walter J. Cummings, and George I. Haight, The Pittsburgh,

Cincinnati, Chicago and St. Louis Railroad Company, and The Pennsylvania

Railroad Company, hereinafter referred to collectively as the proprietary

companies, by a joint application filed on March 6, 1940, as amended March 15,

1940, applied for authority for the station company to issue $16,000,000 of

first-mortgage series F 3%-percent bonds and not exceeding $600,000 of 1%-per

cent guaranteed notes of 1940, and for the proprietary companies to assume

obligation and liability, as guarantors by endorsement, in respect of the pay

ment of the principal of and interest on such bonds and notes. A hearing was

held on the application, at which time full opportunity was given any one

desiring to do so to be heard, to cross examine, or to ask questions. No objec

tion to the application has been offered.

The station company is a corporation organized under the laws of the State

of Illinois for the purpose of constructing, establishing, maintaining, and operat

ing a union passenger station in the city of Chicago. The authorized capital

stock is $3,500,000, of which $2,800,000 is issued and outstanding, and is owned

in equal shares by the proprietary companies, the Chicago, Milwaukee, St.

Paul & Pacific Railroad Company being represented in this proceeding by its

trustees in reorganization proceedings. By order dated March 15, 1940, the

District Court of the United States for the Northern District of Illinois, Eastern

Division, in proceedings for the reorganization of a railroad entitled In the

Matter of Chicago, Milwaukee, St. Paul and Pacific R. Co. debtor, No. 60463,

authorized the trustees to participate in the proposed refinancing plan and in

any commitments necessarily incident thereto.
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Our order of April 6, 1935, in Chicago Union Station Co. Bonds, 207 I. C. C.

155, among other things, authorized the station company to issue $16,000,000

of 4-percent first-mortgage bonds, series D, dated January 1, 1935, bearing

interest at the rate of 4 percent per annum, maturing July 1, 1963, and redeem

able as a whole on July 1, 1940, or any interest date thereafter at 105 and

accrued interest.

To effect a reduction in interest, the station company proposes to call these

series-D bonds for redemption on July 1, 1940, and to provide part of the

funds for their payment will issue under the first mortgage dated July 1, 1915,

to the Illinois Trust & Savings Bank, Continental Illinois National Bank &

Trust Company, successor trustee, $16,000,000 of its first-mortgage series F 3%

percent bonds, such series having been created by resolution of its board of

directors. The series-F bonds may be issued as coupon bonds in the denomina

tion of $1,000, dated January 1, 1940, or as registered bonds in the denomina

tions of $1,000, $5,000, $10,000, and multiples of $10,000; will bear interest at

the rate of 3% percent per annum payable semiannually on January 1 and

July 1, and will mature July 1, 1963. The principal and interest of the series-F

bonds will be stated as payable in gold coin of the United States of or equal

to the standard of weight and fineness as it existed on July 1, 1915, but there

will be imprinted on the face of the bonds a legend calling attention to the

provisions of Public Resolution No. 10 of the 73d Congress and a reference to

this legend will be placed on the coupons. The bonds will be redeemable as a

whole at the option of the station company on July 1, 1945, or on any interest

date thereafter up to and including July 1, 1956, at 106, and thereafter at a

reduction of 1 percent in premium each year until July 1, 1961, after which

they will be redeemable at par with accrued interest in each case. Pending

preparation of permanent bonds, temporary bonds without coupons, registrable

as to principal or negotiable by delivery and substantially of the tenor pre

scribed by the first mortgage, may be issued in denominations of $1,000 or

multiples thereof.

The first mortgage, which is now closed, contains neither a provision for a

sinking fund for the bonds issuable thereunder, nor provisions broad enough

to give the station company the right to incorporate a sinking fund in any

particular series, or to execute supplemental indentures. The station company

believes that it would require the consent of all outstanding bondholders to

create a sinking fund for the first mortgage and that it would be impossible

to obtain such consent. It states that if a sinking fund were esablished for

the Series-F bonds it would result in a differentiation of treatment as to the

holders of these bonds and those now outstanding. For these reasons and also

because existing indentures require sinking-fund payments aggregating $400,000

annually, the station company made no provision for a sinking fund for the

proposed bonds. Such payments would increase its indebtedness to the pro

prietary companies so that no net reduction in debt would result. In view of

these circumstances and because of the benefit which will accrue to the appli

cants under the proposed refinancing, we will not require that provision be

made for a sinking fund for the series-F bonds.

The cost of the proposed refinancing is estimated at $1,092,950, and includes

a 5-percent premium on the honds to he retired. amounting to $800,000, discount

on the sale of the proposed bonds $91,200, 3 months' duplicate interest to

July 1, 1940, on proposed bonds. $125,000, interest on bank loans for 5-year

period at 1% percent, $24,750, calling expenses, series-D bonds $10,000, taxes on

the proposed bonds $16,000, and other expenses $26,000.

To provide in part for the expenses of redemption, the station company will

issue not exceeding $600,000 of guaranteed notes of 1940, to evidence a bank

loan of like amount, such notes to be dated the day of issue, to bear interest,

payable semiannually, at a rate of 11% percent per annum, one-tenth of the

principal amount to be payable in equal, semiannual installments, the station

company reserving the option on 30 days' notice prior to any semiannual

maturity date to anticipate the payment of the remaining maturities in whole

or in part. Expenses not paid from the proceeds ºf the guaranteed notes will

he paid from cash in the station company's treasury or from advances by the

proprietary companies.

The station company, the proprietary companies, and the Continental Illinois

National Bank & Trust Company of Chicago, as trustee, will enter into an
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agreement to be dated January 1, 1940, which is to be supplemental to an

operating agreement dated July 2, 1915, as supplemented February 1, 1919,

December 1, 1924, April 1, 1935, and September 1, 1936, whereby the proprietary

companies will agree to endorse on each of the series-F bonds and on each of

the guaranteed notes, substantially in the form given in the agreement, their

joint and several unconditional guaranty of the payment of the principal thereof

and of the interest thereon, and they request our authority to assume such

obligation and liability. This agreement will modify existing agreements as

to the rents payable by the proprietary companies, so as to provide for the

additional obligations to be imposed upon the applicants by the issue of the

guaranteed notes.

For the purpose of affording the station company an offset to a charge to

its profit and loss account required under our accounting rules, the proprietary

companies, in consideration of the redemption of the series-D bonds and the

saving to them resulting therefrom, will cancel obligations of the station com

pany to them on account of cash advances theretofore made in an aggregate

amount of not exceeding $810,000, of which each proprietor's share will be one

fourth. To afford an offset to a profit and loss charge on account of unamor

tized discount on the series-D bonds to be redeemed, the proprietors will con

tribute approximately $207,137 in cash; and to provide in part the additional

cash required in connection with the refunding operation, will make further

payments aggregating approximately $84,063, making the total cash to be con

tributed approximately $291,200, of which each proprietor's portion will be one

fourth, or approximately $72,800.

By a letter dated March 5, 1940, and mailed that day, the station company

sent invitations to bid, up to noon March 12, 1940, for the purchase of the

series-F bonds to 107 banking firms, insurance companies and savings funds.

Five letters of acknowledgment and one bid were received, the sole bid being

made by Halsey, Stuart & Company, Incorporated, and associates, who offered

to purchas the bonds at 98.05 and accrued interest, which would make the

annual average cost of the proceeds approximately 3.246 percent. Pursuant to

the right reserved by the station company to reject any and all bids, this bid

was not regarded as favorable and was rejected, and the station company

subsequently contracted, subject to our approval, with Kuhn, Loeb & Company,

for the purchase by them and associated firms of the series-F bonds at 99.43

and accrued interest, which would make the average annual cost of the pro

ceeds approximately 3.16 percent. Associated with Kuhn, Loeb & Company

are Lee Higginson Corporation, Harriman Ripley & Company, Incorporated,

Smith, Barney & Company, Glore, Forgan & Company, the First Boston Cor.

poration, White, Weld & Company, Lazard, Freres & Company, and Morgan,

Stanley & Company.

By letter dated March 9, 1940, the station company sent invitations to 25

banking firms and trust companies to bid for the making of a loan, to be evi

denced by the $600,000 of guaranteed notes, and received two bids, the lowest

rate for the loan of 1.5 percent being made by the Northern Trust Company, of

Chicago, which was accepted.

The proposed refinancing will result in interest savings of $3,220,000 over

the life of the series–F bonds, or approximately $140,000 a year. Of the latter

amount, the station company will use $120,000 annually to retire the guaranteed

notes, such payments to be made semiannually. . The total net saving to the

maturity of the series–F bonds, after allowing for expense of refinancing as

well as interest on the proposed bonds from date of sale to July 1, 1940, will be

approximately $2,127,050.

The trustees are officers of the court and are acting under its authority.

While the assumption by the trustees of obligation and liability, as guarantors

by endorsement, requires our approval under section 20a of the Interstate

Commerce Act, it is not to be understood that by giving our approval we pass

upon or anywise determine or affect the nature of the rights or liens to be

enjoyed under the bonds, or their priority in relation to other liens.

We find that the proposed issue by the Chicago Union Station Company of

not exceeding $16,000,000 of first-mortgage series—F 3%-percent bonds and

$600,000 of 1%-percent guaranteed notes of 1940, and the proposed aSSumption

of obligation and liability, as guarantors by endorsement, in respect of these

bonds and notes, by the Chicago, Burlington & Quincy Railroad Company, the

trustees of the property of the Chicago, Milwaukee, St. Paul and Pacific Railroad

Company, consisting of Henry A. Scandrett, Walter J. Cummings, and George
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I. Haight, The Pittsburgh, Cincinnati, Chicago and St. Louis Railroad Company,

and The Pennsylvania Railroad Company, as aforesaid, (a) are for lawful Ob

jects within their respective corporate purposes and within the duly authorized

purposes of the trustees, and compatible with the public interest, which are

necessary and appropriate for and consistent with the proper performance by

them of service to the public as common carriers, and which will not impair

their ability to perform that service, and (b) are reasonably necessary and

appropriate for such purposes.

An appropriate order will be entered.

ORDER

At a Session of the INTERSTATE COMMERCE COMMISSION, Division 4, held at its

office in Washington, D. C., on the 27th day of March, A. D. 1940.

FINANCE DOCKET NO. 12797

CHICAGO UNION STATION COMPANY SECURITIES

Investigation of the matters and things involved in this proceeding having

been made, a hearing having been held, and Said division having, on the date

hereof, made and filed a report containing its findings of fact and conclusions

thereon, which report is hereby referred to and made a part hereof:

It is ordered, That the Chicago Union Station Company be, and it is hereby,

authorized to issue not exceeding $16,000,000 of first-mortgage series—F 3%

percent bonds, and $600,000 of 1%-percent guaranteed notes of 1940; said first

mortgage bonds to be issued under and pursuant to, and to be secured by, the

first mortgage, dated July 1, 1915, and supplements thereto, made to the Illinois

Trust & Savings Bank, trustee (Continental Illinois National Bank & Trust

Company of Chicago, successor trustee) to be in the forms and denominations,

to be dated and to be redeemable as set forth in the application and report

aforesaid, to bear interest at the rate of 3% percent per annum, payable semi

annually on January 1 and July 1, and to mature July 1, 1963; said guaranteed

notes to be dated the day of issue, to bear interest payable semiannually at

a rate not to exceed 1% percent per annum, one-tenth of the principal amount

to mature Semiannually ; Said bonds to be sold at 99.43 and said notes to be

sold at par, in both cases with accrued interest, and the proceeds used in con

nection with the redemption of $16,000,000 of the carrier's 4-percent first

mortgage bonds, series D.

It is further ordered, That the Chicago, Burlington & Quincy Railroad Com

pany, the trustees of the property of the Chicago, Milwaukee, St. Paul and

Pacific Railroad Company, consisting of Henry A. Scandrett, Walter J. Cum

mings, and George I. Haight, The Pittsburgh, Cincinnati, Chicago and St. Louis

Railroad Company, and The Pennsylvania Railroad Company be, and they are

hereby, authorized to assume obligation and liability in respect of the bonds

and notes of the Chicago Union Station Company herein authorized to be issued,

by endorsing thereon their unconditional joint and several guaranty of the

payment of the principal thereof and of the interest thereon, substantially in

the form set forth in the agreement to be dated January 1, 1940, between said

Companies, the Chicago Union Station Company, and the Continental Illinois

National Bank & Trust Company of Chicago.

It is further ordered, That, except as herein authorized, said securities shall

not be sold, pledged, repledged, or otherwise disposed of by the applicants, or any

of them, unless or until so ordered or approved by this Commission.

It is further ordered, That, within 10 days after the execution of said supple

mental agreement of January 1, 1940, the Chicago Union Station Company shall

file a certified copy thereof in executed form with this Commission.

It is further ordered, That the several applicants shall report concerning the

matters herein involved in conformity with the order of the Commission, by

division 4, dated February 19, 1927, respecting applications filed under section

20a of the Interstate Commerce Act.

And it is further ordered, That nothing herein shall be construed to imply

any guaranty or obligation as to said securities, or interest thereon, on the part

of the United States.

By the Commission, division 4.

[SEALI W. P. BARTEL,

Secretary.
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KUHN, LOEB & CO.,

William and Pine Streets, New York, May 10, 1940.

PETER R. NEHEMKIS, Jr., Esq.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Epchange Commission, Washington, D. O.

DEAR MR. NEHEMKIS : I have your letter of May 8th requesting certain

information with regard to the recent issue of $16,000,000 principal amount

Chicago Union Station Company First Mortgage 3% 9% Bonds, Series F, due

July 1, 1936. In reply I wish to advise you as follows:

The group formed to purchase this issue from the Company consisted of

the following with their percentage interest in this purchase as indicated:

Kuhn, Loeb & Co -- 31.67%

Lee Higginson Corporation 15.

Harriman Ripley & Co. Incorporated.-------------------- 15. 83

Smith, Barney & Co 5.

Glore, Forgan & Co 7. 5

First Boston Corporation-------------------------------- 5.

White, Weld & Co-------------------------------------- 2.5

Lazard Freres & Co - 2.5

Morgan Stanley & Co. Incorporated.---------------------- 15.

For your further information I enclose a list of investment firms which

acted as sub-underwriters for this issue, likewise setting forth the amount of

their sub-underwriting participation.

As to the $600,000 principal amount of 1%. 76 Guaranteed Notes, I am sorry

to say that I can give you no information concerning any underwriting of,

these Notes, for they were not purchased by us Or any group for which we

may have acted. To the best of my knowledge they were placed by the

Company direct with a bank or banks.

You stated that the purpose of your letter was to complete your record on

the financing of the Chicago Union Station Company. In the light of this I

enclose a memorandum which I prepared at the time this transaction was

consummated chronologically setting forth the Salient steps in this transaction.

I think you will find this memorandum and a prior memorandum to which

it refers and of which I likewise enclose a copy Self-explanatory and illumi

nating for the purposes of your study.

Sincerely yours,

GEO. W. BowFNIZER.

GC

Sub-Underwriters of $16,000,000 Chicago Union Station Company 3%%,

Series F.

NEW YORK, N. Y.
Amount

Name Sub-Underwritten

Kuhn, Loeb & Co --- - $2,600,000

Harriman Ripley & Co. Incorporated - 1, 250,000

The First Boston Corporation--------------------- 500,000

Lee Higginson Corporation--- 1,300,000

Morgan Stanley & Co. Incorporated–––––––––––––––––––––––––––––– 1,200,000

Glore Forgan & Co - --- 600,000

Smith, Barney & Co--------------------------------------------- 500,000

Lazard Freres & Co---------------------------------------------- 300,000

White, Weld & Co - ---- ---------------- 300,000

Bonbright & Company, Incorporated–––––––––––––––––––––––––––––– 300,000

Blyth & Co., Inc.----------------------------- --- ---- 300,000

A. G. Becker & Co. Incorporated–––––––––––––––––––––––––––––––––– 200,000

Clark, Dodge & Co----------------------------------------------- 200,000

Cassat & Co. Incorporated––––––––––––––––––––––––––––––––––– 150,000

Dick & Merle-Smith---------------------------------------------- 150,000

Dominick & Dominick-------------------- -- 75,000
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Sub-Underwriters of $16,000,000 Chicago Union Station Company,

3%%, Series F-Continued

Name Amount

NEW YORK, N. Y. Sub-Underwritten

R. L. Day & Co-------------------------------------------------- $75,000

Estabrook & Co --------------- -- 200,000

Eastman, Dillon & Co-------------------------------------------- 100,000

Goldman, Sachs & Co-------------------------------------------- 250,000

Hayden, Stone & Co -------------------------- 250, 000

Hallgarten & Co.—— — ---- -------------- 150,000

Hemphill, Noyes & Co ----------------------------- 150,000

Hornblower & Weeks-------------------------------------------- 100,000

W. E. Hutton & Co.------------------------------ -- - 200,000

Kidder, Peabody & Co------------------------------------------- 250,000

Ladenburg, Thalmann & Co --- 200,000

Blair & Co., Inc -- 125,000

G. M.-P. Murphy & Co -------------------------- 125,000

Paine, Webber & Company--------------------------------------- 150,000

R. W. Pressprich & Co-------------------------------------------- 100,000

L. F. Rothschild & Co --------------- 75,000

E. H. Rollins & Sons, Incorporated________________________________ 150, 000

Union Securities Corporation------------------------------------- 250,000

Shields & Company---------------------------------------------- 100,000

Swiss American Corporation------------------------------------- 100,000

Stone & Webster and Blodget Incorporated_______________________ 150,000

Spencer Trask & Co---------------------------------------------- 150,000

Stern, Wampler & Co. Inc - --- 150,000

BALTIMORE, MD.

Alex. Brown & Sons--------------------------------------------- 150,000

BOSTON, MASS.

F. S. Moseley & Co---------------------------------------------- 200,000

Whiting, Weeks & Stubbs, Inc.------------------------------------ 100,000

CHICAGO, ILLINOIs

Bacon, Whipple & Co - ---- ---- 100,000

The Illinois Company of Chicago - 100,000

Central Republic Company---------------------------------------- 100,000

Harris, Hall & Company (Incorporated)--------------------------- 125,000

Blair, Bonner & Company - ------------------- 100,000

A. C. Allyn & Company, Incorporated.------------------------------- 125,000

CLEVELAND, OHIO

Hayden, Miller and Company-------------------------------------- 150,000

MILWAUKEE, WIs.

The Wisconsin Company------------------------------------------ 100,000

PHILADELPHIA, PA.

R. W. Clark & Co------------------------------------------------- 150,000

Elkins, Morris & Co-------------------------------------------- - 100,000

"anney & Co----------------------------------------------------- 75,000

W. H. Newbold's Son & Co---------------------------_____________ 100,000

Stroud & Company Incorporated---------------------------------- 100,000

*mall & Co----------------------------------------------------- 100,000

Graham, Parsons & Co------------------------------------------- 100,000

PITTSBURGH, PA.

Mellon Securities Corporation_____________________________________ 300,000

SAN FRANCIsco, CALIF.

Dean Witter & Co. (N.Y.)---------------------------------------- 150,000

$16,000, 000
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[Copy]

MARCH 15, 1940.

MEMORANDUM RE CHICAGO UNION STATION COMPANY FINANCING

Early in January, 1940, I called to the attention of Mr. George Pabst of

The Pennsylvania Railroad Company that in my opinion they could refund to

advantage in the present market the $16,000,000 of Series D 4% Bonds of the

above Company, which are callable at 105% on April 1st next. A copy of the

memorandum drawn at that time is attached, in which we suggested a new 3%%

bond in order that the Company might get back the full amount of the premium.

Mr. Pabst discussed this matter with his associates in Phalidalphia and at a

meeting in New York on January 30th with the representatives of the other

proprietary companies, at which time he came to me with the suggestion that it

would not be necessary for them to have the full amount of the premium in the

purchase price and would I figure a 344% bond. I thereupon sent to Mr. Pabst a

memorandum on February 5th with a proposition to pay the Chicago Union Sta

tion Company 101% 96 and accrued interest for a new 23-year 334% bond which

would show a cost to the Company for this money of 31%00%, being a saving on the

refunding, exclusive of expenses and double interest, of approximately 52¢ per

annum or a total saving over the period of approximately $1,900,000.

After further conferences with the Company’s representatives, Mr. Pabst was

authorized to get the informal approval to accept this proposition and went down

to see Division 4 of the Interstate Commerce Commission on February 26th. Mr.

Pabst informed me, after discussing the matter with Division 4, that they unani

mously told him that this was the type of security for which he should take

competitive bids. After again conferring with the proprietary companies and

the Board of Directors of the Station Company, the Company on March 5th sent

out a letter asking for bids for a 23-year 3%º bond, these invitations going to over

one hundred dealers and institutions. Bids were received at noon time in

Chicago on March 12th and only one bid was received. Mr. Pabst called me up

and told me that they had received only one bid from Halsey, Stuart & Co. and

associates and asked me whether I would indicate to him what they might get

for these bonds in private sale under present conditions. I told Mr. Pabst I did

not want to be put in the position of making a competitive bid and therefore told

him I could not give him the advice at that time but after they had definitely

and formally turned down this “so-called unsatisfactory bid,” I would be glad

to negotiate again with him if he so desired.

On March 14th, after Mr. Pabst had conferred again with the Interstate Com

merce Commission, he advised me officially that the Station Company had declined

the bid, not mentioning what the bid was and I did not ask him, and stated that

he was free to accept a proposition from us. I told him I would promptly confer

with the members of our group and shortly thereafter advised him that we would

still pay the exact equivalent of 10.1% º for the 334% bonds, which bid we had

made him on February 6th, viz., 99.43% and accrued interest for the 3% 96 bond

but that market conditions were not as good as they were at the time we made

the former bid and while we were willing to abide by our bid at that time, it

would be necessary for us to offer the bonds at a lower price to effect a satisfactory

distribution of them. We accordingly closed the transaction at the above-men

tioned price and offered the bonds at 100% '76 and accrued interest, which gave

us a gross margin of only 13%00% on the transaction, which was really too small

to handle the transaction properly but wishing to offer the Company the same

terms as previously indicated and in order to allow % 96 selling commission and at

least 57% underwriting, less expenses, which we felt was the absolute minimum,

Lee Higginson Corporation and we agreed to cut our usual 34% for managing to

3%º in this instance.

GEO. W. B.
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[Copy)

JANUARY 1940.

$16,000,000 CHICAGO UNION STATION COMPANY FIRST MORTGAGE 4% BONDS,

SERIES D, DUE JULY 1, 1963

The above bonds are callable on and after July 1, 1940 at 105% and accrued

interest upon 90 days notice (April 1, 1940). At the call price of 105, the basis

would be 3.676%. If the bond market holds it is entirely possible that a new

issue of 23-year 3%º bonds might be sold at 107, which is a 3.076% basis.

Allowing a spread of 1% would give the Company a price of 105%, which is a

3.176% basis. Such a transaction would result in an annual saving of .50 per

annum, or $80,000. For the full 23-year period this would amount to $1,840,000.

The I. C. C. would most likely request a small sinking fund on the new bonds.

The .* would therefore more than provide for a $4.9% annual sinking fund

or $80,000.

LEE HIGGINSON CORPORATION

37 Broad Street, New York

New York

Boston \

Chicago

Mr. PETER. R. NEHEMRIs, Jr.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIs: I have received your letter dated May 8, 1940, request

ing certain information in regard to the syndicate formed to distribute Chicago

Union Station First Mortgage Series F 3% º Bonds, due July 1, 1963 and

$600,000 1%% Guaranteed Notes, issued in April, 1940.

Following are the names of the Underwriters and the amounts of their par

ticipation in the issues above referred to :

MAY 14, 1940.

Kuhn, Loeb & Co------------------------------------ 31.67% $5,067, 200

Lee Higginson Corporation--------------------------- 15. 2,400,000

Barriman Ripley & Co., Inc.___________________________ 15.83 2, 532, 800

First Boston Corporation----------------------------- 5. 800,000

Smith, Barney & Co. -------------------------------- 5. 800,000

Glore, Forgan & Co---------------------------------- 7. 50 1, 200,000

White, Weld & Co - -------------- –––– 2.50 400,000

Lazard Freres & Co 2. 50 400,000

Morgan Stanley & Co., Inc.____________________________ 15. 2,400,000

100% 16,000, 000

The Underwriters did not purchase the $600,000 Chicago Union Station 11% º

Guaranteed Notes. We understand that this loan was negotiated directly

between certain Chicago banks and the Chicago Union Station Company.

In order to further complete your records, we wish to advise you that the

above group of bankers on February 5, 1940, submitted a bid of 1011% for

$16,000,000 Chicago Union Station Company 334% First Mortgage Bonds, due

July 1, 1963. Although it seemed that this bid was acceptable to the Terminal

Company, we were advised a few days later that the Interstate Commerce Com

mission thought that it might be well if the Terminal Company asked for com

peting bids. This suggestion was followed except that bids were requested for

#ºn. due 1963, with the result that only one bid was received, which was

O

Inasmuch as this was a less favorable proposal than originally submitted by

the group, the Terminal Company declined the bid and with the approval of
the Interstate Commerce Commission discussed with the Kuhn, Loeb & Co.-Lee

Higginson Corporation syndicate the question of making a bid for a 3% ºo

Bond, due July, 1963. A bid was then made on the same cost basis to the

Company as the bid originally made for a 3%.9% Bond and the result was the

sale to this group by the Terminal Company at a price of 99.43%.

Very truly yours,

E. N. JESUP, Vice President,

ENJ: R.
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The following telegram is included in connection with the testi

mony of George Leib, supra, p. 11486.

ExHIBIT No. 1757 *

[Telegram from George Leib, Blyth & Co., Inc., to Investment Banking Section, Monopoly

Study, Securities and Exchange Commission]

[Western Union]

1939 Dec. 19 PM 2. 27.

WD 71 223 DL Collected 1/141 CD New York, N. Y. 19

PETER R. NEHEMKIS, Jr.,

Special Counsel, Temporary National Economic Committee,

Caucus Room, Senate Office Bldg.:

With reference to my testimony before Temporary National Economic Com

mittee on Wednesday December 13 you asked me whether Mr. Harrison Williams

at any time had any stock interest in Blyth & Co. and I replied never. To

avoid any misunderstand in the minds of the committee I should like to

amplify my response to said question. Stop Blue Ridge Corporation Com

mencing March 31, 1930 at which time I understood Mr. Harrison Williams

owned indirectly a substantial interest in said Blue Ridge Corporation did own

forty-nine percent of the outstanding stock of Blyth & Co., Inc. and continued

to retain such ownership until November 24, 1933 at which time Blyth & Co.,

Inc. purchased the forty-nine percent interest in its own stock then held by

Blue Ridge Corporation Stop Since the date of acquisition by Blyth & Co.,

Inc. of its stock owned by Blue Ridge as aforesaid no stock of Blyth & Co., Inc.

... has been directly or indirectly owned by Blue Ridge Corporation or Harrison

Williams and I may further state that since November 24, 1933 all of the out.

standing stock of Blyth & Co., Inc. has been and is now owned by officers

and employees of Blyth & Co., Inc. All of whom are engaged by the corpora

tion and devote thier entire time to its affairs. Best regards

GEORGE LEIB.

The following letters are included in connection with the testi

mony of George D. Woods, supra, pp. 11528 and 11519.

ExHIBIT No. 1696 °

[Letter from Sullivan & Cromwell to Investment Banking Section, Monopoly Study,

Securities and Exchange Commission]

Cable Addresses: “LADYCOURT,” New York, Paris

SULLIVAN & CROMWELL

48 Wall Street, New York. 39 rue Cambon, Paris

NEW YORK, December 16, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Earchange Commission, Washington, D. O.

DEAR MR. NEHEMKIS : In accordance with your request to George D. Woods

last Wednesday, Mr. Woods made inquiry as to the holdings of stock of Harris,

Hall & Company, Incorporated by Messrs. J. R. Macomber, H. M. Addinsell,

and D. R. Linsley. Mr. Woods stated last Wednesday he owns no stock of

this Company, which fact he confirms. Messrs. Macomber, Addinsell, and

Linsley advise they own no Preferred Stock of the Company. They advise

their holdings of Common Stock are as follows:

J. R. Macomber– 300 shares

H. M. Addinsell --- 100 shares

D. R. Linsley – 200 shares

Mr. Woods has left for Cuba and asked me to give you this information.

Very truly yours,

ARTHUR H. DEAN.

* Entered in the record on December 19, 1939, see Hearings, Part 23, p. 12046.

* Ibid, p. 11958.
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THE FIRST BOSTON CORPORATION,

100 Broadway, New York, February 24, 1940.

Mr. PETER. R. NEHEMKIS, JR.

Securities and Earchange Commission,

Washington, D. O.

DEAR MR. NEHEMKIs : Referring to your letter of January 22nd with re

spect to the ownership of The First Boston Corporation stock by certain in

vestment banking firms in whose name it is registered, the following is a list

of banking firms whose names appeared on our stockholders' list as of June

17, 1939 and February 10, 1940 (both of these dates were dividend record

dates). Opposite the names is the total amount of stock registered together

with a statement of whether it was held for a customer's account, Own account

or partner's account.

June 17, 1939 Feb. 10, 1940

Auchincloss, Parker & Redpath--

Brown Bros. Harriman & Co - || cust. 1,881shs. cust. 2,081 shs.

Dominick & Dominick - 0 cust. 1,000 shs.

Gude, Winmill & Co-- -| cust. 730 shs. cust. 2,380shs.

Harris, Upham & Co--------------------------------------------------- 0 cust. 550 shs.

Beidelbach, Ickelheimer & Co------------------------------------------ cust. 700 shs. | cust. 700 shs.

Jackson & Curtis------------------------------------------------------- cust 1,760 shs. cust. 972shs.

part. 1,450 shs. part. 1,450 shs.

OWn 61 shs. own 225 shs.

Total--------------------- - 3,271 shs. 2,647 shs.

Kidder, Peabody & Co--------- - 0. cust. 1,687 shs.

Ladenburg, Thalmann & Co- cust. 806 shs. | cust. 906 shs.

cust. 540shs. | cust. 1,000 shs.

Leeº Corporation----- own 2,000 shs. own 1,500 shs.

F. S. Moseley & Co---------------------------------------------------- cust. 2,928shs. cust. 2,868 shs.

part. 8,502 shs. part. 8,502shs

Total------------------------------------------------------------- 11,430shs 11,370 shs.

Tucker, Anthony & Co------------------------------------------------- cust. 1,335shs. cust. 1,335 shs.

The foregoing would indicate that my suspicion at the time I was testifying

WaS correct.

Please let me know if there is any further information you require.

Very truly yours,

GEORGE D. Woods,

Vice President.

George D. Woods

mins

The following memorandum is included in connection with the

testimony of Charles E. Mitchell, supra, p. 11582.

EXHIBIT No. 1668 1

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and

Exchange Commission]

MEMORANDUM SUPPLEMENTING TABLE ON DEPOSIT ACCOUNTS OF INVESTMENT

BANKING FIRMS (I. E., MEMBERS OF INVESTMENT BANKERS Association OF

sººn J. P. MoRGAN & Co.-DREXEL & Co. As OF 7/1/39 (ExHIBIT

No. -

The table of Accounts of Investment Banking Firms with J. P. Morgan & Co.

Drexel & Co. as of 7/1/39 was introduced during the hearings before the Tem

porary National Economic Committee on the afternoon of December 14, 1939.

This table contains two columns showing the monthly average balances of

Such investment banking firms: The first of these columns shows the maximum

monthly average balance; and the second, the minimum monthly average bal

ance. It is indicated that both of these columns refer to the period from

%;" to 7/1/39, or from date account opened (if subsequent to 6/14/34) to
. -

various members of the Temporary National Economic Committee raised

questions after the introduction of this table in regard to the meaning of these

* Introduced on December 15, 1939. See Hearings, Part 23.
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data. This memorandum is intended as an explanation and description of the

data submitted.

The Investment Banking Section of the Securities and Exchange Commission

requested that J. P. Morgan & Co. compile data as follows:

(1) A list of investment banking firms (i. e., members of Investment Bank

ers Association of America) having accounts with J. P. Morgan & Co. or with

Drexel & Co. On July 1, 1939.

(2) For those investment banking firms having accounts on July 1, 1939, the

date such account was opened with J. P. Morgan & Co. or with Drexel & Co.

(3) To review the course of the monthly average balances of these accounts

for the period from June 14, 1934, until July 1, 1939, (or if any account were

opened after June 14, 1934, from the date such account was opened until July

1, 1939). By monthly average balances, the Investment Banking Section under

stood the average of the daily balances. This term, the monthly average

balance, is one that has currency in banking statistics and Operations, and was

not further defined in our request. It was expected that J. P. Morgan & Co.

would be able to prepare these data, as customarily defined in commercial bank

literature and practice, without further explanation. Since J. P. Morgan &

Co. raised no question as to the meaning of the term, monthly average bal

ances, it is presumed that the data submitted by J. P. Morgan & Co. reflect

the definition given above.

For the aqcounts mentioned above, J. P. Morgan & Co. was asked to submit

the maximum monthly average balance, and the minimum monthly average

balance for the period stated.

(4) The data submitted by J. P. Morgan & Co. were offered in the table of

the Deposit Accounts of Investment Banking Firms with J. P. Morgan & Co.

Drexel & Co. as of July 1, 1939. The table, therefore, sets forth those invest

ment banking firms having accounts with J. P. Morgan & Co. or Drexel & Co. as

of July 1, 1939. For each account is shown the greatest monthly average

balance (the average of the daily balances within that month), and the smallest

monthly average balance (average of daily balances) for the period June 14,

1934, to July 1, 1939. If the account was opened subsequent to June 14, 1934,

these data reflect the status of the account from the date of opening until

July 1, 1939.

The following, an excerpt from the Congressional Record of May

19, 1933, volume 77, page 3730, is included at this point in connection

with testimony on page 11403, supra.

Mr. GLASS. We have embodied in the bill another rather controversial question.

We did it in the original so-called “Glass bill,” but we–I started to say we

yielded to the importunities of the lobbyists from New York, but we did not

exactly do that. [Laughter.] We regarded the bill without that of so much

importance as that we thought it should pass and become a law, and we feared

if we should retain that provision it would encounter—in fact we knew it had

already encountered—the bitter hostility of large private banking institutions of

the country. Here we prohibit the large private banks, whose chief business is

an investment business, from receiving deposits. We separate them from the

deposit banking business.

+ -k * * * * *

Mr. Robinson of Arkansas. That means if they wish to receive deposits they

must have separate institutions for that purpose?

Mr. GLASS. Yes.
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Proportions in which preferred stock of Morgan Stanley & Co., Incorpo

rated, is held by partners of J. P. Morgan & Co------- - - - - - - - - - - - - - -

Partners’ interests in J. P. Morgan & Co. in relation to their preferred stock

interests in Morgan Stanley & Co., Incorporated - - - - - - - - - - - - - - - - - - - -

Organization of Bonbright & Co., Inc.--------------------------------

Informal understanding relative to future financing of Niagara Hudson

Power Co. system between Bonbright & Co. and Morgan Stanley & Co.,

Incorporated----------------------------------------------------

Continuity of banker relationship---------------------, --------------

Question of whether proceeds of issues underwritten by Morgan Stanley &

Co., Incorporated, were placed on deposit with J. P. Morgan & Co.----

Increases in holdings of Government obligations by J. P. Morgan & Co.

between 1934 and 1939-- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Proposal by Mr. Leffingwell to abandon policy of tax exemption on certain

Government obligations------------------------------------------

Advocacy by Mr. Leffingwell of policy permitting price increase- - - - - - - - -

Tax-exempt income to J. P. Morgan & Co. and its partners-------------

Schedule and summary of exhibits-----------------------------------

Friday, December 15, 1939-----------------------------------------

Monday, December 18, 1939----------------------------------------

Tuesday, December 19, 1939----------------------------------------

Wednesday, December 20, 1939-------------------------------------

APPendix---------------------------------------------------------

Supplemental data---------------------------------------- - - - - -

Index------------------------------------------------------------
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Number and summary of exhibits

Intro

duced at

page

Appears

On page

1659–1

1659–2

1659–3

1659–4

1659–5

1659–6

1659–7

1659–8

1659–9

. Agreement, dated December 15, 1879, among minority

stockholders of National Bell Telephone Co. agree

ing to sell no stock to other interests prior to April

1, 1880---------------------------------------

Table: fist of directors of American Telephone & Tele

graph Company and predecessor companies prior to

1900------------------------------------------

. Table: Officers and members of executive committee,

American Bell Telephone Co., 1885 to 1900, inclu

. Table: Percent of equity ownership by directors, other

officers and their family relations as of selected dates

from July 9, 1877 to September 16, 1935, American

Telephone & Telegraph Co. and predecessor com

panies----------------------------------------

. Table: Stock outstanding and number of stockholders

from 1881 to 1926. Table: Financial interest of

large stockholders, 1881 to 1926. Table: Financial

interest of directors, 1880 to 1926. Table: Degree

of control by large stockholders, 1881 to 1926.

Table: Potential control by directors, 1880 to 1926.

Table: Estimated number of stockholders in addi

tion to large holders and in addition to directors

necessary to control annual meeting--------------

. American Telephone & Telegraph Co. and American

Bell Telephone Co., long term debt issues, 1880 to

1905, inclusive---------------------------------

. Letter, dated April 8, 1904, from H. L. Higginson,

Lee Higginson & Co., to Frederick P. Fish, presi

dent, American Telephone & Telegraph Co., re

garding need of new market for Telephone financing

. Letter, dated March 7, 1902, from F. P. Fish to

Francis L. Hine, First National Bank of New York,

offering to sell to George F. Baker 15,000 shares of

American Telephone & Telegraph Company stock;

with option to purchase 25,000 additional shares.

Letter, dated March 8, 1902, from Francis L. Hine

to F. P. Fish confirming the foregoing sale and

option and requesting election of George F. Baker

and John I. Waterbury to the board of directors.

Letter, dated March 25, 1902, from George F. Baker,

First National Bank, to F. P. Fish exercising fore

going option to purchase 35,000 of American Tele

phone & Telegraph Company stock---------------

. Letter, dated February 16, 1905, from George V.

Leverett, Thomas Sherwin, and William R. Driver,

American Telephone & Telegraph Co., to F. P.

Fish objecting to plan of financing by convertible

bonds proposed by John I. Waterbury and associates

1659–10. Letter, dated February 15, 1905, from F. P. Fish to

J. P. Morgan & Co. regarding delay in proposed

nancing--------------------------------------fi

1659–11. Letter, dated February 15, 1905, from Senator W. M.

Crane to F. P. Fish doubting wisdom of convertible

bond issue-------------------------------------

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

12115

12116

12117

12118

12119

121:25

121:25

12126

12128

12132

12132
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SCHEDULE OF EXHIBITS-Continued

Intro

Number and summary of exhibits duced at Appears

page On page

1659–12. Letter, dated February 20, 1905, from F. P. Fish to

John I. Waterbury, Manhattan Trust Company,

declining scheme of financing submitted by J. P.

Morgan & Co. Letter, dated February 20, 1905,

from F. P. Fish to J. P. Morgan & Co., declining

scheme of financing suggested. Letter, dated

February 20, 1905, from F. P. Fish to George F.

Baker, First National Bank, declining scheme of

financing submitted by J. P. Morgan & Co-------- 11843 12133

1659–13. Copy of letter dated August 14, 1905, from F. P. Fish

to Robert Winsor, Kidder, Peabody & Co., regard

ing possible discussion of future financing--------- 11843 12134

1659–14. Copy of letter dated November 21, 1905, from John I.

Waterbury, Manhattan Trust Company, to F. P.

Fish regarding possible future financing of the

telephone company----------------------------- 11843 12134

1659–15. (1) Proxy for special meeting of stockholders of -

American Telephone & Telegraph Co., December

21, 1905, to authorize issue of convertible bonds,

(2) Notice on proxy for stockholders’ meeting of

March 26, 1901-------------------------------- 11843 12135

1659–16. Letter, dated December 6, 1905, from F. P. Fish,

president, American Telephone & Telegraph Com

pany, to Charles H. Davis urging proxy for converti

ble bond issue. Resolution, dated December 21,

1905, authorizing directors of American Telephone

& Telegraph Co. to issue $150,000,000 of convertible

bonds---------------------------------------- 11843 12136

1659–17. Letter, dated December 15, 1905, from F. P. Fish to

W. I. Putman urging support of the Lowell stock

for convertible bond issue. Letter, dated Decem

ber 15, 1905, from F. P. Fish to George Barclay

Moffat urging support of the Lowell stock for con

vertible bond issue. Memorandum, dated Decem

ber 15, 1905, from G. A. W. to F. P. Fish regarding

Mr. Driver's telephone call stating he had not sent in

his proxy (3,750 shares) to the special stockholders’

meeting. Letter, dated December 15, 1905, from

F. P. Fish to Marsden J. Perry urging proxy for

convertible bond issue. Letter, dated December

16, 1905, from F. P. Fish to Joseph S. Fay, Jr.,

urging proxy for convertible bond issue and a hand

written footnote by Mr. Fay disapproving the

proposed issue. Letter, dated December 16, 1905,

from Marsden J. Perry to F. P. Fish endorsing plan

for the issue of convertible bonds. Letter, dated

December 18, 1905, from Seth Low to F. P. Fish

regarding disapproval in proposed issue----------- 11843 12136

1659–18. Letter, dated January 27, 1906, from F. P. Fish to

William Salomon, William Salomon & Co., declin

ing to discuss underwriting. Letter, dated January

29, 1906, from William Salomon to F. P. Fish regard

ing possibility of making a competitive offer in tele

phone financing. Letter, dated January 30, 1905,

from F. P. Fish to William Salomon & Co. declin

ing the foregoing------------------------------- 11843 1213S

. 1659–19. Letter, dated December 16, 1905, from F. P. Fish to

Edgar Speyer regarding delay in financing. . Letter,

dated January 27, 1906, from Senator W. M. Crane

regarding proposed syndicate in telephone financing.

Letter, dated February 1, 1906, from Lee Higginson

& Co. to F. P. Fish requesting opportunity to bid

on new telephone securities---------------------- 11843 12139



CONTENTS IX
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Number and summary of exhibits

Intro

duced at

page

Appears

on page

1659–20, Purchase agreement dated February 8, 1906, between

1659–21

1659–22

1659–23

American Telephone & Telegraph Co. and J

Morgan & Co., Kuhn, Loeb & Co., Kidder, Peabody

& Co., and Bearing Bros. & Co., Ltd., covering

$100,000,000 convertible 4 percent bonds of the

Telephone Company, and option agreement cover

ing $50,000,000 of the bonds. Letter, dated Feb

ruary 13, 1906, from F. P. Fish to J. P. Morgan & Co.

and others modifying Article Three of purchase

agreement. Letter, dated February 13, 1906, from

J. P. Morgan & Co. and others to American Tele

phone & Telegraph Company acceptingmodification

. Agreement, dated February 14, 1906, between J. P.

Morgan & Co., Kuhn, Loeb & Co., Kidder, Pea

body & Co. and Baring Brothers & Co., Ltd., list

ing percentage participations in American Telephone

& Telegraph Company convertible 4 percent bond

. Syndicate agreement, dated February 15, 1906, cov

ering $100,000,000 American Telephone & Tele

graph Company convertible 4 percent gold bonds - -

. Memorandum initialled by J. P. Morgan & Co., Kuhn,

Loeb & Co., Robert Winsor of Kidder, Peabody &

Co., F. P. Fish, president, American Telephone &

Telegraph Company and W. M. Crane, regarding

employment of proceeds of sale of Telephone bonds--

1659–24. Table: Syndicate joint allotments made by Kuhn,

1650–25

Loeb & Co. and J. P. Morgan & Co. for $100,000,000

ºple 4 percent gold bonds offered February

15, 1906--------------------------------------

. Letter, from George W. Leverett, American Telephone

& Telegraph Company to Charles Steele, J. P.

Morgan & Co., enclosing agreements and memo

andum between the Telephone Company and

bankers. Memorandum, dated January 8, 1907,

between the American Telephone & Telegraph Com

pany and J. P. Morgan & Co. et al. modifying agree

ment between the parties dated February 8, 1906.

Agreement, dated January 8, 1907, between the

American Telephone & Telegraph Company and

J. P. Morgan & Co. et al. regarding reduction of

option price of American Telephone & Telegraph

o, convertible 4 percent gold bonds. Agreement,

dated January 8, 1907, between the American

Telephone & Telegraph Company and J. P. Morgan

& Co. et al. regarding proposed issue of $25,000,000,

5 percent notes dated January 1, 1907. Letter,

dated January 12, 1907, from kää. Peabody &

Co. to J. P. Morgan & Co. regarding enclosed agree

ments. Letter, dated January 16, 1907, from

Robert Winsor, Kidder, Peabody & Co., to Charles

Steele, J. P. Morgan & Co., regarding enclosure

of the redraft of the Telephone coupon note along

with the original draft of the registered note-------

1659–26. Excerpts from “The Wall Street Journal” and the

“Commercial and Financial Chronicle” regarding

American Telephone & Telegraph Co. financing----

1659–27. Letter, dated May 29, 1908, from J. P. Morgan & Co.

and others to the American Telephone & Telegraph

Company terminating the syndicate with respect

§ * $100,000,000 convertible 4-percent gold

OndS-----------------------------------------

11843

11843

11843

11843

11843

11843

11843

11843

12140

12143

12143

12147

12147

12150

11152

12155
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Number and Summary of exhibits

Intro

duced at

page

Appears

on page

1659–28. Letter, dated September 26, 1908, from T. N. Wail,

president, American Telephone & Telegraph Com

pany, to J. P. Morgan & Co. and others extending

option for purchase of $50,000,000 American Tele

phone & Telegraph Co. 30-year convertible 4

percent gold bonds. Letter, dated September 30,

1908, from J. P. Morgan & Co. and others to T. N.

Vail accepting extension of option for purchase of

$50,000,000 American Telephone & Telegraph 30

year convertible 4-percent gold bonds. Copy of

letter dated November 27, 1908, unsigned (from J.

P. Morgan & Co. and others) to T. N. Vail, presi

dent, American Telepbone & Telegraph Co., con

firming the purchase of $50,000,000 American Tele

phone & Telegraph 30-year convertible 4-percent

gold bonds. Letter, dated September 29, 1908,

from Robert Winsor, Kidder, Peabody & Co. to

George W. Perkins, J. P. Morgan & Co. regarding

acceptance of conditions for purchase of bonds as

set forth by American Telephone & Telegraph

Company. Letter, dated September 26, 1908, from

Robert Winsor, Kidder, Peabody & Co. to George

W. Perkins, J. P. Morgan & Co., regarding the

signing of form of letter by American Telephone &

Telegraph Co----------------------------------

1659–29. Letter, dated January 15, 1907, from F. P. Fish,

president, American Telephone & Telegraph Com

pany, to Hon. W. M. Crane enclosing copy of letter

from J. I. Waterbury, Manhattan Trust Com

Yany. Letter, dated January 16, 1907, from Hon.

. M. Crane to F. P. Fish regarding appointment

of Messrs. Coolidge, Baker, and Vail to a com

mittee on organization. Letter, dated January 21,

1907, from Hon. W. M. Crane to Mr. F. P. Fish,

regarding possible appointment of a committee on

organization along with recommendations for ap

pointment of members of such committee. Reso

lution by the executive committee dated January

23, 1907, regarding special committee to consider

the organization of American Telephone & Tele

graph Company and its relation to the associated

companies. Letter, dated January 24, 1907, from

F. P. Fish to John I. Waterbury requesting latter

to serve on special committee to consider the or

ganization of American Telephone & Telegraph

Co. and its relation to the associated companies.

Letter, dated January 25, 1907, from T. N. Vail

to F. P. Fish accepting appointment to committee.

Letter, dated January 30, 1907, from Hon. W. M.

Crane to F. P. Fish regarding meeting of recently

appointed committee. Letter, dated April 2, 1907,

from George F. Baker and others to F. P. Fish

regarding recommendation for increase in number

of the executive committee of American Telephone

& Telegraph Company. Letter, dated April 23,

1907, from F. P. Fish to the board of directors of

the American Bell Telephone Co. tendering resig

nation as president of American Telephone & Tele

graph Company. Letter, dated April 23, 1907,

from F. P. Fish to the board of directors of the

American Bell Telephone Co. tendering resignation

as a member of the board-----------------------

11843

11843

12156

12157
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Intro

duced at

| page

Appears

On page

1659–30.

1659–31.

1659–32.

1659–33.

1659–34.

1659–35.

Letter, dated May 8, 1907, from J. P. Morgan & Co.

and others to T. N. Wail, president, American Tele

phone & Telegraph Company regarding need for

economies as essential to credit of the company.

Letter, dated May 16, 1907, from T. N. Vail to

Manhattan Trust Company regarding appoint

ment as New York agent for registration of Amer

ican Telephone & Telegraph Company stock. Let

ter, dated May 16, 1907, from T. N. Vail to Guar

anty Trust Company regarding appointment of

Manhattan Trust Company as New York agent

for registration of Americanº & Tele

graph Co. stock. Letter, dated May 21, 1907,

from J. W. Castles, president, Guaranty Trust

Company, to T. N. Vail requesting reason for

change of registration of American Telephone &

Telegraph Co. stock from Guaranty Trust Com

pany to another company. Letter, dated May

29, 1907, from T. N. Vail to J. W. Castles regarding

reason for change of agents for registration of

American Telephone & Telegraph Co. stock. Let

ter, dated February 4, 1908, from T. N. Vail to

Hon. W. M. Crane, Henry S. Howe, and J. I.

Waterbury regarding consideration of names for

possible additions to American Telephone & Tele

graph Co. directory. Letter, dated January 20,

1909, from T. N. Vail to Hon. W. M. Crane regard

ing election and filling of vacancy in the directory

of American Telephone & Telegraph Company.

Letter, dated March 19, 1909, from Robert Winsor,

Kidder, Peabody & Co., to Rudulph Ellis regarding

acceptance of directorship of American Telephone

& Telegraph Co--------------------------------

Letter, dated March 20, 1909, from Robert Winsor to

T. N. Vail, president, American Telephone & Tele

graph Co. regarding acceptance of Mr. Rudulph

Ellis as a director of American Telephone & Tele

graph Co. with a footnote concerning Mr. Terrell.

Letter, dated November 19, 1909, from T. N. Vail

to George F. Baker regarding possible election of

one of the members of J. P. Morgan & Co. to the

board of directors of American Telephone & Tele

graph Co--------------------------------------

Letter, dated April 19, 1910, from T. N. Vail to H. P.

Davison, J. P. Morgan & Co., regarding appoint

ment of dummy director to hold place on direc

torate for Mr. Morgan, Jr.-----------------------

Letter, dated March 27, 1905, from Clarence H. Mac

kay, president, Postal Telegraph & Cable Co., to

T. Jefferson Coolidge, Jr., Old Colony Trust Com

pany, regarding the Mackay Company and its ac

quisition of stock in the American Telephone &

Telegraph Company----------------------------

Letter, dated March 30, 1905, from T. Jefferson Cool

idge, Jr., to Clarence H. Mackay reviewing reasons

for organization of the Mackay Company and its

relationship to American Telephone & Telegraph

Company-------------------------------------

Letter, dated April 3, 1905, from Clarence H. Mackay

to T. Jefferson Coolidge, Jr., regarding future rela

tions between the Mackay Companies and Ameri

can Telephone & Telegraph Company------------

-

11843

11843

11843

11843

11843

1 1843

12160

12162

12163

12163

12164

12165
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Number and summary of exhibits

Intro

| duced at

page

Appears

on page

1659–36.

1659–37.

1659–38.

1659–39.

1659–40.

1659–41.

1659–42.

1659–43.

1659–44.

1659–45.

1659–46.

1659–47.

1659–48.

1659–49.

Letter, dated April 11, 1905, from T. Jefferson Cool

idge, Jr., Old Colony Trust Company, to Clarence

H. Mackay, president, Mackay Companies, regard

ing resignation as trustee of the Mackay Companies

Letter, dated April 12, 1905, from Clarence H. Mac

kay to T. Jefferson Coolidge, Jr., regarding resig

nation of Mr. Coolidge as trustee of the Mackay

Companies------------------------------------

Letter, dated June 20, 1905, from John I. Waterbury,

Manhattan Trust Company, to Clarence H. Mac

kay tendering his resignation as trustee of Mackay

Companies------------------------------------

Letter, dated June 20, 1905, from Clarence H. Mac

kay to John I. Waterbury regarding resignation of

Mr. Waterbury as trustee of the Mackay Companies

Letter, dated July 3, 1905, from T. Jefferson Coolidge, .

Jr., to Clarence H. Mackay tendering his resigna

tion as a director of Commercial Cable Company--

Letter, dated July 6, 1905, from Clarence H. Mackay

to T. Jefferson Coolidge, Jr., regretting Mr. Cool

idge's resignation as a director of Commercial Cable

Company-------------------------------------

Letter, dated July 7, 1905, from T. Jefferson Coolidge,

Jr., to Clarence H. Mackay giving reasons for his

resignation as a director of Commercial Cable Com

idge, Jr., to F. P. Fish, president, American Tele

phone & Telegraph Company, regarding transfer of

14,000 shares of Telephone stock to Clarence H.

Mackay---------------------------------------

Letter, dated March 1, 1906, from Clarence H.

Mackay, president, Postal Telegraph Cable Co., to

F. P. Fish, president, American Telephone & Tele

graph Company, requesting G. M. Cummings,

president, United States Mortgage & Trust Com

pany, be substituted for Mr. T. N. Vail as a director

of the telephone company-----------------------

Letter, dated March 2, 1906, from F. P. Fish to

Clarence H. Mackay indicating difficulties in com

plying with Mr. Mackay’s request of March 1, 1906–

Letter, dated March 3, 1906, from Clarence H.

Mackay to F. P. Fish stating reasons why the re

quest that Mr. Cummings be made a director of the

telephone company is a reasonable one------------

Letter, dated March 5, 1906, from F. P. Fish to Clar

ence H. Mackay further regarding the removal of

T. N. Vail as a director of American Telephone &

Telegraph Company----------------------------

Letter, dated arch 6, 1906, from Clarence H.

Mackay to F. P. Fish further regarding removal of

T. N. Vail as director of American Telephone &

Telegraph Co. and agreeing to await his return from

Europe before making change of directors---------

Letter, dated March 7, 1906, from F. P. Fish to Clar

ence H. Mackay giving correct date of appointment

of Mr. Vail as a director of American Telephone &

Telegraph Co----------------------------------

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

12167

12168

1216S

12168

12169

121.69

12169

12170

12170

12170

12170

12171

12171

12172
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Number and summary of exhibits

~

Intro

duced at

page

Appears

On page

1659–50.

1659–51.

1659–52.

1659–53.

1659–54.

1659–55.

1659–56.

1659–57.

1659–58.

1659–59.

1659–60.

1659–61.

1659–62.

Letter, dated April 14, 1906, from T. N. Vail, director,

American Telephone & Telegraph Company to F.

P. Fish, president, American Telephone & Telegraph

Company, explaining his relationship to Mackay

and to the Postal System and Telephone Company

and offering a plan by which the Telephone Com

pany may acquire the Postal System - - - - - - - - - - - - -

Letter, dated April 23, 1906, from F. P. Fish to Hon.

W. M. Crane enclosing copy of letter from T. N.

Vail dated April 14, 1906------------------------

Letter, dated April 23, 1906, from F. P. Fish to Henry

S. Howe enclsoing copy of letter from T. N. Vail

dated April 14, 1906---- ----------------------

Letter, dated April 26, 1906, from Hon. W. M. Crane

to F. P. Fish regarding possible talk relative to Vail

matter and hope that latter will not be retired from

the board of directors---------------------------

Letter, dated July 5, 1906, from Clarence H. Mackay,

president, Mackay Companies, to F. P. Fish re

garding date of T. N. Vail's election to board of

directors--------------------------------------

Letter, dated October 10, 1906, from Wm. H. Baker,

vice president, Mackay Companies, to the Finance

Committee of the Mackay Companies, regarding

his opinion as to the effect a combination of the

Western Union Telegraph and the American Tele

phone & Telegraph Co. would have upon the tele

graph business--------------------------------

Enclosure to letter dated October 10, 1906 by Wm. H.

Baker to the Finance Committee of the Mackay

Companies regarding the combining of telephone

and telegraph companies.

Letter, dated December 24, 1906, from Clarence H.

Mackay to F. P. Fish requesting list of American

Telephone & Telegraph Co. stockholders with their

addresses in order to send them a copy of the regular

annual report of the Mackay Companies----------

Letter, dated December 28, 1906, from F. P. Fish to

Clarence H. Mackay regarding undesirability of

advertising the fact that one large corporation is

interested in the stock of another----------------

Letter, dated December 31, 1906, from Clarence H.

Mackay to F. P. Fish regarding effect of annual

report of Mackay Companies upon the public rela

tive to telephone holdings-----------------------

Letter, dated February 1, 1907, from Clarence H.

Mackay to F. P. Fish regarding representation of

Mackay Companies on the board of directors of

American Telephone & Telegraph Companies------

Letter, dated February 10, 1907, from T. Jefferson

Coolidge, Jr., Old Colony Trust Company, to F. P.

Fish regarding Mackay Companies interest being op

posed to interest of other stockholders and represen

tation, therefore, should not be given to them------

Letter, dated February 13, 1907, from F. P. Fish to

Clarence H. Mackay relative to undesirability of

Mackay Companies having its stock interest specif

ically represented on American Telephone & Tele

graph Company board of directors in view of com

petitive situation of the two organizations---------

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

12172

12173

12174

12174

12174

12174

12176

12177

12177

12177

12178

12178
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Number and summary of exhibits

Intro

duced at

page

Appears

On page

1659–63.

1659–64.

1659–65.

1659–66.

1659–67.

1659–68.

1659–69.

1659–70.

1659–71.

1659–72.

1659–73.

1659–74.

1659–75.

Letter, dated February 19, 1907, from Clarence H.

Mackay to F. P. Fish taking exception to views ex

pressed by latter and pointing out desirability of

board representation----------------------------

Letter, dated February 21, 1907, from John I. Water

bury, Manhattan Trust Company, to F. P. Fish

stating that the matter of directors should be

firmly dealt with in the interest of the telephone

COInpany--------------------------------------

Letter, dated February 21, 1907, from Hon. W. M.

Crane to F. P. Fish suggesting that President

Mackay be notified that the matter of directors for

the telephone company will be referred to the board

of directors------------------------------------

Letter, dated February 25, 1907, from F. P. Fish to

Clarence H. Mackay stating the matter of A. T. &

T. directors has been submitted to members of the

board of directors for consideration--------------

Letter, dated March 6, 1907, from F. P. Fish to John

I. Waterbury, Manhattan Trust Company, stating

that executive committee had determined to ask

Messrs. Thayer, Fish, and Waterbury to consider the

question of directors and expressing view as to type

of persons to be considered----------------------

Letter, dated March 9, 1907, from Hon. W. M. Crane

to F. P. Fish regarding necessity of careful inquiry

before extending invitation to new board members

and a suggestion that Mr. Cutler be chosen as a

Letter, dated March 11, 1907, from F. P. Fish to Hon.

W. M. Crane stating the desirability of offering to

one of the men Mr. Mackay suggested a position on

the board of directors and general discussion on

type of men to fill vacancies---------------------

Letter, dated March 22, 1907, from F. P. Fish to

Clarence H. Mackay stating that the American

Telephone & Telegraph Co. board of directors

thought it unwise to elect too large a representation

of another and to some extent competing corpora

tion------------------------------------------

Letter, dated July 14, 1908, from T. N. Vail, presi

dent, American Telephone & Telegraph Company

to John I. Waterbury, Manhattan Trust Company,

suggesting that the telephone company acquire

Western Union Telegraph Company and stating

advantages to the telephone company if Postal

Company could be acquired---------------------

Letter, dated November 24, 1909, from T. N. Vail to

Clarence H. Mackay, president, Mackay Com

panies, regarding preparation of agenda to be taken

up at next meeting-----------------------------

Letter, dated November 30, 1909, from T. N. Vail to

Clarence H. Mackay regarding possible discussion

before making final plans to dispose of telephone

holdings--------------------------------------

Letter, dated December 22, 1909, from T. N. Vail to

Clarence H. Mackay requesting conference--------

Letter, dated December 23, 1909, from Clarence H.

Mackay to T. N. Vail regarding purchase price of

telephone stock offered American Telephone &

Telegraph Company----------------------------

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

11843

12179

12179

12180

12180

12180

12181

12181

12182

12182

12184

12.185

12.185

12.185
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1659–76. Letter, dated February 18, 1910, from Clarence H.

Mackay to T. N. Vail concerning option for the

purchase of 82,906 shares of American Telephone

& Telegraph Company's stock from the Mackay

Companies and The Commercial Cableº; -

1659–77. Letter, dated February 19, 1910, from Clarence

Mackay to T. N. Vail regarding terms of payment

in exercise of option to purchase telephone stock

held by the Mackay Companies and the Com

mercial Cable Company-------------------------

1659–78. Letter, dated April 27, 1909, from W. A. Gaston, the

National Shawmut Bank, to T. N. Vail regarding

transfer of funds to Kidder, Peabody & Co. and

charged against American Telephone & Telegraph

Co. Letter, dated June 24, 1909, from T. N. Vail

to T. L. Chadbowine, Jr. regarding agreement to

purchase Western Union Telegraph Company capi

tal stock up to and not exceeding 100,000 shares.

Letter, dated June 24, 1909, unsigned (from T. L.

Chadbourne, Jr.) to Robert Winsor, Kidder, Pea

body & Co., accepting proposition respecting pur

chase of Western Union Telegraph Company capital

stock. Letter, dated March 30, 1937, from N. R.

Danielian, Federal Communications Commission,

to W. Shelmerdine, American Telephone & Tele

graph Company, requesting information as to num

ber of shares of Western Union Telegraph Company

stock the telephone company received in respect to

the $22,000,000 advanced to Kidder, Peabody & Co.

Letter, dated April 14, 1937, from W. Shelmerdine

to N. R. Danielian supplying information requested

regarding acquisition of Western Union Telegraph

Company stock by American Telephone & Tele

graph Co. Memorandum covering data from

various records regarding acquisition of Western

Union stock by American Telephone & Telegraph

Co. covering a period from April 28, 1909, to

November 16, 1909

1659–79. Letter, dated September 29, 1915, from T. N. Vail,

president, American Telephone & Telegraph Com

pany, to N. T. Guernsey, general counsel, American

Telephone & Telegraph Company, regarding pos

sible participation in proposed loan to Great

Britain and France. Letter, from N. T. Guernsey

to T. N. Vail regarding legality of Telephone Com

pany participation in proposed loan to Great

Britain and France. Letter, dated October 1,

1915, from T. N. Vail to Henry S. Howe regarding

the question of participating in the loan to England

and France to be taken up at the next meeting of

the American Telephone & Telegraph Co. execu

tive committee. Letter, dated August 21, 1916,

from H. P. Davison, J. P. Morgan & Co., to T. N.

Vail regarding possible purchase of $5,000,000 of

the new British 2-year loan. Memorandum,dated

August 22, 1916, on American Telephone & Tele

*R, Company letterhead paper by A. C. DuBois

to Mr. Milne regarding necessary refinancing to

participate in British 2-year loan. Letter, dated

*** 23, 1916, from T. N. Vail to H. P. Davison,

J. P. Morgan & Co., enclosing memorandum by

11843

11843

11S-13

12.185

12186

12186
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Mr. DuBois. Letter, dated November 2, 1926,

from T. W. Lamont, J. P. Morgan & Co., to T. N.

Vail regarding the holding of $5,000,000 of British

Government 3- and 5-year 5% percent notes until

the telephone company's next meeting. Letter,

dated November 4, 1916, from T. N. Vail to T. W.

Lamont stating participation in the British Govern

ment 2-year loan by the telephone company im

possible. Letter, dated November 23, 1916, from

T. N. Vail to J. P. Morgan & Co., requesting an

offer for $80,000,000 30-year collateral trust 5 per

cent bonds. Memorandum in response to request

of N. R. Danielian, Federal Communications Com

mission, as to date which American Telephone &

Telegraph Co. received proceeds from sale of 30

year 5 percent collateral trust bonds and other data

pertaining thereto. Voucher, dated December 14,

1916, on American Telephone & Telegraph Com

pany paper to J. P. Morgan & Co. relative to

participation of the telephone company in special

6 percent demand loan to the British Government.

Letter, dated December 14, 1916, from G. D. Milne

to J. P. Morgan & Co. enclosing check amounting

to $20,000,000 for participation in 6 percent demand

loan to British Government. Copy of resolution

adopted by the executive committee of the Ameri

can Telephone & Telegraph Company held De

cember 20, 1916, regarding a participation of

$20,000,000 in special 6 percent demand loan to

the British Government signed by A. A. Marsters,

secretary. Letter, dated December 30, 1916, from

J. P. Morgan & Co., to American Telephone &

Telegraph Company enclosing check for $60,000

covering interest on Telephone participation of

$20,000,000 in a special demand loan to the British

Government. Copy of letter, dated January 2,

1917, from G. D. Milne, American Telephone &

Telegraph Company, to J. P. Morgan Co. in

receipt of check for $60,000 covering interest at

rate of 6 percent on $20,000,000 British Govern

ment demand loan. Copy of letter, dated January

24, 1917, from C. G. DuBois, comptroller, American

Telephone & Telegraph Company, to U. N. Bethell,

senior vice president, American Telephone & Tele

graph Company, regarding notification by J. P.

Morgan & Co. that the rate of interest in the

British Government demand loan had been reduced

from 6 percent to 5 percent. Letter, dated Febru

ary 5, 1917, from J. P. Morgan & Co. to American

Telephone & Telegraph Company crediting the

telephone company with $20,101,666.67, being re

payment of participation of $20,000,000 in special

demand loan to the British Government---------

1659–80. Letter, dated October 21, 1918, from T. N. Vail, pres

dent, American Telephone & Telegraph Company,

to Hon. Newton D. Baker, Secretary of War, re

questing that W. S. Gifford be released as director

of the Council of National Defense so that he may

be returned to his duties with the telephone com

11843 121.90

11843 12196
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1659–81. Resolution, dated June 19, 1919, giving U. N. Bethell

leave of absence for one year as vice president of

American Telephone & Telegraph Company.

Agreement between U. N. Bethell and American

Telephone & Telegraph Company covering trans

fer of certain securities to American Telephone &

Telegraph and services to be rendered to the tele

F. company along with payment of salaries.

esolution, dated July 2, 1919, authorizing the

purchase of certain shares of capital stock held by

American Telephone & Telegraph Company.

Resolution, dated July 2, 1919, by American Tele

phone & Telegraph Company agreeing to defend

any actions brought against U. N. Bethell growing

out of or based upon any action by him as director

or officer of the telephone company. Resolution,

dated July 2, 1919, by the executive committee of

American Telephone & Telegraph Company that

the full pay granted to U. N. Bethell as vice presi

dent by resolution shall be construed to include in

addition the salaries paid him by associated sub

sidiary companies. merican Telephone & Tele

graph Company voucher made out to U. N. Bethell

for purchase of certain shares of capital stock-----

1659–82. Copy of letter, dated December 19, 1924, unsigned

from H. B. Thayer, president, American Tele

phone & Telegraph Company) to Henry S. Howe,

member of executive committee, American Tele

phone & Telegraph Company, regarding appoint

ment of a committee for the purpose of filling the

post of president in case of emergency. Letter,

dated December 29, 1924, unsigned (from H. B.

Thayer), to Henry S. Howe arranging for discus

sion relative to presidency of American Telephone

& Telegraph Company. Letter, dated June 11,

1923, from . H. B. Thayer, president, American

Telephone & Telegraph Company, to George F.

Baker, First National Bank, enclosing a suggestion

for a letter to D. F. Houston. Letter, to D. F.

Houston, president, Bell Telephone Securities Co.,

from George F. Baker, First National Bank, in

troducing Mr. Houston to bankers abroad---------

1659–83. Letter dated December 12, 1939, from W. Shelmerdine,

American Telephone & Telegraph Company, to

Lloyd C. Mathers, Securities & Exchange Commis

sion, enclosing photostat copies of certain letters

along with copy of stockholders resolution approved

by stockholders December 21, 1905, authorizing the

issue of $150,000,000 convertible bonds - - - - - - - - - - -

1660. Letter, dated fecember 1, 1939, from Leon Hender

son to J. Lawrence Fly, Federal Communications

Commission requesting use of exhibits relative to

American Telephone & Telegraph Co. investigation

1661–1. Memorandum, dated November 15, 1939, for#.
C. Alexander regarding American Telephone &

Telegraph Co. financing-------------------------

1661–2. Table: Participations in underwriting by J. P. Mor

gan prior to 1920 in Telephone financing----------

1662. Copy of telegram, dated February 8, 1906, from

acob Schiff, Kuhn, Loeb & Co., to Mr. Winsor,

Kidder, Peabody & Co. regarding necessary changes

in agreement for financing-----------------------

124491–40—pt. 23 2

11843

11843

11843

11845

11847

11847

11850

1219.6

121.98

12200

1220.1

1220.1

12202

12206
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1663.

1664.

1665.

1666.

1667.

1668.

1669.

1670.

1671.

1672.

1673.

1674.

1675.

1676.

1677.

1678.

1679.

1680–1

1680–2

Letter, dated January 8, 1913, from J. P. Morgan &

Co. to First National Bank regarding a 10-percent

interest in American Telephone & Telegraph Com

pany financing---------------------------------

Letter, dated January 6, 1916, from J. P. Morgan &

Co. to Kuhn, Loeb & Co. regarding a 15-percent in

terest in American Telephone & Telegraph Com

pany financing---------------------------------

Letter, dated November 27, 1916, from J. P. Morgan

& Co. to Kidder, Peabody & Co. regarding a 31%

percent interest in American Telephone & Tele

graph Company $80,000,000 financing------------

Table: Participations on “original terms” in Tele

phone financing headed by J. P. Morgan & Co.,

1906-19---------------------------------------

Summary statement of participations by J. P. Morgan

Co. in issues of “associated” companies headed

by others 1906–19------------------------------

Appears in Hearings, Part 22, appendix, p. 11827- - - -

Telegram dated December 15, 1939 from R. S. Peter

son, Halsey, Stuart & Co., Inc., to H. L. Stuart,

Halsey, Stuart & Co., Inc., giving explanation of

penciled notation on “Exhibit No. 1637”----------

Appears in Hearings, Part 22, appendix, p. 11795- - - -

Table: American Telephone proprietary interest,

1906-20---------------------------------------

Table: American Telephone & Telegraph Company

proprietary interest, September 19, 1918-- - - - - - - - -

Table: “original terms” group on future purchases of

A. T. & T. securities as agreed to at “the Library,”

and dated May 5, 1920-------------------------

Memorandum, dated September 30, 1920, relative to

New England proprietary interest and interest in

Pennsylvania Bell selling syndicate---------------

Letter, dated August 17, 1920, from Dwight W.

Morrow, J. P. Morgan & Co., to Robert Winsor,

Kidder, Peabody & Co., regarding difficulty in al

lotting extra 3% of 1 percent to Kuhn, Loeb & Co--

Letter, from Robert Winsor to Dwight W. Morrow,

regarding adjustment in allotting extra 9% of 1

percent to Kuhn, Loeb & Co.--------------------

Letter, dated September 28, 1920, from Dwight W.

Morrow to Robert Winsor confirming oral agree

ment relative to 9% of 1 percent extra allotment for

Kuhn, Loeb & Co------------------------------

Letter, dated October 1, 1920, from Robert Winsor to

Dwight W. Morrow confirming the arrangement

as to division of Telephone allotment to be given

Kuhn, Loeb & Co------------------------------

Table: American Telephone & Telegraph Company

underwriting group showing division suggested

and that finally agreed upon, dated May 6, 1920- -

. Memorandum, dated January 31, 1924, from Clifford

M. Brewer relative to division of American Tele

phone & Telegraph underwriting between Kuhn,

Loeb & Co. and J. P. Morgan & Co.--------------

. Memorandum, dated? January 25, 1924, regarding

different basis for distributing proprietary profit

and including a list of New England proprietary

interest.--------------------------------------

11852

11856

11857

11861

11861

11862

11862

11862

11866

11867

11867

11868

11868

11868

11869

11869

11869

11870

11870

12207

12207

12213

12213

11903

12212

12214

12214

12215
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1681–1.

1618–2.

1681—3.

1682.

1683.

1684.

1685–1.

1685–2.

1686–1.

1686–2.

1687.

1688.

1689–1.

1689–2.

1690.

1691.

Letter, dated December 5, 1939, from Henry C.

Alexander, J. P. Morgan & Co., to Peter R.

Nehemkis, Jr. enclosing schedule regarding financ

ing of American Telephone & Telegraph Co. and

associated companies from January 1, 1920, to

June 16, 1934----------------------------------

Table: Financing of American Telephone & Tele

graph Co. and associated companies from January

1, 1920, to June 16, 1934------------------------

Table: Financing of American Telephone & Tele

graph Co. and associated companies, January 1,

1920, to June 16, 1934. (Corrected version of

“Exhibit No. 1681–2”)--------------------------

Table: Bankers' gross commissions on issues of

American Telephone & Telegraph Co. and asso

ciated companies managed by J. P. Morgan & Co.

or Morgan Stanley & Co., Incorporated, 1906–39–

Appears in Hearings, Part 21, appendix, p. 11380----

emorandum regarding $25,000,000 Bell Telephone

Company of Pennsylvania twenty-five-year first

and refunding mortgage 7 percent sinking fund

gold bonds series “A” syndicate------------------

Letter, dated September 29, 1920, from J. P. Morgan

& Co. to Kuhn, Loeb & Co. regarding the purchase

of $25,000,000 Bell Telephone Company of Penn

Sylvania issue----------------------------------

Letter, dated September 30, 1920, unsigned (from

Kuhn, Loeb & Co.) to J. P. Morgan & Co. ac

knowledging letter dated September 30, 1920, con

firming interest of $2,687,500 in $25,000,000 Bell

Telephone Company of Pennsylvania issue------

Letter, dated October 30, 1939, from J. P. Morgan &

Co. to the Securities and Exchange Commission

giving summaries of various Telephone issues.------

Memorandum, giving summaries of 14 issues in

which J. P. Morgan & Co. participated in Tele

phone financing--------------------------------

Table: Percentage participations in issues of Ameri

can Telephone & Telegraph Co. and associated

companies headed by J. P. Morgan & Co., Septem

ber 1920–January 1930 - - - - - - - - - - - - - - - - - - - - - - - - -

Table: Issues of American Telephone & Telegraph

Co. and associated companies headed by J. P.

Morgan & Co. 1920–30 showing length of time

syndicate banks were open and relation of sub

scriptions to offerings---------------------------

Memorandum regarding $2,155,000 United States

Telephone Company first mortgage 7 percent gold

bonds extending to July 1, 1941-----------------

Memorandum regarding $2,676,000 Cuyahoga Tele

phone Company first mortgage 7 percent gold

bonds extended to July 1, 1941------------------

Letter, dated March 2, 1935, from Albert H. Gordon,

Kidder, Peabody & Co., to John Wilkie, Central

Hudson Gas & Electric Corp., regarding belief of

increased utility refunding and Telephone re

funding---------------------------------"------

Stipulation by C. E. Mitchell regarding communica

tions from the files of Blyth & Co., Inc - - - - - - - - - - -

11874

11874

11874

11875

11892

11894

11910

11910

11911

11911

11912

11916

11923

11923

11929

11930

12215

12216

12217

12219

12219

12220

12220

12221

12234

12235

12236

12236

12237

12238
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page on page

1692. Memorandum, dated June 27, 1935, by C. E.

Mitchell, Blyth & Co., Inc., to George Leib and

others regarding discussion with George Whitney,

J. P. Morgan & Co., with reference to Telephone

financing and stating it would be a waste of time

to see Walter Gifford, president of American Tele

phone & Telegraph Co-------------------------- 11930 11930

1693. Letter, dated June 27, 1935, from C. E. Mitchell,

Blyth & Co., Inc., to Walter S. Gifford, president,

American Telephone & Telegraph Co., relative to

future financing of American Telephone & Tele

graph Co-------------------------------------- 11931 12238

1694. Letter, dated December 11, 1939, from Charles A.

Capek, Lee Higginson Corporation, to Peter R.

Nehemkis, Jr., transmitting a letter dated April

4, 1935, by Mr. Hallowell, Lee Higginson Corpora

tion to Charles H. Schweppe, Lee Higginson

Corporation----------------------------------- 11932 12239

1695. Letter, dated April 4, 1935, from N. P. Hallowell,

Lee Higginson Corporation, to Charles Schweppe,

Lee Higginson Corporation, regarding talk with Mr.

Walter Gifford, president, American Telephone &

Telegraph Company, relative to $50,000,000

Southwest Bell Telephone Company issue--------- 11932 12239

1696. Appears in Hearings, Part 22, appendix, p. 11826----| 11958

1697. Memorandum, dated September 27, 1935, from E. N.

Jesup, Lee Higginson Corporation, to N. P. Hallo

well, Lee Higginson Corporation, covering talk

with Harold Stanley relative to $45,000,000

Illinois Bell Telephone issue--------------------- 11966 12240

1698. Memorandum, dated September 30, 1935, by H. M.

Addinsell, the First Boston Corporation, relative

to conversation between Harold Stanley, Morgan

Stanley & Co Inc., and Mr. Addinsell regarding

Illinois Bell Telephone Co. $45,000,000, 35-year,

3%-percent first and refunding mortgage bonds----- 11967 12240

1699. Memorandum, dated November 20, 1935, by H. M.

Addinsell regarding registration of Southwestern

Bell Telephone Company $45,000,000, 3%-percent

bond offering---------------------------------- 11972 12241

1700. Table: Public offerings of securities under Securities

Act of 1933 by the American Telephone & Tele

graph Company and subsidiary companies-------- 11972 12242

1701. Memorandum, dated April 14, 1937, by H. M. Addin

sell, the First Boston Corporation, regarding

Southern Bell Telephone Company $45,000,000,

3%-percent, 25-year debentures------------------- 11972 12243

1702. Memorandum, dated June 26, 1939, by H. M.

Addinsell regarding Southern Bell Telephone,

Company $22,250,000, 40-year, 3% percent deben

tures----------------------------------------- 11972 12243

1703. Table: Relative participations in security issues of

Amercan Telephone & Telegraph and associated

companies, 1935–39. Participations of the principal

underwriters in relation to the participations of

Morgan Stanley & Co., Incorporated.------------- 11973 12244

1704. Table: Financing of American Telephone & Telegraph

Company and associated companies by Morgan

Stanley & Co., Incorporated, from September 16,

1935, to June 30, 1939-------------------------- 11973 1224.5



CONTENTS XXI

SCHEDULE OF EXHIBITS-Continued

Number and summary of exhibits

Intro

duced at

page

Appears

on page

1705.

1706.

1707.

1708.

1709–1.

1709–2.

1709–3.

1710–1.

1710–2.

1711.

1712.

1713.

1714–1.

1714–2.

1715.

Memorandum, dated September 23, 1936, by George

Leib, Blyth & Co., Inc., to C. R. Blyth, E. M.

Stevens and others, Blyth & Co., Inc., relative to

conversation with Mr. Stanley regarding $175,000,

000 American Telephone & Telegraph Company

25-year 3%'s-----------------------------------

Letter, dated March 4, 1936, from Charles E. Mitchell,

Blyth & Co., Inc., to Charles R. Blyth, Blyth & Co.,

& Co., Inc., relative to talks with Mr. Stanley

relative to Blyth & Co., Inc., position in Pacific

Telephone financing----------------------------

Financing of American Telephone & Telegraph Com

pany and Associated Companies headed by Morgan

Stanley & Co. Incorporated, from October 16, 1935,

to July 20, 1939--------------------------------

Letter, dated February 15, 1905, from Francis Higgin

son, Lee Higginson & Co., to F. P. Fish, president,

American Telephone & Telegraph Company, pro

testing against American Telephone & Telegraph

Company allowing a single firm to dominate its

financing plans---------------------------------

Letter, from H. S. Sturgis, the First National Bank,

to Peter R. Nehemkis, Jr. enclosing requested table

showing the First National Bank's participation in

American Telephone & Telegraph Co. financing----

Letter, from H. § Sturgis to Peter R. Nehemkis, Jr.,

adding Western Electric Company debentures of

$35,000,000 to table offered as “Exhibit 1709–3”---

Table: Particiaptions by issues on original terms of

the First National Bank or the First Security Com

pany in American Telephone & Telegraph Com

pany or Associated Companies financing from 1906

to date---------------------------------------

Letter, dated December 6, 1939, from Kuhn, Loeb &

Co. to Peter R. Nehemkis, Jr., transmitting a

schedule of the&#. participation in Ameri

can Telephone & Telegraph Company financing----

Table: Participations by issues on original terms of

Kuhn, Loeb & Co. in American Telephone & Tele

graph Company or Associated Companies financing

from 1906 to date------------------------------

Letter, dated June 6, 1934, from William C. Potter,

Guaranty Trust Company of New York to the

stockholders regarding effect of Banking Act of

1933 on the Guaranty Trust Company------------

Table: Maturities of certain railroad bonds giving

name of Company and description of bonds-------

Diary entries by John W. Cutler, H. D. Moore, and

Karl Weisheit of Smith, Barney & Co. relative to

New York Central R. R. Co. financing------------

Letter, dated June 18, 1935, from John W. Young,

J. P. Morgan & Co., to Willard Place, New York

Central Railroad Company accompanied by table

showing original group and secondary group with

amounts of participations in Toledo & Ohio Central

financing--------------------------------------

Handwritten note referring to table----------------

Letter, dated June 3, 1935, from Willard Place, New

York Central Railroad Co., to Max O. Whiting,

Whiting, Weeks & Knowles, as to whether the

bonds should carry a 3% percent or 4 percent

coupon

11980

11984

11989

11993

11993

11993

11993

11993

11993

12002

12004

12008

12010

12012

12013

12250

12250

12251

12252

12253

12254

12254

12255

12256

12259

12260

12260

12261

12262

12013

-
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1716.

1717.

1718.

1719.

1720.

1721.

1722.

1724.

1725.

1726.

1727.

1728–1.

1728–2.

1729.

Letter, dated June 13, 1935, from E. Stuart Peck,

Adams & Peck, to Willard Place, New York Central

Railroad Co. regarding talk with Harry Morgan,

J. P. Morgan & Co., relative to Toledo & Ohio

Central bond issue-----------------------------

Memorandum, dated June 17, 1935, by H. M. Addin

sell, the First Boston Corporation, regarding the

Toledo & Ohio Central $12,000,000 refunding and

improvement mortgage 3% percent bonds- - - - - - - - -

Telegram, dated June 21, 1935, from Max O. Whiting,

Whiting, Weeks & Knowles, to J. R. Macomber,

the First Boston Corporation, protesting for place

in Toledo & Ohio Central business---------------

Telegram, dated June 21, 1935, from Max O. Whiting

to J. R. Macomber regarding the First Boston Cor

poration's lack of control over allocating Toledo &

Ohio Central business---------------------------

Letter, dated June 28, 1935, from J. R. Macomber to

George Whitney, J. P. Morgan & Co., in apprecia

tion for part in Toledo & Ohio Central financing---

Table: Final selling list and the respective amounts of

the various houses on Toledo & Ohio Central

$12,500,000, 3% percent bonds, series “A”---------

Diary entries of John W. Cutler and Karl Weisheit,

Smith, Barney & Co., relative to New York, Penn

sylvania & Ohio Railroad financing---------------

. Memorandum, dated December 28, 1934, containing

an extract from the minutes of the meeting of the

board of directors of the Erie Railroad Company---

Memorandum, dated December 11, 1934, by Horace

D. Moore, Smith, Barney & Co., to J. W. Cutler

regarding major financing of Erie Railroad Com

pany from June 28, 1924, to July 1, 1930 - - - - - - - - -

Memorandum, dated December 17, 1934, by J. P.

Ripley, National City Company, to H. C. Sylvester

and P. V. Davis, National City Company, relative

to heading New York, Pennsylvania, & Ohio ex

tension bonds----------------------------------

Memorandum, dated February 13, 1935, by J. W.

Cutler, Smith, Barney & Co., regarding extension

of the $8,000,000 New York, Pennsylvania & Ohio

Railroad Company prior lien mortgage 4% percent

bonds-----------------------------------------

Diary entries by John Cutler relative to Atlantic

Coast Line R. R. Co. financing covering a period

from September 20, 1934, to January 11, 1935------

Letter, dated May 21, 1935, from H. L. Borden, vice

president, Atlantic Coast Line R. R. Co., to W. D.

McCaig, comptroller, Atlantic Coast Line R. R.

Co., relative to Atlantic Coast Line R. R. Co.

$12,000,000 collateral trust 5 percent notes--------

Letter, dated May 22, 1935, from L. Delano, Atlantic

Coast Line R. R. Co., to Roland L. Redmond,

Carter, Ledyard & Milburn, relative to close of

$12,000,000 collateral trust notes transaction------

Memorandum by Burnett Walker, Edward B. Smith

& Co., regarding Brown Harriman & Co., Incorpo

rated, and Edward B. Smith & Co. being invited
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INVESTIGATION OF CONCENTRATION OF ECONOMIC POWER

FRIDAY, DECEMBER 15, 1939

|UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:20 a. m., pursuant to adjournment on

Thursday, December 14, 1939, in the Caucus Room, Senate Office

Building, Senator Joseph C. O’Mahoney presiding.

Present: Senator O'Mahoney (chairman), Messrs. Henderson,

Avildsen, and Brackett.

Present also: Willis J. Ballinger, Federal Trade Commission;

Ganson Purcell, Securities and Exchange Commission; Holmes Bald

ridge, Department of Justice; Clifton M. Miller, Department of

Commerce; Charles L. Kades, Treasury Department; Peter R.

Nehemkis, Jr., special counsel; David Ryshpan, financial analyst;

W. S. Whitehead, security analyst, and Samuel M. Koenigsberg, asso

ciate counsel, Investment Banking Section, Securities and Exchange

Commission. -

The CHAIRMAN. The committee will please come to order. The

hearing this morning will open with a statement by Commissioner

Henderson.

INTRODUCTORY STATEMENT ON AMERICAN TELEPHONE & TELEGRAPH CO.

FINANCING

Mr. HENDERSON. This morning the S. E. C., through its Investment

Banking Section, would like to present to the committee a case history

of theÉ. of America's largest corporation by America's lead

ing bankers. This story involves the financing of the American

Telephone & Telegraph Co., beginning with the year 1906 and ending

with the last piece of financing in 1939. During this period, when

J. P. Morgan & Co. assumed the leadership over the financing of the

telephone company, A. T. & T. was relatively a small enterprise.

It had assets of about $530,000,000. The number of Bell telephones

was about 2,800,000. Today, A.T. & T. and its associated companies

have assets in excess of $5,000,000,000 and almost 16% million Bell

telephones are in use.

That the services of the bankers in providing a large part of the

capital required for this expansion was a matter of the greatest

moment to the A.T. & T. goes without saying.

That the capital was provided at the lowest cost and in a manner

most in the public interest is a question which cannot be answered.

For at no time during this entire period did the bankers or the

11829
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company consider any alternative method of financing than that of

direct dealings with a single banking group.

I quote now from a letter of Lee, Higginson & Co. to Frederick

P. Fish, president, American Telephone & Telegraph Co., dated

February 15, 1905 [reading from “Exhibit No. 1708”].

As we think we have made it apparent to your Company ever Since our firm

and Messrs. Speyer & Co. provided for the last capital requirements, we are

anxious to be afforded an opportunity to show on what terms we can provide

the fresh capital desired by the Company for the coming year. We do not ask

or suggest that we should be given the slightest preference over any other

banking firms. The Company is in sound financial condition, and we submit that

there is no reason, based on the condition of the Company in the present market

situation, why the Company should not provide for its wants on the best terms

available, and we think it a fair statement to say that the Company cannot

determine what these are if it permits a single firm only to lay before it a

plan to provide for its financial requirements.

The first witness will present testimony dealing with the background

of the telephone industry, and through him there will be developed the

events which resulted in the exclusive financial relations between

the powerful banking group headed by J. P. Morgan & Co. and the

American Telephone & Telegraph system.

Subsequent witnesses will develop the story of the manner in which

the telephone company has been financed, and one of the principal

perquisites to the bankers flowing therefrom—the profits from under

writing.

Mr. Chairman, in presenting the first witness we have a unique op

portunity. If we were as an S. E. C. unit to present the material

he will present, it would have required men on our staff to spend

literally months in the examination of documents. There was, as

you know, an inquiry into A. T. & T. by the Communications Com

mission, and it is fortunate that an economist who undertook to fol

low the early history of the A. T. & T. and the companies which

went to make it up is available. We are, therefore, in the position

of presenting an expert witness of our own choosing, you might say

whose information comes from another investigation set in motion

by the Congress of the United States. ... I think it will develop from

the testimony that this committee is fortunate in availing itself of

this opportunity for a, condensation of what represents literally

months of inquiry. I think, Mr. Nehemkis, the questions that you

will address relate particularly to the financing and not to the A. T.

& T. itself. Is that correct?

Mr. NEHEMRIs. That is correct, sir.

I call Dr. N. R. Danielian, please.

The CHAIRMAN. Do you Solemnly swear that the testimony you are

about to give in this proceeding shall be the truth, the whole truth, and

nothing but the truth, so help you God? >

Dr. DANIELIAN. I do.

TESTIMONY OF DR. N. R. DANIELIAN, WASHINGTON, D. C.

Mr. NEHEMKIS. Mr. Chairman, I should like to read into the record

a statement of the qualifications of this witness.

Dr. Danielian holds the degrees of A. B., A. M., and Ph.D. from

Harvard University. He was instructor in the Department of Eco

nomics at Harvard University from 1929 to 1935. In 1932, while at
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Harvard, he assisted Dr. W. W. M. Splawn, counsel of the House Com

mittee on Interstate and Foreign Commerce, in that committee's in

vestigation of utility holding companies. -

In 1933 he participated in the study of stock-market operations, con;

ducted by the Twentieth Century Fund. In 1935 he was appointed

financial and utility expert in the telephone investigation conducted

by the Federal Communications Commission under Public Resolution

No. 8, Seventy-fourth Congress, and continued in that capacity until

1938. Since then he has been director of research for the Subcom

mittee on Education and Labor under Senate Resolution 266, otherwise

known as the Senate Civil Liberties Committee.

Dr. Danielian, do you accept as a true and correct statement the

résumé I have just read into the record?

Dr. DANIELIAN. I do.

Mr. NEHEMKIs. So that the record may be complete, will you state

your full name and address, Mr. Danielian?

Dr. DANIELIAN. N. R. Danielian, Washington, D. C.

Mr. NEHEMKIs. Very briefly, will you state for the record your

duties in connection with the telephone investigation by the Federal

Communications Commission?

Dr. DANIELIAN. I was in charge of the economic studies of the

telephone investigation under the direction of the chief accountant.

The CHAIRMAN. The chief accountant of whom?

Dr. DANIELIAN. Mr. John H. Bickley.

The CHAIRMAN. Chief accountant for the F. C. C.?

Dr. DANIELIAN. The telephone investigation.

The CHAIRMAN. He was accountant of the Federal Communications

Commission?

Dr. DANIELIAN. That is right.

Mr. NEHEMRIs. And you also participated, did you not, Dr.

Danielian, in the preparation of the reports on the investigation?

Dr. DANIELIAN. I did. I prepared some of the reports personally

and participated in the preparing of others.

Mr. NEHEMRIs. And you are the author, are you not, of a recent

publication called “A. T. & T., The Story of Industrial Conquest”?
Dr. DANIELIAN. That is correct.

Mr. NEHEMRIs. Dr. Danielian, may I ask you a question concerning

the documentation upon which your testimony is predicated. Do I

understand correctly that the 83 exhibits which will be offered in

connection with your testimony are matters of official record in the

files of the Federal Communications Commission? I

Dr. DANIELIAN. All but about 10 documents are on file at the Fed

eral Communications Commission, having been introduced in official

Rºdiº before the Commission in Special Investigation Docket

o. 1. I think about 5 documents were obtained from A. T. & T.

recently. They are not matters of record with the F. C. C. There

are a few others which I think the S. E. C. made available to me in

connection with the preparation of this particular testimony.

. The CHAIRMAN. Are any of these documents that were introduced

in the F. C. C. study challenged by anybody?

Dr. DANIELIAN. These documents were presented in the following

fashion: They were accumulated in the course of the investigation.

* Subsequently entered as “Exhibits Nos. 1659–1 to 1659–83,” appendix, pp. 12115–12200.
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Photostatic copies were obtained from the company, and I might add

that the photostats filed with the Federal Communications Commis

sion have in back of them the authentication of the company to the

effect that they were taken from the files of the company. IŁiº

that procedure personally in obtaining these documents from the

company.

The CHAIRMAN. So far as the documents which have been taken

from the F. C. C. study is concerned, they have all been authenticated?

Dr. DANIELIAN. That is right.

The CHAIRMAN. Could you separate those from the others to which

I referred so we could put them in 3 Or could that be done without

much difficulty?

Mr. NEHEMKIS. Suppose I offer these later?

The CHAIRMAN. What is the authentication of the other documents

to which you refer?

Dr. DANIELIAN. The files that were obtained from the company

recently have a letter of transmittal by Mr. W. Shelmerdine, of the

company. The others that were made available to me by the Securi

ties and Exchange Commission—

Mr. NEHEMRIs (interposing). We assume responsibility for their

authenticity.

The CHAIRMAN. Unless there is objection, then each of these docu

ments may be presented and entered into proceedings when offered.

Mr. AVILDSEN. Are you at present connected with any Government

departments or universities?

Dr. DANIELIAN. I am at the present time director of research for

the Senate Civil Liberties Committee, a subcommittee of the Senate

Committee on Education and Labor under Senate Resolution No. 266.

Mr. HENDERSON. I might say that I communicated with Senator

La Follette and asked his permission to have Dr. Danielian appear

today, and it was graciously accorded.

EARLY DEVELOPMENT OF BELL SYSTEM AND ITS CAPITAL REQUIREMENTS

Mr. NEHEMRIs. Dr. Danielian, will you state for the committee

bºy the history of the development of the Bell System prior to

1900?

Dr. DANIELIAN. Briefly, the original Bell patents were under the

control of Alexander Graham Bell and his father-in-law, Gardiner G.

Hubbard. This situation obtained until 1878. In that year, on

account of the financial requirements of the System, they had to obtain

capital from Boston financial and commercial interests. In connec

tion with the sale of the stock of the Bell Telephone Co. in that year

to these Bostonians, they had to concede to those Bostonians control

of the Bell patents. That was done by a by-law of the corporation

which reads as follows:

The holders of ¥3 of the stock for which money has been paid and subscribed

shall for the space of two years have an equal right and power with the holders

of the 24 reserved to the patentees.

Thus within 2 years the inventor and his original backer lost control

of the patents to these commercial and financial interests of Boston

In 1879, Hubbard was only a director, and Alexander Graham Beli

was given the official title of electrician.
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The new group and their friends remained in power for the suc

ceeding quarter of a century. A study of the personnel of the boards

and executive committees of A. T. & T. and its predecessors indicates

that these Bostonians remained in power until 1902. In the interven

ing period, from 1902 to 1907, the control of the corporation was a

matter of contest.

Mr. NEHEMRIs. Dr. Danielian, will you tell me how the Bell Sys

tem covered its capital requirements during this period of which you

have been speaking? •

Dr. DANIELIAN. The capital requirements of the System during

this period were covered principally by the sale of stock to its stock

holders and by the reinvestment of earnings and surplus. In the

period up to 1898 only a very small amount of bonds and notes were

issued, about $8,000,000, and even those were sold to stockholders pro

rata. It was not until 1898 that the System issued bonds for sale

through banking houses. Between 1898 and 1905, inclusive, the Sys

tem issued some $78,000,000 of bonds, of which all but 25 millions

were sold to bankers after competitive bids were permitted.

Mr. NEHEMKIs. As I understand you to say, the sale of the System

Securities during this period was through what we know as competi

tive bidding.

Dr. DANIELIAN. That is correct.

Mr. NEHEMRIs. During this period, Dr. Danielian, the Bell System

º hº sustained relations with any single banking house or group,

id it !

Dr. DANIELIAN. There do not appear to be any habitual relations

with any banking house.

Mr. NEHEMRIs. Dr. Danielian, will you be good enough to describe

briefly* financial needs facing the Bell System at the turn of the

centur

Dr. Basinºs. The financial requirements of the Bell System, of

course, were defined by the business situation in which the System

found itself at the time. It will be recalled that in 1893 and 1894 the

Bell patents expired, and after that there was great competition from

independent telephone interests. As a result of this competition there

was great impetus to the expansion of telephones; whereas in 1893–94

there were only 266,000 telephones in use by the Bell System—and the

Bell System was a monopoly at that time—10 years later the Bell

System itself had 1,317,000 stations, and the independents in the

course of the 10 years had themselves developed 1,053,000 stations,

which together meant total telephones in use of 2,371,000, which indi

cates a tremendous expansion in that period. It also means that the

Bell. System was really being pushed by the independents to supply

service to the country. Furthermore, at that time the Bell System

had adopted—the American Bell Telephone Company, which was a

predecessor of A. T. & T-adopted the policy of acquiring control by

purchasing of stock of subsidiary operating companies. That also

necessitated new money.

Mr. NEHEMRIs, Did the company during this period, Dr. Danielian,
seek to broaden the market for its securities?

124491–40—pt. 23 3
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THE MANAGEMENT LOOKS TO NEW YORK FOR ADDITIONAL CAPITAL

Dr. DANIELIAN. It does appear that the management of A. T. & T.

was beginning to look outside of New England to find sources of

funds. They naturally looked toward New York to supply some of

their needs. The financial requirements as well as the amount to go

outside of New England are perhaps best described in these two

documents.

Mr. NEHEMRIs. Which documents?

Dr. DANIELIAN. The one is a memorandum from Theodore N. Wail

to Senator W. M. Crane, of Massachusetts, in 1901. I believe that

was just prior to the election of Mr. Crane to the Senate, in which Mr.

Vail described the financial needs as follows [reading]:

The worst of the opposition has come from the lack of facilities afforded by

our companies—that is, either no service or poor service. For this, circumstances

beyond control are to a great extent responsible, as it was, in the early days,

very difficult to provide money.

To meet these increasing demands, increasing amounts of money will be needed

each year. A low estimate for the next five years would be $200,000,000—every

probability points to a larger sum.

These demands necessitate a broad financial policy covering a period of no less

than five years. . . .

The other communication is from Henry Lee Higginson to Fred

erick P. Fish, who was president of the A. T. & T. from 1901 to 1907.

In this letter, which is dated April 8, 1904, Mr. Higginson stated to

Mr. Fish [reading from “Exhibit No. 1659–7”]:

Of course, we agree with your views entirely that you need a new market, and

we think this can be accomplishing by dealing with Speyer. We know as well

as anybody can that the telephone securities are as good as can be, but they

have not interested the public yet, outside of New England, very much, and

the company has not got the standing whióh it deserves and which it will have

by and by. The New Yorkers are always shy of new things from this part of

the country. We think Speyer can help to distribute the securities elsewhere.

I think that these documents indicate, on the one hand, that the com

pany needed a large-scale financing and, on the other hand, that the

management was looking outside of New England for a source of

capital.

[r. NEHEMRIs. Now, Dr. Danielian, will you describe rather briefly

the negotiations for the sale of $150,000,000 bonds to the Morgan

syndicate :

Dr. DANIELIAN. Preliminary to that particular episode, perhaps a

word should be said about the first attempt to obtain capital from

New York. That came in 1902. In that year, in the month of March,

Mr. Fish, the president of the A. T. & T., carried on negotiations with

Mr. George F. Baker, Sr., for the sale of 50,000 shares of A. T. & T.

stock. -

The CHAIRMAN. What year was this?

Dr. DANIELIAN. 1902.

The CHAIRMAN. And prior to 1902, the Bell System was prac

tically locally financed in New England?

Dr. DANIELIAN. That is correct.

The CHAIRMAN. And now you are describing the appeal to capital

sources outside of New England?
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Dr. DANIELIAN. That is right. In March of 1902, they concluded

an agreement with George F. Baker, Sr., whereby the latter would

take 50,000 shares of A. T. & T. stock at 153%. In connection with

that agreement, provision was also made for the election of George F.

Baker, Sr., and John I. Waterbury, who was then president of the

Manhattan Trust Co., and was also associated with Mr. Baker in

this particular deal—they were elected, these two, to the board of

the A. T. & T. At the same time, Theodore N. Vail came into the

directorate of the A. T. & T. Mr. Vail became associated with this

System in the early days as general manager, but he had resigned in

1887 to devote himself to his personal affairs. For the first time since

then he came back to the System with Mr. Baker and Mr. Waterbury

as director of the company.

In the next 2 or 3 years, the question of large-scale financing was

still to the fore, although in 1904 the System was again financed by a

competitive offer of bonds.

Mr. NEHEMRIs. Do you recall which banking house at the time had

made that offer, Dr. Danielian?

} Dr. DANIELIAN. I think you have a tabulation there which indicates

that.

Mr. NEHEMRIs. Well, it doesn’t make any difference, we will bring

it up later.

Dr. DANIELIAN. Lee, Higginson and Kidder, Peabody were quite

active in bidding for the securities of the company at that time.

Now, in 1905, the proposition for large-scale financing received con

crete expression. In February of that year a plan of financing was

offered to the A. T. & T. by John R. Waterbury and associates. Cor

respondence indicates that these associates were J. P. Morgan & Co.,

and Kidder, Peabody. According to this plan of financing, $85,000,

000 of convertible bonds were to be issued. In addition, $50,000,000

more, on which the bankers were to be given an option. This plan

of financing was subject to a great deal of discussion in the company,

for we have a memorandum indicating a joint expression of opinion

by officers of the company on this plan of financing which involved

the issue of convertible bonds.

Mr. NEHEMRIs. That was the $150,000,000 which

Dr. DANIELIAN. This, the original plan, involved the issue of really

$185,000,000 of convertible bonds and $50,000,000 of other bonds.

This was subjected to criticism by company officials, and in this

memorandum which is dated, I believe, February 16, 1906—

Mr. NEHEMRIs. That is correct.

Dr. DANIELIAN. The officers of the company, namely, Vice Presi

dent Sherwin, Treasurer Driver, and Attorney Leverett of the com

pany, reach the following conclusion: They said [reading from “Ex

hibit No. 1659–9"]:

To Our minds there is another risk in the proposed plan which should be had

in mind. If a bankers syndicate should be formed, under the proposed plan, who

should pool their bonds or place them in trust, the trust so formed, by exercis

ing the option given for the conversion of bonds, would have the power to acquire

So near an absolute controlling interest in this company as practically to control

the whole assets of the company, which they could use for any schemes of

financing that they saw fit. In short, having nearly one-half of the entire

issued capital stock of the company, they could consolidate this company with

other companies, or make any other arrangement in regard to its future
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financing that they saw fit. This is a great and extremely valuable option and

is equivalent, until the bonds are distributed or sold to the public, to a

surrender of the powers of the management upon present officers and stock

holders to a body of bankers who may work to the disadvantage of the present

stockholders in the promotion of other schemes of consolidation.

The CHAIRMAN. Who is the author of that statement? -

Dr. DANIELIAN. This memorandum was prepared by Vice Presiden

Sherwin, Attorney Leverett, and Treasurer Driver of A. T. & T., on

the plan of financing proposed by Waterbury and associates.

The CHAIRMAN. And to whom was the memorandum Submitted?

Dr. DANIELIAN. To Mr. Fish, the president.

There were other criticisms. Senator Crane, who was director of

the system at that time, also said:

I am beginning to think— -

This is a letter of the same date as this memorandum, February 15,

1906 [reading from “Exhibit No. 1659–11”]:

I am beginning to think that we ought to raise the necessary money by the

sale of four percent collateral bonds without the conversion clause. We surely

can find someone who will buy them at a reasonable price. The other proposi

tion is intricate and uncertain and might lead to a great deal of trouble.

Pursuant to these opinions, Mr. Fish, by letters dated February 20,

1905, to J. P. Morgan & Co., John I. Waterbury, George F. Baker, Sr.,

declined this plan of financing.

Mr. HENDERSON. That is, basing it on their conclusions which you

have read from this memorandum ?

Dr. DANIELIAN. I assume that was the basis on which Mr. Fish

declined the offer, although in his letter he said that there were too

many intricacies in the plan to proceed at the time.

In 1905, instead of this plan of financing, the company issued

$20,000,000 of 5-percent gold-coupon notes, which were sold to Lee,

º” & Co., and Speyer & Co., after competitive bids were

Offered.

In the fall of 1905 the plan for large-scale financing was revived

again, and in December a stockholders’ meeting was called to ap

prove the issue of $150,000,000 of convertible bonds. Prior to the

meeting, Mr. Fish submitted the circular letter to stockholders which

he was planning to send, to Mr. Baker and Mr. Waterbury for their

criticisms, and he obtained their suggestions by letter dated Novem

ber 21, 1905, and then proceeded with the stockholders’ meeting. In

connection with that meeting, the president, Mr. Fish, had to canvass,

to Some extent, for proxies to the meeting of the stockholders. In

fact, to the best of my knowledge, for the first time in the company's

history a regular proxy committee was formed, with the names of

the committee members on the proxy form and no opportunity was

given on the proxy form for the substitution of the stockholders'

own attorney.

On December 21 the stockholders did approve by two-thirds vote

the issues of $150,000,000 of convertible bonds by the board of direc

tors. There was no statement in this resolution with regard to the

conditions under which the bonds were to be issued. There was also

Some criticism from certain large stockholders as to the advisability

of this bond issue.
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In the succeeding month, January 1906, Mr. Fish was in constant

negotiation with Mr. Waterbury, in conferences with Mr. Crane,

one of the members of the board of directors.

Mr. HENDERSON. Dr. Danielian, will you tell me again who Mr.

Fish and Mr. Waterbury were, what interests they represented, and

what positions they held?

Dr. DANIELIAN. Mr. Fish was the president of A. T. & T. from

1901 to 1907. Mr. John I. Waterbury was the president of Man

hattan Trust Co., and he became a member of the board of directors

of A. T. & T., with George F. Baker, Sr., on the occasion of the

sale of the 50,000 shares of A. T. & T. stock in 1902, and Mr. Water

bury was associated with Mr. Baker and later with J. P. Morgan &

Co. in the financing that they then proposed to A. T. & T. Mr.

Crane was Senator from Massachusetts and was elected a director of

A. T. & T. in 1903.

Mr. NEHEMRIs. Will you proceed, sir.

Dr. DANIELIAN. During the month of January negotiations were

being carried on with the bankers. At the same time, other bankers

were insistently trying to obtain an opportunity to bid for the pro

posed financing.

Mr. NEHEMRIs. In other words, the situation then was in some

respects not different from the situation as prevails now, in general?

Dr. DANIELIAN. I wouldn’t want to express an opinion on that

because I haven’t studied the situation now as thoroughly as I have

studied its past history. -

Mr. NEHEMRIs. Very well, sir.

Dr. DANIELIAN. Speyer & Co., associated with Lee, Higginson &

Co., tried to obtain an opportunity to bid, Salomon & Co. insistently

attempted to secure an opportunity to bid for bonds, and Lee, Higgin

son & Co. also tried to have such opportunity.

Mr. HENDERSON. They were trying to get, if I understand you cor

rectly, the right to make a bid.

Dr. DANIELIAN. That is right.

There are several letters pertaining to this. I would like to read

only part of one, part of a letter from Lee, Higginson & Co., dated

February 1, 1906, which was only 7 days before the bonds were

actually sold to J. P. Morgan & Co. and Kidder, Peabody & Co.

Apparently, in this letter, fee, Higginson wanted to go on record.

Hº letter, the banker stated [reading from “Exhibit No. 1659–

1977 :

In order that there may be no misunderstanding about our position, I beg to

say that, representing a syndicate formed by Messrs. Speyer & Co. of New York

and ourselves, we would be glad to have an opportunity to bid on such new

securities as the Telephone Company may contemplate issuing.

At present, we do not know sufficient details as to the character of the securi

ties and the amount to be issued, to formulate an offer.

We are ready to make an offer for these securities on short notice, if we are

put in a position by the Company to do so.

The CHAIRMAN. You spoke of other letters. Do you mean other

letters of a similar character?

3. DANIELIAN. Yes; if you wish, I could read one from Salomon

& Co.

The CHAIRMAN. I would like to have you do that.
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Dr. DANIELIAN. Yes; this is dated January 27, 1906, 4 days before

the Lee, Higginson letter. A letter from President Fish to William
t 2 ji - - - : , ,l., 2 -: - - - -

Salomon, which indicates Mr. Fish's attitude on competitive bids

[reading from “Exhibit No. 1659–18”]:

Nothing has been done as yet but the condition is such that I must be very

careful in all cases not to give any encouragement to any parties in the matter

referred to.

I very much appreciate your continued interest in our financial affairs, and

it would give me great pleasure to be in a position to utilize your very efficient

organization and capacity, but there are innumerable considerations that must

be taken into account and it is entirely impossible for me to say what can or

what cannot be done.

And two days later Mr. Salomon replied to this letter, on January

29 [reading from “Exhibit No. 1659–18”]:

I understand from your telegram and letter that the matter is still open, and

I would like to learn whether it may be possible to allow me to make for

myself, associated with a satisfactory group, a competitive offer. Your policy

has always been that of allowing competitive tenders to be made and I do not

understand from your letter that it is your intention to follow a different policy

in this instance.

To which, on January 30, Mr. Fish replied.

THE CHANGE FROM COMPETITIVE TO NONCOMPETITIVE FINANCING

The CHAIRMAN. Does your examination of the history of the financ

ing of this company bear out the statement that you have just read,

namely, that up to this time when new capital was sought it was

obtained by competitive bidding?

Dr. DANIELIAN. That is correct.

The CHAIRMAN. And you are now discussing the period when the

change was made from the competitive-bidding system to the place

ment system?

Dr. DANIELIAN. That is right.

Mr. NEHEMRIs. By that you mean—you said, “That is right.” By

the latter part of the Senator's statement, your acquiescence meant

direct negotiations?

The CHAIRMAN. What I meant was the selection of a particular

house or group to carry on the financing without competitive bidding.

Mr. NEHEMRIs. That is your understanding of the situation, isn't

it, Dr. Danielian?

Dr. DANIELIAN, That is true; but that is predicated upon rela

tionship between the banking group and the corporation which makes

that kind of a procedure in the sale of bonds possible, in other words,

a more intimate relation between one banking group and the manage.

ment of a corporation, in which the noncompetitive sale of bonds is

one of the elements.

The CHAIRMAN. What I am trying to bring out is that you are

now discussing the change from the competitive to the noncom

petitive system?

Dr. DANIELIAN. That is correct.

The CHAIRMAN. Now then, the letter of President Fish referred to

considerations which should be taken into account. Do you know

what those considerations were ! Does your study provide any infor

mation on that point?
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Dr. DANIELIAN. Frankly, that is one of the mysteries I have not

been able to solve. It is one of those difficult problems on which

evidence cannot be obtained, as to what was going on in Mr. Fish's

mind at the time, he was negotiating with this particular banking

group. I am unable to explain, in other words, what considerations

led Mr. Fish to change his policy from one of offering competitive

bids to one of dealing only with one banking group.

The CHAIRMAN. As a student of this financing problem, what con

siderations would suggest themselves to your mind as being of suffi

cient importance to dictate the dropping of the competitive system

and the adoption of the noncompetitive system of disposing of

securities?

Dr. DANIELIAN. Possibly the fact that a contractual arrangement

with a banking group providing for financing over a certain number

of years, large-scale financing, may be one consideration. In other

words, the contract, after it was consummated, called for the issuance

of bonds in installments over a period of 2 years, from 1906 to 1908,

these installments to be taken by the bankers at specified dates.

Now, perhaps that facility of insuring the obtainment of funds over

a long period of time may have been one of the considerations that

led the company to make this particular kind of arrangement, but

that is only conjectural on my part because I have no documentary

evidence to indicate what the motives were.

The CHAIRMAN. I appreciate that fact, but I wasn’t asking you for

any evidence, I was asking for your own conclusions from your own

study, as to what considerations might suggest themselves to your

. as indicating any advantage of one system over the other,

noncompetitive over the competitive, if there is such an advantage.

Mr. HENDERSON. Could I ask a question?

The CHAIRMAN. You want to amplify the question?

Mr. HENDERSON. Yes; because I am interested also, Senator. Do

you think that the coming of Mr. Waterbury into the situation in

the way you described had anything to do with the departure from

the competitive and the selection of a single group?

Dr. DANIELIAN. I think that Mr. Waterbury and one or two of his

associates were insistent on having this exclusive relation with the

company; that is, the original plan of financing contemplated, the

one that was declined early in 1905, contemplated exactly this sort

of relationship. As to why Mr. Waterbury insisted on that, I think

the rest of the investigation will probably show.

Mr. MILLER. May I ask the witness a question, Mr. Chairman? In

1905 was not $150,000,000 a very large piece of financing?

Dr. DANIELIAN. I assume so; yes.

Mr. MILLER. I mean very large. Had there been any financing in

your studies approaching that in size?

Dr. DANIELIAN. I don’t recall of any occasions as early as that

involving 150 millions.

Mr. HENDERSON. What about the financing of the Steel Corporation?

Dr. DANIELIAN. In 1901?

Mr. HENDERSON. It was a larger amount, was it not?

Dr. DANIELIAN. But may I make one distinction there? The con

tract called for the sale of 100 millions of bonds in installments of

10 millions, with the exception of 1 installment which was 30 mil
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lions in 1907, over a period of nearly 2 years, and that the other

50 millions were optional with the banks, they didn’t have to take

the additional 50 millions if they didn’t want to exercise the option,

So really this was a firm commitment for 100 millions over a period

of 2 years.

The CHAIRMAN. Doctor, going back to my question, which was

merely an attempt to elicit your expert opinion and not an attempt

to develop any facts, because you have testified that you have been

unable to find the facts bearing on this, I was merely asking you

what considerations would suggest themselves to your mind as an

expert in this matter, as indicating any advantage, if there is such

an advantage, in the noncompetitive system over the competitive sys

tem of disposing of securities.

Dr. DANIELIAN. I mentioned one; namely, the ability to make long

term contract with a given banking group, to take care of financing

over a period of time. Now, if these bonds were offered competi

tively, they would have to be offered, for instance, at different periods

instead of providing for the financing over 2 years.

Another advantage that has been suggested by the bankers, of

course, is the intimate knowledge which the bankers have of the

company’s needs and the greater security and, shall I say, depend

ability of a continued relationship with a banker, where the banker

comes to the aid of the company at the time that the company needs

financing—that has been offered as reason justifying that relation

ship. I have discussed this problem with bankers myself, and that

is their position. On the other hand, of course, there are advantages

offered for competitive buying: for instance, in the matter of reach

ing a price for the sale of bonds on a more rational basis than mere

decision across the table, as to how much the bonds should be sold

for, open-market conditions in determining the price at which the

bonds can be sold to the public.

Mr. MILLER. Didn't the company here abandon the historical pol

icy of piecemeal financing in small amounts, which could be sub

mitted for competitive bids, and embark at this particular period

on a long-term program which involved financial commitments going

beyond the immediate issue and taking further issues into the pro

gram? In other words, this was a large amount of money and

they changed the policy in order to assure themselves of this supply

of funds, and they probably had a construction program that went

hand in hand with it, involving forward expenditures for exten

sions. Is that not what happened?

Dr. DANIELIAN. Do I understand your questions correctly: Did

the company make provision for long-time financing; is that the

question?

Mr. MILLER. No; the question that I wanted to know is whether

they abandoned the policy of piecemeal financing in which the com

pany could get competitive bids, to adopt a long-term financial pro

gram here involving several years, and in order to do that, didn't

they change their form of financing and therefore abandon the

competitive system that they had previously used?

Dr. DANIELLAN. I stated that this particular financing provided

financing over this 2-year period. That fact in itself I should think

would answer the question.
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Mr. BALLINGER. Wouldn’t it have been possible to have competi

tive bids on long-term financing? In other words, there may have

been other groups that may have wanted to put in a bid to dis

tribute securities over a 2-year period.

Dr. DANIELIAN. From the letters of the other bankers, it does

look as if they were ready to bid for financing.

Mr. BALLINGER. But they weren’t given a chance.

Dr. DANIELIAN. In fact, there is evidence to indicate that Lee,

Higginson & Co. wanted a two-thirds interest in the syndicate that

was formed for the sale of this particular issue. They did not

obtain it. They were kept out of this particular deal.

Mr. BALLINGER. But there is nothing inconsistent in competitive

bidding on long-term financing. The idea that you can’t have com

petitive bidding on long-term financing—I just wanted to ask your

opinion about that. As I understand the question put to you, this

contractual relation was entered into because the only way you can

have competitive bidding on financing is when issuing piecemeal. It

seems to me when you have a program you are going to put across

in 2 years, you can open it up on the Street and say, “Let’s have the

highest bid that can handle this financing in 2 years.”

Dr. DANIELIAN. That was a distinct possibility but it wasn't ap

plied in this particular case.

Mr. BALLINGER. No; it wasn’t; the market wasn’t opened up.

Mr. MILLER. But long-term financing doesn’t mean necessarily

that the bonds were long in maturity. By the reference you make

here to long-term financing, it is really a long-term program of

financing, where there were financial commitments involved beyond

immediate commitment for issues to be sold immediately, but an

obligation to take further issues which was a firm obligation ?

Dr. DANIELIAN. That is correct.

I would like to make this statement, that even though this financ

ing was projected for a period of 2 years, the firm commitment on the

part of the bankers was to buy the bonds. On the other hand, alter

native banking groups were soliciting to see whether this particular

issue under those same conditions could be sold to those others upon
more favorable terms or not.

In other words, there are no alternatives in the situation whereby

you can judge the wisdom of the particular transaction.

. Mr. NEHEMKIs. Dr. Danielian, perhaps the committee should be

informed that it is tentatively hoped, if the time and pleasure of the

committee permit, at some later date, to explore this whole prob

lem in its technical ramifications in much detail, but in view of

the fact that there are a considerable number of witnesses yet to be

heard, if it is the pleasure of the committee, may we proceed with the

further development of the examination. Is that your pleasure,

gentlemen?

Dr. Danielian, who was the leader of the successful syndicate?

Dr. DANIELIAN. J. P. Morgan & Co. was associated with Kidder,

Peabody & Co. and Kuhn, Loeb & Co. in the purchase of this

large issue of the bonds.

DIFFICULTIES IN DISPOSING OF THE 1906 BOND ISSUE

. Mr. NEHEMRIs. Did not the syndicate experience certain difficulties

in getting rid of the bonds?
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Dr. DANIELIAN. These bonds were contracted for on February 8,

1906, and 30 millions of them were taken in the course of 1906. None

of these bonds were offered to the public in 1906.

In January 1907 the bankers went back to the company and ob

tained certain concessions on the price of the bonds, concessions

amounting to about 3 points on the face value of the bonds, and

at the same time they agreed with the company to offer the bonds for

public sale, which they did in February. They offered $40,000,000

for sale in February, but they couldn’t sell any more than about 10

millions of this offer. From then on until the syndicate was dissolved

in June 1908 none of the bonds were offered for sale.

Mr. HENDERSON. In other words, the bankers carried those through

that panic of 1907?

Dr. DANIELIAN. The bankers carried 90 millions of it which they

had purchased in installments from 1906 to 1908 without selling it to

the public.

r. HENDERSON. And if it hadn't been a strong banking group they

wouldn’t have been able to carry those in §. way they did, is

that correct?

Dr. DANIELIAN. Perhaps I should make a distinction between—I

think that is correct, but I want to make a distinction between the

managers of the syndicate and the syndicate itself.

A syndicate was formed on February 15, 1906. According to the

syndicate contract, the subscribers, who were, of course, a large num

ber of bankers all over the country, assumed the obligation to pay

for these bonds 10 days before the managers of the syndicate had to

buy the bonds from the company, and on the other hand, the syndi

cate contract provided that the bankers, the managers, would have

complete control over the bonds, that the subscribers could not sell

the bonds until the dissolution of the syndicate.

So that we have a situation here where the subscribers undertook

all the liabilities incidental to the contract, and the managers, of

...i. undertook the obligations to manage and to distribute the

OnOls.

On the other hand, I must also state that the bankers, besides

being the managers of the syndicate, also themselves participated in

the syndicate by taking certain amounts for their account.

I think Morgan & Čo took $3,588,000; J. S. Morgan & Co. took

$2,000,000; Kuhn, Loeb & Co., $4,915,000; and Kidder, Peabody &

Co. $5,000,000 for its account and $25,000,000 for distribution in New

England.

Mr. NEHEMRIs. J. S. Morgan & Co. was the London banking house,

was it not?

Dr. DANIELIAN. I think that is correct.

Mr. HENDERSON. During this period, the managers had on their

shelves quite a bit of the inventory of this bond issue?

Dr. DANIELLAN. Yes; these amounts that I indicated are the extent

of the financial liability of the managers, as participants in the

syndicate.

Mr. MILLER, Was it a joint and several liability that these syndi

cate members had, where they were all liable for the whole?

Dr. DANIELIAN. No; they had limited liability.



CONCENTRATION OF ECONOMIC POWER 11843

Mr. MILLER. In those days, it is my recollection of the historic

form of syndicate, that was the type of syndicate that was made,

where everybody was liable; there was no several liability.

Dr. DANIELIAN. I don’t think that is true of this syndicate. You

have a copy of the syndicate contract that will be placed in the

record.

Mr. NEHEMKIs. Then, if I understand your testimony correctly, up

until this time we had a system of the company’s placing its

bonds through competitive bids. Following the $150,000,000 issue

under the leadership of J. P. Morgan & Co., the company entered

into a system of direct negotiations with a banking group.

Is it your opinion, Dr. Danielian, based on these studies, that this

situation has prevailed from that time?

Dr. DANIELIAN. That is true; since 1906 the bonds of the A. T. &

T. have been sold to a single banking group managed by J. P. Mor

gan & Co.

Mr. NEHEMRIs. Mr. Chairman, gentlemen of the committee, this

will conclude our testimony on this phase of the subject.

I should, while Dr. Danielian is still on the stand, like to offer

in evidence 83 exhibits.

Mr. Chairman, normally I should not ask you to print SO volumi

nous a number of exhibits, but I believe these documents are unique,

and that for future students of the subject of corporate finance they

will prove to be an invaluable case book of early financial transac

tions.

The CHAIRMAN. These are the documents to which reference was

made earlier in the day?

Mr. NEHEMRIs. Correct, sir.

The CHAIRMAN. They have already been admitted.

Mr. NEHEMRIs. Dr. Danielian, in behalf of my staff, I want to

express our deep thanks to you for the time you have given in the

preparation of this material.

The CHAIRMAN. Do you have any choice as to whether they should

be given different numbers?

Mr. NEHEMRIs. I have just arranged them for the convenience of

the reporter in the order to which reference has been made in the

testimony. They are numbered in sequencee, 1 through 83.

(The documents referred to were marked “Exhibits Nos. 1659–1 to

1659–83” and are included in the appendix on pp. 12115–12200.)

The CHAIRMAN. Do any members of the committee desire to ask any

additional questions of the witness?

So far as you know, Doctor, is there any controversy over any of

the matters of fact to which you have referred this morning?

Dr. DANIELIAN. Of course, A. T. & T. has taken exception to the

implications and conclusions that may have been derived. Perhaps,

in order to be quite fair, I should depart from ordinary procedure

of offering my own statement, the witness’ statement, to the record, and

offer instead the criticisms of A.T. & T. of the particular report of the

F. C. C. from which some of these facts have been recited. In that

way perhaps A. T. & T.’s position in these matters may be a part of

the record, too,
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The CHAIRMAN. It may be that the criticism of the F. C. C. report

would cover matters which you have not covered.

Dr. DANIELIAN. It does cover a wider field.

The CHAIRMAN. My question was merely as to whether or not there

is any controversy over the facts which you have yourself presented

to the committee this morning, so far as you know.

Dr. DANIELIAN. I don’t believe the facts are contested.

Mr. NEHEMRIs. Mr. Chairman, I think, as counsel to the committee,

I should like to be heard on that point. I believe, to the best of my

knowledge, that Dr. Danielian has confined his testimony to the ex

hibits, to the facts stated in the exhibits which have been offered and

received, and, in my opinion, if I may venture to say, I do not think

he has departed from strict facts as presented in the documentation,

and I vouch for the statements.

The CHAIRMAN. That really wasn’t the question. I am merely

asking for his knowledge. He knows whether there is any controversy

over these facts, and he tells us there is not, so far as he knows.

Mr. AvTLDSEN, Does this pamphlet contain criticisms of your re

port, the particular part of the work you did?

Dr. DANIELIAN. This particular document covers a report which I

presented before the Federal Communications Commission on the

control of A. T. & T., and it covers, of course, a wider field because

that report covered the whole period from 1875 to 1935, during which

the company's management went through different stages of develop

ment. This criticism is the company’s response to that report, but I

must state that the major part of that report concerns the control of

the corporation, and consequently this particular document would not

be directly related to the

The CHAIRMAN (interposing). Is there anything in that which

refers to the matters concerning which you have testified this

morning?

Dr. DANIELIAN. No; except the first part, I think one section, about

a page and a half.

The CHAIRMAN. Let the chairman suggest to you that you take

that document and if there are any matters in it anywhere which

refer to your testimony this morning, that you call it to the attention

of the Chair so that it may be entered in the record, merely express

ing the opinion of the A. T. & T., so far as that goes, with respect

to your particular testimony here. We just don’t want to go afield.

Mr. BALLINGER. You suggested two reasons, Mr. Danielian, as to

why this contract was given to the group headed by J. P. Morgan.

Have you given any thought to the possibility that it might have been

given because of the dominant position of the House of Morgan in

investment banking, and their various means of control of reservoirs

of funds and their ability perhaps to apply coercion, and so forth.

I mean the whole history of the House of Morgan?

Dr. DANIELIAN. I have looked at it strictly from the point of

A. T. & T.’s relations with the bankers, and the negotiations for

these bonds, and I have not broadened myself into the general field

of banking control of industry So far as this particular sale is con

cerned. I think a more intimate relationship did develop after the

* Dr. Danielian, under date of January 10, 1940, submitted the information requested.It is included in the appendix on p. 12316. m req
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sale of these bonds between a particuar banking house and this cor

§." but I wouldn't care to comment as to the position of J. P.

organ & Co. in the banking field in general.

Mr. NEHEMRIs. Thank you very much, Dr. Danielian.

Mr. Chairman, so that the record may be complete in all respects,

I should like to offer a carbon copy of a letter from Commissioner

Leon Henderson to the Honorable J. Lawrence Fly, Chairman of the

Federal Communications Commission, dated December 1, 1939. It

was pursuant to this letter that the exhibits previously offered into

the record were made available to the Investment Banking Section.

The letter described is offered.

º letter referred to was marked “Exhibit No. 1660” and is

included in the appendix on p. 12201.)

Mr. NEHEMRIs. The next witness is Mr. George Whitney. Mr.

Whitney, please.

The CHAIRMAN. Do you Solemly swear the testimony you are about

to give in this proceeding shall be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. WHITNEY. I do.

The CHAIRMAN. You may be seated, Mr. Whitney.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.

Mr. NEHEMKIs. Mr. Whitney, will you state your full name and

address, please?

Mr. WHITNEY. George Whitney, Westbury, Long Island.

Mr. NEHEMIRIs. What is your business or profession, Mr. Whitney'

Mr. WHITNEY. Banker.

Mr. NEHEMRIs. And you are associated with the banking firm of

J. P. Morgan & Co.?

Mr. WHITNEY. Yes.

Mr. NEHEMKIS. And how long have you been associated with that

firm, Mr. Whitney?

Mr. WHITNEY. Since 1915.

Mr. NEHEMRIs. And when did you become a partner of the banking

firm of J. P. Morgan & Co.?

Mr. WHITNEY. December 31, 1919.

Mr. NEHEMRIs. Were you not prior to becoming a partner of the

flººf J. P. Morgan syndicate manager and in charge of syndica

tion?

Mr. WHITNEY. No.

Mr. NEHEMRIs. Were you ever associated with the bond depart

ment of J. P. Morgan & Co.?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. In what capacity?

Mr. WHITNEY. Member of it.

Mr. NEHEMRIs. What is the distinction between being a member of

the bond department and being syndicate manager?

Mr. WHITNEY. Because there wasn't any such thing in our office.

We had no allocated duties such as that.

Mr. NEHEMRIs. Mr. Whitney, weren't you really responsible for

organizing and setting up the first American underwriting syndicate?

Mr. WHITNEY. No.
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Mr. NEHEMRIs. Wasn’t the first real syndicate, as we know it,

organized by you and your associates?

Mr. WHITNEY. That is a different question.

Mr. NEHEMRIs. You understood the second question?

Mr. WHITNEY. Quite.

Mr. NEHEMRIs. Will you answer it, please.

Mr. WHITNEY. I would hate to claim quite as broad an inference

as that, but I think substantially, yes.

Mr. NEHEMRIs. Mr. Whitney, I show you a series of sheets con

taining syndicate records of financing by, your firm. I ask you to

examine them and tell me whether you did not cause to have these

sheets prepared in response to a request from me?

Mr. WHITNEY. Your request isn’t here, is it?

Mr. NEHEMRIs. Mr. Alexander, I suggest you examine the carbon

copy of a memorandum, the original of which was presented to you.

Mr. WHITNEY. I have no doubt that is correct. Yes, that is correct.

Mr. NEHEMRIs. May I suggest, Mr. Chairman, that either Mr. Alex

ander's appearance should be noted, since he will be assisting Mr.

Whitney, or if it is your pleasure, perhaps you would prefer that he

be sworn, if Mr. Whitney will rely upon his technical assistance.

The CHAIRMAN. If Mr. Alexander is to answer any questions and

becomes a witness, then he should be sworn. Yes, he may be sworn.

Do you solemly swear the testimony you are about to give shall be

§. truth, the whole truth, and nothing but the truth, so help you

Od?

Mr. ALEXANDER. I do.

TESTIMONY OF HENRY C. ALEXANDER, J. P. MORGAN & CO.,

NEW YORK, N. Y.

Mr. NEHEMRIs. May I ask, Mr. Alexander, for you to state your

full name?

Mr. ALEXANDER. Henry C. Alexander.

Mr.Nºrwks. And you are a partner of the firm of J. P. Morgan

& Co.'

Mr. ALEXANDER. I am.

Mr. NEHEMRIs. And how long have you been a partner of that firm?

Mr. ALEXANDER. Since February 17, 1939.

Mr. NEHEMRIs. Did I understand you to identify these documents as

coming from your firm'

Mr. WHITNEY. Yes.

Mr. NEHEMKIS. The documents identified by the witness are offered

in evidence, Mr. Chairman.

Was the firm of J. P. Morgan & Co. interested in Telephone financ

ing prior to the year 1906?

Mr. WHITNEY. Not as far as I know.

Mr. NEHEMKIS. It never had any participations in underwriting

groups before the year 1906?

Mr. WHITNEY. Again, not as far as I know. I have never checked

back. I don’t think so.

The CHAIRMAN. The memorandum just handed to the chairman by

counsel, entitled “Memorandum for Henry C. Alexander, Esq., re

American Telephone & Telegraph Co. Financing,” is admitted to

the record for printing.
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(The documents referred to were marked “Exhibits Nos. 1661–1 and

1661–2,” and are included in the appendix on pp. 12201 and 12202.)

Mr. NEHEMRIs. So that prior to 1906, J. P. Morgan & Co. never

had any leadership over Telephone financing, correct, sir, so far as

your recollection goes?

Mr. WHITNEY. It is not a question of recollection at all. My first

answer, I should think, would cover the second.

THE 1906 FINANCING UNDER THE LEADERSHIP OF J. P. MORGAN & CO.

Mr. NEHEMRIs. Now the first piece of A. T. & T. financing headed

by J. P. Morgan & Co. was in 1906, with the issue of $150,000,000 of

4 percent convertible bonds due March 1, 1936, is that correct, Mr.

Whitney?

Mr. WHITNEY. I shouldn’t think so. And Mr. Henderson, if I

may, I think there were two, inadvertently perhaps, implications.

In the 1906 financing we didn’t lead. As the records will show, that

was a joint arrangement, jointly signed with the Telephone Co.

by kind. Peabody; Baring Bros. in London; ourselves, and Kuhn,

Loeb, and J. S. Morgan in London. We didn’t lead in that business.

On the other point, just as a matter of comment, you said in

your statement today that during this entire period the bankers

didn’t consider any alternative method of financing. I assume, of

course, you had reference to bond financing, because it is a well-known

fact that during that period they sold vast amounts of common stock,

generally to their own stockholders and a certain amount of con

vertible bonds during that period, all to their own stockholders,

without any underwriting, and I think it is a fact that they increased

the capital stock during this period something like 10 times without

any relation to the bankers. It seemed to me that that statement of

yours implied that the only financing, or all the financing they did,

was through bankers.

Mr. NEHEMRIs. But your qualification, Mr. Whitney, would only

hold good with reference to those phases of financing other than direct

negotiations with the banking group.

Mr. WHITNEy. I think you will #d if you check the records (as a

matter of fact I have here records that I think are substantially ac

curate) that substantially more than half the total additional financing

done from 1906 down to the present day was done through stock of:

fered to their own stockholders, always at par and without under

writing of any kind.

Mr. NEHEMKIs. But other than that you have no objection to the
Statement.

Mr. WHITNEY: I have no objection to the statement whatever, but

I thought it would be simpler to get that cleared up.

Mr. NEHEMRIs. Mr. Whitney, perhaps it will be more convenient

for both of us if you follow these sheets, a carbon copy of which you

probably have available, as we go through them.

Will you indicate, Mr. Whitney, how this first group of original

contractºrs came to be brought together—and by the way, the term

“original contractors” is correct, is it not, as a designation for the

group?

Mr. WHITNEY. I see that is what it says here, yes.
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Of course, Mr. Chairman, I can't speak of my own personal knowl

edge and I am a little loath to testify on matters, with which I have

no knowledge, but I have, of course, investigated this matter and I

can only tell you what my understanding is as to how this happened.

My understanding is this, that prior to this period of time, the

A. T. & T. and certain of its subsidiaries had financed themselves as

they went along, more or less what you might call “hand-to-mouth

financing.” As you read back over the history of the business, while

the growth up to that time had been great, the following period after

1916 marked the tremendously accelerated growth, and it has always

been my understanding that at the time this business came to us,

J. P. Morgan & Co.—Mr. Fish, who was then president, became con

cerned as to how he was going to handle the financial part of it.

There has been some testimony given here today, which as I under

stand it was restricted entirely to the financial side of it. I don't

need to tell you of the work and the development of the Telephone

business, which has contributed so much to all of us.

My understanding is that Mr. Fish approached Kidder, Peabody.

Mr. Winsor and hei,j a program, a big program, I don't know the

details of it. The program was so large that he felt the necessity of

getting himself set for it, and the times, if you remember—and some

of us remember—weren't so good in 1906, and he felt he had better

make arrangements to get himself financed over a period of time.

As a result of that, Mr. Winsor approached Kuhn, Loeb & Co. and

ourselves to see whether we would be prepared to join with them,

with him and Baring Bros., who were very closely associated with

Kidder, in this very large transaction. , Mr. Miller said, I think,

that it was one of the largest. I haven’t looked that up, but it was a

very large piece of financing for then, or for now.

The steel business, Mr. Henderson, I think was a little different,

because most of the bonds there were sold or delivered to the former

owners rather than offered publicly.

*: Hasbrºos. Were there any rail issues in this period equivalent

to that

Mr. WHITNEY: I can’t speak with any degree of accuracy, but it is

my impression that there hadn't been anything of this size except one,

perhaps, the only one I can think of off the bat—the Burlington joint

4's which was a result of a deposit of stock of Northern Pacific and

Great Northern and was issued to such holders. It was not what you

might call a public issue. Aside from that I don’t of my own knowl

º think of anything that was as large a financial transaction as

this.

That, Mr. Nehemkis, is my understanding of how this came about.

The business was not originally brought to us, but it came through

Mr. Fish who was a lawyer in Boston, not a Telephone man primari y;

who went in to Mr. Winsor to get his advice as to how to finance, and

it being the size it was, with the picture they had in their mind at

that time of the possible growth of the Telephone Company, he had

felt that he ought to enlist the aid of others than merely New England

bankers.

COMPETITION AND COMPETITIVE BIDDING

Mr. WHITNEY. I have listened thisº; with great interest to

the words “competition” and “competitive bidding.” It seemed to me
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that the previous witness established that there was a lot of competi

tion, and this is one of those times, I am afraid, Senator, when you

are going to find that I raise the question of terms quite a good deal.

I have listened the last few days to a good deal of testimony and par

ticularly to presentation, and I think terms have shifted in the last 30

years quite a good deal. Competitive bidding, as we understand it

today, means public tender, which today is done in the case of munici

pals and certain railroad equipments. Competition is quite a differ

ent thing. There has never been, except for municipals, any re

quirement of what today is known as competitive bidding. I think

from what I know of the history that there has been a lot of competi

tion in the Telephone business, but competition doesn’t necessarily

mean that the company should just offer its bonds for public tender as

we mean it today. It means that certain bankers would like the chance

to do the dealing with the company rather than the people that the

company elected, to deal with.

The CHAIRMAN. In other words, you understand this to be competi

tion among certain groups to be exclusive agents?

Mr. WHITNEY. That is it; or not to be the exclusive agent, but to

be the person chosen by the company, and again I try to shift the

emphasis, because it seems to me that extraordinarily little has been

said "Ríº date in the presentation about where the issuer comes into

this. y recollection and all the history that has been brought down

through the years is to the effect that the company sought Mr. Winsor,

and Mr. Winsor, faced with an undertaking which he believed was

beyond his firm alone, or New England, to handle, approached

Kuhn, Loeb and ourselves as other people who were supposedly

skilled in this business. It happens, if I may identify myself—it

doesn’t amount to anything—that I was a clerk in Kidder, Peabody

in 1907 and 1908, and one of the earliest recollections I have in my

business life is of this transaction, so my historical recollection stems

not only from what I knew then in office gossip—I was a very lowly

clerk—but also from what I have learned since I moved and went

into the employ of J. P. Morgan & Co.

Mr. NEHEMRIs. Mr. Whitney, did all of the firms in the group of

that February 13, 1906, issue enter into discussion with the company

equally, or were the discussions restricted to one or more of the

participants? Do you recall?

Mr. WHITNEY. Of course, I don’t recall, but as I

Mr. NEHEMRIs (interposing). Excuse me. How are you going to

establish an answer to the question if you don’t recall?

Mr. WHITNEY. I was just about to try to give you my best infor

mation. My historical studies, if you wish, lead me to believe that

the direct negotiations were conducted with the company by Kidder,

Peabody; Kuhn, Loeb; Baring Bros.; and J. P. Morgan & 8.

Mr. NEHEMRIs. Mr. Whitehead, will you step forward for a mo

ment, please?

I show you a memorandum which purports to come from the files

of Kuhn, Loeb & Co. Will you examine this, Mr. Whitehead, and

#. ne whether this was a memorandum you obtained from those

eSº

The CHAIRMAN. Has Mr. Whitehead been sworn ?

Mr. NEHEMRIs. Yes; he has.

Mr. WHITEHEAD. That is correct.

124491–40—pt. 23—4
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Mr. NEHEMRIs. This is a copy of a telegram sent to Kidder, Pea

body & Co., for Mr. Winsor, dated February 8, 1906, signed by

Jacob Schiff. I offer it in evidence.

The CHAIRMAN. The telegram may be admitted.

(The telegram referred to was marked “Exhibit No. 1662” and is

included in the appendix on p. 12206.)

Mr. NEHEMRIs (reading from “Exhibit No. 1662”):

It was not proper to ask us to sign an agreement involving such large

responsibility without giving us an opportunity to carefully consider its contents,

I signed it in the expectation that it had received your own and the Messrs.

Morgans careful scrutiny. I now find that the following rectifications need be

made before the agreement is delivered by you—

And then follow suggestions and changes in the agreement.

Th; CHAIRMAN. On whose behalf was Mr. Schiff acting at the

time?

Mr. NEHEMRIs. If I recall correctly—this is before my time—

The CHAIRMAN. Then you don’t recall either. -

Mr. WHITNEY. I can identify Mr. Schiff. He was senior partner

of Kuhn, Loeb.

The CHAIRMAN. At the time of this telegram'

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. Each of these original contractors, Mr. Whitney,

had a several liability of a quarter and a liaibility for a total not

exceeding one-third of the aggregate obligation.

Mr. WHITNEY. That is what I have understood from this paper.

Mr. NEHEMRIs. You have referred just now to “this paper” and I

believe earlier you referred to “this paper.” So that the record may

be clear, would you state now what paper you are referring to ?

Mr. WHITNEy. It is one of the papers just introduced as evidence

which is headed “February 13, 1906, American Telephone and Tele

graph Co. Convertible 4 percent due 3/1/36” (“Exhibit No. 1661–2”);

and down in the one, two, three—

Mr. NEHEMRIs. That is all, just so the record shows what you are

referring to, and that was the exhibit prepared by you in response

to our request?

Mr. WHITNEY. Yes.

PERCENTAGE INTERESTS OF ORIGINAL CONTRACTORS IN 1906 AND SUBSE

QUENT SYNDICATES

Mr. NEHEMRIs. In addition to the original contractors, Mr. Whit

ney, J. S. Morgan & Co., and the First National Bank of New York

were ceded interests in the syndicate?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. Upon final settlement the interests in the syndi

cate were—will you follow me on your sheet (referring to “Exhibit

No. 1661–2”)—Kidder, Peabody & Co., 25 percent.

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. J. P. Morgan & Co., 18% percent.

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. Baring Brothers & Co., Ltd., 22% percent.

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. Kuhn, Loeb & Co., 22% percent.
Mr. WHITNEY. Yes.
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Mr. NEHEMRIs. J. S. Morgan & Co., 5 percent.

Mr. WHITNEY. Yes.

Mr. NEHEMKIS. First National Bank, 6% percent.

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. The Telephone Company bought from the company

an issue of $25,000,000 of 3-year 5-percent notes—

Mr. WHITNEy. Well, you missed one. The second is Pacific Tel.

handled by the Bank of California.

Mr. NEHEMKIs. And then after that we had the $25,000,000 issue.

Mr. WHITNEY. The record will be clear that the second issue was

not handled by that group.

Mr. NEHEMRIs. Did not the Telephone group purchase from the

company an issue of $25,000,000 of 3-year 5-percent notes?

Mr. WHITNEY. Yes; so the record shows.

Mr. NEHEMRIs. And the participants in the syndicate were Kid

der, Peabody & Co., Baring Brothers & Co., Ltd., with a 47% percent

interest.

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. And Kuhn, Loeb & Co. with a 22% percent interest.

Mr. WHITNEY. Right.

Mr. NEHEMKIS. J. S. Morgan & Co., 5-percent interest.

Mr. WHITNEY. Right.

Mr. NEHEMRIs. J. P. Morgan & Co., 25-percent interest.

Mr. WHITNEY. Right.

Mr. NEHEMKIS. Were not Kidder, Peabody, and Baring Bros. con

sidered more or less by the other members of the group as a unit in

this transaction? -

Mr. WHITNEY. Oh, I don’t think so at all. Baring Bros. was

one of the leading private banking firms in London and they were

lumped this way; Kidder, Peabody signed for themselves and for

Messrs. Baring Bros. & Co., Limited, for whom they had power of

attorney in this country. There was no possible thought that it was

the same.

Mr. NEHEMRIs. Now the First National Bank did not participate

in this issue, did it?

Mr. WHITNEY. No.

Mr. NEHEMRIs. Were there any other bond issues of A. T. & T.,

that is to say the parent company, from 1907 through 1913?

Mr. WHITNEY. Why this record shows, Mr. Nehemkis, that in

January 25, 1911, the American Tel. & Tel. Co. sold some 5%-per

cent notes to the extent of $8,000,000.

b *::: NEHEMRIs. I asked, if I recall my question, correctly, any

On OIS.

Mr. WHITNEY. Excuse me, I missed it. No.

Mr. NEHEMRIs. Your answer is “No,” then, to the question?

Mr. WHITNEY. There were no long-term debts.

Mr. NEHEMKIS. Continuing on those sheets to which we have been

referring, Mr. Whitney, on January 8, 1913, did the Telephone group

underwrite an issue of $67,000,000 of convertible bonds which were

offered for subscription to the stockholders?

Mr. WHITNEY. What date is that?

Mr. NEHEMRIs. January 8, 1913.

Mr. WHITNEY. Yes.
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Mr. NEHEMRIs. As I understand, $1,556,000 that were not sub

scribed for by the stockholders were taken by the group?

Mr. WHITNEY. That is what the record shows.

Mr. NEHEMRIs. And the participants of the group in that under

writing were Kidder, Peabody & Co., Baring Bros. & Co., Limited,

of London with a 35-percent interest, Kuhn, Loeb with 15-percent

interest, Morgan Grenfell & Co. with 5-percent interest—by the way,

does Morgan Grenfell at this time become the new organization

formerly known as J. S. Morgan?

Mr. WHITNEY. No. There was a predecessor firm, originally Pea

body & Co., and back in 1850 or thereabouts it became J. S. Morgan,

and about 19—I don't know, about 1908 it became Morgan Grenfell.

Mr. NEHEMRIs. Morgan Grenfell’s interest was 5 percent. Here

the First National Bank of New York has an interest of 10 percent,

the National City Co. has an interest of 10 percent, J. P. Morgan

& Co. has an interest of 25 percent.

Mr. Whitney, I show you a photostat copy of a letter signed by

J. P. Morgan & Co. addressed to the First National Bank of New

York, dated January 8, 1913. Will you look at this and tell me,

if you can, whether this is a true and correct copy of an original in

your files?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. The letter identified by the witness is offered.

(The letter referred to was marked “Exhibit No. 1663” and is

included in the appendix on p. 12207.)

(Mr. Henderson assumed the Chair.)

APPEARANCE IN GROUP OF FIRST NATIONAL BANK AND NATIONAL CITY

COMPANY, 1913

Mr. NEHEMKIs. It would seem that in comparison with the par

ticipants of the first two issues, First National Bank and National

City Co. appear for the first time as constituent members of the

group with interests of 10 percent each?

Mr. WHITNEY. The first part of that question was fine, except that

it isn’t the first time that the First National appeared. It is the

first time the National City did. , You said something about “as con

stituent members.” What does that mean?

Mr. NEHEMRIs. Let's take one of your problems up at a time.

When was the first time that the First National Bank appeared?

Mr. WHITNEY. In 1906, $100,000,000 convertible issue.

Mr. NEHEMRIs. The first time that First National Bank appeared

did it not obtain its 6%-percent interest from the J. P. Mörgan &
Co. interest?

Mr. WHITNEY. I don’t know, I should think not.

Mr. NEHEMKIS. In other words, the statement reads here [reading

from “Exhibit No. 1661–2”]:

By agreement between J. P. Morgan & Co. and the First National Bank

dated March 6, 1907, the First National Bank accepted a participation.

C Insume from that they must have gotten it from J. P. Morgan &
O. :

Mr. WHITNEY. That, I think, is a fair assumption, but it doesn't

say so.
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Mr. NEHEMRIs. Do you have any doubts on that?

Mr. WHITNEY. No.

Mr. NEHEMKIs. My question, Mr. Whitney, was, in the issue that we

are now discussing, whether or not the First National appeared in

this last group as a member of the group for the first time on its own

feet, so to speak. Did it get its participation in that group from

J. P. Morgan or from the company or by some other method?

Mr. WHITNEY. Well, I should think that it would be a fair as

sumption that when it came to this underwriting of $67,000,000 con

vertibles, 1913, the people who had been interested in this financing

up to that time made a realignment of percentages and that the task

that was confronting them of assisting the Telephone Company in

its financial problem was growing all the time, and I should think

it is a fair assumption to say that they sat down and decided they

needed to widen the group.

Mr. NEHEMRIs. So that you are now correcting your earlier answer?

Mr. WHITNEY. No; I am not correcting that answer at this time.

Mr. NEHEMKIs. It was about this time that the security affiliate of

the First National Bank of New York and the National City Bank

was organized, wasn’t it?

Mr. WHITNEY. I don’t know.

Mr. NEHEMRIs. The total participation here of 20 percent was made

up 12%-percent participation out of the New England group and 7.1%

percent from Kuhn, Loeb'

Mr. WHITNEY. I don't follow your mathematics at all.

Mr. NEHEMKIs. I was just comparing this group that we have been

discussing with the previous group, and I was wondering how the

121%-percent participation for the New England group was made up?

Mr. WHITNEY. Mr. Nehemkis, in my answer a minute ago I said I

thought the assumption was that the firms that were interested in this

business previously decided that there would be a realinement, and

I don’t believe that there is any subtraction or addition involved in it:

they decided that they were going to broaden the group and include

the First and National City Co., and these figures resulted from that

decision. I don’t question your mathematics.

Mr. NEHEMRIs. I think we can move on. At this time was there

not already in existence the agreement between J. P. Morgan & Co.,

National City Bank, and the First National Bank of New York

whereby each had an option on a one-quarter interest in any business

originated by the other?

Mr. WHITNEY. There was no such agreement at any time. There

was an understanding (and had been for some years prior to that)

as to these securities transactions, in order to diversify the risk,

which is the essence of the banking business, that any one of the three

should offer the other a participation which that other had a

complete right to refuse or accept at its own option. I only make

that explanation because there was never any option involved, and it

wasn't an agreement; it was an understanding. Many times it was not

accepted. It was in no sense an option.

Mr. NEHEMRIs. Was the understanding reached about 1907?

Mr. WHITNEY. I think—again I am speaking more or less from what

I have heard, of course; I have no knowledge—that it started in 1907

or 1908. I should think it was 1908, after the panic.
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Mr. NEHEMRIs. Probably grew out of the panic?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. Now, how did it happen that the percentages in this

business which we have been discussing did not conform to the under

standing concerning which you have just testified?

Mr. WHITNEy. Well, because they were original members of this

I’OUlD.
gº NEHEMRIs. In other words, the understanding was not an over

all understanding?

Mr. WHITNEY. Oh, certainly not.

Mr. NEHEMRIs. Now, I note that all of the First National and Na

tional City interests come out of the Kuhn, Loeb–Kidder, Peabody—

Baring Bros.' interest. Is there any particular reason for that, Mr.

Whitney :

Mr. WHITNEY. I have not the remotest idea. I was not present.

Mr. NEHEMRIs. You can’t attach any significance and you have

never heard any gossip about that?

Mr. WHITNEY. Never a word, never saw these things, until you

asked me.

FURTHER Issues PURCHASED BY THE GROUP, 1913–16

Mr. NEHEMRIs. Now, on October 7, 1913, did not the Telephone

group underwrite the distribution of $10,000,000, 5% percent, 6-month

discount notes of companies associated with the A. T. & T. system?

Mr. WHITNEY. Yes; so the record shows.

Mr. NEHEMRIs. And on March 31, 1914, did not the group under

write $30,000,000, of 5 percent, 2-year notes of associated companies?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. Now, if you will just hold those two pages together,

the percentage—

Mr. WHITNEY (interposing). The reason I hesitated is that there

was an intermediate transaction done at practically the same time,

which I was looking at, with the Southern Bell. -

Mr. NEHEMKIS. Now, you keep those two groups in mind and follow

me on these percentage distributions. On the March 31, 1914, issue,

Kidder, Peabody, and Baring Bros. had a 35-percent interest, and in

the October 7, 1913, offering they had a 35-percent interest. Kuhn,

Loeb & Co. had a 15-percent offering in the first and a 15-percent offer

ing in the second. Morgan Grenfell & Co. had a 5-percent participa

tion in the first offering and 5 percent in the second. Lee, Higginson

was not included in the first and had a 3% interest in the October 7,

1913, participation. The First National Bank of New York had 1114.

percent interest in the March 31, 1914, offering, and 10; percent in the

October 7, 1913, offering. National City had 111/4 in the March 31

offering, and 10; in the October 7. J. P. Morgan had 22% percent

in the 1914 offering and 20% percent in the October 7, 1913, offering.
Is that correct?

Mr. WHITNEY. Those figures are correct; yes.

Mr. NEHEMRIs. Now, in the issue of October 7, 1913, it appears that

Lee, Higginson's name is shown for the first time. Is that correct?

Mr. WHITNEY. You mean in these lists. That is the fact.

Mr. NEHEMRIs. Its interest of 3%, however, was made up appar

ently from the Morgan interest; that is, the First National, Na
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º City Co., and J. P. Morgan & Co. interest. Can you explain

that?

Mr. WHITNEY. I suppose that it was considered in the interest of

the business to have Lee, Higginsºn included. And I should further

Assume that the others didn’t feel that way, so it came out of our
Interest.

Mr. NEHEMRIs. So that in this particular situation, it would seem

that the interests of First National, National City Co., and J. P. Mor

gan & Co. were in conformity to the understanding between these

three banks as to the division of business, the understanding that we

have referred to ?

Mr. WHITNEY. You remember you corrected me a little while ago

When I talked about bonds instead of notes.

Mr. NEHEMKIs. Yes.

Mr. WHITNEY. And if I may refer you to your own comment, you

are talking about short-time bank paper in those instances, which

did not involve any substantial commitment and undoubtedly was

taken for their own investment.

Mr. NEHEMRIs. But, Mr. Whitney, my question

Mr. WHITNEY. You said—

Mr. NEHEMRIs. Let me state my question. My question to you, sir,

Was, Was not this distribution of percentage interests in conformity

With the understanding—I didn't say anything about notes as dis

tinguished from bonds.

Mr. WHITNEY. No; I did. The answer to your question is that

they have a quarter interest, or half of what we had, if you can look

At it collectively. I don’t think it is important, but I think it has

been stated that they were original participants. But these were trans

*tions in bank paper, as I said, and the fact is true that they had each

a half of what we had.

Mr. NEHEMRIs. Now, on January 25, 1911, again on January 10,

*13, did not the firm of J. P. Morgan & Co. place short-term notes

"he A.T. & T. and associated companies with a group of banks?

Mr. Whitney. January 11—will you excuse me?

º NEHEMRIs. I think I said January 25, 1911, and January 10,

Mr. WintNEy. Yes.

º NEHEMRIs. Now, the participants in the first of those place

º the $8,000,000 of 6-month notes, were Guaranty Trust Co.,

int a 25-percent interest; Bankers Trust Co., with a 12%-percent

lºst; First National Bank of New York, 12%-percent interest;

-ºl Bank of Commerce, with a 12%-percent interest; National

.." Bank, 12%; Mercantile Trust Co., with 12%; Astor Trust Co.,

ić ºrest; United States Mortgage & Trust Co., 3%; Liberty Na.

ūl Bank, 3%; Chemical National, 21%; is that correct?

* WHITNEY. The paper shows; yes.

nº..º. Now, the participants in the $7,500,000 of 3-month

26% *en on January 10, 1913, were: National Bank of Commerce,

20jºº Guºany Trust Co., 26% percent; Bankers Trust Co.,

Nation .."; First National Bank of New York, 16% percent: Liberty

& Bank, 3% percent; J. P. Morgan & Co., 6% percent?
ſr. WHITNº. That is correct.
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Mr. NEHEMRIs. Now, on January 5, 1916, did not the group pur

chase from the American Telephone & Telegraph Co. an issue of

$50,000,000 2-year, 4%-percent notes, dated February 1, 1916?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMKIS. And were not the participants of this group

Kidder, Peabody, Baring Bros. & Co. of London, sharing between

them a 33%-percent interest; Kuhn, Loeb & Co. with a 14%-percent

interest; Lee, Higginson & Čo. 5-percent interest; Morgan Grenfell

& Co. with a 434-percent interest; First National Bank of New York,

10}}-percent interest; National City Co., 10.4% percent interest; and

J. P. Morgan & Co. with 21%-percent interest?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. I note with this issue Lee, Higginson & Co. appar

ently has become a member of the group. Would that assumption

follow 2

Mr. WHITNEY. They are here listed. They certainly had a 5-per

cent interest.

Mr. NEHEMRIs. Now, to make up the Lee, Higginson interest of

5 percent, is it not correct that each member of the group gave up 5

percent of his participation?

Mr. WHITNEY. Five percent of what participation?

Mr. NEHEMRIs. Of each individual member's participation.

Mr. WHITNEY. Well I don’t doubt it, of course. Our records don’t

say anything about it.

X. NEHEMRIs. Your records don’t disclose anything?

Mr. WHITNEY. I don't know what percentage you are talking

about.

Mr. NEHEMRIs. I am now asking you whether, in order to make

up the Lee, Higginson interest of 5 percent, did not each member of

the group give up a certain amount of his percentage in the previous

group in order to get this 5-percent interest? In other words, maybe

this will help you: The participation of the New England group—

that is to say, Kidder, Peabody, and Baring Bros.--was reduced

from 35 percent in the previous issue to 33% percent in this issue.

The participation of Kuhn, Loeb was reduced from 15 percent in the
revious issue to 14% percent in this issue. The participation of

organ Grenfell was reduced from 5 percent to 4% percent. The

participation of the Morgan group was reduced from 45 percent to
42% percent. Do you follow my thought, Mr. Whitney?

Mr. WHITNEY. You clarified my thinking when you said it was a

percentage of another piece of business. Obviously, if somebody has

introduced the 5 percent, the total being 100, it would have to come

out of somebody.

Mr. NEHEMRIs. Now, Mr. Whitehead, will you step forward for a

moment, please? I show you a letter from J. P. Morgan & Co. to

Messrs. Kuhn, Loeb & Co., dated January 6, 1916, marked “confi

dential.” Will you examine this photostat and tell me if you ob

tained an original thereof from the files of Kuhn, Loeb & Co.”

Mr. WHITEHEAD. That is correct.

Mr. NEHEMRIs. The letter identified by the witness is offered.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1664” and is in

cluded in the appendix on p. 12207.)
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Mr. NEHEMKIs. On December 1, 1916, did not the group purchase

from the A. T. & T. Co. an issue of $80,000,000 of 30-year, 5-percent

collateral trust bonds, dated December 1, 1916?

Mr. WHITNEY. That is correct. Yes, sir.

Mr. NEHEMRIs. And if you will follow me on your sheet, were

not the participants and their respective percentage interests in the

group, as follows: 1

Kidder, Peabody & Co., Baring Bros. & Co., Ltd., of London, 31%;

Kuhn, Loeb & Co., 13%; Morgan Grenfell & Co., 41%; First National

Bank of New York, 10%; National City company, 10%; J. P. Morgan,

2014; Lee, Higginson, 5; Harris, Forbes, 5?

Mr. WHITNEY. That is correct.

Mr. NEHEMRIs. Now, with this issue, I note, Mr. Whitney, that

Harris, Forbes & Co., and Lee, Higginson apparently became per

manent members of the group.

w";WHITNEY. What? Oh, yes; at the direction and suggestion of

Mr. Wail.

Mr. NEHEMRIs. I was coming to that in a moment. Now, I show

You, Mr. Whitney, a letter from your firm to Messrs. Kidder, Peabody

& Co., dated November 27, 1916. Will you tell me if this is a true

and correct copy of an original in your custody and possession?

Mr. WHITNEY: Yes, sir.

Mr. NEHEMRIs. It is offered in evidence.

The CHAIRMAN. The letter may be received.

. (The letter referred to was marked “Exhibit No. 1665” and is

included in the appendix on p. 12208.)

T.NEHEMRIs. Now, from the letter which you have just identified,
Mr. Whitney, it appears that the inclusion of Messrs. Lee, Higgin

son & Co., and Messrs. Harris, Forbes & Co., in the purchase on

. terms was at the request of Mr. Vail, the president of the

mpany?

Mr. WHITNEx. The letter savs so.

1. NEHEMRIs. Now, Lee, Higginson had not, however, been a

"ºber of the previous group? Tº

b T.WHITNEY. They had been, as I have already testified, a mem

"...ºf certain groups.

"...NEHEMRIs. Yes. Now, the members of the group other than

t igginson & Co., gave up proportionately 5 percent each from

º' original participation to make the Harris, Forbes interest?

it. WHITNEY. I will accept that, I suppose, I have not figured

º NEHEMRIs. Now, had not Lee, Higginson and Harris, Forbes

\; \*ders in financing some of the subsidiaries prior to this time?

8. * WHITNEy. They had been. I don't know about leaders, but

| Sle they had been—Mr. Chairman

sº EHEMRIs. Just a minute, Mr. Whitney. I want to get your

ºf. Was it? Do you know?

* WHITNEy. I think so: ves.

ºPHEMRIs. Well, all right. Did you want to make a statement, Mr. Whitney? - y

*See .

*"bit No. 1661–2," appendix. p. 12202.
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INVESTMENT BANKING AS A PROFESSION

Mr. WHITNEY. I merely want to comment there, Mr. Chairman,

if I may. I think that there is just one comment that I would like

to make in order that the committee may follow the trend, per

haps, of this testimony a little bit better. It seems to me interesting

that during these last 3 days that I have been listening here with

great interest, there never has been any attempt made by anybody

to tell what the banking business, the investment banking business,

has been.

Of course, as you know, I have been out of it for 5% years. I was

in it for 25. And it seems to me that all these “groups” can be

tremendously simplified in your, the committee's thinking, if it is

accepted, as I firmly believe it to be a fact, that the investment

banking business is a profession. It isn't a fly-by-night thing. It

requires great technical knowledge, great responsibility, financial

strength, and all the other qualities that any other profession does.

At the inception of a piece of business, the basis of it is that cer

tain people, individuals who are charged with the responsibility

of running large corporations, who are not in their line of business

keeping up in detail with current financial events, seek some group

of people whom they know to be expert in those things, from whom

they ask the advice as to how they should conduct their operations.

My lawyer friends sometimes dislike the analogy, but I always be

lieve that it is very analogous to the relation the client has with

his lawyer.

Mr. NEHEMRIs. You say your lawyers don’t like that analogy?

|Laughter.]

Mr. WHITNEY. Not much. I think it is true, and I was in the

business for a long time, and I have watched the business as it is

today, and I think that it is essential, in the study that is going

on, to keep in mind the fact that it is a serious, highly technical,

highly specialized responsibility. It employs a large number of

people; it requires great experience, and absolute integrity if it is

going to go on and it is as competitive as the dickens. If a fellow

makes a mistake, if a house makes a mistake, he may make one, and

so may a lawyer, but if he makes a succession of them, his bonds are

not going to sell well and his position changes. . It has happened

in my experience, and I could name half a dozen instances. Invest

ment banking is divided, roughly, into three parts, and every one

of them is important.

The first part is a knowledge, an intimate knowledge, of the af.

fairs, and aims, and programs of the different borrowing corpora

tions. That requires highly technical skill, or a certain acquaint

ance, anyway, with the program, that people like Mr. Fish, in this

instance, and then Mr. Vail, had in mind.

It requires enough knowledge to, decide what kind of security

is not only to the best interest, of the corporation, but to the best

interest of the public to whom those securities will be distributed.

The second thing is the technical knowledge of the Street and of

the kind of security that is apt to be ... because if you don’t

sell the right kind, the business is going to be a failure, and that

hurts the credit of the borrower. The final and last thing is the

factor in the business that we have heard a good deal about in the
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last few days, the sheerly mechanical part of distribution. There

are various things in that, as you have heard—underwriting strength,

financiali. distribution ability, and the question of where you

can get that distribution, and the best way you can get it.

Now, obviously, the first thing you have to think about is who is

going to give the best service, and this story here, in which we have

gone a little way, is typical of an ordinary financial program that

thousands of corporations have done. The Telephone Co. today is

* Wonderful company, and its bonds command the highest rating.

It is very easy to forget that it was a terrible headache at one time.

Only as lately as 1919 there was an issue of bonds that was a com

plete flop, and the improvement that has happened in the last 20

years, roughly speaking, has been owing largely to Mr. Gifford, a

Ilame not yet mentioned.

Now, these two men, these two firms that came in here now, were

it that time, as I can say of my own knowledge, the two leading

bond distributors in the country. The bond business has completely

changed since the war. Mr. Nehemkis paid us the compliment of

suggesting that we created the first modern syndicate. Prior to that

time the practice had been to follow the general theory of English

ancing, where you had a list of underwriters and a few brokers

or many brokers, who found customers for a relatively small com

In18SiOn.

In other words, the two activities of underwriting and selling were

Cºmpletely divided. That was true until the time of the war. In

1913, September of 1915, when the first big foreign loan came, the

lead of our bond department devised the scheme of a modern syn

ligate. At that time there were only these two outstanding dis

tributors of bonds, as contrasted from underwriters.
T. HENDERSON. Which two º

Mr. WHITNEY. Lee, Higginson and Harris.

Mr. HENDERSON. Did I understand you to say that the arrange

*It for financing the A. T. & T. is typical of thousands of cases?

, Mr. WHITNEy. I think so. I think it is typical of a case where

the Company has a job to do. They go to the people from time to

ºne that they trust, and as long as those people have a continuing

ºlationship with them and do good work, it is all right. But if

** advice and their technical performance is not all right, it will
* Changed.

* HENDERSON. In the latter part of your statement, then, I think

.." ºre agreeing with what Mr. Mitchell said yesterday. He said

*t the same thing, didn’t he?
†. WHITNEY. Did he? I have not read the testimony.

to º CHAIRMAN. Well, may I say, Mr. Whitney, that there seems
it. a disposition upon the part of many persons who are called

e * {his committee to assume that the mere fact that they have
n called implies a desire or an intent or a suspicion upon the part

iv. Committee, or somebody associated with the committee, to

nº. Some sentiment of criticism, ethical criticism, perhaps, of the

.* ºf those who are called. -

thisº that is the furthest thing from the thought of anybody in

T ºittee. I am frank to say I have never yet found any mem

the committee express to me, or any person associated with

*—
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the committee, a desire to hold any person or any institution, as

such, up to public obloquy. That is out. We are merely studying

the facts as they are.

And may I say to you what has transpired here in the last few

days illustrates that principle which I have been preaching for many

years. Here we have the gradual development of the financing of

large industrial institutions. In the beginning, this financing was

local. By and by, it becomes specialized. As an institution like the

telephone business suddenly branches out into a vastly greater aspect

than it ever had before, it turns from specialized financing in New

England to national financing, and your group comes into the picture

with that arrangement which has been described here by the previous

witness and by yourself.

Now, the mere fact that we are discussing this does not necessarily

imply any criticism of it, but it does show that big business, indus:

trial business, has brought about a concentration of financing, and

that in turn has led to the building up of government. And the three

things seem to be pretty well tied together as part of the growth of

this country, and we are merely trying to analyze them. #. hope

that so far as your concern or associates and anybody else who may

be called in the future, you will get out of your head, if you have it

* that we are really trying to make any personal capital out of

this.

Mr. WHITNEY. Well, Senator, that was the very last thought in

my mind. As I have said, I have been out of this business 5% years.

The only reason why I said what I did, was not that I thought there

was any criticism or insinuation of anything that was not completely

all right, but it seemed to me that if I were to be asked to explain

thisfººt of the Telephone financing, that it was impossible

to do so unless I could establish what we were trying to do and why

the steps were taken.

It is not my job—and I don’t think he needs any defense—to defend

the investment banker, and I am not going to do that. The commer

cial bankers have enough to do for themselves. But I think that we

must understand the function that I consider the people like this

group, if you want, served, and we must remember that the initiative

of it always came from the issuing company. It is not my business

to comment on what went before, but if that is correct, you have

these relations and you require intimate knowledge, you require con:

tinuing acquaintance with affairs, if you are going to do a good

job for the company and the investor. They are both in it, and they

are in it importantly. Their interests are not antagonistic, but they

are there, and there is nothing further, I can promise you, from my

thoughts than that you were critical of these people, or anything else.

And I certainly am not going to defend them. But I got the feeling

after 3 days of testimony that the impression was being created that

this business was just dividing a lot of profits, where, as a matter

of fact, it is a terribly serious, highlyº profession. Per

haps my historical connection with it made me want to say that.

The CHAIRMAN. We are not going to assume you were dividing up

a lot of losses. (Laughter.)

Mr. WHITNEY. Well, there are some of them in here.

Mr. NEHEMKIs... I should like to offer in evidence a table predicated

upon data supplied to us by J. P. Morgan & Co., identified by
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the witness. The table is entitled, “Participations on ‘original terms'

in Telephone financing headed by J. P. Morgan & Co.—1906–1919.”

It is a study of percentage allocations and their significance.

I should also like to offer, Mr. Chairman, if you please, a Summary

statement of participations by J. P. Morgan & Co. in issues of asso

ciated companies, headed by others. This table, likewise, is predi

cated upon information and data furnished us by J. P. Morgan &

Co., and identified by the witness.

The two documents are offered.

Mr. WHITNEY. What are those? I haven’t

Mr. NEHEMRIs. I have offered an abstract of material in those

papers.

Mr. WHITNEY. I have not identified those.

. . Mr. NEHEMKIS. I have not said that you did. I said you identified

that material on which this was based.

The CHAIRMAN. Without objection, the material may be admitted.

(The documents referred to were marked “Exhibits Nos. 1666 and

... 1667.” and are included in the appendix on pp. 12208 and 12209.)

; , Mr. NEHEMRIs. Mr. Chairman, I should like at this time your leave

to dismiss Mr. Whitney and call another witness whose time on the

Stand will be rather brief, and then I propose to recall Mr. Whitney

in the afternoon.

he CHAIRMAN. It is now 12:25.

: º NEHEMKIS. I think I can finish with this witness in about 10

IſlnuteS. .

; , The CHAIRMAN. The Chair was thinking of recessing for only an

hour this noon.

T. NEHEMRIs. Whatever your pleasure is, sir.

The CHAIRMAN. The committee will stand in recess until 1:30.

ereupon, at 12:25 p. m., the committee recessed until 1:30

P. m. of the same day.)

AFTERNOON SESSION

º Committee resumed at 1:40 p.m., on the expiration of the

The CHAIRMAN. The committee will please come to order. Are you

*śly to proceed?

.NEHEMRIs. I am, sir. There is some business from this morn
g, Mr. Chairman, that I would like to call to your attention.

e#: Witness, Dr. Danielian, indicated to the committee that certain

adve is had been obtained from the A. T. & T. direct, and I in

mittº omitted to give you all of the material—a letter of trans

.º reference to those exhibits—and I now ask that this

.* offered in evidence, to become part of the record of the
9mmittee.

the . CHAIRMAN. That may be received, and it will be placed in

Mr‘. at the appropriate place." -

afterno s. You will also recall, Mr. Chairman, that yesterday |

pin. I stated I would furnish you with a memorandum sup

*g the table * on deposit accounts of investment banking

in

;See “E

'Sºft No. 1859–83.” appendix, p. 12200.
*hibit Nº. 1; ; H.E.rºppendix. p. 11777.

m—
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firms, which had been made available to us by J. P. Morgan & Co.,

describing the nature of maximum and minimum balances. I now

hand you such memorandum.

The CHAIRMAN. The memorandum may be received for printing in

the record.

The memorandum referred to was marked “Exhibit No. 1668”

and appears in Hearings, Part 22, appendix, p. 11827.)

Mr. NEHEMRIs. Mr. Chairman, two other matters of old business:

Yesterday, in offering a telegram from the files of Halsey, Stuart &

Co., it appears that there were on the photostats certain pencil

notations which I did not observe, and I have been requested by the

chairman of Halsey, Stuart & Co. to correct a possible impression

that may have been gained from the failure to have read those pencil

notations on the photostat copy. I should perhaps say at this time

that nothing significant as far as Halsey, Stuart & Co. was intended;

it was merely offered and discussed as part of the practice involved.

But so that the record may be complete, I request, sir, that this

telegram be offered at this time, in explanation of those penciled

notations on the exhibit to which I did not call your attention.

The CHAIRMAN. The telegram is from—?

Mr. NEHEMRIs. The telegram is addressed to H. L. Stuart, this

room, by R. S. Peterson. I believe that Mr. R. S. Peterson is asso

ciated with Halsey, Stuart in the Chicago office.

The CHAIRMAN. The telegram may be received and will be printed

in the record.

(The telegram referred to was marked “Exhibit No. 1669” and is

included in the appendix on p. 12210.)

Mr. NEHEMRIs. You will also recall, Mr. Chairman, that on Tues

day afternoon, I had occasion to ask Mr. Jesup, one of the witnesses,

whether he had had any discussions with a partner or partners of

J. P. Morgan & Co. concerning the future distribution of the old

Morgan interest in Chicago Union Station Co. financing. Mr. Jesup

indicated that he believed a partner of his may have had such conver

sations and I requested at the time whether he would be good enough

to ascertain, and if so, furnish us with the information. Mr. Jesup

has written to me as of December 13, 1939, as follows [reading

Exhibit No. 1670”]:

In accordance with your request made yesterday at the hearing, I wish to

advise you that my associate, Mr. N. Penrose Hallowell, remembers distinctly

discussing Chicago Union Station underwriting with Mr. Harold Stanley of the

firm of Morgan, Stanley & Co., and he also feels reasonably sure that the

partner in J. P. Morgan & Co. with whom he discussed this business in the

early part of 1935 was Mr. Arthur M. Anderson.

May I request, sir, that this be made part of the record and that the

reporter be instructed to insert it at the appropriate place?

The CHAIRMAN. It is so ordered.

(The letter referred to was marked “Exhibit No. 1670” and appears

in Hearings, Part 22, appendix, p. 11795.)

Mr. NEHEMRIs. And now, sir, I call Mr. John R. Chapin.

* See “Exhibit No. 1637,” Hearings, Part 22, appendix, p. 11727,
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|

ſ

TESTIMONY OF JOHN R. CHAPIN, KIDDER, PEABODY & C0.,

BOSTON, MASS.

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceeding will be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. CHAPIN. I do.

The CHAIRMAN. You may proceed, Mr. Nehemkis, with Mr. Chapin,

Mr. NEHEMRIs. Mr. Chapin, will you state your full name and

address, please?

Mr. CHAPIN. John R. Chapin, Brookline, Mass.

Mr. NEHEMRIs. Mr. Chapin, were you not a partner in the old firm

of Kidder, Peabody & Co.' -

Mr. CHAPIN. I was.

Mr. NEHEMRIs. And certain documents which I will have occasion

to ask you to identify, came from the files of the old firm of Kidder,

Peabody & Co.?

º Mr. CHAPIN. They did.

ſr. NEHEMRIs. You are not at present a partner in the new firm

of Kidder, Peabody & Co., are you?

T. CHAPIN. I am not.

Mr. NEHEMRIs. And you are with the Boston office of Kidder,

Peabody & Co., the new firm
Mr. CHAPIN. I am.

Mr. NEHEMRIs. Did you know Mr. Robert Winsor, formerly head

of the firm of Kidder, Peabody & Co.”
Mr. CHAPIN. I did.

. NEHEMRIs. Were you intimately associated with him?

T. CHAPIN. Yes.

tiº NEHEMKIs. In fact, you were his personal assistant for a long

Mr. CIAPIN. In the later years of his life, in Boston.

ſt NEHEMRIs. In Boston?

T. CHAPIN. Yes.

Tel T, NEHEMRIs. Did not Mr. Robert Winsor personally handle

*Phone matters for the old firm of Kidder, Peabody?

* CHAPIN. To the best of my knowledge and belief, he did.

ASS

*ATION OF KIDDER, PEABODY & co. AND BARING BROTHERs & Co., LTD.,

IN TELEPHONE FINANCING

... NEHEMRIs. Had not Kidder, Peabody and Baring Brothers

i.ºged in distributing Telephone securities as early as 1900?

Mr.N. I don't recollect about Baring Brothers before 1906.

been e *HEMRIs. How early had the old firm of Kidder, Peabody

WOurj. in distributing Telephone securities, to the best of

Air $ºollection, Mr. Chapinº

Yi.º I believe the first was in 1899.

ind Ba *MRIs. Now, in 1906, were not Kidder, Peabody & Co.

in."; Bros. joined by J. P. Morgan & Co. and Kuhn, Loeb in

Mr. G. the American Telephone Co...?

Mr. *APIN. That is what my records—our records show.

t ūjºki. Is that your impression at this time?

SºapUN. That is my impression.

Fº

º:

* …:

º

* .

Fº

º, .

ſº.

# , º,

º, ºr
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Mr. NEHEMKIs. Now, was not the Kidder, Peabody, Baring Bros.

interest in the Telephone group originally 47% percent?

Mr. CHAPIN. To my recollection, from the records.

Mr. NEHEMKIs. And you so testify at this time?

Mr. CHAPIN. Yes.

Mr. NEHEMKIS. Now, was not—

Mr. CHAPIN (interposing). Excuse me a minute.

Mr. NEHEMKIs. Yes, Mr. Chapin'

Mr. CHAPIN. My recollection is that there were other interests in

that so-called New England group.

Mr. NEHEMRIs. That is correct, sir, and we will come to that in a

moment.

Now, was not that old 47% percent interest subsequently reduced

to 33% percent?

Mr. CHAPIN. Reduced to 35, my recollection is, and then to 31%.

Mr. NEHEMRIs. Thirty-five, and then 31%. But were not the orig

inal participants reduced from 47% to 31% º Perhaps my next ques

tion will help clarify this for you. Do you recall the names of the

original participants of the New England group?

Mr. CHAPIN. Kidder, Peabody & Co.; R. L. Day; Estabrook &

Co.; and Baring Bros., to my recollection.

Mr. NEHEMRIs. The Old Colony Trust Co., do you recall that?

Mr. CHAPIN. Well, you have got it correct there; I don't—

Mr. NEHEMRIs (interposing). I am going to ask you to examine a

table and see whether this does not refresh your recollection. Will

you glance at this, please?

Mr. CHAPIN. Yes.

Mr. NEHEMKIS. Now, will you tell me the participants of the old

New England group?

Mr. CHAPIN. R. L. Day & Co., 4 percent; Estabrook & Co., 4 per

cent; Old Colony Trust Co., 6% percent; Kidder, Peabody, 18 per

cent; Baring Bros. & Co., Limited, 15 percent.

Mr. NEHEMRIs, And if I were to add for you the total of those per

centages, it would come to 47% percent?

Mr. CHAPIN. Forty-seven and one-half percent is correct.

USE OF TERM “AMERICAN TELEPHONE PROPRIETARY INTERESTs”

Mr. NEHEMKIS. Now, I repeat to you my original question, Mr.

Chapin: Did not the Kidder, Peabody, Baring Bros. interest in the

telephone group consist of the 47%-percent interest?

Mr. CHAPIN. The New England group?

Mr. NEHEMRIs. Yes.

Mr. CHAPIN. That was 47%.

Mr. NEHEMRIs. Yes. And do you now recall whether or not that

47%-percent interest was subsequently reduced?

Mr. CHAPIN. It was subsequently reduced to 35 percent and again

to 31%.

; NEHEMRIs. Now, Mr. Chapin, will you read the title of that

table

Mr. CHAPIN. “American Telephone Proprietary Interests.”

* See “Exhibit No. 1671,” appendix, p. 12210.
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;
Mr. NEHEMRIs. And was this table obtained from the files of the

Old Kidder, Peabody Co.? -

Mr. CHAPIN. Yes; it was.

Mr. HENDERSON. Mr. Nehemkis, may I ask the witness, did the staff

. that heading on, or was that the heading on the table when it was

OCated?

Mr. NEHEMRIs. Well, I will have the witness answer that. Mr.

Chapin, can you respond to the Commissioner's question?

Mr. CHAPIN. That was on the table when they had it photostated.

They did not put it on. -

Mr. HENDERSON. Was it customary to refer to these percentage

participations as “proprietary interests”?

Mr. CHAPIN. Yes.

Mr. HENDERSON. Now, Mr. Chairman, I have an observation to

make; I am not a witness, but in the last few days, one day which

You missed, we had considerable disagreement on some of the terms

that were used. As I recall, one of those was “proprietary” interest.

Another one yesterday, which I think you did hear, was “reciprocal

ºbligation,” and another one that has been used is “original terms.”

I think it ought to be noted that the staff of the S. E. C. did not create

those terms. This one, evidently, has been in existence for a long

period of time. -

r. NEHEMRIs. Since 1906, sir.

Mr. HENDERSON. And therefore we use them in our presentation;

they are not words of new coinage. -

Mr. MILLER. Is this recently prepared, this table?

Mr. CHAPIN. This table was prepared August 16, 1920, for Mr.

lnSOr.

Mr. MILLER. 1920?

Mr. CHAPIN. Yes, sir.

Mr. MILLER. Was that common usage in Boston, to refer to some

old accounts as “proprietary”?
Mr. CHAPIN. I know of no other account but the American Tele

Phone account that would term it proprietary interests.

T. HENDERSON. What do you understand they meant by proprie

tºy interest; a continuing interest?

.* CHAPIN. Why, I should say yes, it was a continuing interest

", his account; yes.

T. NEHEMKis. Mr. Chapin

º: CHAIRMAN. (interposing). Perhaps another phrase might be

º: tº designate it, one that was used yesterday, and I thought with

"$900 deal of illumination—a sort of a “frozen interest.”

W. f NEHEMRIs. Well, to make you perfectly at ease, Mr. Chapin,
i ºuld you feel happier if I used “proprietary interest” or “frozen

nterest”? - -

§: CHAPIN. I don't care. - -

Catº; NEHEMRIs. It doesn't matter. Thank you, sir. Will you indi

WOu ğ. the committee that on the left-hand side of the table before

commi. appears a pencil notation, and will you indicate to the

T tee what that pencil notation is?

CHAPIN (reading from ºxhibit No. 1671"):
Comni

"mpiled for R. W., August 16, 1920.

1 “In

*!!! No. 1671.”

*—to'º. 28—5
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Mr. NEHEMRIs. And “R. W.” is Robert Winsor?

Mr. CHAPIN. Robert Winsor.

Mr. NEHEMRIs. Formerly head of the house of Kidder, Peabody?

Mr. CHAPIN. Yes, sir.

Mr. NEHEMRIs. I offer in evidence, Mr. Chairman, the table identi

fied and described by the witness.

The CHAIRMAN. The table may be received.

(The table referred to was marked “Exhibit No. 1671” and is in

cluded in the appendix on p. 12210.) -

Mr. NEHEMRIs. I show you, Mr. Chapin, another photostat copy

of an original document from your files. I ask you to examine this

document and tell me whether or not it was furnished to us by you

from the files of the old Kidder, Peabody & Co.'

Mr. CHAPIN. Yes, sir.

Mr. NEHEMRIs. Now, will you read the date of this document?

Mr. CHAPIN. September 19, 1918.

Mr. NEHEMRIs. And will you read the heading of the table?

Mr. CHAPIN (reading from “Exhibit No. 1672):

Proprietary Interests, American Telephone & Telegraph Company.

Mr. NEHEMRIs. Now, will you read the names of the “proprietors.”

please?

Mr. CHAPIN (reading further):

J. P. Morgan & Co., 25 per cent; First National Bank, 10 per cent; Kuhn,

Loeb & Co., 13% per cent; National City Bank, 10 per cent; Harris, Forbes &

Co., Inc., 5 per cent; Lee, Higginson & Co., 5 per cent; Kidder, Peabody &

Co., 31% per cent.

Mr. NEHEMRIs. Now, these were—

Mr. HENDERSON (interposing). Just a minute.

Mr. NEHEMRIs. Excuse me, sir.

Mr. HENDERSON. In your presentation you used the word “pro

prietors.” That does not occur in the memorandum.

Mr. NEHEMRIs. No, sir; it does not.

Mr. HENDERSON. Is that a proper term to use, do you think?

Mr. NEHEMRIs. In my judgment, it is, sir. If the witness has any

difference of opinion, I presume he is capable of so stating. -

Mr. CHAPIN. Proprietary interests—

Mr. NEHEMRIs (interposing). That is what it said, and I said

will you indicate the names of the “proprietors.” Those who have

an interest, I assume, are proprietors. But now, am I correct, Mr.

Chapin, this was the group that had the proprietary interest in the

American Telephone & Telegraph Co.'

Mr. CHAPIN. The Kidder, Peabody interest was further divided.

Mr. NEHEMRIs. Now, will you indicate how the Kidder, Peabody

interest was further divided ?

Mr. CHAPIN. Thirty-one and a half per cent was divided [reading

further from “Exhibit No. 1672”]:

Kidder, Peabody & Co., 14.80 per cent; Baring Bros. & Co., 4.70%; Old Colony

Trust Co., 4%; Estabrook & Co., 2.50%; R. L. Day & Co., 2.50%; Hayden,
Stone & Co., 1.66%; F. S. Mosely & Co., 1.34%.

Mr. NEHEMRIs. Making a total of how much, Mr. Chapinº

Mr. CHAPIN. 31.1% percent.

Mr. NEHEMKIS. And it was from the 31% percent, representing the

New England proprietary interest in the Telephone business, that the
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old firm of Kidder, Peabody subdivided its proprietary interest among

the houses you have just enumerated?

Mr. CHAPIN. Correct.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the document

described and identified by the witness.

The CHAIRMAN. The document may be admitted.

(The document referred to was marked “Exhibit No. 1672” and is

included in the appendix on p. 12211.)

Mr. NEHEMKIs. Mr. Chapin, I show you a photostat copy of a

memorandum dated New York, May 5, 1920, and ask you to examine

this copy and tell me whether or not it is a true and correct copy of

an original in the files of the old Kidder, Peabody company?

Mr. CHAPIN. Yes; it is.

Mr. NEHEMRIs. Mr. Chairman, I ask that the document identified

by the witness be received in evidence.

The CHAIRMAN. Let's see it.

. (The document referred to was marked “Exhibit No. 1673” and is

included in the appendix on p. 12211.)

Mr. NEHEMRIs. Will the reporter be good enough to return that

document to me?

Mr. Chapin, I show you a photostat copy of the document dated

September 30, 1920, containing certain pencil notations. I ask you to

examine this copy and tell me whether or not it is a true and correct

copy ofº original obtained from the files of the old Kidder, Peabody

company

Mr. CHAPIN. It is a true and correct copy.

Mr. NEHEMRIs. Now, there are certain pencil notations, you will

19te, under the first title, which, by the way, will you be good enough

to read, the left-hand title?

Mr. CHAPIN (reading from “Exhibit No. 1674”):

New England Proprietary Interests.

Mr. NEHEMR1s. And then there appears “Kidder, Peabody & Co.,”

and a pencil notation, “14-374.” Can you tell me in whose hand

"ſing that pencil notation is?

ºr ÇHAPIs. That pencil notation is Robert Winsor's handwriting.

ſº NEHEMRIs. And at the end of the column there is another pencil

"ºtion, “29-3/4.” Whose handwriting?

* QHAPIN. Robert Winsor's handwriting.
be I'. NEHEMRIs. And then in bold-face type there appears “Septem

§ 30. Whose handwriting?
Mr. CHAPIN. Robert winsor's handwriting.

hot T. NEHEMRIs. And then there appears other handwriting, and I

* the following [reading from “Exhibit No. 1674°]:

º Interest with First Natl. & sent check for 5% to First Natl. Bank,

Tel. 5% Deb. 1965 as per J. R. Chapin, Feb. 17–30.

Is that per your instructions?

i.N. It was. . - - - -

Mr. §ºkº But is that in your writing?
Mr. HAPIN. It is not. - - -

whethe *HEMRIs. Now, I wish you would explain to the committee

ests,” i. º, not this sheet called “New England Proprietary. Inter

io...! September 30, 1920, was kept alive in your files for this

Period, and these notations made upon it.
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Mr. CHAPIN. It was in our files for that period.

Mr. NEHEMRIs. Would you call this a “cuff sheet,” as a witness indi

cated yesterday, an informal memorandum, or does this document

which has been kept alive for over 10 years represent somethin

more formal than was characterized here yesterday as a “cuff sheet”

Mr. CHAPIN. It is simply aº for the people in our

office to divide up the participation when it came along.

Mr. NEHEMRIs. But this document remained in your files for 10

years. Mr. Winsor apparently had occasion to refer to it. Entries

were made upon it, percentages changed, in Mr. Winsor's own writ

ing. In short, this was a vital document, was it not, Mr. Chapin?

Let me put it this way, it was not a casual piece of paper?

Mr. CHAPIN. No; it wasn’t casual. -

Mr. NEHEMRIs. May I have it, sir? I offer it in evidence.

(The document referred to was marked “Exhibit No. 1674, and is

included in the appendix on p. 12212.)

Mr. NEHEMRIs. I show you a letter dated August 17, 1920, from

Dwight W. Morrow to Robert Winsor, and ask you if this is a true

and correct copy of an original in the custody and possession of the

old Kidder, Peabody firm’

Mr. CHAPIN. That is a copy of a letter which was copied from Mr.

Winsor's private copy book, not in the possession of the old firm of

Kidder, Peabody & Co.

Mr. NEHEMRIs. Will the record show that that letter was taken

from the personal effects of the late Robert Winsor and not, as counsel

indicated, from the files of the old Kidder, Peabody.

Can you tell me, Mr. Chapin, when Robert Winsor died?

Mr. CHAPIN. January 1930.

Mr. NEHEMRIs. January 1930?

Mr. CHAPIN. Yes.

Mr. NEHEMRIs. Thank you, sir.

Mr. Chairman, I ask that the letter identified by the witness be

received in evidence.

The CHAIRMAN. It may be received. -

(The letter referred to was marked “Exhibit No. 1675,” and is

included in the appendix on p. 12213.)

Mr. NEHEMRIs. Mr. Chapin, I show you a photostatic copy of a

letter from Mr. Robert Winsor to Dwight Morrow dated Xº,

18, 1920. Will you identify this as being a true and correct copy
and indicate to me whether or not this came from the personal

effects of the late Robert Winsor or from the files of the old KidderPeabody firm 2 •

Mr. CHAPIN. That came from the personal effects of Robert Win

SOr. - - -

Mr. NEHEMRIs. The letter is offered in evidence, if you please.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1676” and is

included in the appendix on p. 12213.) -

Mr. NEHEMRIs. Mr. Chapin, I show you a letter dated September

28, 1920, on the stationery of J. P. Morgan & Co., Dwight Morrow

to Robert Winsor, Esq. ... I ask you to identify this and tell me

the original source, that is whether it came from Mr. Winsor's per

sonal effects or from the files of the old K. P. firm.
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Mr. CHAPIN. That letter came from Mr. Winsor's personal effects.

Mr. NEHEMKIs. May the letter be received in evidence?

(The letter referred to was marked “Exhibit No. 1677” and ap

pears in full in the text on p. 11903.)

Mr. NEHEMRIs. I show you another letter, Mr. Chapin, dated Octo

ber 1, 1920, from Robert Winsor to Dwight W. Morrow, Esq., ad

dressed to Messrs. J. P. Morgan & Co. Will you identify this letter

for me and tell me its source?

* . Mr. CHAPIN. That letter came from the private letter book of Mr.

* Robert Winsor.

: Mr. NEHEMRIs. The private letter book of Mr. Robert Winsor?

Mr. CHAPIN. Yes.

Mr. NEHEMRIs. I ask that the letter be received in evidence.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1678” and is in

cluded in the appendix on p. 12213.)

: T. NEHEMRIs. I now show you a memorandum entitled “American

Tel. & Tel. Co.,” bearing the date May 6, 1920. Will you tell me

if you can identify that document?

, Mr. CHAPIN. I identify the document as taken from the files of

the old firm of Kidder, Peabody & Co.

Mr. NEHEMRIs. I ask that this be received in evidence.

The CHAIRMAN. It may be received.

(The memorandum referred to was marked “Exhibit No. 1679”

and is included in the appendix on p. 12214.)

. NEHEMRIs. I now show you a memorandum in pencil dated

January 31, 1924, and another document dated January 25, 1924,

'ºntaining pencil notations and marks. Will you examine these two

documents and tell me if you can identify them for me, Mr. Chapin?

Mr. CHAPIN. These documents came from the files of the old firm.

.*r, NEHEMRIs. Will you hold it just a moment? You notice the

"... document is written in pencil. "Do you recognize that writing?
Mr. CHAPIN. I do.

T. NEHEMRIs. In whose handwriting is it?

\; CHAPIN. Clifford M. Brewer.

Mr. NEHEMRIs. What is the last name?

CHAPIN. Brewer.

i. NEHEMRIs. B-r-e-w-e-r?

T. CHAPIN. Yes.

* NEHEMRIs. Clifford M. Brewer?

CHAPIN. Yes.

*:Nehrukis. Will you tell me who Mr. Clifford M. Brewer is

.

ſ:

!

º CHAPIN. Mr. Brewer was the head of our syndicate depart

j." Boston at that time.

You to *HEMRIs. On the document dated January 25, 1924, I ask

dº.” the caption in bold-face type at the bottom of the

* CHAPIN (reading from “Exhibit No. 1680–2”):

IW : England Proprietary Interests.

that m NEHEMKIS. And will you read the names of the members of
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Mr. CHAPIN (reading further):

Old Colony Trust Co., 3% ; Estabrook & Co., 2% 7% ; R. L. Day & Co., 2%º ;

F. S. Moseley, 1% º ; Haystone Securities, 1% 9% ; First National Bank, 2% ;

National Shawmut Bank, 2% ; Kidder, Peabody & Co., 14%%.

Mr. NEHEMRIs. What is the date of this memorandum, Mr.

Chapin'

Mr. CHAPIN. January 25, 1924.

Mr. NEHEMRIs. Will you look at the bottom of the memorandum

and tell me if you see an entry, a pencil entry or possibly an ink

entry. Do you see that?

Mr. CHAPIN. Yes.

Mr. NEHEMRIs. What does that entry say?

Mr. CHAPIN (reading further from “Exhibit No. 1680–2”):

February 17, 30—as per J. R. Chapin Old Colony consolidated with First

Natl. and check for 5% interest was sent to First Natl. Bank on American

Tel. & Tel. 5% Deb. due 1965.

Mr. NEHEMRIs. Do I understand correctly that the notation which

you have just read was placed upon this document at your request?

Mr. CHAPIN. Yes, sir.

Mr. NEHEMRIs. Then, I take it that this document which you have

described is not a casual piece of paper but an important document

relating to the New England proprietary interests of the old house of

Kidder, Peabody?

Mr. CHAPIN. Yes.

Mr. NEHEMRIs. May I offer these documents just identified?

The CHAIRMAN. They may be received.

(The memoranda referred to were marked “Exhibit No. 1680–1”

and “Exhibit No. 1680–2” and are included in the appendix on

pp. 12214 and 12215.)

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I ask

that the witness be temporarily dismissed, and that I be permitted to

recall Mr. George Whitney. Mr. George Whitney, please.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & Co., NEW

YORK, N. Y.—Resumed

Mr. NEHEMKIS. Mr. Whitney, you may recall that before the recess

I had occasion to offer in evidence a large sheet of paper which I

described as “Participations on original terms in Telephone financing

headed by J. P. Morgan & Co.” [Referring to “Exhibit No. 1666.”

I hasten to point out that that word “headed” is used loosely. You

will know what I mean when you see this chart. Here is a mimeo

graphed copy which I show you. Will you examine it, please? There

is a larger one here if you can’t see that well enough.

Do you think you are familiar enough with it to discuss it?

Mr. WHITNEY. What is your question, please?

Mr. NEHEMRIs. I didn't ask a question, as yet. Are you sufficiently

familiar with this so I may examine you on it?

Mr. WHITNEY. I have never seen it before, but I will try.

PERCENTAGE PARTICIPATIONS OF UNDERWRITING GROUP IN TELEPHONE

ISSUES, 1916–1919

Mr. NEHEMRIs. All right; fine. If you will look at the issue of

A.T. & T. 4%'s, due 1918, $50,000,000. Are you with me on this, Mr.

Whitney?
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Mr. WHITNEY. 41%’s, 1916. Yes.

Mr. NEHEMRIs. The date was February 1, 1916?

Mr. WHITNEY. Right.

Mr. NEHEMRIs. And will you read the categories of houses on the

top—Kidder, Peabody; J. P. Morgan—and run across the percentage

interests for me; will you, Mr. Whitney? •

Mr. WHITNEy. Yes, sir. [Referring to “Exhibit No. 1666.”] This

is headed Kidder, Peabody & Co. and Baring Bros., Ltd., 33%; J. P.

Morgan & Co., 21%; First National, 10.1%g; National City Co. 101%. 6;

Morgan, Grenfell & Co., 434; Kuhn, Loeb, 14%; Lee, Higginson &

Co., 5 percent.

Mr. NEHEMRIs. Now, Mr. Whitney

* WHITNEY (interposing). This, of course, did not come from our

6S,

Mr. NEHEMRIs. Will you read the footnote while you have it in your

hand? You see the source there? What does that say?

Mr. WHITNEY. It says [reading from “Exhibit No. 1666”]:

Compiled from data supplied by J. P. Morgan & Co.

Mr. NEHEMRIs. Do you recall at the outset of your testimony I

ºffered you certain large sheets which you identified as having come
from yºur firm and caused to be prepared by you pursuant to my

requestſ

Mr. WHITNEy. Yes.

Mr. NEHEMRIs. Do you want to withdraw that last answer?

Mr. WHITNEY. I never saw this compilation.

Mr. NEHEMRIs. Did you misunderstand that this was compiled on

the basis of that other data?

Mr. WHITNEY. I do now; I didn't before.

Mr. NEHEMRIs. Are we clear?

Mr. WHITNEy. Quite.

Ali. NEHEMRIs. All right, let's go on. Will you proceed under

Kidder, Peabody & Co. and Baring Bros., Ltd., of London, and go

9Wn the column this time instead of across and give me the per

"tage allocations for that house?

T. WHITNEY. Well, all the others are 31% percent.

T. NEHEMRIs. From then on until the issue of 1919. Correct?

* WHITNEY. That is what it says.

C T. NEHEMRIs. Now, will you go to the column J. P. Morgan &

'ºnd give me the percentages from 1916 down?

* WHITNEY. 21% in 1916, and thereafter 2014.

N *NEHEMRIs. Now, will you turn to the First National Bank of
"Y York and do the same?

i. WHITNEy. 10%: 10% from there on.

i. NEHEMRIs. I didn’t hear the last part of your answer.

§ WHITNEy. 10% from there on. - -

Hºnºuris. Will you turn to the National City Co. and do

#: Wilsº 10}}, 1916; 10%, the remaining issues of this list.

anjºremſkis. Will you turn to Morgan Grenfell & Co., Ltd.,

\º. the same information? -

remaini HITNEY. 434 in 1916, the issue referred to, and 4% in the

§g issues listed here. -

the ide *MR1s. And will you now turn to Kuhn, Loeb and give me

"tical information?
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Mr. WHITNEY. 1414 as to the 1916 issue, and 13% the remaining

issues on this list.

Mr. NEHEMRIs. Now, will you turn to Lee, Higginson & Co.?

Mr. WHITNEY. 5 in that, and thereafter.

Mr. NEHEMKIS. Will you turn to Harris, Forbes and give me that

information ?

Mr. WHITNEY. Thereafter 5 percent. Mr. Nehemkis, may I

inquire— -

Mr. NEHEMRIs. Just a moment, I hadn't quite finished with you,

Mr. Whitney. I want to now ask you one further question on this

table and then you may comment. This is what has been heretofore

testified to as a more nearly frozen account than other accounts,

Would you accept that as being an accurate characterization?

Mr. WHITNEY. Not in the slightest.

Mº, NEHEMKIS. Did you have something you wanted to comment

ll. OOn 4

Pº WHITNEY. I merely wanted to inquire whether these were all

the issues that were taken from data that I identified this morning.

Mr. NEHEMRIs. Let me consult with one of my assistants. My

assistant tells me that these were issues headed by J. P. Morgan &

Co. and taken by the group.

Mr. WHITNEY. That is what my impression has been, but I just

wanted the record to make it clear that there were other Telephone

financings during the same period where these percentages wouldn't

necessarily

Mr. NEHEMRIs (interposing). We went over some of them this

morning, you recall, on short term notes.

Mr. WHITNEY. And in this compilation by your investigators, as

this is, these were just selected from the total list of financing of the

Telephone Company.

Mr. NEHEMRIs. Just so you may complete your statement, based

on information furnished by you.

Mr. WHITNEY. Yes, sir.

THE “LIBRARY AGREEMENT’”

Mr. NEHEMRIs. Mr. Whitney, I want to show you certain docu

ments which have been identified by the witness who preceded you.

I show you a memorandum headed “New York, May 5, 1920.” [Re

ferring to “Exhibit No. 1673.”] Would you glance at this memo

randum, Mr. Whitney?

Mr. WHITNEY. Yes.

Mr. NEHEMKIS. Are you familiar with the substance of that

memorandum ?

Mr. WHITNEY. It was shown to me by one of your investigators a

short time ago in New York and subsequently Mr. Chapin sent me a

copy of it so that I am familiar with what it says. Of course it is

not out of our files.

Mr. NEHEMRIs. Mr. Chapin identified it as having come from the

files of the old Kidder Peabody.

Mr. WHITNEY. To that extent I am familiar with it.

Mr. NEHEMKIS. Did you request Mr. Chapin to send you that

copy?

º WHITNEY. I did not.
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Mr. NEHEMRIs. Mr. Chapin volunteered?

Mr. WHITNEY. Yes.

Mr. NEHEMKIs. May I have it back, please? I am going to read

to you, Mr. Whitney, from this memorandum.

Mr. WHITNEY. May I interrupt a second 2 There is another memo

randum you just introduced also; when I come to it, may I talk

about it?

Mr. NEHEMRIs. Oh, sure; I want you to talk about all these memo

randa. That is what you are here for.

Mr. WHITNEY. That’s fine.

Mr. NEHEMRIs. This memorandum is dated New York, May 5, 1920.

[Reading from “Exhibit No. 1673”]:

“‘Original terms' group on future purchases of A. T. & T. securi

ties—” then the footnote:

Meaning purchase or underwriting of A. T. & T. or subsidiary company

securities.

“—as agreed to, at ‘The Library’—”

I am not quite familiar with the meaning of that phrase. What

does that mean?

Mr. WHITNEY. I assume it means Mr. Morgan's library.

Mr. NEHEMRIs. Could you be a little more positive and tell me you

know it means the library of Mr. Morgan's home?

Mr. WHITNEY. If there is any difference; yes, sir.

Mr. NEHEMKIs. All right, I just wanted to know whether you were

sure about that [reading further]:

“Original terms” group on future purchases of A. T. & T. Securities as agreed

to, at “the Library” this morning between J. P. M.–

Whose initials are those?

Mr. WHITNEY. Mr. J. P. Morgan.

Mr. NEHEMRIs. The present Mr. J. P. Morgan?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs (reading further). “H. P. D.”

Mr. WHITNEY. H. P. Davison.

Mr. NEHEMRIs. Mr. Davison is deceased ?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs (reading further). “And R. W.,”—presumably Rob

ert Winsor?

Mr. WHITNEY. Yes.

Mr. NEHEMKIs. Now the first statement apparently concerned the

original terms group on the future purchases of all A. T. & T. secu

rities as well as all subsidiary financing, and there was a meeting at

the library on May 5, 1920, which was attended by J. P. Morgan, Henry

P. Davison, and Robert Winsor.

Mr. Whitney, I show you a table entitled “American Telephone &

º Co. and Associated Companies,” and a letter from your part

ner, Mr. Alexander, addressed to me... Will you glance at this and

º º whether you recognize this as having been prepared by your

I'm

Mr. WHITNEY. Yes, sir. . . . .

Mr. NEHEMRIs. Prepared by your people?

Mr. WHITNEY: Yes; but I may point out that we have substituted

another one. That one was in error.

Mr. NEHEMRIs. So that we may do full justice to your workman

ship, I am going to take the liberty of offering both. - -



11874 CONCENTRATION OF ECONOMIC POWER

By the way, Mr. Whitney, I intended to ask was Mr. H. P. Davison

a partner of J. P. Morgan?

Mr. WHITNEY. He was.

Mr. NEHEMRIs. Mr. Chairman, may I offer in evidence the tables

identified by the witness?

The CHAIRMAN. The tables may be received.

(The documents referred to were marked “Exhibits Nos. 1681–1 to

1681–3” and are included in the appendix on pp. 12215 and 12216.)

Mr. NEHEMKIS. I note, Mr. Whitney, that from January 1, 1920,

to June 16, 1934, there was $832,000,000 of Telephone financing."

The selling syndicate interest in that financing was over $50,000,000.

“Our net profit”—meaning the profit of J. P. Morgan & Co.—was

over $900,000, and the total profit before overhead expenses, salaries

and taxes, $2,969,320.64. So that the conference which was held here

on May 5, 1920, concerning the future purchases of A. T. & T.

securities was a pretty substantial conference; it concerned itself

with $832,000,000 of future business.

Mr. WHITNEY. Oh, no, it didn't, Mr. Nehemkis. What is con

cerned was the situation at that time, which is quite a long story.

It may have resulted, there may have been that amount in the

total business done thereafter, but the memorandum you showed

me had no reference whatever to $800,000,000 of securities.

Mr. NEHEMRIs. Of course not; I read you from this table.

Mr. HENDERSON. Technically, Mr. Whitney is right.

Mr. NEHEMKIs. I will accept that correction, I want to be tech

nically correct in all respects here.

Mr. WHITNEY. That was a very substantial financial program.

Mr. NEHEMRIs. Mr. Whitney, I have here a table the data for which

was supplied by your firm and this table is entitled [reading from

“Exhibit No. 1682”]:

Bankers' Gross Commissions on Issues of American Telephone and Tele

graph Company and Associated Companies, Managed by J. P. Morgan & Co.

or Morgan Stanley & Company, Incorporated, 1906–1939.

I find that the bankers’ gross commissions on Telephone issues for

the period 1906 to 1930 was $26,905,000. I find that the bankers'

j commissions on issues managed for the period 1935 to 1939

y Morgan, Stanley was $11,470,750. So that the total for the period

1920 to 1930 was $26,905,000.

Mr. WHITNEY. In the first place, I would be willing to wager you

didn't get that out of our office.

Mr. NEHEMRIs. Mr. Whitney, I want to offer my documents. You

will have plenty of chance to explain.

Mr. WHITNEY: You introduced it, didn't you, as saying it came
out of our office? - -

Mr. NEHEMRIs. Oh, no; I said this was data supplied by J. P.

Morgan & Co.

Mr. WHITNEY: By J. P. Morgan & Co. I am pretty sure it

§. Part of it may have come out, but all of it I am sure

idn’t.

Mr. NEHEMRIs. I think I indicated in my original statement, Mr.

Whitney, that the source of this was data supplied by J. P. Morgan

& Co. and Morgan, Stanley & Co. and, I am now advised, by the
Federal Communications &ºi. These figures are perfectly

* See “Exhibit No. 1681—3,” appendix, p. 12217.
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accurate: one, an official source; two, your own figures; three, the

figures of Morgan Stanley.

Mr. WHITNEY. I did not understand that you included Morgan,

Stanley & Co. That was an error on my part.

Mr. NEHEMRIs. I would like to offer this table, Mr. Chairman.

The CHAIRMAN. The table may be received.

(The table referred to was marked “Exhibit No. 1682” and is

included in the appendix on p. 12218.)

Mr. MILLER. May I ask a question, Mr. Nehemkis' What do you

mean by gross commissions? Does that mean the spread between the

issue price and the purchase price that the company received?

Mr. WHITNEY. Gross spread between the issue and the net price

before any expenses of any kind or, to put it another way, between

the price paid to the company and the price paid by the ultimate

consumer. If I can take Mr. Miller's point on that, that is gross.

Now, of course, it is well known that a certain portion goes to the

original terms group, a certain portion to any intermediate group

you might have, and a certain portion to the bond-distributing

houses scattered all through the country, seven or eight or nine hun

dred of them. I think that this figure Mr. Nehemkis referred to in

}. first instance, shows that the amount of issue—may I withdraw

that '.

Mr. NEHEMRIs. Why don’t you, if you want to comment on that

later, send a supporting memorandum ?

Mr. WHITNEY. I will.

Mr. MILLER. It is about 2% percent gross as I see it.

Mr. WHITNEY. That is about what it averages.

Mr. NEHEMRIs. Now to return to the conference at the library on

May 5, 1920, Mr. Whitney. I continue reading from that memo

landum [reading from “Exhibit No. 1673”]:

R. P. & Co.—

Which I take it to mean Kidder, Peabody & Co.—

to manage N. E. & J. P. M. & Co. the rest of the country.

I may assume from that that Kidder, Peabody was to have the

right to manage the New England proprietary interests as described

by Mr. Chapin, and J. P. M. & Co. was to have the exclusive right to

manage the rest of the country. Would you say that was a fair

interpretation?

MR. whitNEY’s CoMMENTS ON ORIGIN of TERM “PROPRIETARY INTERESTs”

Mr. WHITNEY. I am afraid not. If I may be permitted, I should

like to say a word on that “proprietary” interest. That memorandum

does not speak of “proprietary” interests, it speaks of original terms.

I was very glad to learn a few minutes ago where the word started

from, because I had never heard it used before until the other day.

I consider it, if I may say so, a complete misnomer, because if I

understand the word “proprietary” it means ownership, and obvi

ously there would have to be some agreement, by the company to

anything of that kind. I can state unequivocally that in an experi

ence dating from 1916 down through 1930 that the company had not

the slightest agreement of any kind with us that they would continue

to finance through us. I can’t remember a single instance where the
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question ever came up. They did consult with us in 1920 as to a

program that Mr. Gifford was planning on refinancing. It is quite

a long story, and it may come later. But the question of “proprietary”

interest I consider is a complete misnomer.

The CHAIRMAN. Was the word used, Mr. Whitney, to define the

transaction between the Telephone Co. and the investment bankers,

or was it not used to define an understanding among the bankers?

Mr. WHITNEY. Well, Mr. Chairman, I can only say of my per

Sonal knowledge, extending as I say in this particular business back

to 1916, that I never heard the word used before until I came down

here to these hearings, and I didn’t know where it had come from.

I was very much interested in Mr. Henderson's explanation that the

S. E. C. got the term from Kidder.

I don’t remember in all the years that I was working with Kidder

on this business that I ever heard them use it. Of course, the New

England subparticipations, as has been disclosed by this evidence, is

a matter that we never knew anything about. We only knew of it

casually. We never had a record of who they were. I never knew

until way along in the middle 20's who the people were. I am not

questioning Mr. Winsor's use of the word, but I merely want to

explain that we never used it, and if I understand what the word

itself means, we never considered that there was any such relation

ship as existing between us and the company, the group and the

company, or between the members of the group itself. It was a

group organized to do a job that in Mr. Gifford's estimation was

going to be a big job, and it was, and it was a fine job. But there

were to be changes if they wanted them, nobody had any question

about it as long as we had the business, but the use of the word

“proprietary” implies some vested right, and I can assure you with

out any equivocation in our thinking in my office that notion never

had been connected with this business or any other.

The CHAIRMAN. Let me say that, sitting here and listening to this

testimony, it never occurred to me to give to this word any legal,

strict legal significance. I have interpreted it as meaning the general

understanding that had grown up with respect to the manner in

which these distributions would be allocated.

Mr. WHITNEY. Well, the use of the word is just as new to me as

it is to you. - -

The CHAIRMAN. Nevertheless, apparently it does describe a fact

which did exist, a condition, but not in the legal sense. - .

Mr. WHITNEY. I understand, of course, but I merely wanted to

oint out that whatever implication may be in the word, whether

. or otherwise, the use of the word was completely, foreign to us

and to the best of my knowledge I never heard of it. * -.

. The CHAIRMAN. Would I be incorrect in drawing the inference that

when there was a division in the “library” that that division would

stand until the “library” again changed it? . . . .

Mr. WHITNEY. As a matter of fact, it didn't even stand in the next

deal. - - -

Mr. NEHEMRIs. I think we had better wait until the development of

the testimony to see whether the witness' remark is correct.

I want to go back to what this agreement was all about and

attempt to follow through, if I may, sir, just what was decided by

these three men, Mr. Morgan, Mr. Davison, and Mr. Winsor. They
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agreed that there was to be a division of the country. Kidder,

Peabody was to manage New England, J. P. Morgan was to have

the management of the rest of the country, and then there appears

On this memorandum *—I believe you have copies of it before

you—the percentage allocations for the New York group and the

New England group, and the New York group took 70 percent,

the New England group took 30 percent. In turn, the New York

group divided up its 70 percent in the following fashion: J. P. Mor

gan & Co. got a 20-percent interest in all future purchases of

A.T. & T. securities as well as securities of the subsidiary companies

according to the understanding entered into on May 5. The First

National Bank got a 10-percent interest. The City Bank got a 10

}. interest; Kuhn, Loeb & Co., a 10-percent interest; Harris,

orbes & Co., a 5-percent interest; Lee, Higginson & Co., a 5-percent

interest; Guaranty Trust, 5 percent; and the Bankers Trust, 5 percent;

making 70 percent to the New York group.

Now, the New England group had divided up its 30-percent pro

prietary interest, and I think I now use it correctly as it was intended

by the previous table, as follows: Kidder, Peabody & Co. retained

a 15 percent interest in all of the Telephone business; the Old Colony

Trust, 3-percent interest; Estabrook & Co., a 2%-percent interest;

Day & Co., 2%-percent interest; Moseley & Co., 11%-percent interest;

Hayden, Stone & Co., 1% percent.

First, let me find out, Mr. Chairman, what that Boston bank is.

The CHAIRMAN. First National.

Mr. NEHEMRIs. First National of Boston a 2-percent interest and

the Shawmut Bank a 2-percent interest, making the total 30, the

total of New York 70, giving a total of 100 percent.

. I also observe, Mr. Chairman, may it please the committee, a very

significant notation. You will notice on the right-hand side [refer

ring to “Exhibit No. 1673”] the word “negotiations” underscored, and

the statement as follows:

- Negotiations to be joint but both free to talk with the Co. and to help them

in any way in their power.

Now, perhaps Mr. Whitney can enlighten us on that. Isn’t, that a

rather anomalous provision? Usually one banker does the talking for

the entire group. Do you happen to know—you were the specialist

at this time in Telephone matters—how it happened that it was

agreed upon that both houses would talk? One other question: will

#. develop it in your answer: Why is it significant for only one

anker to do the talking to a company?

l Mr. WHITNEY. Let me be sure. I think I have got three questions

lere.

Mr. NEHEMRIs. You can take them in any order you wish.

Mr. WHITNEY. The question that I didn’t answer before related to

the division of the rest of the country. That bore on my own knowl

edge of handling a selling syndicate, which as Mr. Miller suggested

a few minutes ago, was the ultimate end of the business—getting it

through successfully.

This note that is on the side there has been a great puzzle to me,

because as the evidence shows, this did not come out of our files. It is

not initialed by any of our partners.

* “Exhibit No. 1673.”
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Mr. NEHEMRIs. You have indicated, Mr. Whitney, that this docu

ment was only shown to you very recently. Now, it has been identi

fied. I don’t think you need discuss that.

Mr. WHITNEY. Yes. I am not questioning anything about it. I

want to make that very clear. But there is, as I said a minute ago,

another memorandum that you have identified—

Mr. NEHEMKIs (interposing). Well—

Mr. WHITNEY (interposing). Well, now, let me get back. I was

puzzled as to what that does mean, because in my experience—most

of the talks with the Telephone Company, when there was a piece of

financing on, in their bond business, were held mostly with us. But

I think it must refer to the fact that Kidder, Peabody & Co. had a

great deal of talk in connection with the sale of common stocks, of

various plans they had for employees. They had a lot of contacts

completely outside of bond financing. I don't know the significance

of that statement, because we both had always talked to the company,

and I don’t quite know—I can't see any reason why Mr. Winsor was

so specific about it.

Your third question was whether it wasn’t unusual for more than

one—well, that depends, of course—it is very difficult for me to gen

eralize about that, but I suppose the obvious reason why some one

individual or some individual firm is designated by a group of people

for making a joint purchase is that they think it is a great deal

simpler to have one man talk than to have a town meeting about it,

and I suppose it is because that particular firm or individual is

trusted by the other participants in the business to interpret the views

of the group, when they have any, and so I don’t think that you can

say that was any custom as to how negotiations were handled.

Obviously, when I was in the business, it was generally simpler for

one or two to discuss matters. I wouldn’t say there were

Mr. NEHEMRIs. Do you mind if I ask you a question now?

Mr. WHITNEY. Any

Mr. NEHEMKIS. In your long experience with the firm of J. P.

Morgan & Co., can you tell me in how many of the old accounts

managed by J. P. Morgan & Co., you ever took any other bankers

along with you when you talked with company officials?

Mr. WHITNEY. Well, I could think of several; I don't quite know

what you mean by account.

Mr. NEHEMRIs. Well—

Mr. WHITNEY (interposing). If I may designate them as trans

actions or bond issues

Mr. NEHEMRIs (interposing). No; I will be more specific, if it will

help you. Take the New York Central Railroad, that was always

regarded as an old account of yours; you were the advisers of the

company, they respected your judgment, leaned upon you for tech

nical help. Now, did you drag along with you to your conferences

any members of the community?

Mr. WHITNEY. No; that was business which we settled Solely on

our own responsibility. J. P. Morgan & Co., as you may know

historically, were fiscal agents of the New York Central Railroad.

I think that was abandoned in 1916. So that was a case where all

the negotiations were exclusively with us.

Mr. NEHEMKIS. Well, now
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Mr. WHITNEY (interposing). Certainly I can tell you, for example,

about the Great Northern and Northern Pacific, in which case—and

the Burlington and others—there were various times when we gen

erally discussed the matter with the First National Bank. I am going

back quite a while now, back to 1921. I remember discussing certain

things in connection with General Motors financing with others, going

to conferences, about the general question of policy, what things

should be done, and so forth.

Mr. HENDERSON. You mean other members of the group went with

you to general conferences?

Mr. WHITNEY. Well, there was no group, Mr. Henderson, because

it was an isolated thing. As a matter of fact, I think the business

was finally consummated—the transaction was exclusively with us—

but the question of going with one or two others is not an isolated

thing. When it comes down to it, down to the actual transactions,

when you get down to what I referred to this morning as the technical

arrangement of a particular bond issue or a particular security, that,

nerally, we did alone, for the simple reason that, as we did the

elephone business—I mean, those negotiations as to the arrangement

of the mortgages, going over all the infinite papers that are required,

the footwork that is required, doing a thing like that, was done by

our statistical department and by our organization. We consum

mated it with the other members of the group when the time came to

talk prices or to talk general philosophy, and we consulted them as

any prudent man does when he tries to get the best possible advice he

can on an important line of business such as this. But I don’t want

to, I can’t, as I said before, explicitly, Mr. Henderson, say, or

generalize, as to what is the practice, and that was the first case that

springs to my mind. If you would be interested, I will try to think

up some others.

Mr. HENDERSON. I think it would be very helpful.

Mr. WHITNEY. But I don’t think it means anything anyway.

Mr. NEHEMRIs. Well, I just was puzzled, as you were, because

Robert Winsor was a very distinguished banker and he was the head

of one of the great houses of this country.

Mr. WHITNEY. Absolutely.

Mr. NEHEMRIs. He was an associate of yours. As a matter of fact,

he was a former employer of yours.

Mr. WHITNEY. Mine?

Mr. NEHEMRIs. Wasn’t he?

Mr. WHITNEY. Well, what has that got to do with it?

Mr. NEHEMRIs. Well, you seemed to be worried about it. And he

came back from this conference, after this discussion, and he made

this entry [reading from “Exhibit No. 1673”]:

Negotiations to be joint but both free to talk with the Co. and to help them

in any way in their power.

Well, suppose we continue, Mr. Whitney.

The agreement also apparently covered the security issues of sub

sidiary companies in addition to issues of the parent company. Now,

didn’t that mark a departure from the earlier arrangements? If I

recall correctly, you testified

Mr. WHITNEY (interposing). Well, I will answer that.
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I think it did mark a departure in that at that particular time.

Mr. Gifford, of the Telephone Co., was then and until 1919 vice

president in charge of finance. He had been in the employ of the

company before—he came down to Washington during the war.

When he came back—of course, I am not going to talk about Mr.

Gifford—he came to us, and I assume to#. because he felt that

the financial condition of the Telephone Co. needed a complete reset

ting. You read this morning, or there was introduced, and I testified

from it, a list of a lot of companies. In 1919 there had been a big

issue done with the Southwestern Bell Telephone in 5-year notes—not

a success. He felt that he had to get his balance, his ratio, between

bonds and stocks in better order if, as he saw the picture, there was

going to be this tremendous development of the telephone business.

He made a survey—Mr. Gifford—and he came and said that he had

a program which might run over several years, of resetting the sub

sidiary financing and the telephone finances, so that, between them,

they would have a more appropriate ratio. If you check up, you

will find that in 1920 the ratio of debt to stock in the Telephone Co.

was the worst that it had ever been—I mean the highest ratio of debt

to stock and that there has been a constant improvement down to

say, 1930; and Mr. Gifford had the great ability, he had the fore

sight, to see that unless something were done in getting this reset,

he was going to get into a position where they couldn't finance

properly.

So we started, and he came and discussed with us, Mr. Chairman,

along the lines I talked about today, as experts, as people who would

plan a campaign, and a part of that campaign with which we had

nothing to do whatever—no one of the bankers, in fact—was the

flotation or sale to his own stockholders of these common stocks.

Now that memorandum—that meeting, if I may say so, was insti

gated by me. You have introduced in evidence a memorandum in

pencil which is in my handwriting. When we were charged with

this job, we felt that the retail distribution of the country would not

stand having 30 percent of the final selling done in New England.

We had introduced into this group two new houses, the Guaranty

Co. and the Bankers who had, about that time, become substantial

national distributors, and we felt that if we were going to get the

benefit of retail distribution of those national houses, the City Co.

Lee, Higginson, Harris, the Guaranty, and the Bankers, to get th.

full strength and power of their organizations, that we ought to have

8. ºr percentage of the original group profits go to those four

people.

There is a pencil memorandum here—

Mr. NEHEMRIs (interposing). We will come to that in just a
minute.

Mr. WHITNEY. All right; I will leave that out for now.

Mr. NEHEMRIs. I wish you would.

Mr. WHITNEY. I was a partner then. I had been a partner for

about 4 or 5 months, and I went with our bond specialists to Mr

Davison, who was in charge of Telephone financing in our office and

said to him, “Will you not take up with Kidder, Peabody & Co. Mr.

1 “Exhibit No. 1631–2.”

2 “Exhibit No. 1679.”
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Winsor, this program? Mr. Gifford wants to pursue, in the Tele

phone Co. a realinement of these percentages with these two

new people in there.” A meeting was held, and Mr. Davison was

not successful in getting the 9 percent that I had suggested should

be taken from the New England distribution and given to the rest

of the country. -

Now this is a memorandum obviously written before the meeting,

this one I have just been talking about, which shows the figures that

were settled— -

The CHAIRMAN (interposing). Do you know why he was not suc

cessful in inducing the New England group to surrender that 9 per

cent?

Mr. WHITNEY. I don't. Mr. Davison is dead, Mr. Chairman, and

Mr. Alexander and I have spoken to Mr. Morgan about that, as the

only person who is now living who was at this meeting, and Mr.

Morgan doesn't even remember there was such a meeting and doesn't

remember anything about it.

The CHAIRMAN. Now, this—

Mr. WHITNEY (interposing). So I can’t tell you.

The CHAIRMAN. And your testimony is that you, a new partner,

after examining this situation, made up your mind that for the better

distribution nationally of these securities, a certain percentage of the

so-called proprietary interests should be taken away from New Eng

land; you suggested that to Mr. Davison, and the account was so

frozen that even he couldn't change them?

Mr. WHITNEY. Well, you see, Mr. Chairman, at this time there were

being added to this list that we have been talking about this morning,

two additional people, so it was necessary to have a realignment of

the percentages. It wasn't a question of the “proprietary” rights.

Looking back on it, which is always so easy, I now realize that I didn't

know at that time that he had this subparticipation in New England.

So I can see it was very difficult for Mr. Winsor to do. If I had been

in Mr. Winsor's place, probably I should have felt just as he did. But

that is what this memorandum really conveys to me. The Telephone

Co. was starting their actual program. They had to get reset finan

cially, and that would take really hours for me to try to explain that

to you in detail, and I would probably do it wrong anyway. -

But with those talks I was having then—and I am sure Kidder

was, if my memory serves me right, with Mr. Gifford on his program—

Mr. Gifford wanted us to get set to help him as experts, in the financ
ing, the execution of his program. #. two houses came into the

picture there, so it involved a realignment anyway of any traditional

percentages there might be, and I wanted, being perhaps interested

more then in the rest of the country distribution than I was in New

England, to get them what I thought was a more appropriate per

centage of the total.

Mr. Davison, I just, remember him coming back, saying that it

wasn't settled and, well, I have been told that we wouldn't speak of

the other memorandum, but—

The CHAIRMAN (interposing). But there was then a traditional

aspect to this thing?

r; WHITNEy. I think certainly there was, and I think Mr. Winsor

felt that he didn't agree with us. Well, I know he didn't agree with

me from subsequent conversations.

124491–40—pt. 23–6
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Mr. NEHEMRIs. You say, Mr. Whitney, that you instigated this con

versation of May 5, 1920?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. If I understood you correctly?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. You weren't present, though?

Mr. WHITNEY. No. Well, I was only a kid.

Mr. NEHEMRIs. When did you first learn about the results of the

conference?

Mr. WHITNEY. Next morning.

Mr. NEHEMRIs. Who told you?

Mr. WHITNEY. Mr. Davison.

Mr. NEHEMRIs. Mr. Chapin, may I recall you for a moment, please?

TESTIMONY OF JOHN R. CHAPIN, KIDDER, PEABODY & CO., BOSTON,

MASS.—Resumed

MR. whitNEY's AIDE MEMOIRE PREPARED FOR THE “LIBRARY” CONFERENCE

Mr. NEHEMRIs. Mr. Chapin, above these columns of figures appear

the notations, “Davison's Suggestions,” and then in the next column,

“Finally agreed upon.” Can you tell me in whose handwriting
that is?

Mr. CHAPIN. Those were in Robert Winsor's handwriting.

Mr. NEHEMRIs. That is all, Mr. Chapin.

Mr. Whitney, you will find—oh, just a moment, Mr. Chapin; may

I call you back for a second? Whose handwriting is this, “May 6,
1920.”?

Mr. CHAPIN. Mr. Winsor's handwriting.

Mr. NEHEMRIs. Thank you, sir.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & Co., NEW

YORK, N. Y.—Resumed

Mr. NEHEMRIs. Now, Mr. Whitney, will you look at this memo

randum that you have been wanting to talk about, and tell me in

whose handwriting the rest of the memorandum is?

Mr. HENDERSON. Has that been introduced in evidence?

Mr. NEHEMRIs. It has been identified."

Mr. WHITNEY. This column here—

The CHAIRMAN (interposing). You are referring now to the first

and second columns?

Mr. WHITNEY. Yes; the list of initials and the next one are in my

handwriting. -

Mr. NEHEMKIS. Are in your handwriting?

The CHAIRMAN. Which one is in your findwriting
Mr. WHITNEY. This original—initial one.

The CHAIRMAN. The first column !

Mr. WHITNEY. Which is headed—I thought it was written by

Davison, but Mr. Chapin says it was Mr. Winsor. That is all right

with me. But I do know my own handwriting and the first column

is my own, and if you will see—

1 “Exhibit No. 1679.”
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The CHAIRMAN (interposing). Well, now, when you use the phrase,

“the first column,” you are referring to the first column of figures?

Mr. WHITNEY. No; I am referring to this list and this list |indi

cating].

The CHAIRMAN. Pardon me, Mr. Whitney, but the reason I am so

technical about this is so that it may be clear in the record to anybody

who reads it.

Mr. WHITNEY. May I try to do better? There is a column of

initials of firms—J. P. M. & Co., First National, City, K. P. &

Co., K. L. & Co., H. F. & Co., L. H. & Co., Guaranty, Bankers, New

England, you see. Now, the next column is headed “Davison's Sug

gestions,” and Mr. Chapin has just identified that as being in Mr.

Winsor's writing. There is a list of figures down there. The next

one is “Finally agreed upon,” and a list of figures, both adding up

to 100 percent. There is “May 6, 1920.” down here in the corner and

you will remember the conference of May 5. There is also a re

ceipt thing by Kidder, Peabody & Co., a time-clock thing, marked

“May 12, 1920.”

Mr. NEHEMRIs. Now, Mr. Whitney, I think I asked you just to

explain the notations, and you are departing from that. Will you

return the memorandum to me?

The CHAIRMAN. Well, Mr. Nehemkis, he was just about to testify

as to the handwriting.

Mr. NEHEMRIs. Oh, I’m sorry.

The CHAIRMAN. You see, he was interrupted. Proceed, please.

Now, the first column, giving the list of the names of the firms, in

whose handwriting is that?

Mr. WHITNEY. Mine.

The CHAIRMAN. Yes; and the second column, being a column of

figures entitled “Davison's Suggestions,” is in whose handwriting?
Mr. WHITNEY. Mine.

The CHAIRMAN, And the third column has just been testified to by

Mr. Chapin as being in Mr. Winsor's handwriting.

Mr. WHITNEY. I wouldn't know whose it was.

The CHAIRMAN. No; but I say, it has been testified to by Mr.

Chapin.

Mr. WHITNEY. Oh, excuse me. Yes.

The CHAIRMAN. And the date, May 6, 1920, has been testified to by

Mr. Chapin as in Mr. Winsor's handwriting, as well as the title “Amer

ican Telephone and Telegraph.”

Mr. NEHEMRIs. That was testified to, I believe, earlier, as being

someone in the old Kidder, Peabody firm. We don’t know who. Did

I understand correctly, Mr. Whitney, that you have described certain

ºwns in response to the questions as having been made by your
Seit * -

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. Now, this document was identified as coming from

the files of the old Kidder, Peabody & Co. Mr. Whitney, will you ex

plain to this committee how it happens that you did not make avail

able to the authorized representatives of this committee this docu

ment, in response to our request?

Mr. WHITNEY. You just said it came from Kidder, Peabody files.

We didn't have it. I never saw that until—as I testified a little while
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ago, Mr. Chapin sent me certain papers. This, we haven't anything

like this in our files.

Mr. NEHEMRIs. You mean this mysteriously made its way into the

files of the old Kidder, Peabody company?

Mr. WHITNEY. Why, Mr. Nehemkis, I was saying that there is still

a further notation on this memorandum which shows, as is the cus

tomary form stamped on papers when received by an office, the

date mark of May 12, 1920. I can’t testify definitely, but I think it is

a perfectly fair assumption that this paper was brought back by Mr.

Davison and shown me, that we made a record of what the agree

ment was for future reference, and that he then sent the original paper

to Mr. Winsor as indicated, he receiving it on the 12th of May.

The CHAIRMAN. You recognize your handwriting there?

Mr. WHITNEY. Certainly.

The CHAIRMAN. You remember the occasion on which you made it?

Mr. WHITNEY. I might say that I was very much relieved when I

saw this because it did revive my memory as to a lot of details about it.

The CHAIRMAN. I said, do you remember the occasion on which you

made that?

Mr. WHITNEY. Oh, certainly, that is what I said; I instigated the

meeting, because these are the figures we asked Mr. Davison to try to

arrange for better distribution for the country.

Mr. NEHEMRIs. Mr. Chairman, I am afraid that I have lost some

of Mr. Whitney's remarks. May I ask to have the reporter read them

back?

The CHAIRMAN. Yes. Which ones are you referring to?

Mr. NEHEMRIs. Following my last question.

The REPORTER (reading):

I was saying that there is still a further notation on this memorandum which

shows—as is the customary form stamped on papers when received by an

office, the date mark of May 12, 1920. I can't testify definitely, but I think it is

a perfectly fair assumption that this paper was brought back by Mr. Davison,

and shown me, and that we made a record of what the agreement was—

Mr. NEHEMKIS. Stop. Now, Mr. Whitney, when our representative

called on your firm, did they not ask you, as duly authorized repre

sentatives of this committee, to make available to us all documents—

memoranda, letters—in your files, pertaining to this transaction?

Mr. WHITNEY. And everything else.

Mr. NEHEMRIs. Now—just a moment—

Mr. WHITNEY (interposing). And you got—

Mr. NEHEMKIs (interposing). Mr. Chairman, I must request that

you rule—

The CHAIRMAN. The witness was answering the question, Mr. Ne

hemkis, I think. You may proceed.

Mr. WHITNEY. Any other question therein, I would be delighted to
anSWer.

Mr. NEHEMRIs. Fine. I just want to know the meaning of that

statement you just made, that you made a complete record of what

Mr. Davison had told you. Why did you not furnish us that docu

ment?

Mr. WHITNEY. Well—

Mr. NEHEMRIs (interposing). Read back that one sentence, if you
will.
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Mr. WHITNEy. I got the sentence all right, Mr. Nehemkis, and the

last thing I want to do is to appear in any way evasive. The next

thing, and even more important than that, I would hate to have the

committee feel that we didn't give you every single document in

our file. We worked hours and hours to produce data for you, and

there is no such record as this in our office. If that is clearly under
stood, I would be delighted to explain what I meant by what I said.

Mr. NEHEMRIs. I wish you would.

Mr. WHITNEY. We have in our office, or had, back in those days, a

thing called a syndicate department, through which went, the tech

nical bookkeeping entries of syndication of securities. We had there,

obviously, certain things to do with the Telephone Company, and un

doubtedly, this was some notation for future business, because there

was a piece of business pending. . .

You have got everything. I just testified to the chairman that

I was much relieved when I found this because it did stir up my

recollection of this other memorandum.

Mr. NEHEMRIs. The May 5 memo?

Mr. WHITNEY. The May 5 memorandum, which I saw 3 or 4 days

before this hearing, and I knew the figures in that were accurate,

although, as I have already testified, they were changed a few

months thereafter. I undoubtedly went to the fellow who handled

the bookkeeping part of our office.

Mr. NEHEMRIs. Mr. Keves?

Mr. WHITNEY. Oh, no; he is our general manager.

Mr. NEHEMRIs. Who is that person?

Mr. WHITNEY. Let's see, in 1920, I couldn’t remember who it was,

some head of the department. So that there would be some notation

when another Telephone transaction came up, that we, who had the

handling or the syndication of it, would know what had been agreed

on, for the next deal.

FIRST Issue AFTER THE “LIBRARY AGREEMENT’”

Mr. WHITNEY. As I say, when the next deal came, these percentages

didn't hold. It was a very minor change, you know, but Isº
my statement, and I also stand by the absolutely unequivocal state

ment that there isn’t a single thing in our office that you gentlemen

have asked us for that you haven’t had. It has been difficult some

times to present it the way you wanted it, but we have tried, and

there is nothing like this in our office.

Mr. HENDERSON. In other words, you haven’t even yet located the

record you made before this thing went back to Kidder?

Mr. WHITNEY. No, because the only record we have kept on this,

Mr. Henderson, is a record of the transactions as they actually took

place. The next issue came in the fall, and I think it was Bell

Telephone of Pennsylvania. The percentages which you will find

there are substantially as stated here, with the very small change of

Kuhn, Loeb, who got 1034. There was a quarter taken off three other

people. So the only records we would have of a thing like this are

ust in the run of business, and if I may say so, it seems to me to

indicate that we didn’t take these things as a very permanent, lasting,

frozen arrangement; that when the next transaction came up, we
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dealt with it in that way, subject always to the thought that the next

i. it might be changed again. And our permanent records you

ave got.

Mºisºmos. You mean to say you didn't attach importance to

Davison's suggestion which originated with you and which involved

questions of future participations? Here is a record of it and you

didn’t think it important enough to keep? Does that mean you

had it in your head, or you knew you could go back to the last issue

and get it?

Mr. WHITNEY. No, I don't think so. It has got to be considered,

Mr. Henderson, in connection with what we were doing at the time.

There was this Bell Telephone thing planned. We did not know

what the longer future held.

Mr. HENDERSON. But you did know pretty much what the agreement

was as to the division, didn't you?

Mr. WHITNEY. We knew, my senior partner told me, that for the

next Telephone operation these percentages had been fixed between

him and Mr. Winsor, including these two new participants in the

group, in that way. Well, what I almost surely would have done

would have been to make a notation somewhere so that I wouldn’t

forget about it, because it did not pay to forget things with him.

When the deal came it was translated into actuality, and my “aide

memoire” to remind me of the way he wanted me to do it would have

been destroyed with other working papers, and the fact that the Bell

Telephone was handled in this way is proof that I did what I had

been told to do, plus that very minor alteration of three-fourths of

1 percent.

The CHAIRMAN. Was the next issued divided in accordance with

the figures that appear in the second column?"

Mr. WHITNEY. No, sir. I say—

The CHAIRMAN (interposing). I meant, when I said the second

column, the second column of figures.

Mr. WHITNEY. It was, with the exception of Kuhn, Loeb who on

the last column to the right have got 10 percent. They actually got

10%, and the Guaranty, the Bankers, got 4% each, and I think that

Kidder, or the New England group got 2934.

The CHAIRMAN. Well, then, the label at the head of that column

finally agreed upon is not, then, accurate?

Mr. WHITNEY. It was altered. We never worked under that final

column which proves that this was not static.

The CHAIRMAN. So there was another distribution, another—

Mr. WHITNEY. Alinement.

The CHAIRMAN. Alinement?

Mr. WHITNEY. Yes, sir. -

May I say—I want to make it very clear—I am not questioning in

any, sense, the accuracy of that memorandum. I never have, or any

of those figures. If I talk about them, I am not questioning them.

The CHAIRMAN. I understand that; you have not disputed that

point at all. - - -

Mr. NEHEMKIs. Mr. Chairman, these are rather precious documents

and I don’t want to be carrying them around. 'd.

evidence right now? - -

an I get them into

* See “Exhibit No. 1679,” appendix, p. 12214.
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Mr. ALEXANDER. We have some more copies. [Laughter.]

The CHAIRMAN. These exhibits may now be admitted into the

record."

Mr. Nehemkis, do you wish to suspend at this point?

Mr. NEHEMRIs. I think so, if we may, until Monday morning, if

that is the committee's pleasure.

The CHAIRMAN. Until Monday morning at 10.

Mr. NEHEMRIs. Yes; at which time we will resume with Mr. Whit

ney and the other witnesses involved in the presentation of the tele

phone story.

The CHAIRMAN. Now, then, for the purposes of this particular

hearing, Mr. Whitney and Mr. Alexander may step aside.

Before the committee adjourns, however, it will now receive a sug

. from Mr. E. F. Connely, president of the Investment Bankers

ssociation. Mr. Connely will step forward.

Mr. EMMETT F. CONNELY. Mr. Chairman.

The CHAIRMAN. You may be seated. You are not giving testi

mony, you are making a request.

Mr. CoNNELY. Thank you, sir.

The CHAIRMAN. I may say that Mr. Connely has approached the

chairman and the executive secretary with respect to the desire of

his organization to request an opportunity to be heard. You may

proceed, Mr. Connely.

STATEMENT BY EMMETT F. CONNELY, PRESIDENT, INVESTMENT

BANKERS ASSOCIATION OF AMERICA, DETROIT, MICH.

Mr. CoNNELY. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, my name is Emmett

F. Connely. I am president of the Investment Bankers Association

of America, a voluntary association composed of 723 dealers in securi

ties, having 1,410 offices located in 210 cities and in 40 States. I was

elected by the association membership at its convention in October to

serve for 1 year.

Since its inception, early in the year, our members have been keenly

interested in the constructive possibilities of this inquiry. More re

cently, some of our members, particularly those of us from the West

and South, have evidenced the feeling that any study of the invest

ment-banking industry, such as comes within the scope of this com

mittee's powers, should be sufficiently broad as to bring out the local

problems affecting the flow of capital into industry as we know them

from practical day-to-day experience in our several local communities.

After assuming office, I made inquiry as to just what these hearings

would cover, and learned that your committee intended to confine its

investigation for the present, at least, to a small group of large

houses, whose exclusive or principal business is the underwriting and

º distribution of large national issues. It seemed to me that

if this inquiry were confined to such limits that the public might

erroneously assume that your inquiry into the affairs of 8 or 10 very

!. houses was a study of the investment-banking business as a

Winole.

* “Exhibits Nos. 1673 and 1679.”
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Actually, if confined to these limits, we feel that you would be

studying but a single phase of our business; and, what is far more

important, that in so doing you would be depriving yourself of an

opportunity to accumulate a vast amount of additional information

that would be extremely useful for your purposes in your study of this

all-important subject of the flow of capital into industry.

After conferring with members of our board of governors, who ap

proved of my making an effort to introduce testimony at this hearing,

I wrote Senator O'Mahoney on November 17, requesting an oppor

tunity to be heard. I asked the Senator if we might, introduce

testimony that would be given by dealers from various sections of the

country.

Subsequently, in this connection, I called a special committee meet

ing which was held on December 5 and 6 at my home city of Detroit,

at which were present some 15 representative members from widely

scattered locations—from Wisconsin to Texas, and from North Caro

lina to the Pacific Northwest. I did not know at that time that your

schedule of necessity had to be developed quite far ahead of the actual

appearance of the witnesses, nor did I know until coming to Wash

ington this week that it was necessary to submit our statements to

you at least 30 days prior to the hearing so that you might have them

for study.

Itºne apparent to me immediately that, willing as you were, you

could not hear our people at this time. Fearing that this investment

banking inquiry might be permanently adjourned on or about

December 22, I felt it desirable to get some brief statement into the

record that our position might be set forth in the hope that when

your committee reconvenes you will recognize the importance of our

request and hear the story of the local dealer in our business and what

he thinks can be done to put idle men and machines to work.

This being an economic study, it seemed a pity to close the invest

ment banking section of the inquiry without hearing from the hinter

lands, for we honestly believe we can be helpful in making suggestions

that will help to eliminate the lag, leak, and friction referred to in

the President’s letter to Senator O'Mahoney, dated May 16 of this

year. Your committee has been both generous and gracious in waiv

ing its rules and granting me an opportunity to make this brief

statement. I am more than appreciative.

The President in the letter just referred to stated “that the dollars

which American people save each year are not yet finding their way

back into productive enterprise.” There are more than 6,000 dealers

in this business. They are situated from coast to coast and give

employment to over 93,000 people. We believe that we are more

closely connected with the investment banking process than any group

in the country. :

We believe that we have an intimate knowledge of the small invest

ment buyer's problem and the problem of the small-business man,

and if given an apportunity at a later date we would hope to give you

important factual data coupled with suggestions as to what might be

done toward the solution of our economic troubles. While we come

from the smaller centers, nevertheless we believe our viewpoint has

worth while social significance. - -

We are particularly anxious to get before you the problem of smal

and medium-sized business when it comes to financing its needs and
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also the current attitudes of investors and potential investors in local

communities. If given an opportunity to appear at a later date,

these typical local dealers will be specific in their testimony. They

will present case histories of local investors and businesses, and the

way in which concerns in their own communities have been financed

in the past and are now being financed or hindered in their financing.

Since our testimony will be aimed at presenting to you the situation

which today confronts on the one hand the investor, potential or

actual, and on the other hand, concerns which seek or might seek

financing—it seems inevitable to me that references will be made to

so-called deterrents, handicaps, and bottle necks.

Effort will no doubt be made to show that business conditions

could improve if certain deterrents were removed. Those who testify

will undoubtedly point out that our business is encountering diffi

culties, real or Än. with the Securities Act of 1933, as amended.

There are some real problems to be solved as to how to correct the act,

So that businessmen—both large and small—may be more willing to

borrow publicly and thus put idle dollars to work.

The question of private placement will also undoubtedly come up

for discussion as will the question of banking-department regulations

and limitations that these regulations impose upon local banks and

the development of local business enterprises. The influence of the

tax structure upon different kinds of security purchasers and its

effect upon local industries may also be referred to. In a word, it will

be our purpose to offer testimony based on our experience in our own

communities which we hope will be helpful in solving the unemploy

ment problem and, in that way, contribute a definite social service.

If it meets with your approval, we might also ask a professional

economist to review testimony already before your committee, given

in conection with factual data now in the record, since we are not

wholly in accord with certain inferences that have been drawn from

such data.

I trust that I have given you an indication of our intentions which

will be adequate for your purposes, that the topics to be covered in

the testimony which we hope to provide have been set forth with

sufficient precision and that you will feel that this testimony will be

useful in solving our common problem of restoring the economic

mechanism to good working order.

The CHAIRMAN. Thank you, very much, Mr. Connely.

Mr. CoNNELY. I thank you and the committee very much.

The Chairman desires to call to the attention of all prospective

witnesses here that on Monday we resume this study of A. T. & T.

financing, and all witnesses who have been subpenaed in this connec

tion probably had better make their arrangements to be present. The

committee then will stand in recess until 10:30 Monday morning.

(Whereupon, at 3:20 p.m., the hearing recessed until 10:30 a. m.

on Monday morning, December 18, 1939.)
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MONDAY, DECEMBER 18, 1939

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:50 a. m., pursuant to adjournment on

Friday, December 15, 1939, in the Caucus Room, Senate Office Build

ing, Senator Joseph C. O’Mahoney presiding.

Present: Senators O’Mahoney (chairman), and King; Messrs. Hen

derson, Avildsen, and Brackett. Present also: Charles L. Kades,

Treasury Department; Ganson Purcell, Securities and Exchange

Commission; Clifton M. Miller, Department of Commerce; Peter R.

Nehemkis, Jr., special counsel; David Ryshpan, financial analyst;

W. S. Whitehead, security analyst; and Samuel M. Koenigsberg,

associate attorney, Securities and Exchange Commission.

The CHAIRMAN. The committee will please come to order. Mr.

Nehemkis, are you ready to proceed?

Mr. NEHEMRIs. I am, sir.

The CHAIRMAN. Commissioner Henderson will make a brief an

nouncement with respect to the continuance of these hearings.

Mr. HENDERSON. The S. E. C. had hoped to conclude this week

the presentation involving these three items related to investment

banking, but finds that the committee and the witnesses would

undoubtedly be unduly burdened, and we have suggested to the

chairman and the executive secretary, and they have concurred, that

}. conclude Wednesday night and recess until the first week in

anuary.

The CHAIRMAN. You mean, conclude this phase of it.

Mr. HENDERSON. Conclude the phase relating to the A. T. & T.,

J. P. Morgan & Co., and Morgan Stanley & Co., everything relating

to those ë. items by Wednesday evening, if possible, and then

pick up with other investment banking houses after the first of the

year.

The CHAIRMAN. Well, that will mean that other witnesses who have

not been called to testify with respect to any of these matters are free

to absent themselves from the hearing if they so desire?

Mr. NEHEMRIs. That is correct, sir.

Mr. HENDERSON. During the hearings on Friday, there was de

veloped by counsel a good deal of technical background, showing the

origin and development of the Telephone group and of various per

Centage changes in the original terms group. It seems to me it would

be very helpful to the members of the committee if, before resuming

the hearings, counsel gave us a brief summary of the state of the

record at the time we concluded on Friday afternoon.

11891
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The CHAIRMAN. May I interrupt there, to insert in the record a

statement which has just been received from Dr. Albert Haring,

professor of marketing of the School of Business of Indiana Univer

sity, Bloomington, ind.

When Dr. Haring testified before the committee at the price hear

ings on December 7, he was requested to submit certain information

concerning the assets and liabilities of the Great Atlantic & Pacific

Co. This material has now been furnished, and without objection,

it will be printed in the record at the proper place. Now, Mr.

Nehemkis.

(The material referred to was marked “Exhibit No. 1683” and

appears in Hearings, Part 21, appendix, p. 11380.)

SUMMARY BY COUNSEL OF PREVIOUS TESTIMONY ON AMERICAN TELEPHONE

& TELEGRAPH CO. FINANCING

Mr. NEHEMRIs. May it please the committee, in accordance with

Commissioner Henderson's request, may I briefly review the im

portant developments, as we left on Friday?

On the historical development of the Telephone group, first, the

members of the group in the issue of 1906 were as follows: Kidder,

Peabody & Co., Baring Bros., Ltd., of London, J. P. Morgan & Co.,

J. S. Morgan & Co., of London, and Kuhn, Loeb & Co. There was

added to the group in the year 1913 the First National Bank of New

York and the National City Bank, and in 1916 there was added to the

Telephone group the following bank and brokerage accounts: Lee,

Higginson & Co., Harris, Forbes & Co.

This group remained intact until the year 1920. The percentage

participations of the so-called proprietary group in Telephone financ

ing are set forth in the committee’s “Exhibit No. 1666.”: The per

centages of the so-called proprietary group remained fixed, beginning

with the issue of December 11, 1916, and through the subsequent four

issues of Telephone securities taken by the group. This is shown by
five entries in the committee’s “Exhibit No. 1666.”

The second item I review for you is the conference of May 5th at

“the library.” The evidence shows, Mr. Chairman, that prior to the

conference at “the library” of May 5, 1920, Mr. Whitney had prepared

a memorandum for his senior partner, Mr. Davison, committee's

“Exhibit No. 1679.” The evidence will show, Mr. Chairman, that

on this aide memoire, Mr. Whitney prepared a list of abbreviated

names of the group and certain percentage realinements. It appears

that Mr. Davison took this memorandum with him to the conference

at “the library. The final column of figures on the memoire bears

the caption, “Finally agreed upon.” It has been testified that was

in the writing of Robert Winsor.

The evidence does not show in whose writing the last column of

figures was... The caption, “Davison's suggestions,” appearing on the

first set of figures written by Mr. Whitney has been testified to as

being in the handwriting of Robert Winsor. “Exhibit No. 1673”s is

1 Appendix, p. 12208.

* Appendix, p. 12214.

* Appendix, p. 12211.
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Mr. Robert Winsor's record of what was decided upon at the confer

ence in “the library.”

The conference at “the library,” it would appear from the evidence,

was made necessary by the following factors: First, the desire to intro

duce into the original-terms group two new houses, the Bankers Trust

Co. and the Guaranty Co., and to increase the share in the original

terms group of Lee, Higginson and Harris, Forbes & Co. Second, the

desire on the part of J. P. Morgan & Co. “to have a largerHj".
of the original-group profits go to these four people.”" Third, the

pending financing program formulated by Mr. Walter Gifford re

quired, according to Mr. Whitney's testimony, a realinement of the

percentages with these two new people.

Now, the third item which I review for you

The CHAIRMAN (interposing). Perhaps, Mr. Nehemkis, it might be

proper to remark that there was some dispute with respect to the

exact significance of the phrase, “proprietary interest.” The witness

Wanted it understood—the witness, Mr. Whitney—that there was no

legal significance—

Mr. NEHEMKIs (interposing). That's right.

The CHAIRMAN. Regardless of what the facts might be.

Mr. NEHEMRIs. The third item which I review for you, sir, is

the result of the conference of May 5, 1920. It would appear that

Mr. Whitney's proposal for percentage realinements did not prevail.

The conferees, Messrs. Morgan, Davison, and Winsor agreed upon

(1) a 70–30 division of the Telephone business, 70 percent going to

the New York group and 30 percent to the New England proprietary

interests; (2) that negotiations with the company were to be joint;

(3) that future Telephone financing would include subsidiary com

panies as well as the parent company.

Such, Mr. Chairman, may it please the committee, is my under

standing of the state of the record as we concluded on Friday. At

this point, if it please the committee, we shall endeavor to ascertain

what figures did finally prevail, and I should at this time desire

to recall Mr. Whitney.

Mr. George Whitney, take the stand, please.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.—Resumed

NEW ENGLAND AND BARING BROTHERs' PARTICIPATIONs PRIOR To “LIBRARY

AGREEMENT’’ -

..Mr. NEHEMRIs. Mr. Whitney, following the conference at “the

library,” as you have previously testified, there was a readjustment

of 34 percent in the percentage allocations which had been agreed

upon on May 5th 2 : - -

r. WHITNEY. Yes.

. Mr. NEHEMRIs. Now, the next Telephone issue followed the ad

justed figures. This was the 25 million Bell Telephone of Penn

Sylvania - - - -

Mr. WHITNEY. Yes. -

Mr. NEHEMRIs. Mr. Whitney, I show you a record sheet describing

the $25,000,000 Bell Telephone Co. offering of Pennsylvania, which

*Supra, p. 11880.
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you were good enough to make available to us. I ask you to ex

amine this record and tell me whether you recognize it as a true

and correct copy?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. The document is offered in evidence, Mr. Chair

Ina,Il.

The CHAIRMAN. Without objection, it may be received.

(The document referred to was marked “Exhibit No. 1684” and is

included in the appendix on p. 12219.)

Mr. NEHEMRIs. Now, on Friday, Mr. Whitney, you testified, at

the time of the May 5th conference at “the library,” you did not

know that Mr. Winsor had subparticipated the so-called New Eng

land proprietary interests. Do you recall that?

Mr. WHITNEY. Didn’t know he had 2

Mr. NEHEMRIs. Yes. Now, at the time of the Bell Telephone Co.

offering in 1920, did you know that Mr. Winsor had subparticipated

in New England proprietary interests?

Mr. WHITNEY. Mr. Nehemkis, we knew it was true in the Tele

phone business, as to the actual distribution by the subscribing

syndicate of seven or eight or nine hundred people throughout the

country that New England handled a portion of that, this percent

age you speak of, roughly 30 percent or 29% percent, distributed

through Winsor's own office. We handled everything outside of

New England. If I were to say when I learned about his sub

participations on original terms, I would date my knowledge later

than that, when we first learned about it, and very much later than

that when we learned the detail of it. Do I make that clear?

Mr. NEHEMRIs. You knew it much later than the year 1920?

Mr. WHITNEY. We knew—of course, we knew of the selling ar.

rangement that he had.

Mr. NEHEMKIs. Yes, you knew—

Mr. WHITNEY (interposing). Which is entirely a different thing

from the original terms, but I would say that we didn’t know, or that

I didn't know, that he had any subparticipations on the original

terms until substantially after this day.

Mr. NEHEMRIs. Well, now, isn't it a fact, Mr. Whitney, that even

before the May 5 conference at “the library,” you knew that Mr.

Winsor had subparticipated the New England interests?

Mr. WHITNEY. On the original terms?

Mr. NEHEMKIS. Yes.

Mr. WHITNEY. I just said I don’t think so.

Mr. NEHEMRIs. Well, now, Mr. Whitney, I recall— -

Mr. WHITNEY (interposing). Of course we knew back in the

Baring days.

Mr. NEHEMRIs. Yes. Well, now, I recall to you “Exhibit No.

1679,.” which you have testified to was in your own handwriting, and

on that exhibit appear two figures, Kidder, Peabody, 15; New

England, 9. If you did not know that Mr. Winsor had subpartici

ated the New England proprietary interest, on the basis of what

ãº, in your office could you have possibly arrived at the figures, 15

for Kidder. Peabody, and 9 for the New England subparticipation?
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Mr. WHITNEY. Why, I testified on Friday that when I prepared

this memorandum for Mr. Davison, it was for the reason that we be

lieved that the rest of the country was entitled to a larger interest in

the distribution of these securities. And I took these figures as an

indication to Mr. Winsor of what we wanted to do, because you will

notice the reduction from the figures finally agreed upon and those

that I suggested to Mr. Davison are all in that one item. And when

ever it came to consideration of Telephone financing, there was al

ways this distinction made. It was not my province to discuss what

the original terms were, but I felt, and the bond department felt, that

we needed more of the original term profits. You read an excerpt

from the minutes this morning—to be given to these three large na

tional distributors for the purposes of distribution. It was not at

all a question of where the original profits went, except insofar as it

affected the quality of the job of distribution which we could do for

our clients, the Telephone &.

Mr. NEHEMRIs. Mr. Whitney—

Mr. WHITNEY (interposing). Excuse me, may I just continue?

Mr. NEHEMRIs. Yes, sir; indeed. I am sorry.

Mr. WHITNEY. Of course I knew what was being done in New

England, and I wanted to get from New England this 6 percent to

be divided among these four houses, because they were national dis

tributors. It was all for the purpose of distribution—my job and

the bond department's job, in our office. It was that, and not the

question of any policy involved.

Mr. NEHEMRIs. Mr. Whitney, I now show you “Exhibit No. 1671.”

I ask you to examine this exhibit.

(Witness examines exhibit.)

Mr. NEHEMKIs. Will you read the title, please, so the committee

may have it before them?

Mr. WHITNEY. Well, may I–I can't identify this.

Mr. NEHEMKIs. That is in the record, already offered. Just do

as I ask you, if you will.

Mr. WHITNEY. You asked me to read something.

Mr. NEHEMRIs. Read the title.

Mr. WHITNEY (reading from “Exhibit No. 1671”) : “American Tele

phone Proprietary Interests.”

Mr. NEHEMRIs. Now, will you—

Mr. WHITNEY. May I just say there, this did not come from our

files.

Mr. NEHEMRIs. No one has said so.

Mr. WHITNEY. No; but perhaps there has been that inference. I

testified, certainly, ad nauseam, that we never heard the term, “pro

prietary” interest.

Mr. NEHEMKIs. Just follow this; and will you do as I ask, Mr.

Whitney? Turn to the column headed, “Convertible 4%.'s of April

1913. Do you have it?

Mr. WHITNEY. Right.

Mr. NEHEMRIs. Now read the names and the amounts of the first

three firms under the New England group.

* Supra, p. 11893.
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Mr. WHITNEY (reading from “Exhibit No. 1671”). “R. L. Day &

Co., Estabrook & Co., Old Colony Trust Co.” Well, it names Hayden,

Stone & Co., F. S. Moseley & Co., Kidder, Peabody, Baring }.
Ltd.

Mr. NEHEMKIs. Now, will you read the sum of the first entries, three

figures?

Mr. WHITNEY. Nine.

Mr. NEHEMRIs. They total up to 9. Now, still glancing at this

column, will you read the figures set opposite Peabody?

Mr. WHITNEY. Fifteen.

Mr. NEHEMRIs. Now, still at this same column, is not the balance

of the 35 percent New England proprietary interest shown to have

been made up of 11 percent, set against Baring Bros. & Co., Ltd.,

of London?

Mr. WHITNEY. Yes.

Mr. NEHEMKIs. Now, will you note, Mr. Whitney, that the divisions

are the same in the next column, except that the Old Colony Trust Co.'s

4 percent interest was retained by Kidder, Peabody ? Now, follow me,

if you will, Mr. Whitney, to the next column, labeled “American Tele

phone. Subsidiary Notes, August 1914.” The figures are exactly the

same in this column as the figures for the April 1913 issue. Now,

turn with me, if you will, Mr. Whitney, to the next column, and

you will note that the figures there are again the same except that

Kidder, Peabody ceded to Hayden, Stone a one-ninth interest out of

its 15 percent. But, if you are following me, Mr. Whitney, you will

note that the figures 9, 15, and 11, remain intact. Now, turn, if

you will, Mr. Whitney, to the next column, labeled “December 1916.”

The proportionate interest, you will note, remained the same. The

participants give up proportionately 10 percent each in order to make

up the 10 percent for Harris, Forbes and Lee, Higginson. Now, if

you will, turn to the next column, and you will note— - -

Mr. WHITNEY (interposing). What was that last; Harris, Forbes;

Lee, Higginson?

Mr. NEHEMKIS. The participants, I said, give up proportinately

10 percent each in order to make up the 10 percent for Harris, Forbes

and Lee, Higginson.

Mr. WHITNEY. It doesn’t say that here.

Mr. NEHEMKIS. Well, you follow the next column. In the next

column, you will note that Baring Brothers, Limited, of London has

disappeared and you will also note R. L. Day, Estabrook, the Old

Colony Trust Co. have been restored to their old 9-percent interest.

Now, Mr. Whitney, in your aide memoire for Mr. Davison, insofar

as the New England interests were concerned, you were in reality

proposing to distribute the Baring Brothers, Limited 9.9-percent in.

terest, so that the "9" in your handwriting, in “Exhibit No. 1679,"

the aide memoire, is the proprietary interest of Day, Estabrook, and

the Old Colony Trust Co. which you proposed to leave untouched and

the “15,” in your handwriting, in “Exhibit No. 1679,” the aide mem

oire, is the old 15-percent interest of Kidder, Peabody in the New Eng

land proprietary group which you also proposed to leave tºj

So it appears that you were really not concerned with the ability of

New England to distribute the minimum which it had always dis.

* Appendix, p. 12214.
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tributed, because you left that untouched. It would appear, Mr.

Whitney, that what you were really concerned about was whether

New England should continue to have the share of the underwriting

which under the New England agreeement had gone to Baring

Brothers of London?

Mr. WHITNEY. Well, that is very interesting testimony.

Mr. NEHEMRIs. You have no further comment to make on that?

Mr. WHITNEY. I have just this. . It is very brief. As far as our

knowledge goes, your last estimate has got no relevancy. We did not

know a thing about it. The 6 percent we were trying to reallocate

was to go 1% percent to those four houses. And I repeat, definitely,

and all your mathematical calculations notwithstanding, that is hind

sight. We did not know the first single thing about this. There is

not the slightest thing to show there was any agreement about—

Mr. NEHEMKIs (interposing). We are not discussing that.

Mr. WHITNEY. I don’t want to get in an argument about your last

statement, but I can tell you unequivocally that the fact that these

figures look the same, has no bearing on our knowledge, and as a

matter of fact, we did not take the 9 percent of Baring's.

Mr. NEHEMKIs. 9.9 percent.

Mr. WHITNEY. 9.9; we only asked to take 6.

Mr. NEHEMKIs. But that is the amount you had to distribute.

There is a question I would like to ask you, if I may. How was it

possible for you to make all those calculations without the aid of a

written record? Apparently, Robert Winsor couldn't do it.

Mr. WHITNEY. We have written records in our syndicate files, and

all these figures that you presented yesterday—perhaps it may not

be clear to the committee—come from our records—all these percent

ages and businesses done. We have those records, but, as I said on Fri

day, Mr. Chairman, these are isolated transactions. There were no

vested rights of any kind, either between the company, this group,

ourselves, and Kidder, no vested rights between the various partici.

pants of the group. And this testimony and this exhibit, I hope it is

quite clear, have nothing to do with our files. I was just asked to read

certain writings on an exhibit that I never saw before until a couple

of weeks ago when the copies were sent to us. And this calculation of

Mr. Nehemkis is more or less–-I don’t doubt his accuracy, but we just

didn’t know about it. And these—my memoranda, my penciled mem

oranda, to Mr. Davison were solely, strictly related to the distribution.

I wouldn't attempt to go into the details of the bond business, be

cause that would take too long, but we believed that these four houses

who had a large national distribution needed a bigger percentage on

the original terms in order to insure their full cooperation in doing

the job for the Telephone company that we had been asked to do

When I say “been asked to do,” I wish to add that there was no com

mitment, there was no contract. When Winsor used the word “pro

prietary” terms, that was his business. It was not our feeling about

it, and there was nothing to support it, and the calculation of Mr.

Nehemkis—I don't doubt they all add up to that, except there were

only 6, it was not 9.

Mr. NEHEMRIs. Now, Mr. Whitney, how did you know when you

were preparing the aide memoire for your senior partner, Mr. Davi

1. “Exhibit No. 1679.”
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son, to put after New England, as you did, the 9? How did you

know that after K. P. you were to put 15? You must have known

that the New England subparticipations of Mr. Winsor's group

totaled up to 9?

Mr. WHITNEY. But they did not.

Mr. NEHEMKIs. You just read them for me from the exhibit" which

I showed you, and you added 9. And then, for three columns I

went with you and said, now, they are the same, and your answer was

“Yes, Mr. Nehemkis, they are the same, and they total up to nine.” I

am asking if you could enlighten us how it was possible for you to

tell Mr. Davison that New England represents nine, if you did not

know what was on those sheets that you just examined?

Mr. WHITNEY. Well, I am sorry, Mr. Chairman, I am afraid I

can’t do any better than I have done, I think. I consider it a pure co

incidence. Twenty years is a long time, but I am perfectly confident

that I had no knowledge such as you infer I had, and that that memo

randum, the fact that it leaves them with nine, was the sheerest

coincidence. -

Mr. NEHEMRIs. I accept your word for that, Mr. Whitney.

M}. WHITNEY. May I ask a question of you? What is the point of

this?

Mr. NEHEMRIs. Well, Mr. Whitney, that is not a proper question

for a witness to ask.

Mr. WHITNEY. I withdraw it.

(Laughter.)

INFORMING INTERESTED PARTIES OF “LIBRARY AGREEMENT’”

Mr. NEHEMKIS. To continue, if we may. Do you happen to know

whether the terms of the understanding which was arrived at in

the library, were transmitted to the company, the American Tele

phone & Telegraph Co.?

Mr. WHITNEY. I testified, I think, on Friday, that I don’t re

member (and I had most of the discussion with Gifford) that the

percentages were given to them. They certainly were not given to

them as something that had happened, but I have no doubt that

during the course of the years, he may have acquired a pretty good

understanding without the details. But the question .# formation

of the group, or who was in it, or the percentages, as far as I can

testify to what another man Knew, Mr. Gifford had no knowledge

of them. He certainly did not have them from me.

Mr. NEHEMRIs. Now, do you know, Mr. Whitney, whether Mr.

J. P. Morgan, or Mr. Henry P. Davison discussed the revision of

interests, with the New York group, prior to the meeting at “the

library”?

Mr. WHITNEY. I couldn't answer that, except insofar as I told

ou the other day, that Mr. Alexander and I asked Mr. Morgan if

}. had any recollection of this meeting and of the substance of it.

I think I said he told us he did not even remember there was a

meeting.

Mr. NEHEMKIS. But of your own recollection and knowledge, you

cannot tell me now whether either Mr. Davison or Mr. Morgan dis.

cussed the revision, prior to the time they went into “the library”?

1 “Exhibit No. 1671.”
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Mr. WHITNEY. Of my own knowledge, of course, I wouldn’t pre

tend to know what two other gentlemen did 20 years ago but I

would be willing to say that I am perfectly confident they did not.

Mr. NEHEMRIs. Repeat that.

Mr. WHITNEY. I am perfectly confident they did not.

Mr. NEHEMRIs. They did not?

Mr. WHITNEY. No, but that must be a surmise, it can’t be a fact.

Mr. NEHEMRIs. Now, do you know, Mr. Whitney, when and how

the terms of the agreement arrived at, at “the library,” were trans

mitted to the First National Bank of New York?

Mr. WHITNEY. I know of no reason to believe they were.

Mr. NEHEMRIs. Do you happen to know or recall how and when

the terms of the agreement arrived at in “the library” were trans

mitted to the National City Bank?

Mr. WHITNEY. I have no reason to believe they were.

Mr. NEHEMKIS. Would your answer be the same for Kuhn, Loeb &

Co.%

Mr. WHITNEY. It wouldn’t be quite the same, because most of the

discussions there were with Kidder, Peabody, and I would have no

knowledge of that.

Mr. NEHEMRIs. I’m sorry, I don’t follow you. I asked if your

answer was the same with reference to Kuhn, Loeb & Co.

Mr. WHITNEY. I said

Mr. NEHEMR1s. And your answer was that it was discussed with

Kidder, Peabody?

Mr. WHITNEY. I said my answer would not be the same, because,

if you remember, I testified on Friday that in 1906 Kuhn, Loeb were

approached by Mr. Winsor, of Kidder, Peabody & Co., and that gen

erally speaking, the discussion on Telephone matters had been be

tween Mr. Winsor, of Kidder, Peabody, and Kuhn, Loeb & Co.

Therefore, my answer would not be the same.

Mr. NEHEMRIs. I misunderstood you. Would your answer be the

same as in the earlier answer with reference to the communication

or possible communication to Harris, Forbes & Co.?

Mr. WHITNEY. Yes; it would with all the others.

Mr. NEHEMKIs. Guaranty Trust and Bankers Trust?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. So that the most powerful and important banking

houses in the United States, with a 60-percent interest in business

ultimately amounting to $832,000,000, were not consulted concerning

this redivision of their interest in the Telephone business, according

to your own testimony?

Mr. WHITNEY. Now, Mr. Nehemkis, if I may, there are two or

three things I would like to say. I did not say that they weren't

told about it. You asked me the question, if I knew how the news

had been transmitted to them.

The second thing is that you again draw in the question that this

conference was dividing up $832,000,000 worth of business. I want

to reiterate again—I will have to do it as often as it comes up—that

each transaction stood absolutely on its own legs. We were not

dividing up anything.

The third question was that it was not a matter of consultation.

I have said that they had no vested rights in this thing. Now, if you

* Supra, p. 11848.
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go to the end, I don’t mean to say that they didn't know, when the

next transaction came along, what their percentages were. That is

obvious; they did.

Mr. NEHEMRIs. That is something else, again, though, Mr. Whit

neV.

Mr. WHITNEY. Right. But your question was, did I know, how

they were advised of this meeting at the library, and I said that I

had no reason to believe they were advised. It is quite a different

question, that sometime later, when there was a piece of business

pending, they were not told what ercentages they would have. But

I want the record very clear, Mr. Chairman, if I may, that this

$832,000,000—

That was on what date?

Mr. NEHEMRIs. In 1933, just before—

Mr. WHITNEY (interposing). '32 or '30.

Mr. NEHEMKIS. 1930 was the last piece.

Mr. WHITNEY. That was a completely unknown figure. There

was no contemplation of such financing. Obviously, it would take

over 10 years. Secondly, this interest in this financing was not a

continuing interest in any sense. Each transaction was a matter

of negotiation with the Telephone company. There was not a word,

either legal or moral, that would call upon them to continue to do

business with this particular group unless we had done a good job.

We were employed by the Telephone company to do a job of an

expert along the lines of the program that Mr. Gifford had developed,

and each transaction was separate and individual. These percent

ages were determined in what we thought was the best way. We,

J. P. Morgan & Co., thought that was the best way to do a good job.

Mr. NEHEMRIs. Mr. Whitney, were there discussions among the

partners of J. P. Morgan & Co., either individually or at partners'

conferences, with respect to the terms of the understanding reached

at “the library”?

} Mr. WHITNEY. Oh, undoubtedly, because everything was discussed

there.

Mr. NEHEMRIs. Discussed individually, or at partners' conferences?

Mr. WHITNEY. Both.

Mr. NEHEMRIs. Is it your practice to have full discussion among

the partners of all understandings or arrangements that may have

been reached by individual partners?

Mr. WHITNEY: Oh, that statement is too inclusive. Certainly, any

uestions of policies, or any question of detail, would be reported if

they were significant by whatever partners had it in charge. In this

case I should assume Mr. Davison would have reported the matter.

I don't remember it, but I assume he would, because at our firm meet

ings we discuss everything.

Mr. NEHEMRIs. Were you present at the partners' meeting when

Mr. Davison reported it to the others?

Mr. WHITNEY. I have just said, Mr. Nehemkis, that I did not re

member his actually doing it in any way. I may or may not have

been there. But I said I am sure he did.
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READJUSTMENT OF KUHN, LOEB & Co.'s INTEREST SUBSEQUENT TO

“LIBRARY AGREEMENT’’

Mr. NEHEMRIs. Now, it would appear, Mr. Whitney, that at least

one of the New York group was dissatisfied with the realinement

which had been settled upon at “the library.” And I am going to

read to you a letter previously identified as “Exhibit No. ičiš.

from the late Dwight W. Morrow to Mr. Winsor. The letter is dated

August 17, 1920 [reading from “Exhibit No. 1675”]:

You were good enough to suggest that I make the adjustment of 94 of 1%

in the telephone allotment which is to be given up by some one to furnish

another 34 of 1% to Kuhn Loeb & Co.

I want you to note the next sentence, Mr. Whitney.

I find almost insurmountable difficulties in taking this out of any of our New

York associates. I am also handicapped—

And I ask you to pay strict attention to the following phrase, Mr.

Whitney—

I am also handicapped by not knowing the considerations which affected the

original division of 70 per cent to New York and 30 per cent to Boston.

If you have no objection, I will tell Kuhn, Loeb & Co. that they are to have

a 10% º interest in the group and we can leave for adjustment between Mr.

Davison and yourself whether that is to come from J. P. Morgan & Co. or

from Kidder, Peabody & Co., or, if from both, in what proportions. Mr. Davison

Will be home in about two Weeks.

Now, the committee will recall that in the exhibit which Mr. Whit

ney recently examined, and which is now in the record [referring

to “Exhibit No. 1671”].

Mr. WHITNEY. From Kidder, Peabody.

Mr. NEHEMKIS. And from the files of the old Kidder, Peabody

firm, if you want me to be precise, Mr. Whitney. There appears at

the bottom of that exhibit the following notation: “Compiled for

Robert Winsor, August 16, 1920.” That is one day before Mr.

Dwight Morrow had occasion to write to Mr. Winsor.

From Mr. Morrow's letter it would appear, Mr. Whitney, that by

August 16, Mr. Davison had already agreed with Mr. Winsor that the

interest allotted Kuhn. Loeb & Co. at the library was to be increased

from 10 percent to 10% percent. The only problem was to find some

one who was willing to have his interest decreased by the required

* And as Mr. Davison says in a letter which I have just

Itea

Mr. WHITNEY (interposing). Mr. Morrow.

Mr. NEHEMRIs. Mr. Morrow, I beg your pardon. [Reading from

“Exhibit No. 1675”:]

I find insurmountable difficulties in taking this out of any of our New York

associates—

And Mr. Morrow further says:

I am also handicapped by not knowing the considerations which affected the

original division of 70 percent to New York and 30 percent to Boston.

So that even Mr. Dwight Morrow, Mr. Whitney, was not fully in

formed by the partners, J. P. Morgan and Henry P. Davison, of all
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the considerations surrounding this allocation of the so-called proprie

tary interests.

Mr. WHITNEY. What was that last?

Mr. NEHEMRIs. I will have to ask the reporter to read that.

(The previous question was read.)

Mr. WHITNEY.‘. you ask me a question?

Mr. NEHEMRIs. Well, I think it was a question.

Mr. WHITNEY. I thought so, too, but I just wanted to be sure. Mr.

Nehemkis, the question, I think was whether Mr. Morrow did know,

or did not know. Well, he obviously didn't know all the details, be

cause at the meetings referred to a minute ago we didn't have a steno

graphic report of conferences. What we probably told him was that

that had been the agreement reached with Mr. Winsor. I should say

from that letter that it is a perfectly clear indication that the other

members of the group didn't have very much to say about what the

K.". were that were taken away from them, because obviously

r. Davison had all the talks with Mr. Winsor. He did not know.

Mr. Morrow didn't know what the considerations were that led to

that agreement. Why should he? How could he possibly have?

Secondly, Mr. Morrow had very little to do with Telephone business,

and here you get a letter dated August 17, when there were generally

only two of us left in the office (eyerybody else was away if they pos.

sibly could be) and he says, perfectly naturally, that he is going to

leave it with Mr. Davison, who had the original talk with Mr. Winsor,

to settle later. He says, “I find almost insurmountable difficulties in

getting this out of any of our New York associates.” . I would guess

that those of us charged with distribution, again having been disap

pointed in the results of the conference in May, raised. when it

was suggested that any more should be taken away.

Mr. NEHEMRIs. But you had better note quickly, so that you may

correct yourself, Mr. Whitney, that this letter refers to underwriting.Mr. WHITNEY. They are absolutely locked up together. b->

Mr. NEHEMRIs. You can't separate them, Mr. Whitney?

Mr. WHITNEY. Underwriting and distribution are two factors of

that group; underwriting the financial responsibility and the dis

tribution. And that is all a part of the whole.

Mr. HENDERSON. Could I ask a question?

Mr. NEHEMKIs. Yes, sir.

Mr. HENDERSON. Do you remember why K. L. wanted another 34

percent?

Mr. WHITNEY. No, sir.

Mr. HENDERSON. It stands out like a sore thumb there, and evidently

there was a “helluva lot” of going back and forth to get that 34 percent.

Mr. WHITNEY. It sounds a little like Oliver Twist, doesn’t it?

[Laughter.]

Mr. HENDERSON. It seems to me it must have been somethi Ve
valuable there. 1ng very
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Mr. WHITNEY. I just don't remember a thing about it. I had clearly

nothing to do with all this. I don't know anything about it except that

I do know that at the first transaction that we had for the Telephone

company after the May conference, these were the percentages that

revailed.
p Mr. NEHEMRIs. I was very much interested, Mr. Whitney, in one

word that Mr. Morrow used. Now, Mr. Morrow was a very dis

tinguished lawyer, and he used, in referring to this agreement or

understanding arrived at at “the library,” a word that has always

great significance for lawyers, “considerations.”

Mr. WHITNEY. I am not a lawyer.

Mr. NEHEMKIs. So that, apparently, he

Mr. WHITNEY. I use it sometimes myself.

Mr. NEHEMRIs. So apparently Mr. Morrow felt that there was some

thing about this agreement that was a little bit more than a casual

piece of paper.

Mr. WHITNEy. Oh, but now, Mr. Nehemkis' . I should hate to have

you or the committee get the impression that I think it is a casual piece

of paper. But obviously Mr. Morrow—there couldn't have been some

consideration which has the technical meaning that you say, “value

received,” or whatever it was, or Mr. Davison would have obtained that

extra 6 percent that we wanted for nation-wide distribution. You can

read the purely technical legal phraseology into it, but it makes sense

to me, a layman, without that construction.

Mr. NEHEMRIs. Now, with the return of Mr. Davison from vacation,

an agreement was arrived at whereby New England was to provide

14 and New York 1/3 in order to make up the 34 percent required for

Kuhn, Loeb. Now, I read you a letter written September 28, 1920,

from Mr. Dwight W. Morrow to Robert Winsor, on the stationery of

J. P. Morgan & Co. [reading from “Exhibit No. 1677”]:

Referring to my letter of August 17, this is to confirm our oral arrangement

that the 94 of 1% in the telephone allotment which is to be given up to Kuhn

Loeb & Co. one-half is to come out of the New York members of the group and

one-quarter out of the Boston members.

Mr. NEHEMRIs. Now I read you another dated October 1, 1920,

from Robert Winsor to Dwight W. Morrow, Esq; addressed to J. P.

Morgan & Co., New York, N. Y. [reading from “Exhibit No. 1678”]:

I have your letter of September 28th, and confirm the arrangement as to the

º ºr the additional Telephone allotment to be given up to Kuhn, Loeb &

Mr. NEHEMKIS. I should like at this time, Mr. Chairman, to ask

that Mr. Whitney be temporarily dismissed, and call another witness.

The CHAIRMAN. That will be quite agreeable.

Mr. NEHEMRIs. I call to the stand Mr. Leonhard Keyes.

The CHAIRMAN. Do you solemnly swear that your testimony in

this proceeding which you are about to give will be the truth, the

whole truth, and nothing but the truth, so help you God?
Mr. KEYES. I do.



11904 CONCENTRATION OF ECONOMIC POWER

TESTIMONY OF LEONHARD A. KEYES, GENERAL MANAGER, J. P.

MORGAN & CO., NEW YORK, N. Y.

AvAILABILITY OF RECORDS OF J. P. MORGAN & Co., TO THE COMMITTEE

Mr. NEHEMRIs. Will you state your name—

The CHAIRMAN (interposing). May I interrupt, Mr. Nehemkis?

On this “Exhibit No. 1678” I note certain handwriting in the margin.

Is that a part of the exhibit?

Mr. NEHEMRIs. It is a part of the exhibit, but I have not com

mented upon it because I do not know what it means.

Will you state your full name, Mr. Keyes?

Mr. KEYES. Leonhard A. Keyes.

Mr NEHEMRIs. And your residence?

Mr. KEYEs. Ninety-one Durand Road, Maplewood, N. J.

Mr. NEHEMRIs. Mr. Keyes, are you general manager for the firm

of J. P. Morgan & Co.'

Mr. KEYES. I am.

Mr. NEHEMRIs. And how long have you held that position?

Mr. KEYEs. About 6 or 7 years.

Mr. NEHEMRIs. And prior to that period, were you likewise em

ployed by the firm of J. P. Morgan?

Mr. KEYES. I was.

Mr. NEHEMRIs. What were your duties prior to becoming general

manager?

Mr. KEYES. Chief clerk.

Mr. NEHEMRIs. How long were you chief clerk?

Mr. KEYES. From December 1913 to 1932.

Mr. NEHEMRIs. At which time you became general manager?

Mr. KEYEs. Right.

Mr. NEHEMRIs. Now what are your duties as general manager for

the house of J. P. Morgan & Co.?

Mr. KEYEs. Supervision and management of the office.

Mr. NEHEMRIs. What does that mean, in a little bit more detail?

Mr. KEYEs. In charge of all the books and records.

Mr. NEHEMRIs. In charge of all the books and records?

Mr. KEYEs. Right.

Mr. NEHEMRIs. That means the files?

Mr. KEYEs. Right.

Mr. NEHEMRIs. When papers come in, presumably after they have

been read by the partners and initialed, are they sent to you?

Mr. KEYES. Well, they are sent to the files, they don’t all come to

"sºlº
r. NEHEMKIS. But the general supervision of that department of

the house known as the files, that comes under your jurisdiction?

Mr. KEYES. It does.

Mr. NEHEMRIs. Now, Mr. Keyes, on Friday Mr. Whitney testified

before the committee as follows. I am going to read from page 156

of the transcript: "

I can't testify definitely, but I think it is a perfectly fair assumption that this

paper—

And Mr. Whitney was referring to this paper [exhibiting paper],

Mr. Keyes—

* Supra, p. 1.1884.
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The CHAIRMAN (interposing). What is that paper?

Mr. NEHEMKIs (reading):

I can't testify definitely, but I think it is a perfectly fair assumption that

this paper was brought back by Mr.

The CHAIRMAN. Mr. Nehemkis.

Mr. NEHEMKIs (interposing):

by Mr. Davison.

The CHAIRMAN. Please identify the paper, the exhibit number.

Mr. NEHEMKIs. I’m sorry, I don’t recall this memorandum by the

exhibit number. We have been referring to it here as Mr. Whitney's

aide memoire, prepared for Mr. Davison.

The CHAIRMAN. “Exhibit No. 1679,” being the list of percentages

showing Mr. Davison's suggestions and those finally agreed upon.

Mr. NEHEMKIs. That is correct, sir, thank you. I had better repeat

the statement:

I can't testify definitely, but I think it is a perfectly fair assumption that

this paper was brought back by Mr. Davison and shown me, that we made the

record of what the agreement was for further reference, and that he then

sent the original paper to Mr. Winsor as indicated, he having it on the 12th of

May.

Now, Mr. Keyes, will you be good enough to explain the mechanics

by which the record of an agreement to which Mr. Whitney referred

in his testimony, and which I have just read to you, is filed for future

reference?

Mr. KEYEs. The agreement itself would be filed for future refer

ence.

Mr. NEHEMRIs. Now, what happened to the record to which Mr.

Whitney referred in his testimony, and which you have just said was

filed for future reference?

Mr. KEYES. Well, I don’t consider this an agreement.

Mr. NEHEMRIs. Well, what happens to that piece of paper which

was filed?

Mr. KEYEs. We have no record of it. It was not filed, it was not in

our files. We have no trace of it.

Mr. ALEXANDER. Didn't you ask Mr. Whitney the same question,

and didn't he testify about that on Friday?

Mr. NEHEMKIs. That may well be. I am now calling the person

directly in charge of such matters, and I think it isº appro

priate for me to ask that person the same question.

Now is there any record available?

Mr. HENDERSON. Just a minute. Do you have a question as to the

appropriateness of it, Mr. Alexander?

Mr. ALEXANDER. I just want to call attention to the fact that Mr.

Whitney had ºft about the same question and had given some

explanation or possible explanation.

Mr. HENDERSON. It was a possible explanation of how he thought

it might have been handled.

Mr. ALEXANNDER: That is it; I wanted to make mention of that.

Mr. NEHEMRIs. Mr. Keyes, I show you now a copy of an aide

memoire, since we are using that term, re American Telephone &

Telegraph Co. financing, addressed to Henry C. Alexander, Esq.,
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dated Washington, D.C., November 15, 1939, prepared by me. I ask

you to examine this copy, which is already in evidence, and tell me

whether you have ever seen it before?

Mr. KEYES. I have.

Mr. NEHEMRIs. Will you read the last paragraph, please?

Mr. KEYEs [reading from “Exhibit No. 1661–1”]:

Will you be good enough to make available to Mr. W. S. Whitehead, any memo

randa, letters or other documents which bear upon the foregoing questions?

Mr. NEHEMKIs. Is it not a fact, Mr. Keyes, that it is an unwritten

law of the House of Morgan that partners' files are never destroyed?

Mr. KEYES. I don’t know that we have any unwritten law, or written

law.

Mr. NEHEMRIs. You have no laws?

Mr. KEYEs. Maybe not under that subject.

Mr. NEHEMKIs. Haven't you so indicated that partners' files are

never destroyed?

Mr. KEYEs. No, sir.

Mr. NEHEMRIs. Now, Mr. Keyes, I show you four letters 1 in evi

dence from Mr. Dwight W. Morrow to Mr. Winsor, from Robert Win

sor to Mr. Morrow. I ask you to examine these letters, if you will?

(Witness examines documents.)

Mr. NEHEMKIs. Have you examined them?

Mr. KEYES. I have.

Mr. NEHEMKIs. I ask you, Mr. Keyes, why these letters were not

made available to a duly authorized representative of this committee

in response to my request?

Mr. KEYEs. Mr. Nehemkis, I know very positively that two of

these were made available to members of your committee.

Mr. NEHEMKIs. These letters were identified as coming from the

old files of Kidder, Peabody.

Mr. KEYEs. Well, I will correct that. A carbon copy of that letter

was made available to members of the committee. This is the original.
We didn’t have that.

Mr. NEHEMKIs. That's right.

Mr. KEYEs. It is not in our files nor do we have it.

Mr. HENDERSON. What is the date of that letter?

Mr. KEYEs. The date of that letter is September 28, 1920. Nor do

we have

Mr. HENDERSONº From whom to whom?

Mr. KEYEs. From Senator Morrow—pardon me, Mr. Morrow—to

Robert Winsor, of Kidder, Peabody. He was not Senator at that

time.

Mr. NEHEMKIs. And you say that letter was made available to us?

Mr. KEYES. I know that that letter is in one of our folders that

we made available to the examining officers of your committee.

Mr. NEHEMRIs. Mr. Chairman, may I have an off-the-record discus

sion for a minute?

The CHAIRMAN. Surely.

(Off-the-record discussion.)

1 “Exhibits NOS. 1375; 1676, 1677, and 1678.”

2 “Exhibit No. 1677.’
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Mr. NEHEMRIs. May we proceed? ... There were four letters shown

you, Mr. Keyes... I want you carefully to tell me which ones, again,

you allege were furnished to representatives of the committee?

Mr. #. Mr. Nehemkis, may I refresh my memory on a sum

mary of each bond issue that we gave to members of your committee

and I would like to say that the summary—about this time, on one o

those bond issues, I don't recall which— -

The CHAIRMAN (interposing). Will you please hand the witness

the summary?

Mr. NEHEMRIs. Mr. Alexander has it right before him.

Mr. KEYEs. One of these letters refers to the Pennsylvania issue.

Mr. NEHEMKIs. That is correct.

Mr. KEYEs. I don’t recall that particular letter.

Mr. NEHEMKIs. You don’t? Just a moment. So that—this is very

crucial, Mr. Keyes, you will appreciate. I want to follow you with

the minutest care. Ş. say you don’t recall that particular letter?

Mr. KEYES. I don’t recall now.

Mr. NEHEMKIs. What does that mean?

Mr. KEYEs. That is, I have no recollection.

Mr. NEHEMRIs. Oh, you have no recollection?

Mr. KEYEs. Of seeing that particular letter.
Mr. HENDERSON. Which one is that?

Mr. KEYEs. That one is the one from Mr. Robert Winsor to Mr.

Dwight Morrow, of October 1, 1920.

The CHAIRMAN. Read the number on the back.

Mr. NEHEMRIs. These are already in, but this is a set I am working

with, Mr. Chairman.

The CHAIRMAN. I beg your pardon.

Mr. KEYEs. And this letter contains a statement saying that “I

am most thankful that things went along all right on the Pennsyl

vania issue.” The Pennsylvania issue is undoubtedly the issue of the

Bell Telephone Co., brought out in September.

Mr. NEHEMRIs. That is perfectly correct.

Mr. KEYES. In 1920.

Mr. NEHEMRIs. But we are not discussing that, Mr. Keyes.

Mr. KEYEs. No; but these matters relate to that, and they are in a

folder of the Bell Telephone Co.

* NEHEMRIs. Well, where are they? Why can’t they be given

to us

Mr. KEYEs. They were—you should have made copies of them.

They were included in that folder of contracts under the Bell Tele

phone. Co. and which you had—it had all our correspondence with

the First National Bank, with Kuhn, Loeb & Co., with all these

companies, and that letter, I am quite sure, is in that folder, because

that related to 10% percent that Kuhn, Loeb & Co. had; and that

agrees with this memo.

Mr. NEHEMRIs. What about the remaining letters?

..Mr. KEYEs. Well, those three, I think, are in that folder, and pos

sibly that fourth is in there, but I don’t recall that now.

mº NEHEMRIs. So you now think that those letters are in your
eS

* “Exhibit No. 1678.”
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Mr. KEYEs. Oh, I think so, but I would like an opportunity to

again look it up. -

Mr. NEHEMKis. Should Mr. Keyes, sir, be given that opportunity!

Mr. HENDERSON. I think so.

Mr. NEHEMRIs. And then advise the committee?

The CHAIRMAN. Certainly that may be given. You may have

that opportunity, if it is desired.

Mr. HENDERSoN. You think that these four letters, that is, the

originals from Mr. Winsor to Dwight Morrow, and the carbons from

Dwight Morrow to Mr. Winsor, are in the Pennsylvania Telephone

file?

Mr. KEYEs. I think so, and I think that—the date of that issue, the

Pennsylvania issue, was September 29, 1920, and that ran until the

syndicate—until December 1, 1920–and these letters relate to the

fixing of percentages of that issue.

Mr. HENDERSON. All right. Then it is your impression that you

did give those, in giving the Pennsylvania Telephone—

Mr. KEYEs (interposing). We gave our entire folder. We made

available the entire, the full folder, to your examiners at the time they

called, as we did on all of those, but you didn't make copies. I am
not sure that you took any copies on that, of those that we had the

summaries written for.

Mr. NEHEMRIs. I have no further questions of the witness, Mr.

Chairman.

The CHAIRMAN. Thank you, Mr. Keyes.

Mr. HENDERSON, May I ask something? When Mr. Whitney comes

back, I will ask him the same thing. Now, have you read Mr. Whit.

ney's testimony as to what is likely to have happened to the aide
memoire?

Mr. KEYEs. I have read Mr. Whitney's testimony; yes, sir.

Mr. HENDERSON. And I think he. or he indicated, that probably

they made the notation in the syndicate department, and it was then

sent to Kidder, Peabody. Wasn't that it, Mr. Whitney?

Mr. WHITNEY. That is what I said, substantially.

Mr. HENDERSON. Well, have you examined your syndicate records
since that time?

Mr. KEYEs. Yes, sir.

Mr. HENDERSON. And you find no copy either of the “library agree.

ment” 1 or of the aide memoire?”

Mr. KEYEs. No, sir.

Mr. HENDERSON. Well, do you find any document that was con:

structed from them to show what the final understanding was?

Mr. KEYEs. No; no document, except that each issue was an under.

standing by itself, and when you come into this next issue, that was

issued after May or in September 1920, that is what we would say

was the only—

Mr. HENDERSONº Yes; but you mean you may have

kept something up until that time?

Mr. KEYEs. No; I would say not; no.

Mr. HENDERSON. Your impression then would be that there never

was any record after, say, May 12, of either the May 5 conference—

1 “Exhibit No. 1673.”

* “Exhibit No. 1679.”
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Mr. KEYEs (interposing). Yes.

Mr. HENDERSON. Or of the May 6, I believe it was, understanding

that Davison and Winsor arrived at?

Mr. KEYEs. That is right, sir.

Mr. HENDERSON. Well, is that customary in your house, not to keep

a record of that kind? .

Mr. KEYEs. Mr. Henderson, it wasn’t that we did not keep a record

of it. If there was a record to be kept, we would have kept it. We

have.found nothing indicating the execution of any contracts such

as described by you.

Mr. HENDERSON. Just a minute. Mr. Chairman, I suggest that Mr.

Whitehead, our S. E. C. field man, go back to Mr. Keyes at the

appropriate time, and look over the records on the Bell Telephone,

on these. I think that is the appropriate thing to do.

Mr. NEHEMKIS. That is all, Mr. Keyes. Thank you very much for

having come down this morning.

Mr. Whitney, recalled, please.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.-Resumed

PERCENTAGE PARTICIPATIONs subsequENT To “LIBRARY AGREEMENT"

Mr. NEHEMRIs. Shall I wait until Mr. Alexander returns?

Mr. WHITNEY. No.

Mr. NEHEMRIs. By comparing the original allotments, Mr. Whit

ney, with the interests of the participants in the Pennsylvania Bell

Telephone issue of September 27, 1920, it appears that Kidder, Pea

body yielded the one-quarter ceded by Boston, and the one-half

which was to come from New York came out of the interest of

Bankers Trust and Guaranty Trust, the two new members of the

group; is that correct, sir?

Mr. WHITNEY. Yes. Mathematically, if you predicate your calcu

lations on the May 5 memo, the facts are very simple, that in the

Bell Telephone issue, Kidder, Peabody had 29% and the Guarant

and Bankers had 434, respectively. . If I were to explain this myself,

I would say that it merely showed that was the final alinement at

that time, for that particular issue, and it was what our records show,

Mr. Henderson, because we are only interested in the records and not

in the arguments that led up to them.

Mr. NEHEMKIs. I show you, Mr. Whitney, a copy of a letter which

purports to be written on the stationery of J. P. Morgan & Co., dated

September 29, 1920, addressed to Kuhn, Loeb & Co., and a carbon copy

of a reply from Messrs. Kuhn, Loeb & Co. to J. P. Morgan & Co.

I ask you to examine these two papers and tell me if you recognize

them as being true and correct copies of material in your files?

Mr. WHITNEY. Well, of course, these couldn't come from our files,

because this original must have come from Kuhn, Loeb.

Mr. NEHEMRIs. That wasn't my question, Mr. Whitney. You have

counterparts of those in your files; the letter to Kuhn, Loeb is writ

ten by Mr. Anderson.

Mr. WHITNEY. Certainly.

Mr. NEHEMRIs. You identify them?

1 “Exhibit No. 1678.”



11910 CONCENTRATION OF ECONOMIC POWER

Mr. WHITNEY. I identify them as a photostatic copy of a letter we

wrote, and a copy of the answer by Kuhn, Loeb & Co.

Mr. NEHEMRIs. I offer in evidence the two letters identified by the

witness, Mr. Chairman.

(The letters referred to were marked “Exhibits Nos. 1685–1 and

1685–2” and are included in the appendix on pp. 12219 and 12220.)

Mr. NEHEMKIS. I ask you to note, sir, a notation which appears on

the bottom of the letter of September 29, which reads, “$2,687,500

equals 1034 per cent.” Before I hand you this, Mr. Whitney, it is a

fair assumption, is it not, that when this letter was sent out by Mr.

Arthur Anderson, he didn't write that?

Mr. WHITNEY. Certainly not.

May the record show, Mr. Chairman, that I didn't identify any pen

cil notation? I identified the original as having come from us.

The CHAIRMAN. The record will so show.

Mr. NEHEMRIs. Now the significance of that notation, Mr. Chair

man, is that Kuhn, Loeb was very anxious to know whether the

amount given to them by J. P. Morgan & Co. equaled 10% percent.

Obviously, the partner who got that letter made a quick mental nota

tion and wrote down that two million-and-odd dollars equals 10% per

cent. He knew that the agreement had been kept.

Mr. WHITNEY. He was checking the correctness of the figures.

The CHAIRMAN. The $2,687,500 which appears in handwriting on

the bottom of the letter, those are the figures mentioned in the third

paragraph of the letter which says [reading from “Exhibit No.

1685–1”]:

Your interest in the purchase on original terms is $2,687,500.

Mr. NEHEMRIs. Yes. As Mr. Whitney observed in an aside, they

were checking up to make sure it was right.

Mr. Whitney, in the Bell Telephone Co. issue of $25,000,000 7's

offered on September 1920, the first issue to be floated under the terms

of the new arrangement, can you tell me what the interests were of the

participants?

Mr. WHITNEY: Do I understand your question correctly—you put

in some aside about the first, under the new arrangement; you mean

the first since the Guaranty, the Bankers—the original terms—

Mr. NEHEMRIs (interposing). The first after the understanding

reached in “the library” on May 5, 1920.

Mr. WHITNEY. That is chronologically correct, and it also is more

correct to say the first piece of business done for the Telephone Co.

or its subsidiaries after the Guaranty Trust Co. and the Bankers Trust

Co. were included in the original group.

Mr. NEHEMKIS. Well, now, we have both bits of information in the

record. Will you see if you can give me the names of the participants

and the percentage amounts?

Mr. WHITNEY. Do you want me to just read it?

Mr. NEHEMKIS. Yes.

Mr. WHITNEY. I can almost do it by heart.

Mr. NEHEMKIS. Well, then, do it either way.

Mr. WHITNEY. Kuhn, Loeb & Co., 10%; Kidder, Peabody, 2934;

Lee, Higginson, 5; Harris, Forbes, 5; First National Bank, 10; Na:

1 “Exhibit No. 1685–1.”
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tional City Co., 10; Guaranty Trust Co., 4%; Bankers Trust Co., 4%;

J. P. Morgan & Co., 20."

Mr. NEHEMRIs. Now, Mr. Whitney, I show you a cover letter, a

letter of transmittal, from your firm, together with 14 syndicate ab

stracts. I ask you to examine these and tell me whether you recognize

them as being true and correct copies and whether this be in fact a

letter of transmittal from your firm’

Mr. WHITNEY. I am sure, but may I say here that that list is incom

plete? We have subsequently turned up two very small extensions.”

Mr. NEHEMRIs. I have those. But I don't want the record to have

whatfl. just said, Mr. Whitney, that it is incomplete. I asked a very

specific question.

Mr. WHITNEY. The answer is “yes.”

Mr. NEHEMKIs. All right.

Mr. WHITNEY. The only reason I mentioned it at all, Mr. Nehemkis,

is that the other day, I think in a hurry, you didn't put in a correct

list.

Mr. NEHEMRIs. I have those.

Mr. WHITNEY. You said you were going to put those in and I

didn't see them.

Mr. NEHEMKIs. In due course, Mr. Whitney, we will come to them.

Mr. Chairman, may it please the committee, I now offer in evidence

the documents identified by the witness.

(The documents referred to were marked “Exhibits Nos. 1686–1 and

1686–2” and are included in the appendix on pp. 12220 and 12221.)

Mr. NEHEMRIs. Mr. Whitney, I have before me a table entitled,

“Percentage participations in issues of American Telephone & Tele

§. Co. and associated companies, headed by J. P. Morgan & Co.,

eptember 1920–January 1930.” “ The information upon which this

table is predicated is based upon the syndicate abstract sheets which

you just identified as having been furnished to us. Do we have a

copy which Mr. Whitney could look at?

r. Whitney, you will note that under J. P. Morgan & Co., begin

ning with the year 1920, the percentage participation for your house

is 20, and thereafter, until the last issue, it continues to be 20 with no

changes; and for the First National Bank, you will notice in 1920,

after the “library conference,” the participation of the First National

was 10 percent and thereafter, until 1930, it remained 10 percent;

and you will notice that the National City Co.'s participation in 1920

was likewise 10 percent and thereafter, until 1930, it continues to be

10 percent; and you will notice that Kuhn, Loeb's participation,

begining with 1920, was 10.75 percent and continues fixed and un

alterable until 1930, when it remained 10.75 percent; and Harris,

Forbes & Co., you will note, Mr. Whitney, beginning with 1920, was

5 percent and thereafter, until 1930, continued to be 5 percent; and

Lee Higginson Corporation's interest in 1920 was 5 percent and there

after, until the last piece of financing in 1930, continued to be 5 per

cent; you will notice that the Guaranty Co.'s interest was 4.75 percent

in 1920 and until the year 1930, the last piece of financing, continued

to be 4.75 percent; and the Bankers Trust Co.'s interest in 1920 was

likewise 4.75 percent, and thereafter continuing to be 4.75 percent;

* See “Exhibit No. 1684,” appendix, p. 12219.

* See “Exhibits Nos. 1689–1 and 2,” appendix, p. 12236.

* Referring to “Exhibit No. 1687,” appendix, p. i2234.
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you will notice in the final column, Kidder, Peabody's interest was

29.75 percent in 1920, after the agreement reached at the library, and

thereafter until the last piece of financing under the leadership of

your firm, it remained 29.75 percent.

May it please the committee, I now offer in evidence the table

from which I have been reading, compiled from records supplied

to this committee by J. P. Morgan & Co.

The CHAIRMAN. The table may be received.

|. table referred to was marked “Exhibit No. 1687” and is

included in the appendix on p. 12234.)

Mr. WHITNEY. Do I owe you an answer?

Mr. NEHEMKIS. Oh, no; not unless you wish. You needn't say

anything.

Mr. WHITNEY, Well, I would like to just comment there, even

though it is not in the form of a question; this is very unimportant,

of course, but our records were not—they would not have showed Lee

Higginson as Lee Higginson Corporation.

The CHAIRMAN. I didn’t get that remark.

Mr. WHITNEY. Lee, Higginson & Co. it was, during those days.

It is now Lee Higginson Corporation, which is an entirely different

thing. The fact that they were unchanged is questionable, too.

The CHAIRMAN. Let that correction appear on the record, please.

Mr. NEHEMRIs. Mr. Whitney—

Mr. WHITNEY (interposing). Mr. Chairman, as I said, it is a fact

that they were unchanged ăţii. this period, as a fact. But Mr.

Nehemkis in his statement used one word in reference to one of them,

I don’t know which, that they were “unalterable.” That is not a fact.

It is a matter of almost public record that§ these 10 years this

group did do these pieces of financing for the Telephone Co., and the

only reason, the only point I want to leave with the committee is

that that is a fact; we did the business, but that each piece of busi

ness rested on its own feet, and that these percentages, or our arrange

ment with the Telephone Co., were completely alterable at the in

stance, primarily, of the company, and, secondarily, as the perform

ance of these different people, in their different functions in this job

or this service which we were.#, for the Telephone &.

would change, then the percentages would have changed, as a prac

tical manner. There was no need to change them, however, because

the jobs were done satisfactorily. I .#be—

†. CHAIRMAN (interposing). Then your statement to the com

mittee, Mr. Whitney, is that these 14 abstracts covering a period from

1920 to 1930, though not unalterable, were nevertheless unaltered

during that 10-year period.

Mr. WHITNEY. Quite so, and that the reason they weren't altered

was the relative importance of these houses to the success of the Tele

phone Co. financing.

DISTRIBUTION OF SPREAD ON TELEPHONE ISSUES

The CHAIRMAN. Now, what was the total of all of these issues, do

you recall? Perhaps that could be run up very quickly.

Mr. WHITNEY. $832,000,000. That is the par value of the issues

which is involved on this sheet.
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The CHAIRMAN. Now, of course, there was a big difference between

the par value and the amount which the Telephone Co. or its various

subsidiaries received for the issue?

Mr. WHITNEY. That would involve, of course, the fact that they

were sold on a yield basis—depending on the price to yield a proper

return—and, of course, the price to the public had to include what is

called the “spread,” which, as Mr. Miller pointed out the other day

on this whole business, is approximately 2% percent gross. Now,

that is customarily divided on original terms so much, then there

might be an intermediate group, or there might not be, but then

there would be the distributing syndicate, which would have seven

or ºt or nine hundred people in the country, depending on the

S126 OT

The CHAIRMAN (interposing). Let me call your attention to “Ex

hibit No. 1685” which you identified a little bit earlier in the day.

I observe from that, which is a letter which refers to a $25,000,000

issue, that J. P. Morgan & Co. bought that issue from the Telephone

Co. at 90%

Mr. WHITNEY. Yes, sir.

The CHAIRMAN. And then sold it to the syndicate at 911/3%

Mr. WHITNEY. Yes, sir; that is the 1 percent gross prºfit to the

original terms group.

The CHAIRMAN. P P. Morgan & Co. then received a profit of 1

percent of $25,000,000; did it?

Mr. WHITNEY. Oh, no, sir.

The CHAIRMAN. All right, then what did it receive?

Mr. WHITNEY. This letter says [reading from “Exhibit No.

1685–1”]:

We beg to advise that we have today purchased for the account of ourselves

and associates $25,000,000 . . . at 90%.

Then it goes on to say [reading further]:

We are forming a syndicate, in which we shall participate, to purchase these

bonds from ourselves and associates at 91%.

The CHAIRMAN. So that J. P. Morgan & Co. sold the issue to the

syndicate of which it was a part?

Mr. WHITNEY. But the associates—

The CHAIRMAN (interposing). At 1 percent more than it paid the

Telephone Co.?

Mr. WHITNEY. No, sir.

The CHAIRMAN. All right, then explain it.

Mr. WHITNEY: No, sir; the associates referred to are this original

group in the technical language of the street, the original group of

Fº e who participated in the purchase direct from the company.

f you will remember this famous memorandum of May 5, 1920, it

sº “Original terms group”—doesn’t it?

Mr. NEHEMRIs. Right.

Mr. WHITNEY. Now, we and our associates are associates of this

whole group, in which we had a 20-percent interest.

The CHAIRMAN. Well, now wait a minute. Who paid 90% to the

Telephone Co.?

1 “Exhibit No. 1673.”

124491–40—pt. 23–8
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Mr. WHITNEY. This sº Kidder, Peabody; Kuhn, Loeb; Lee,

Higginson; Harris; First; National City; Guaranty Trust; Bankers

Trust; J. P. Morgan, in the percentages you have heard this morn
In Cº.

*he CHAIRMAN. Yes; so that in all, when that letter refers to the

purchase from the Telephone Co. at 90%, it is referring to a purchase

not by J. P. Morgan alone, but a purchase by J. P. Morgan and

associates.

Mr. WHITNEY. That's right. It says so.

The CHAIRMAN. Yes. Well, I haven’t read the letter carefully.

Then there was a resale to a syndicate, a distributing syndicate?

Mr. WHITNEY. A distributing syndicate; yes, sir.

The CHAIRMAN. Now, was that syndicate different from the

associates?

Mr. WHITNEY. Well, that would have had, as I said—I don’t recall

actually in this case, but five, six, or seven hundred people all over

this country, in every State of the Union or practically every State

in the Union. There would be somebody, a bank, or a dealer, a bond

dealer, who would do the actual distribution to the ultimate con

sumer, and this letter here again, Mr. Senator, the third paragraph

of it, if I may read it [reading from “Exhibit No. 1685–1”]:

Your interest in the purchase on Original terms is $2,687,500. We have al

lotted to you, in the distributing syndicate, a participation of $750,000,

Now, Kuhn, Loeb, as ourselves, were not retail distributors of

bonds; we didn't have salesmen, we never had had, either of us, and,

therefore, our participation on original terms is materially reduced.

as in this case, from $2,687,500 to $750,000, and the balance of that

original term participation was spread all over the country.

The CHAIRMAN. Well, I am trying to get at the spread. So, now

we begin with a price of 90%, which was all that the Telephone Co.

got out of the issue?

Mr. WHITNEY. Yes, sir.

The CHAIRMAN. Then we find that is sold by the managers, if I

may use that phrase, at an increase of 1 percent?

Mr. WHITNEY. Right, sir.

The CHAIRMAN. And then we find from that letter that these new

purchasers, in turn, distribute to the public at 95 percent?

Mr. WHITNEY. That is right; yes, sir.

The CHAIRMAN. So that the spread here is not 2% but 4% º

Mr. WHITNEY. In this issue, right.

The CHAIRMAN. Yes. Now, 4% percent of the $25,000,000 issue was

how much 3

Mr. WHITNEY. Well, it would be something over—

The CHAIRMAN. I mean 4% points.

Mr. WHITNEY. It would be something over a million dollars.

Mr. HENDERSON. It is on the sheet.

The CHAIRMAN. Where is it?

Mr. WHITNEY. But of that, Mr. Senator, the original group with

which we have been dealing, got 1 percent, leaving 3% percent to go

to this very large group—I can find out how many but I don't remem.

ber unless it says here—to a very large number where we allowed

out of that 3%—that was again subdivided—1% percent for a maſſ

who sold, 2 percent for whatever bonds he took “ſirm,” as we call it

which when he went into the syndicate he had to buy. 5
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COMPETITIVE BIDDING AS AN ALTERNATIVE

The CHAIRMAN. Well, you see, Mr. Whitney, the question that nat

urally suggests itself to my lay mind is whether or not; if this method

of financing were not frozen, to use a word that was brought out by

one of the witnesses, whether the Telephone Co. would have had to

pay the total of $1,125,000 for the privilege of selling some high-class

bond, and whether, if these bonds had been sold in the open market,

at competitive bidding, the Telephone Co. might not have received

more. That is the question which naturally suggests itself.

jº WHITNEY. Well, may I try to answer that to the best of my

ability?

The CHAIRMAN. Yes, sir.

Mr. WHITNEY. Of course, the first answer is that 20 years after

Ward, we don't know; but in the first place, the Telephone financ
IIlg—

The CHAIRMAN (interposing). Well, of course, this is the system

that existed with respect to 14 issues over a period of 10 years.

Mr. WHITNEY. But if you look at it successively, if you take each

one of these up in detail, you will find that this particular issue was

refunded within 2 or 3 years on a 5-percent—and then some further

bonds were sold on a 4%-percent—basis. In 1920, the Telephone Co.

had not reached its position of high credit that it has today. Only

6 months before that there had been an issue which was not handled

by this group, in connection with the Southwestern Bell Telephone

Co., that had been a failure, and those were 5-percent 5-year notes

on a 7-percent basis. Now, we come along here, if you remember,

times were pretty bad in 1920 and in September 1920, we had a

anic, a little bit of a one compared with our recent or present one,

ut it was a panic, and this was about the best company in the sys

tem, or one of the very good ones, and this was priced right on

the market; this 4%-point spread was used to try to induce the

dealers throughout the country by very generous treatment, more

generous, I think, than any of the subsequent issues, to get them

interested in the time they didn't believe it was possible.

The second thing we must remember is that at that time, there

wasn't the bond organization built up that there has subsequently

been built up, and it was harder to get people to do it. But it is a

question of merchandising. Now, whether or not the price could

have been an eighth of a point or a quarter of a point higher, I

can't tell you, but, of course, the price, if I may say so, Mr. Chairman,

is only one factor. When you are doing a job for a man, you want

to preserve his credit. In those days, we wanted to build it up.

That is what I referred to the other day when I said Mr. Gifford was

so anxious to reestablish the credit of his company and reset the

Telephone issues. Whether you get an eighth or a quarter of 1 per

cent more isn’t the final consideration. The question is whether they

are properly sold, whether you are going to get your credit popular
through the country—all dº. factors come into the distribution,

if you consider, as I did, that then—and I believe today—that this

business is# professional advice to your client. You tell him

what you think is the best thing for his credit. Nothing hurts, so

much as a failure, and I think you will find that if anything during

this 10 years that are under discussion here, we overpriced the tele
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§ issues rather than underpriced them. Whether the competitive

idding, which you used in the present or colloquial sence of putting

things up for tender at the instigation of the
corporation—that was

not ãone here because the corporation in its sole, exclusive authority,

elected, in view of the size of the job, to come to a certain group

of experts rather than to just throw them on the market for what

they would bring.

But the price thing isn't the ultimate thing. It is your credit. It

is involved, Mr. Chairman.

Mr. MILLER. Well, Mr. Whitney, isn't the policy—isn't this the

policy in pricing that the United States Treasury seems to follow in

pricing its own issues? I have seen all of these recent issues go to an

immediate premium which has made those issues popular with the

buying public. I have not seen any go to a discount.

r. WHITNEY. That is exactly so. May I remind you, Mr. Chair

man, that at that time, in 1920, the Federal Reserve bank discount

rate was 7 percent, and the United States Government Liberty bonds

were 4!/4 and sold at 83. So it is a competitive market, which those

figures show better. Now, this price was expensive, but relatively it

was not expensive. As Mr. Miller says, this policy has been carried

out by the Government persistently in putting their bonds out at what

they thought were an attractive price.

The CHAIRMAN. Well, the Treasury, I fancy, doesn't have any lists

that cover a 10-year period, in which certain selected firms only are

participating.

Mr. WHITNEY. But they don't have competitive bidding, either, sir,

except in connection with their Treasury bills, these 90-day Tre

bills. They put them on the counter and anybody may buy them.

They are a syndicate all to themselves.

LENGTH OF
SUBSCRIPTION PERIOD

Mr. NEHEMRIs. Mr. Chairman, in connection with the first ques.

tion you asked Mr. Whitney, which prompted this discussion, I have

had prepared by the staff a table which bears directly on your point;

and since it is relevant at this place, I ask leave of the committee to

offer it in evidence and discuss it with you briefly. It is a rather

unique bit of information. May. I offer it, sir?.

The CHAIRMAN. Certainly. What does this represent, Mr. Ne

hemkis'

Mr. NEHEMRIs. This table shows the issues of the American Tele

phone & Telegraph Co. and associated companies headed by J. P.

Morgan during the period we are discussing, 1920 to 1930.

The CHAIRMAN. This table was compiled by whom?

Mr. NEHEMRIs. Compiled by the staff from records furnished by

J. P. Morgan & Co. and identified a few moments ago by the witness,

now in evidence.

The CHAIRMAN. Without objection, the table may be admitted.

(The table referred to was marked “Exhibit No. 1688” and is in

cluded in the appendix on p. 12235.)

Mr. ALEXANDER. Are we going to have the opportunity sometime

later on, for instance, to check this?

Mr. NEHEMKIs. Oh, quite! Absolutely I should be disappointed

if you didn't, Mr. Alexander. -

r. ALExANDER. We haven't seen it until this moment.
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The CHAIRMAN. You may check any of these exhibits, Mr. Alexan

der; that is perfectly understood.

Mr. NEHEMKIs. You will note, Mr. Chairman, from this exhibit,'

it shows the length of time that the syndicate books were open. You

will note that in the $50,000,000 offering of Illinois Bell Telephone

Co. 5's, offered on June 14, 1923, the amount of subscriptions was

$126,000,000. Now, note—

Mr. WHITNEY (interposing). Will you go back to the Bell Tele

phone Co.?

Mr. NEHEMKIS. Well, suppose we run down them in order. The

Bell Telephone Co. of Pennsylvania, offered in 1920, an offering

of $25,000,000. The books were opened at 10 o'clock, and they were

closed at 1 o'clock. The books were, in short, open 3 hours, and the

number of times the issue was oversubscribed was 2.7, or 270 per

cent. Now, the next issue is the Northwestern Bell Telephone,

offered in '21. That was a $30,000,000 issue, and the information

on this, I regret to say, isn't available. Now, take the New York

Telephone Co.—

Mr. HENDERSON (interposing). It does show, Mr. Nehemkis, that

the issue was three and one-tenth times over the—

Mr. NEHEMRIs (interposing). Correct, sir. . Now, if you will drop

down a bit and go to the Illinois Bell Telephone 5's of 1923, which

was a $50,000,000 offering, the books were opened at 10 o'clock and

closed at 10:30. They were open 30 minutes, and they were over

subscribed 2.5 times. Now, if you will go to the American Tele

phone & Telegraph issue of 1923, which was one of the largest to

date, $100,000,000, the books were opened at 10 o'clock, closed at 12

o'clock, a period of 2 hours, and oversubscribed 190 percent. Now,

if you will go to the next largest one, the $125,000,000 offering, I

think I had better continue—the Southwestern Bell Telephone offer

ing, which was $50,000,000, in 1924, the books opened at 10 o'clock

and closed at 10:01. They were open 1 minute, and were oversub

scribed 510 percent.

The CHAIRMAN. The credit of the company was improving.

Mr. NEHEMRIs. Apparently. And the Bell Telephone issue of

Pennsylvania offered in '25 which was a $50,000,000 offering, the

books were opened at 10 o'clock and closed 5 minutes later, and the

issue was oversubscribed 640 percent. In the next offering of New

England Telephone & Telegraph bonds, which was a $40,000,000

issue, the books were opened at 10 o'clock, closed 10 minutes later,

and were oversubscribed 600 percent.

Mr. WHITNEY. May I be excused, if I make just two comments,

Mr. Chairman. One of them is more or less regret that there are so

few people now living who remember the state of the bond market

in the twenties. The second thing is that as we all remember, we

didn't have any 20-day clause that we now have in the Security Act of

1933 so that this selling had all been done beforehand. And through

out the twenties we ran into what was colloquially known as “padding.”

when the dealers throughout the country thought it would gain them

credit with somebody, if they wanted 10 bonds, to put in for a hun

dred. That is again not very different from what sometimes hap

pens with the Treasury issues, where a fellow puts in for his full

legal limit. They have learned that trick, too.

1 “Exhibit No. 1688.”
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The CHAIRMAN. You mean the Treasury has learned that from

ou?
y Mr. WHITNEY. The bond business of the twenties. Anything that

took over 2 or 3 hours in those days was almost a failure. You gen

erally had vour books full the dav before the books opened. It was

more or less of a technical matter. You opened and shut them to

prevent getting too much padding, but you couldn't prevent people in

those happy days from coming in and taking all there were. You

see, these were undivided joint accounts, without exception, in other

words, a man in the selling or distributing syndicate had a firm

commitment for so many bonds and then he would sell. And they

used to, really—it sounds perhaps silly to say it, but it was a great

problem as to know how to handle an issue, unless you take the

worst of these, one of the worst, New York Telephone, $50,000,000 in

1921, which you got 8 times oversubscribed. You didn’t give any

body what he asked for, because that was what was known collo

quially as “padding.” -

Mr. Miller. Dif a dealer make an additional commission if he

oversold his commitment, and had a confirmation of the oversale?

Mr. WHITNEY. He got an additional commission on the oversale

if allotted to him; yes.

Mr. MILLER. In other words, he had the chance to make a large

profit?

Mr. WHITNEY. In this instance, he had an extra commission of

11% percent.

Mr. NEHEMRIs. Mr. Chairman, may I ask Mr. Whitney if he

would be good enough to tell us, in this connection, for how long a

period of time the syndicate books were opened for the 1906 offering

that we have discussed with you, the $150,000,000 offering?

Mr. WHITNEY. Well, Mr. Nehemkis, of course, all this time-clock

business doesn’t come off our files.

Mr. NEHEMRIs. Well, you know that, Mr. Whitney—

Mr. WHITNEY (interposing). And I think it is pretty well known,

at least I have tried to make it clear, that the 1906 issue was any

thing but a success and, thirdly, the method of distribution in 1906

was completely different.

Mr. NEHEMR1s., You know the period of time, Mr. Whitney; can

you tell me quickly 7

Mr. WHITNEY. Several years, I think.

Mr. NEHEMRIs. It was open for 2 years, wasn’t it?

Mr. WHITNEY. I think it was a great failure.

Mr. NEHEMRIs. Just one other thing, just a minute, Mr. Whitney
when you say— *

Mr. WHITNEY (interposing). But may I make the statement that

we did not have a time clock on this. We didn’t, did we?

Mr. NEHEMRIs... Mr. Whitney, you identified your documents and

it was on the basis of your documents' which themselves show the

º of time the syndicate books were open that we prepared this
table.

Mr. WHITNEY. The 1906 thing, I don't quite know where I am

failing in an answer, because the 1906 issue was known to be open

for a long time.

* See “Exhibit No. 1686–2.”
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Mr. NEHEMRIs. Well, I just asked you, Mr. Whitney, so that the

record would be perfectly clear. You have done something that is

very interesting. You have compared the bonds of the Telephone

Co. with the bonds and notes of the Treasury of the United States,

and I just wanted to show the comparison.

Mr. WHITNEY. No, sir; I beg your pardon, that is a complete mis

understanding, and f very much regret if the committee got that im

ression. All I meant was that the Treasury Liberty 4%’s were sell

ing at 83, which was an explanation of the 7-percent price at 95 or 91,

whichever price you want to take, the 1906 issue was notoriously a

failure, as was the syndicate, not the original group, but a long list

of people that we furnished to you, which were mostly banks, stock

companies, and people of that kind and a great many individuals.

They carried that for a long time, and it was finally washed out in

1908. Of course, a panic intervened in there in 1907. But there is no

conceivable analogy between the bond business in 1906 and the bond

business in 1920, and if I have given any impression that I was trying

to compare the bond business as done in private issues with the Treas

ury, of course, I do not.

The CHAIRMAN. It might be worthy of comment at this point, since

you made the comparison between the price of Liberty Bonds in 1920

and the price of an industrial issue like the Bell Telephone Co., that

these†. Bonds had been sold during the war, in very small

amounts, $50 bonds and $100 bonds, to a large number of people, and

in many instances, members of the naval and military forces of the

United States had purchased those bonds, and that for several years

after the boys had come back, some of them were selling those bonds,

and that the charge was made then and later on that they were get

ting a price that was far below the price for Liberties, and that these

bonds were moving from what was technically known as weak hands

into strong hands during this period.

Perhaps, therefore, the comparison is not altogether as justifiable

as it might appear.

Mr. WHITNEY. Mr. Chairman, that is all true, but the market price

of money is determined by money rates. It isn't in the hands of

bankers or anybody else. It is determined by the trend of money

rates, and I only refer to those two things, first, that the Federal

Reserve Bank rediscount rate was 7 percent, and, second, that as a

result of those money rates, plus the factors you speak of, the liquida

tion by weak holders, even Liberty Bonds, with their credit, were

selling at 83—4%’s, which was, I don't know what the yield was, but

it was high. Now, any kind of private corporate financing can only

follow money rates, which are determined within microscopic differen

tials, as to what you offer bonds for. I didn’t mean there was any

analogy with the Liberties which were sold, as you say, under quite

different money conditions, but the fact remains that no one could

control money rates, and Imerely gave those as an example, perhaps

it was an unfortunate one, but the important one there is the Federal

Reserve Bank rediscount rate of 7 percent, which determines the gen

eral level of money.

Mr. MILLER. Did the Standard Oil companies, during 1920, do some

financing at 7-percent coupon rates?

0 Mr. Wunsw. Yes, sir; two issues of preferred stock at $100,000,

00 each.
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Mr. MILLER. Standard Oil of California and New York, as I recall,

did some financing?

Mr. WHITNEY. That is outside of my own knowledge, Mr. Miller.

The CHAIRMAN. Are you ready to take a recess now?

Mr. NEHEMKIS. Yes, sir.

The CHAIRMAN. The committee will stand in recess until 2 p. m.

(Whereupon, at 12:30 p.m., a recess was taken until 2 p.m., the

same day.)

AFTERNOON SESSION

(The committee resumed at 2:15 p.m. on the expiration of the

recess.)

The CHAIRMAN. The committee will please come to order.

Mr. Nehemkis, are you ready to proceed?

Mr. NEHEMKIs. I am, sir.

Mr. HENDERSON. Will you call Mr. Whitehead, Mr. Nehemkis?

Mr. NEHEMRIs. Mr. Henderson requests that I call Mr. William

Whitehead, of my staff. Mr. Whitehead, take the witness stand,

please.

TESTIMONY OF W. S. WHITEHEAD, SECURITY ANALYST, SECU.

RITIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.—

Resumed

The CHAIRMAN. Mr. Whitehead has been previously sworn ?

Mr. NEHEMRIs. He has, Mr. Chairman.

Mr. HENDERSON. In order to clear up what seems to be a misunder

standing, and so as not to have any confusion, I want to ask you a

few questions relating to Mr. Keyes' testimony this morning.

I ºund that you have been working on this Telephone in

quiry

AVAILABILITY OF RECORDS OF J. P. MORGAN & CO. TO THE COMMITTEE

Mr. WHITEHEAD. That is correct.

Mr. HENDERSON. And that you secured from the old Kidder, Pea

body records the Winsor copy of the so-called “library agreement”? I

Mr. WHITEHEAD. That is correct.

Mr. HENDERSON. And that you went to J. P. Morgan and consulted

various members of the firm and staff there as to whether or not

Morgan & Co. had similar records?

Mr. WHITEHEAD. Yes; that is correct.

Mr. HENDERSON. And I gather from the testimony both of Mr.

Whitney and of Mr. Keyes that as far as the original memorandum

was concerned, they had no record of that?

Mr. WHITEHEAD. That is correct.

Mr. HENDERSON. And this morning, when inquiry was made as to

the four letters * passing between Morrow and Winsor, Mr. Keyes

thought that they were in the Bell Telephone syndicate récords which

were made available to you, is that correct?

Mr. WHITEHEAD. That is correct, commissioner.

1 “Exhibit No. 1673.”

* “Exhibits Nos. 1675, 1676, 1677, and 1678.”
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Mr. HENDERSON. Well, now, you knew something of the importance

attached to the “library agreement.” I want to ask you, as far as

your memory is concerned, do you feel that if copies of the Winsor

Morrow correspondence had been there when you examined them,

you would probably have noticed them and asked for them?

Mr. WHITEHEAD. The answer is yes, without equivocation.

Mr. HENDERSON. I think it is more a matter that you knew clearly

what you were looking for.

Mr. WHITEHEAD. Yes; very definitely, I knew what I was looking

for.

Mr. HENDERSON. And it is highly possible that Mr. Keyes, not hav

ing any knowledge, as he has testified, of those things, did not attach

as much importance to them as you might?

Mr. WHITEHEAD. Possibly so, but that is problematical.

Mr. HENDERSON. And when you went to Kidder, Peabody and got

there the originals and the carbons, you instantly recognized them

as having something to do with the modification of the so-called

“library agreement”?

Mr. WHITEHEAD. That is correct.

Mr. HENDERSON. Mr. Chairman, this is merely for the purpose of

emphasizing the professional status of the investigator. I am not

raising any question of veracity.

The CHAIRMAN. You want it understood that he did not think he

was overlooking anything?

Mr. HENDERSON. Yes. I want to have it understood that the S. E.

C. is very proud of its investigators, and I would hate anything

.# might cause confusion to be recorded against their professional

ability.

§tor KING. You testified as to your own competence?

Mr. WHITEHEAD. Yes, sir.

Mr. HENDERSON. Another thing. We have arranged for Mr. Keyes,

as you heard this morning, to see whether they were there. That

is entirely the point. It is a question of making available to the

committee these originals or anything else that might pertain to

this particular item. That is all.

The CHAIRMAN. Very well.

Will you call the next witness, please?

Mr. NEHEMKIs. I recall Mr. Whitney.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.-Resumed

Mr. NEHEMRIs. Mr. Whitney, I show you a copy of a syndicate

record of the $2,155,000Tº: Co. First Mortgage 7 Percent Gold

Bonds, and a copy of a syndicate record of the $2,676,000 Cuyahoga

Telephone Co. 7 Percent Gold Bonds.

You will recall, Mr. Whitney, that during the testimony this morn

ing you had occasion to make reference to these two sheets which were

furnished to us by your colleague Mr. Alexander, last week. Will

you examine these and tell me whether you recognize them to be true

and correct copies of originals?
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Senator KING. While Mr. Whitney is making that examination,

Mr. Nehemkis, for my own information—unfortunately I have been

detained in other places than the District of Columbia until a few

minutes ago—will you tell me the purpose of this investigation and

the relevancy to any matter that is under consideration by the com

mittee, so that I may determine for my own benefit, its relevancy and

materiality?

Mr. NEHEMRIs. I think Commissioner Henderson could do that

with much more propriety than I could, Senator King.

Mr. HENDERSON. I think I can answer that with the introductory

statement I made, and I will secure a copy of that right away.

Senator KING. Thank you. That may not do it for me until I

read it, but I will not delay you.

Mr. NEHEMKIS. Shall I go on, sir?

The CHAIRMAN. Proceed.

TELEPHONE Issues NOT COVERED BY “LIBRARY AGREEMENT’—APPLICABILITY

OF “TRIO ARRANGEMENT’’

Mr. WHITNEY. Those are the copies of the papers furnished by us.

Mr. NEHEMRIs. Now, these records, Mr. Whitney, refer to two

pieces of underwriting, October 25, 1921, one I have already indi

cated involving an offering of $2,155,000 of Telephone First Mortgage

7 Percent Gold Bonds, and the other the Cuyahoga Telephone §

First Mortgage 7 Percent Gold Bonds."

Mr. WHITNEY. That is right.

Mr. NEHEMRIs. Do you have copies before you?

Mr. WHITNEY. Yes.

Mr. NEHEMKIs. Now, who were the members of the original terms

group in that underwriting?

Mr. WHITNEY. Well, they were both the same, I think. The First

National Bank of New York, 22% percent; National City Company,

22% percent; Huntington National Bank, Columbus, Ohio, 10 per

cent. J. P. Morgan & Co., 45 percent.

Mr. NEHEMRIs. Now, earlier in your testimony, Mr. Whitney, you

had occasion to refer to the “trio arrangement” between the First

National Bank, the National City Co., and J. P. Morgan & Co.”

Do you recall?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs, Was this piece of underwriting to which reference

has just been made, involving these three institutions, part of the old

“trio arrangement”?

Mr. WHITNEY. Well, the percentage figures would lead one to be

lieve that, but I am afraid my memory, except as it has been revived by

these documents, is practically nonexistent.

Mr. NEHEMKIS. I would merely call to your attention, Mr. Whitney,

that this underwriting took place after the conference of May 5, 1920

and that the participants in the syndicate of this underwriting are

not the same as in the other, and therefore I merely inquired .# you

1 Referring to “Exhibits Nos. 1689–1 and 1689–2.”

* Supra, p. 11853.
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whether this was another instance of where the old “trio arrange

ment” operated, but you have given me your answer that you do not

recall.

Mr. WHITNEY. It clearly indicates it is entirely outside of any per

centage which we discussed this morning. -

Mr. NEHEMKIs. Mr. Chairman, I offer these two documents in evi

dence as identified by the witness.

The CHAIRMAN. Without objection, they may be received.

(The two syndicate records of $2,155,000 and $2,676,000 referred to

were marked “Exhibits Nos. 1689–1 and 1689–2,” and are included in

the appendix on p. 12236.)

Mr. NEHEMRIs. Mr. Whitney, what justification was there for in

cluding Kidder, Peabody in the management fee?

MANAGEMENT FEE TO J. P. MORGAN & CO. AND KIDDER, PEABODY & CO.

Mr. WHITNEY. The management fee, as you have just stated, ap

pears for the first time in this issue, and the justification for having a

management fee at all, and particularly in this business, was that here

in the telephone business we and Kidder, Peabody & Co. did all the

clerical, manual work involved in the distribution. You will re

member that this morning I pointed out that this 70 percent country

and 30 percent for New England had to do with the distribution of

telephone securities or any other securities as they came along.

Now, all the syndicate records, all the examination of documents,

all the preparation of whatever papers were necessary in the various

transactions, were handled throu i. either J. P. Morgan & Co., or

Kidder, Peabody & Co., and we felt that the amount of actual out-of

pocket expense to which our two organizations were put justified a

management fee, so-called.

That fee, if you will follow through the bookkeeping, was charged

only to members of the original group. It was not charged against

the syndicate and must not be confused with so-called syndicate ex:

penses. It was merely that Kidder and ourselves in this instance did

all the manual work, the clerical work, for the members of the original

group and as such we felt it was justified.

Your question was, Why was Kidder justified in its share? And I

hope that I have included that in my answer. They did the leg work

for New England, and I think you will find the percentage they got

was 30 percent of the total management fee.

Mr. NEHEMRIs. I would like to read into the record, if I may, sir,

at this time, a memorandum which was previously offered. This

is, as you will recall, Mr. Chairman, from the files of the old Kidder,

Peabody firm, previously identified.

January 25, 1924—

The CHAIRMAN (interposing). May I ask you what was the origin

of “Exhibit No. 1680–2”?

Mr. NEHEMRIs. These were obtained from the files of the old

Kidder, Peabody firm.

The CHAIRMAN. Both sheets?

Mr. NEHEMKIs. Yes, sir; identified by Witness Chapin.

The CHAIRMAN. Was the handwriting identified?
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Mr. NEHEMRIs. No, sir; it is of no consequence to the testimony.

Shall I proceed, Mr. Chairman?
rTV

The CHAIRMAN. Please. •

Mr. NEHEMRIs (reading from “Exhibit No. 1680–2”):

At the time of the purchase of Southwestern Bell Telephone First 5%,

Series “A,” of 1954, the Proprietary Profit was distributed on a different basis,

in accordance with letter from J. P. Morgan under date of January 25th, 1924,

as per following extract.

I now quote from the extract [reading further]:

We are forming a syndicate in which we shall participate to purchase these

bonds from ourselves and associates at 91% and accrued interest and to

offer them for public subscription at 93% Wo and accrued interest. In accord

ance with our discussion at the meeting at which the above purchase was

reported verbally today, We plan to charge a managing commission of one-eighth

per cent on the principal amount of bonds to be issued. After full considera

tion of the matter and in line with the understanding that the decision as to the

allocation of this one-eighth would be left to us, we have thought it was

advisable to charge it against the profit of the original purchasers.

And the original document continues [reading further]:

The above method to be followed in all subsequent telephone issues, i.e.:

1% of issue less 93% for managers' commission.

% of said /3 to go to K. P.

% of said /3 to go to J. P. M.

leaving 7% per cent to be divided among the Proprietors.

And then follows a caption indicating who the New England pro

prietary interests were. e

I call to your attention, sir, the notation which again has been

identified by Witness Chapin, at the bottom [reading further from

“Exhibit No. 1680–2”]:

February 17–30–

although the original document is dated January 25, 1924–

as per J. R. Chapin Old Colony consolidated with First Natl. and check for

5% interest was sent to First Natl. Bank on American Tel. & Tel. 5% due 1965.

The CHAIRMAN. The significance of that, I assume, is that Old

Colony under the original listing received 3 percent and the First

National received 2 percent, so that the combination, the sum of the

two, was 5 percent?

Mr. NEHEMRIs. Yes.

Mr. WHITNEY. Mr. Chairman, I inadvertently made a misstatement.

I said the management fee was divided 70–30, and I would like

to correct that, if I may, because reading from the so-called syndicate

record, which we have furnished the committee, the management fee

of one-eighth percent amounted to $62,500, Kidder, Peabody receiving

a quarter of this fee.

May the record be perfectly clear that the letter" that Mr. Nehemkis

quoted, mentioning the original terms, and the word “proprietary”

again is Mr. Winsor's word and not ours.

The CHAIRMAN. Yes; and I observe that the proprietary interests,

as set forth in this exhibit, are all New England interests.

Mr. WHITNEY. Right, sir.

Mr. HENDERSON. I think, Mr. Chairman, I had a general rebuke

for counsel the other day for using the word “proprietors” and I see,

again, he is on firm ground in having used it.

1 “Exhibit No. 1680–2.”
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Senator KING. Mr. Nehemkis, I note in one of the papers which

have been handed to me concerning which you are now interrogating

the witness, the words and figures, “May 6, 1920.” Do these transac

tions to which you have just referred go back to 1920 to some trans

action then?

Mr. NEHEMRIs. Yes.

Senator KING. In other words, you are now i.º.º. COIl

cerning transactions under which the syndicate was formed to acquire

and* over and dispose of certain stocks and bonds away back in

1920

Mr. NEHEMKIS. We have done even worse than that, Senator, we

have gone back to the year 1906. [Laughter.]

Senator KING. Why don’t you go back to the beginning of time?

[Laughter.]

Mr. HENDERSON. I think the record, Senator, will show why we

went back to 1906.

Senator KING. I suppose there is some valid reason.

Mr. HENDERSON. I assure the Senator that there is, and it is

consistent with the terms of reference set down by the resolution

creating this committee.

Mr. NEHEMKIs. Mr. Whitney, before I dismiss you, may I just ask

one or two questions so that I may be clear in my own mind and

that the record may be perfectly clear?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMRIs. There is no question in your mind, is there, sir,

that there was a meeting at “the library” on May 5, 1920?

Mr. WHITNEY. Not the slightest.

Mr. NEHEMKIs And that the persons who were present at this

meeting were Mr. J. P. Morgan, Mr. Henry P. Davison, and Mr.

Robert Winsor?

Mr. WHITNEY. There is no question in my mind that they were

there, although, to make the record perfectly clear, we have no record

of such a meeting.

Mr. NEHEMRIs. And the only living person today who could testify

concerning what transpired during that meeting is Mr. J. P. Morgan?

The other two gentlemen who were present are deceased?

Mr. WHITNEy. Mr. Nehemkis, you used “could.” I have already

told you that Mr. Morgan says he can’t, and if this is an attempt

to disqualify my statement—

Mr. NEHEMKIs (interposing). Heavens, no! You misunderstand,

Mr. Whitney. -

Mr. WHITNEY. May I finish?

Mr. NEHEMKIS. Surely.

Mr. WHITNEY. The Hºts are as you state, but the inferences are

not, because I am perfectly competent to testify what went on at that

meeting from my own recollection. The question was technically cor

rect. Mr. Morgan is the only one of the three gentlemen who is now

living that attended that meeting. That is true.

Mr. NEHEMRIs. And the only record in evidence concerning what

transpired at that meeting and the agreement resulting therefrom is

Mr. Winsor's memorandum dated May 5, 1920?

1. “Exhibit No. 1673.”
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-º-, -

Mr. WHITNEY. That is not correct, because there is another memo

randum in evidence in which the first part of it is in my hand

writing.

Mr. NEHEMKIS. The aide memoire?

Mr. WHITNEY. It is a memorandum, isn’t it?

Mr. NEHEMKIs. What we have been calling the aide memoire?

Mr. WHITNEY. Well, whatever you want to call it, it is still a

memorandum which was on the purpose for which the meeting was

called, and of that I have personal knowledge, so that you can't, I

think, correctly say that the memorandum found in Kidder's files un

signed, and otherwise unidentified, except being there, is the only

memorandum that has to do with that meeting.

Mr. NEHEMRIs. Mr. Chairman, may I now recall Mr. Chapin?

The CHAIRMAN. Mr. Chapin.

Is this witness dismissed ? Do you wish the present witness to

step aside?

Mr. NEHEMRIs. If he will, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mr. Whitney.

TESTIMONY OF JOHN R. CHAPIN, KIDDER, PEABODY & Co., BOS

TON, MASS.—Resumed

PERCENTAGE PARTICIPATIONS SUBSEQUENT To “LIBRARY AGREEMENT’—

THE NEW ENGLAND INTERESTS

Mr. NEHEMRIs., Mr. Chapin, I observe that you have been present

at the session this morning, and you have no doubt followed the

testimony?

Mr. CHAPIN. Yes, sir.

Mr. NEHEMRIs. I have recalled you simply to review with you what

I have already reviewed with Mr. Whitney, the realinement in the

percentage interests after the arrangement or agreement of May 5,

1920. The percentage participations, as finally agreed upon, differed

from those suggested by Mr. Davison, in that Mr. Davison had pro

posed to allot a 6%-percent interest to Lee, Higginson, Guaranty

Trust Co., Bankers Trust Co., and a 9-percent interest to New

England, but the finally agreed-upon decision gave 5 percent to the

houses I have just mentioned, and 15 percent to New England, is
that correct?

Mr. CHAPIN. That is correct.

Mr. NEHEMRIs. Mr. Whitney's testimony has disclosed that as a

result of Kuhn, Loeb'sdºn with the redistribution reached

at the library,” an additional three-fourths of 1 percent was given

to Kuhn, Loeb, is that correct, sir.

Mr. CHAPIN. An additional three-fourths of 1 percent was given.

I presume it was through Kuhn, Loeb's dissatisfaction with their

10 percent.

Mr. NEHEMKIS. I was merely asking you to tell me whether the

three-fourths of 1 percent was made available.

Mr. CHAPIN. I understand.

Mr. HENDERSON, I asked Mr. Whitney whether he knew why Kuhn

Loeb was such a stickler for that other three-fourths percent. Do you

of your own knowledge know the reason?

1 “Exhibit No. 1679.”
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Mr. CHAPIN. I do not, sir.

Mr. NEHEMRIs. If I were to suggest that it might perhaps have been

that that immediately took them out of the 10-percent class and

ave them a standing probably third in the issue, is that likely to

#. been it?

Mr. CHAPIN. I should think that might very well have been it.

Mr. NEHEMRIs. Mr. Chapin, of this three-fourths of 1 percent, did

not Kidder, Peabody cede one-quarter out of its own participation?

Mr. CHAPIN. It did.

Mr. NEHEMRIs. The New England proprietary interests, therefore,

aS* agreed upon, were as follows [referring to “Exhibit No.

1674”]:

Kidder, Peabody & Co., 14% percent; Old Colony Trust Co., 3

percent; Estabrook, 2% percent; Day, 2% percent; Moseley, 1%

ercent; Hayden, Stone, 1% percent; The First National, 2 percent;

hawmut Bank, 2 percent; making a total of 29% percent. Do you

recall?

Mr. CHAPIN. Well, my remembrance was that Hayden, Stone were

1%, and Moseley 11%.

Mr. NEHEMRIs. I show you a memorandum, “Exhibit No. 1674,”

previously identified by you. I ask you to examine this and see

whether this refreshes your recollection.

Mr. CHAPIN. Moseley, one and one-third of this.

Mr. NEHEMKIS. Correct.

Mr. CHAPIN. And Hayden, Stone & Co., one and two-thirds, as I

stated.

Senator KING. Mr. Nehemkis, I notice Shawmut, 2 and 30. You

stated 2.

Mr. NEHEMRIs. I am not sure that I know which document.

Mr. HENDERSON. It is the last one.

Senator KING. The last one, the last item there on one of these

sheets. Shawmut, 2. Then there is a space, then, 30. The 30 would

not be a fractional part of the assignment to Shawmut; would it?

Mr. HENDERSON. That is the total of all New England interests.

Mr. NEHEMRIs. Except, Mr. Chapin, for the changes in name and

identity, those were the proprietary interests of the New England

group in all A. T. & T. and associated financing from the year 1920

until the last issue of A. T. & T. securities prior to the passage of the

Banking Act of 1933?

Mr. CHAPIN. From 1920 to 1930, those were the interests of the New

º group.

r. NEHEMRIs. And they remained as you have just testified?

Mr. CHAPIN. They remained that way.

Mr. NEHEMKIs. And the changes were as follows: The consolida

tion of the 3 percent interest of the Old Colony Trust Co. with the 2

percent interest of the First National Bank upon the consolidation of

these corporations in the year 1930?

Mr. CHAPIN. Yes. There was a consolidation of the securities de

partments of these two banks.

Mr. NEHEMRIs. And the transfer of the 2 percent interest of the

Shawmut Bank to the Shawmut Corporation in the year 1925?

Mr. CHAPIN. Yes.

Mr. NEHEMRIs. And the transfer of the Hayden, Stone & Co. inter

est of 1% percent to Haystone Securities Corporation in 1923?
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Mr. CHAPIN. Made at their request.

Mr. NEHEMRIs. That is all, Mr. Chapin.

I recall Mr. Whitney.

Senator KING. I would like to ask the last witness one question, if I

may. It may not be relevant to his testimony.

The CHAIRMAN. Mr. Chapin, will you again take the stand?

Senator KING. Were you familiar with the allocations which were

made of these?

Mr. CHAPIN. Only from the record.

Senator KING. Do you know whether or not the price paid for the

bonds, the stock, whatever were issued—

The CHAIRMAN (interposing). Bonds.

Senator KING. Bonds—was a reasonable price, or whether, if this

syndicate had not been formed, a better price might have been ob

º those seeking to dispose of the bonds from the general
U1011C :

p Mr. CHAPIN. Well, Senator, I can't go back as far as that to give

you any reasonable opinion on it.

Senator KING. That is all.

(The witness was dismissed.)

Mr. NEHEMRIs. Mr. Whitney, please?

TESTIMONY OF GEORGE WHITNEY, PARTNER, J. P. MoRGAN & Co.,

NEW YORK, N. Y.—Resumed

TELEPHONE FINANCING SUBSEQUENT TO THE BANKING ACT-ACTIVITIES OF

GEORGE WHITNEY

Mr. NEHEMRIs. Mr. Whitney, after the enactment of the Banking

Act of 1933, did not J. P. Morgan & Co. elect to discontinue its secu.

rities business?

Mr. WHITNEY. We elected to continue in the banking business.

Mr. NEHEMRIs. Which is saying the same thing that I asked you.

Mr. WHITNEY. It is the same thing, put a little more accurately.

Mr. NEHEMKIs. Now, during this 1933–34 period, was there not a

good deal of consideration given to refundings as a result of the decline

in the interest rate?

Mr. WHITNEY. 1933–34?

Mr. NEHEMRIs. Yes.

Mr. WHITNEY. I don't remember any. Was there a decline in the

interest rate? I don't remember any.

Mr. NEHEMRIs. Now, since you were recognized in the financial com

munity as your firm's specialist in Telephone financing, did any of

the investment banking houses have occasion to discuss with you

Telephone business?

Mr. WHITNEY. Of course, I must deny your qualification, and in the

second place, you are talking about 1933 and 1934.

Mr. NEHEMRIs. Yes.

Mr. WHITNEY. I don’t remember any.

Mr. NEHEMRIs. During the period 1933 through 1935, did any part

ners of investment banking firms have occasion to discuss with you

Telephone matters?

Mr. WHITNEY. Oh, I think so.

Mr. NEHEMKIS. Do you recall what partners of what firms?
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Mr. WHITNEY. Well, I should hesitate to attempt to try to recol

lect such an unimportant thing as that, inclusively. I remember cer

tain ones who did. But I would be bound to say that my recollection

has been rather stimulated by these papers you have asked from us.

I can remember a partner in the new firm of Kidder, Peabody &

Co., I remember talking about it with Mr. Mitchell.

Mr. NEHEMRIs. What partner of the new Kidder, Peabody firm'

Mr. WHITNEY. Several.

Mr. NEHEMKIs. By chance, Albert H. Gordon ?

Mr. WHITNEY. No.

Mr. NEHEMRIs. Which ones, do you recall?

Mr. WHITNEY. Well, there were three others, two others—Mr.

Chandler Hovey and Mr. Herman R. Kinnicut.

Mr. NEHEMRIs. Mr. Mathers, will you step forward, please? He

has already been sworn.

I show you a letter on the stationery of Kidder, Peabody & Co.,

dated New York, March 2, 1935, which purports to bear the signa

ture of Mr. Albert H. Gordon. Will you examine this and tell me

whether you obtained this from the files of the Central Hudson

Gas & Electric Corp.

Mr. MATHERS. I did, sir.

Mr. NEHEMRIs. That is all, thank you.

I read to you from the second page of his letter

Senator KING. By whom written?

Mr. NEHEMRIs. Álbert H. Gordon, partner of the firm of Kidder,

Peabody & Co., to John Wilkie, Esq., of Central Hudson Gas &

Electric Corp., dated March 2, 1935. I read from the second page

of this letter [reading from “Exhibit No. 1690”]:

It is my guess that there will be much utility refunding within the next six

months. At the moment Pacific Gas & Electric Company is working actively on

the refunding of its $40,000,000 5%% bonds due 1952. The Telephone Com.

pany has been giving serious consideration to refunding its Illinois Bell Tele

phone and Southwest Bell Telephone issues, but has decided for the time being

to do nothing because of political fears. Confidentially, George Whitney told

the company that it might be possible to sell these issues on a 3% basis, less

2% points to the bankers. Whitney feels that the company should proceed on a

refunding operation and is endeavoring to obtain reassurances from Washington

which will be satisfactory to the management.

I offer in evidence, Mr. Chairman, the letter just identified and

from which I have read.

(The letter referred to was marked “Exhibit No. 1690” and is in

cluded in the appendix on p. 12237.)

Mr. NEHEMRIs. Now, Mr. Whitney, do you recall, during this

period, having any conversations with Mr. Charles E. Mitchell con

cerning prospective Telephone financing?

Mr. WHITNEY. I have already said I did.

Mr. NEHEMRIs. Mr. Chairman, I would like you to examine a

stipulation signed by Mr. Mitchell, dated December 14, 1939, in con

nection with certain letters which I shall have occasion to offer in
evidence.

Senator KING. Is it your purpose to offer these letters without
further corroboration oftheir authenticity?

Mr. NEHEMRIs. That is what I requested Mr. Mitchell to do when

he signed that stipulation, so it would not be necessary to bring him

124491–40—pt. 23–9
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back. He had been a witness before the committee earlier last

week.

Mr. WHITNEY. Of course, the record shows that first letter from

Gordon has nothing whatever to do with us.

Has that been identified?

The CHAIRMAN. It was identified by one of the staff of the S. E. C.

Mr. WHITNEY. It has nothing to do with us, of course.

The CHAIRMAN. Is it your purpose to offer these various letters

and memoranda which Mr. Mitchell, by his stipulation, indicates

he would identify if he were present?

Mr. NEHEMRIs. Correct, sir.

The CHAIRMAN. Unless there is objection, they may be admitted as

they are presented.

Senator KING. Excuse me. Why didn't you offer the letters when

Mitchell was on the stand, if they are material?

Mr. NEHEMKIS. They were not material in connection with Mr.

Mitchell's testimony. They are now, with this witness’ testimony,

and I wanted the record to have the letters at this time, rather than

in another place, that was all.

The CHAIRMAN. You did not offer this stipulation. Perhaps you

had better do that.

Mr. NEHEMKIs. Shall I? I offer, Mr. Chairman, Mr. Mitchell's

stipulation.

The CHAIRMAN. It may appear in the record.

(The stipulation referred to was marked “Exhibit No. 1691” and

is included in the appendix on p. 12238.)

Mr. NEHEMKIS. I now read from a memorandum by Charles E.

Mitchell, dated June 27, 1935, addressed to three of his associates,

Messrs. G. Leib, E. Bashore, and S. Hawes [reading from “Exhibit

No. 1692”]:

In a general

The CHAIRMAN (interposing). This is one of the memoranda men

tioned in the stipulation?

Mr. NEHEMRIs. It is. I shall try and remember in each instance

to specify they are covered by the stipulation.

In a general discussion yesterday with Mr. George Whitney of J. P. Morgan

& Company, the subject of A. T. T. financing was brought up. Mr. Whitney

said that Mr. Walter Gifford was being pestered by proposals and calls from

investment banking houses and that he was doing nothing about any of them

other than to give full reports to Mr. Whitney.

Mr. Whitney intimated that J. P. Morgan & Co. would have very complete

domination in the matter of funding plans and the selection of bankers to

do the business, and suggested that aside from writing Mr. Gifford a personal

note, he felt it would be not only a waste of time but unwise to press financing

ideas upon him, and that when the time came for financing I need have no

fear that we would lose out by this procedure. I have written Mr. Gifford

as he suggested.

Initialed C. E. M.

Mr. Chairman, I offer this memorandum, covered by Mr. Mitchell's

stipulation, in evidence.

The CHAIRMAN. This is the memorandum dated June 27, 1935. It

may be received.

(The memorandum referred to was marked “Exhibit No. 1692” and

appears in full in the text.)
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Senator KING. Of course, your contention is it would not bind Mr.

Whitney or anybody else. It is Mr. Mitchell's.

Mr. NEHEMRIs. I have not made any allegations or characteriza

tions at all. I merely present the facts to you for your evaluation.

Mr. Mitchell wrote to Walter S. Gifford, president, American Tele

phone & Telegraph Co., as follows [reading from exhibit No. 1693]:

As you doubtless have read, I am back in the investment banking business, my

connection being that of Chairman of the Board of Blyth & Company.

Senator KING. Chairman of what?

fi Mr. NEHEMRIs. Of the board of Blyth & Co. That is Mr. Mitchell's

I'm.

I would be inclined to chat with you about your financing but I have no doubt

that you are being pestered from all quarters, and believing that whether the

banking house that has handled your financing in the past is in the investment

banking business or not, you will undoubtedly be guided by their views, I am

not going to count myself in among the pesterers. I merely remind you that I

am again active and if at any time I can be of service in any way, I Shall be

delighted.

Mr. Chairman, I offer in evidence the letter of Mr. Mitchell, dated

June 27, 1935, covered by the stipulation.
The CHAIRMAN. It will be received.

(The letter referred to was marked “Exhibit No. 1693” and is

included in the appendix on p. 12238.)

Mr. NEHEMRIs. I have here, Mr. Chairman, a letter from Mr. C. A.

Capek, C-a-p-e-k, assistant treasurer of Lee Higginson Corporation,

dated December 11, 1939, addressed to the committee's counsel. I read

to you from that letter [reading from “Exhibit No. 1694”]:

At the request of Mr. W. S. Whitehead, through Mr. N. P. Hallowell in our

New York office, we are enclosing a copy of a letter dated April 4, 1935, written

by Mr. Hallowell to Mr. Charles H. Schweppe in Chicago.

I now read to you from the letter transmitted as described.

Senator KING.' Who were those persons referred to by you just now?

Mr. NEHEMRIs. These are all parties associated with the investment

banking house known as Lee Higginson Corporation, with offices in

New York and Chicago, and elsewhere, and the letter is as follows

[reading from Exhibit No. 1695]:

I had a very interesting luncheon yesterday with Walter Gifford of the

Telephone Company. They are considering registering a $50,000,000 issue of

Southwestern Bell Telephone Co. The bonds outstanding were offered in 1924

by J. P. M. & Co., K. L. & Co., Kidder, Peabody & Co., First National Bank,

Bankers Trust Co., Harris Forbes, National City Co., Guaranty Co. and L. H. &

Co. These bonds are callable at 105 whereas most of the telephone issues are

callable at 110.

He said—

Referring to Mr. Gifford—

they were tied up to no one and they had not discussed how to take up

the matter of selling. He said that a great many houses on the street have

been to him for telephone refunding and that he realized there was quite a

problem ahead of them to do the thing right so as not to stir up enmity among

the various houses on the street. I said “Why not use those members of the

old telephone group who are still in the business as a starter, and invite in

others who are the leading distributors?” He said that very possibly that

might be a good way to do it. He told me that J. P. M. & Co. would not

be the guiding hand as to who was to come in. I told him that if he wanted

to sell us $50,000,000 Southwestern Bell Telephone 3%s at 100 less 2%%

commission we would take them. That led to the question which I was hoping
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he would ask of the set-up of our corporation and our capabilities for doing

business and gave me the chance to tell him the amount of business we have

been in during 1934. He said it has been suggested that they sell this $50,000,000

issue to one or two insurance companies but he did not think that that was

a very good idea but even if they did. that they would want to register the

bonds as he would have nothing to do with private sales. I told him that

if he did have them registered we could sell them to insurance companies as

well as anybody else but he said in case they did the Company would do it

direct, but there again that probably was not the best thing for the Company

to do.

He understands our position in the old telephone group and I am sure

would not object, in fact, I think he would be glad, to have us in any group

doing telephone financing in the future but he reiterated that they had not

discussed any group and that they were beholden to no one. He told me

to call him up towards the end of the month and perhaps he could tell me

more. He was very friendly and I feel free to go to him at any time and I

certainly will not leave it until the end of the month before seeing him again.

I want you to note, if you will, Mr. Chairman and members of

the committee, this last paragraph [reading further]:

In spite of his saying that Morgan would not wield the guiding hand

he said of course he would talk everything over with George Whitney and it

might be a good idea for me to talk to George Whitney also, which I will do

next week on his return. So far so good. If you can offer any suggestions

which would help me in making more sure of our position, please let me

know.

Mr. Chairman, I offer in evidence the letters which I have just

read to you.

The CHAIRMAN. They may be received.

(The letters were marked “Exhibits Nos. 1694 and 1695” and are

included in the appendix on p. 12239.)

Senator KING.. I have gathered, during the short time that I have

been here this afternoon—and I apologize that I have not been here

before—I was west and didn't return to Washington until a few

minutes ago—that an issue was to be made by the Telephone Com

any of a considerable sum for the purpose of refunding, if not

or original issue, and the talk to which you have referred and the

letter to which you have referred, dealt with the possibility or the

probability of certain organizations, certain investment banking

companies and corporations, taking these various issues?

Mr. NEHEMRIs. Yes.

Senator KING. Well, is it your contention that that was a violation

of any law if issues were divided among a large number of people

where millions and hundreds of millions were involved?

Mr. NEHEMKIS. It's not my function, Senator King, to make alle

gations of that sort, . I present to you facts, and you evaluate them.

Senator KING. I think I understand you, Mr. Nehemkis.

Mr. NEHEMRIs. Just so that we may review the matter to date,

review the sequence of events together, Mr. Whitney, I understand you

to testify that at this time, J. P. Morgan & Co. had elected to remain

a bank of deposit; right?

Mr. WHITNEY. At what time are you talking about?

Mr. NEHEMKIS. 1933–35, the period of time now under discussion.

Mr. WHITNEy. Just in the interest of accuracy, we did not make that

election until June 1934; in '35, obviously we had made the election.

Mr. NEHEMRIs. And J.P. Morgan & Co. at this time was no longer
in the securities business?

Mr. WHITNEY. No.
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Mr. NEHEMKIS. That is correct?

Mr. WHITNEY. Certainly.

Mr. NEHEMRIs. At that time, Mr. Whitney, were you a member of

the board of directors of the A. T. & T. Co.'

Mr. WHITNEY. No. I never have been.

Mr. NEHEMKIs. But Mr. Gifford felt constrained to make reports to

you about all discussions that he was having with other members of

the investment banking community, according to Mr. Mitchell?

Mr. WHITNEY. My understanding, Mr. Chairman, is that Mr.

Nehemkis wants me to take up these exhibits and discuss them, but

I can’t discuss anything about Mr. Gifford quoted by other people.

I can comment on all these, and I hope I will have the opportunity

to do so as far as they affect me, but I can't answer the question.

The CHAIRMAN. You are at liberty to make any comment you

care to.

Mr. WHITNEY. The question counsel asks would be impossible for

me to answer of my own knowledge. He asked me if Mr. Gifford felt

free to call upon me.

Mr. NEHEMRIs. I was referring to a memorandum which I will

now refer directly to the witness, in which Mr. Charles E. Mitchell,

whom we had the pleasure of hearing recently, reported to his asso

ciate Mr. Bashore on June 27, 1935, that he had a conference with

Mr. Whitney and that Mr. Whitney and he had discussed Telephone

matters. I think it is perfectly proper under the circumstances for

me to ask the witness whether he has any knowledge about a confer

ence of that sort.

The CHAIRMAN. Well, that question has not been raised. Of course,

there would be no objection to your asking the question, and the wit:

ness has already indicated his desire to make comment upon these

matters, and, of course, the committee will be very glad to extend

him that opportunity.

Mr. WHITNEY. Well, that last question is a very simple one to

answer, if there were a question in that statement, because, of course,

I did, as I testified earlier, have a talk with Mr. C. E. Mitchell about

Telephone financing. He was one of the three men I mentioned with

whom I had talked. The fact is also true that I had several talks

during 35 with Mr. Gifford about his financing plans.

I would like, if I may, to recall to the committee the fact that I

have testified several times in the last 2 days that my firm had been

employed in the past with others by Mr. Gifford to do a certain

mechanical part of the financing and resetting of the Telephone pic

ture. My firm, and partly myself—perhaps largely myself as an

individual—had been advising the Telephone Company on financial

matters since 1920 anyway, and probably before that, and while we

were out of the security business from June 1934 there was nothing

implied or anything else in the law that we could not continue to

serve our clients, and we have tried to do so ever since and will

continue to do so in a way that is entirely proper.

Mr. Gifford came to me because he wanted to get advice on his

financial program. It is a matter of almost common knowledge that

the passage of the Banking Act in 1934 necessarily threw out of gear

1. “Exhibit No. 1692.”
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the existing machinery of investment banking. We were only one of

many whom that affected, as has been testified here.

Mr. Gifford certainly came to us and asked our advice, and I

certainly gave him all the advice and the best advice that I could

possibly do. This second paragraph of this memorandum, as the

Senator pointed out, says or intimates certain things. Well, I just

think, if I may be so bold as to say this, it is just nonsense. I could

not have ever intimated that I could dominate or ever wanted to

dominate Mr. Gifford, and anybody who had ever seen him would

know this statement was ridiculous; at best, it only says intimated,

that I intimated, whatever that means.

Now, you have read other letters, from Mr. Hallowell,” and you

have read a letter—well, that is the only other one, I guess, which

says that Mr. Gifford was talking to me, but Mr. Gifford's own

exposition of his attitude toward the problem, it seems to me, is the

most accurate one. Nobody dominated him—which I have been try

ing to say all morning and Friday. He was talking to various peo

ple, had given consideration to many plans, and as a matter of fact,

Senator, there was no immediate contemplation of any financing.

That was merely one of many things that he did consider, and it

wasn’t that particular issue that was the first one after this interval.

There wasn't any other issue, if my memory is correct, until 6 months

after all these conferences.

But I can't—Mr. Mitchell brought an inference from me, but I

would like to take this opportunity to just say that when he claimed

that I claimed or intimated or anything else, that I had complete

domination, it just is silly.

- Senator KING. That is, it isn’t true?

Mr. WHITNEY. It isn’t true.

Mr. NEHEMRIs. Mr. Chairman. unless it is the pleasure of the com

mittee to direct any further questions to Mr. Whitney, he may be
dismissed. I desire to call another witness.

The CHAIRMAN. Well, now, have you finished—

Mr. NEHEMKIs (interposing). I have finished with Mr. Whitney

InOW.

The CHAIRMAN. You are not going to recall him?

Mr. WHITNEY. Oh, I think so.

May I read just one very short statement, because I should like to

do it to make it perfectly clear? This came up in the very beginning.

Just to clarify things, I should like to read this statement issued by

J. P. Morgan & Co. made on June 7, 1934. It is as follows [reading]:

In order to comply with existing banking laws, both state and federal, we have,

under Article IV of the New York State Banking Law, made application to

Joseph A. Broderick, State Superintendent of Banks, to continue as private bank.

ers. The Superintendent has made an examination of our affairs as of June 1,

1934, and in the event that he approves the application, we shall, in accordance

with the law, be prepared to publish our statement whenever called for by the

State Superintendent of Banks.

Just so that the record will be clear as to what we did do.

Senator KING. That is, after J. P. Morgan & Co., if it had not been

before, was incorporated, it existed under and by virtue of the laws of

the State of New York?

1 “Exhibit No. 1692.”

2 “Exhibit No. 1695.”
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Mr. WHITNEY. Yes, as required by the banking law of 1935.

Senator KING. I see.

Mr. WHITNEY. Or license.

Senator KING. License law, and that license still exists?

Mr. WHITNEY. Yes, sir.

Senator KING. And any operations to which reference has been made

since you have been on the stand have been under and by virtue of

tºº, of the corporation to which you referred?

r. WHITNEY. Yes, sir.

Senator KING. After the last—

Mr. WHITNEY (interposing). We have been rendering a service to

our clients which is in no sense investment banking service. It is in

full compliance with the Federal laws and the State laws.

The CHAIRMAN. Thank you, Mr. Whitney. The committee is very

grateful for your very ready responses to the many questions which

have been asked.

Call your next witness, Mr. Nehemkis.

Mr. NEHEMKIs. Mr. Harold Stuart, take the witness stand, please.

TESTIMONY OF HAROLD L. STUART, PRESIDENT, HALSEY, STUART

& CO., INC., CHICAGO, ILL.

The CHAIRMAN. Do you solemnly swear that the testimony which

you are about to give in this proceeding will be the truth, the whole

truth, and nothing but the truth, so help you God?

Mr. STUART. I do.

The CHAIRMAN. Please be seated, Mr. Stuart.

REQUEST BY HALSEY, STUART & Co., INC., TO BID ON ILLINOIS BELL

TELEPHONE CO. BONDS

i. Neurºsis. Mr. Stuart, will you state your name and address,

please :

Mr. STUART. Harold Leonard Stuart, 999 Lake Shore Drive,

Chicago.

Mr. NEHEMRIs. And you are associated with the investment bank

ing firm of Halsey, Stuart & Co.?

Mr. STUART. I am the president of Halsey, Stuart & Co.

Mr. NEHEMRIs. Mr. Stuart, will you tell me about how large your

distributing organization is at the present time, what your facilities

are for distributing securities throughout the country?

Mr. STUART. Well, we have a great many salesmen. I can’t give

you the amount offhand.

Mr. NEHEMRIs. Well, just indicate the size.

Mr. STUART. Oh, I should say we have upward of a hundred.
Mr. NEHEMRIs. Upward of a hundred?

Mr. STUART. Yes.

Senator KING. May I ask a question?

Mr. NEHEMRIs. Surely.

Senator KING. Is the corporation organized under the laws of
Illinois?

Mr. STUART. It is, and its main office is in Chicago.

Senator KING. It has branches in various other parts of the United

States, or representatives, rather?

ART. Yes, and branch offices.
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Senator KING. That is since it became a corporation. When did it

become a corporation?

Mr. STUART. In 1911.

Senator KING. And it existed since that time without modification

of its charter?

Mr. STUART. The name was changed to Halsey, Stuart & Co. in

1916.

Senator KING. All right.

Mr. NEHEMRIs. In about the year 1935 or 1934, were the distribut

ing facilities of your firm less than they are at present?

r. STUART. They were fully as big as now,

Mr. NEHEMRIs. Fully as big. Without giving me any precise fig

ures, but just responding, if you will, to my question generally, would

it be fair to say that the capital position of your house compares

favorably to that of any other investment banking house in the

|United States?

Mr. STUART. I wouldn’t have a direct knowledge of that, but that

is my impression.

Mr. NEHEMRIs. Would that also have been true on or about the

years 1934, 1935?

Mr. STUART. I believe so.

Mr. NEHEMKIS. Is it a correct assumption on my part, Mr. Stuart,

that outside of the city of New York, your firm is one of the largest

houses?

Mr. STUART. I think so; yes.

Mr. NEHEMKIs. And that your general securities business compares

favorably to most houses in the city of New York?
Mr. STUART. I think that is a fair statement.

Mº; NEHEMRIs. Now, during—have you been in the room this after

InOOn 4

Mr. STUART. I have.

Mr. NEHEMKIS. As a matter of fact, you have been here for several

days, haven’t you?

Mr. STUART. I have been here since last Tuesday.

Mr. NEHEMRIs. You heard the testimony of the previous witness?

Mr. STUART. Yes: I did; most of it.

Mr. NEHEMRIs. So you are familiar with the time sequence that

we are now discussing, the period 1934–35? -

Mr. STUART. I think I am; yes, sir.

Mr. NEHEMKIS. At about that time, Mr. Stuart, were you interested

in Telephone financing?

Mr. Štúrr ſtried to be interested in Telephone financing.

Mr. NEHEMRIs. In what way did you try to get interested in Tele

phone financing?

Mr. STUART. In the summer of 1935, I understood that the Illinois

Bell Telephone Co. were going to refund their bonds—were talking

of it—and I sought an opportunity to bid on those bonds. -

Mr. NEHEMKIS. Whom did you see? You say you sought an

opportunity?

Mr. STUART. I sought an opportunity from Mr. Gifford.

Mr. NEHEMRIs. The president of the Telephone Company?

Mr. STUART. The president of the American Telephone & Tele

graph Co.
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Mr. NEHEMRIs. In other words, you came on from Chicago to New

York presumably and arranged an appointment and saw Mr. Gifford?

Mr. STUART. I did.

Mr. NEHEMKIS. Can you recall at this time the general nature of

your discussion with Mr. Gifford 7

Mr. STUART. Yes; I can. I was particular to be introduced to

Mr. Gifford, whom I didn't know, so that he would feel that he was

talking to someone of responsibility, and I told him that I was there

for the purpose of seeking an opportunity to bid on the Illinois Bell

Telephone bonds if, as, and when refunded. He was very pleasant

and very brief; he told me that all his affairs were in the hands of

Morgan Stanley & Co. and if I wanted to participate in any bond

issues, it could only be through them.

Mr. NEHEMRIs. No further questions, Mr. Chairman.

Senator KING. How large were the bond issues that you were

interested in §

Mr. STUART. Forty-five or fifty million.

Senator KING. For the one company?

Mr. STUART. Of that company; yes, sir.

Senator KING. Did you seek an opportunity to bid on the bonds.

other than that which you have just related?

Mr. STUART. That was as far as I could go.

Senator KING. You didn’t see anybody else?

Mr. STUART. No.

Senator KING. Did you attempt to buy any of the bonds after they

had been floated?

Mr. STUART. I think we had a small participation in the selling

I'OUID.

. MILLER. What was the size of the participation, Mr. Stuart?

mall?

Mr. STUART. Well, I would have to guess at it. I would say $350,000

to $500,000, which would be small for us.

Mr. MILLER. That was in the selling syndicate?

Mr. STUART. That was in the selling syndicate; yes, sir.

Mr. MILLER. Did you speak to Morgan Stanley after Mr. Gifford

suggested it?

Mr. STUART. My recollection is that I asked Mr. Gifford if he would

care to, when he refused to give me a chance to bid, that I asked him

if he would feel like officially requesting Morgan Stanley & Co. to

allot a very substantial amount of that issue to the Chicago dealers,

including my own firm, and he said “no”; that he would not make any

such request, but that he would mention the matter to Mr. Stanley,

and he advised me to telephone Mr. Stanley.

Mr. MILLER. But you didn’t do so?

Mr. STUART. I went back to Chicago and thought it over, and then

telephoned Mr. Stanley, not for the purpose of asking him for a posi

tion in the underwriting, but really to check up to see whether Mr.

Gifford had telephoned Mr. Stanley. Mr. Stanley said Mr. Gifford

had spoken to him about it. -

Mr. MILLER. And you said nothing further then? You said nothing

further to Mr. Stanley?

Mr. STUART. No, sir; that was all.

The CHAIRMAN. How long have you been engaged in the investment

banking business?
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Mr. STUART. Well, I am 58 years old, and I have been in it since

I was 13.

Mr. HENDERSON. Did you have much capital at that time?

Mr. STUART. I didn’t have a dime.

Senator KING. Has it been profitable? It has been profitable, hasn't

it?

Mr. STUART. On the whole, yes; I think it has. -

The CHAIRMAN. And are you familiar with this method of financing

referred to by one of the witnesses as a “frozen” system?

Mr. STUART. I have learned more in the last week than I ever

dreamed about the manner in which these syndicates in the East are

handled. I have always lived in Chicago and have done business in

Chicago.

The CHAIRMAN. Well, do they have any “frozen” accounts out

there?

Mr. STUART. I have never been a party to one.

Mr. NEHEMRIs. That was not the question.

The CHAIRMAN. Well, do they have them?

Mr. STUART. I say, they may have them, but I have never been a

party to them.

The CHAIRMAN. Well, do you know of them?

Mr. STUART. I do not, but that doesn’t mean that one doesn't exist.

The CHAIRMAN. Yes; then what has been the type of financing in

which you have been engaged, if it has not been the frozen type?

Mr. STUART. All types of financing but—

The CHAIRMAN (interposing). I mean with respect to this particu

lar issue of the frozen account as against one that is not frozen.

Mr. STUART. Well, my experience in general is that when every

deal comes up, it is considered on its own basis at the time.

The CHAIRMAN. Well, by that do you mean that an issuer does

not ordinarily go to one banker and say, Will you handle this ac

count for me, or that he always offers it to a group of bankers, to

get competitive bids, as it were?

Mr. STUART. Well, since, I think before the passage of the Securi

ties Act in 1933, it was the general custom for a corporation to pick

out, an investment banker that they wanted to take charge of their

business and do it with them, but since that—since the passage of the

act, why, it has been anybody’s business.

The CHAIRMAN. Well, was that the custom in Chicago prior to the

passage of the act?

Mr. STUART, Yes; I think that was the custom generally prior to

the passage of the act, yes, sir.

The CHAIRMAN. Then you have had experience of that kind, in

Halsey, Stuart?

Mr. STUART. Oh, indeed, we have had experience, but you asked a

while ago, as I understood it, about whether such accounts were

frozen, and we were always sure of a certain percent of Something,

and I had to say no, we were not.

The CHAIRMAN. Well, I am trying to get a thorough picture of just

how you understand this business to have been handled.

Mr. MILLER. Mr. Chairman, may I ask a question?

The CHAIRMAN. Go ahead.

Mr. MILLER. Mr. Stuart, have you no accounts of corporations that

you handled over periods of years, or have you always done financing

at least headed up groups, that did their financing? 5
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Mr. STUART. Yes; we have such, or we had, until the passage of the

Securities Act, but since then, it has been very much scattered. The

business that we used to have we don’t have now.

Mr. MILLER. Have you done no financing since the passage of the

Securities Act for any of these corporations that you previously had?

Mr. STUART. Yes, we have done some.

Mr. MILLER. Which ones, Mr. Stuart?

Mr. _STUART. Well, now, let me give you—you take the Middle

West Utilities Co.: Prior to the passage of the Securities Act, we

did a great deal of it; we were head of the financing, the bond financ

ing. All we handled were bonds, of many of the companies. But

since that time, I should say, of a dozen different issues that we

formerly were the head of, we have not been the head of now but

have had some participation in them.

Mr. MILLER. Well, I asked you if there were any that you had done

the financing for since, that you had always done before?

Mr. STUART. That we did before?

Mr. MILLER. Yes.

Mr. STUART. Yes.

Mr. MILLER. And I asked you if you would tell me a few of the

accountS.

Mr. STUART. Well, take the Commonwealth Edison Co., People's

Gas Co., Central Illinois Public Service Co., Northern Indiana Pub

lic Service Co., Public Service of Indiana.

Mr. MILLER. The accounts, then, have carried over since the pas

sage of the Banking Act, and you still are doing the financing and

heading up the groups?

Mr. STUART. Quite right.

Mr. MILLER. Are any of those—have you still associated with you

some of the previous syndicate members who were associated in the

beginning before the passage of the Security Act?

Mr. STUART. Well, some, yes, sir, but they are very largely new

names, very largely new people.

Mr. MILLER. Why is that, because of changes in houses?

Mr. STUART. Changes in business, houses going out of business,

consolidations, disappearance of bank affiliates.

Senator KING. Then there has been mortality among the invest

ment bankers as well as those engaged in commercial banking?

Mr. STUART. Yes, sir.

Senator KING. You know, in the West, the name Halsey, Stuart &

Co. is very familiar to us. You have done a good deal of business in

the West, have you not?

Mr. STUART. Yes, sir.

Senator KING. In the mountain region?

Mr. STUART. Yes, we have done quite a good deal.

Senator KING. You had competition, I suppose, but still you under

wrote a good many of the bonds, didn't you?

Mr. STUART. Yes, sir.

Senator KING. And sold a great many issues?

Mr. STUART. Yes, sir.

Senator KING. You had no competition from the banking houses

in New York, did you, the investment-company houses in New York?

124491–40—pt. 23—8
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Mr. STUART. Well, if there is any business that we have got in

Chicago that the New York investment houses haven’t tried to get

since the passage of the Securities Act, then I don't know what it is.

Senator KING. Well, it is a wholesome thing if there is competi

tion, isn’t there?

Mr. STUART. Oh, I agree to it.

Senator KING. But, I say, in the West, and I am particularly re

ferring to the western coast, and to the intermountain region, you

have done a large amount of business there, and you haven’t had very

much competition from the investment houses of New York, have

Ou?
y Mr. STUART. Well, we haven’t done so very much out in the west

coast region. Our business has been done mostly in the Central West.

Senator KING. And when you built up a reputation for integrity,

as I assume you did, and I am very happy to confirm that assump

tion—

Mr. STUART (interposing). Thank you, sir.

Senator KING. Then you attempted, of course, to hold your clien

tele, did you not?

Mr. STUART. We tried to give them our best service; yes, sir.

Senator KING, And would you take over their bond issue, the en

tire bond issue, if you could?

Mr. STUART. Yes, sir.

Senator KING. Without dividing it with A, B, and C, if you could?

Mr. STUART. If I could get it all, we'd do it.

Senator KING. Exactly. And that has usually been the case of the

investment companies, hasn’t it?

Mr. STUART. I think it has. That is what we are in business for.

Senator KING...And the largest investment companies, of course,

have been established, and, having established themselves and ob

tained their clientele, had some little advantage, the same as you had

a little advantage, over the smaller investment companies; that is,

not investment companies, but patrons who desired credit, and spe

cially those that were new corporations, new sources, new organiza

tions that desired capital?

Mr. STUART. No; I wouldn't say that is so. I would say that there

are a, §§ many organizations that have been formed since the pas

sage of the Banking Act that do get the business of former concerns

who were not in the business then.

Senator KING. Well, isn't it a fact it is the same with investment

companies as it is with lawyers; if a lawyer has established himself

as in the confidence of a large clientele, when a corporation or an

individual gets into trouble, who have been the clients of this lawyer,

they go to him rather than to some other lawyer who might be just

as good, or perhaps even better?

Mr. STUART. I should think that was natural; yes, sir.

Senator KING. And the fact that very large bond issues, as a rule,

seek large investment companies—that is, investment companies of

integrity and prestige and capital such as yours, Morgan, and others,
I am not sure of the names—seek them for the floating of their bonds

or the sale of their securities?

Mr. STUART. I think that is generally true; yes, sir.
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Senator KING. Now, there is no inhibition or no prohibition

against an individual or a corporation seeking capital, going to any

person where they could get the best results?

Mr. STUART, I don’t think there is, but some of my competitors

don’t agree with that. I think that Halsey, Stuart's policy is that

they will bid on any bonds that they want to buy, where invited to

do so by the responsible official of the corporation, regardless of who

has been the banker before, and we are constantly seeking such con

tacts or opportunities.

Senator KING. But you have a chance to bid on any issue that is

made by a corporation?

Mr. STUART. Well, we didn’t have a chance on the Illinois Bell

Telephone Co.

Senator KING. Why?

Mr. STUART. I can’t answer.

sºlator KING. Why didn't you go to the corporation and ascer

tain

Mr. STUART, Why, we thought that Mr. Gifford was the man to see.

º: I made a mistake there; perhaps I should have gone to some

One eISe.

Senator KING. Well, did he tell you to go to anybody else?

Mr. STUART. He did not; no, sir.

Senator KING. Well, why didn't you go to somebody else?

Mr. STUART. Well, again, I repeat that I thought he was the man

to See.

Senator KING. Did you tell him that you would bid more than any

body else?

Mr. STUART. I didn't get that far.

Senator KING. You didn’t get that far? Well, if you were very

earnest to obtain the business, why didn't you make him an offer?

Mr. STUART. Well, I don’t think we would want to do that. I

!". think we would want to make an offer unless we were invited

to do it.

The CHAIRMAN. Mr. Stuart, if I understood you correctly, you said

that you had learned more about the manner in which the investment

banking business is conducted in the East during the few days you

have been attending this committee hearing than you had known

before. Did I understand you correctly?

Mr. STUART. You did, sir.

The CHAIRMAN. Would you mind telling us what is the outstand

ing fact that you have learned about this business?

Mr. STUART. Well, briefly, it amused me very much to find out that

the boys all divide up something they don’t own. [Laughter.]

The CHAIRMAN. Anything else?

Mr. STUART. I think that covers a lot, Senator.

The CHAIRMAN. Very well. Thank you very much, Mr. Stuart.

Mr. NEHEMKIS. I call Mr. Albert H. Gordon.

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceeding will be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. GoRDON. I do.
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TESTIMONY OF ALBERT H. GORDON, KIDDER, PEABODY & CO.,

NEW YORK, N. Y.

The CHAIRMAN. Please be seated.

Mr. GoRDON. Thank you.

Mr. NEHEMRIs. Mr. Gordon, will you state your full name and ad

dress to the reporter, please?

Mr. GoRDON, Albert H. Gordon, New York City.

Mr. NEHEMRIs. Are you not a partner of the new firm of Kidder,

Peabody & Co.'

Mr. GoRDON. Yes, sir.

Mr. NEHEMRIs. How long have you been a member of that firm'

Mr. Gordon. I became a partner in March 1931.

KNowLEDGE BY THE REORGANIZED KIDDER, PEABODY & Co. OF “LIBRARY

AGREEMENT’ OF 1920

Mr. NEHEMRIs. Were you present today during the earlier testi

mony, Mr. Gordon?

* GoRDON. I have been here during all the time today and on

Friday.

º'sEHEMRIs. Mr. Gordon, were you familiar with the agreement

of May 5, 1920, in a general way, before you heard the testimony here?

Mr. GoRDON. I was not familiar with the agreement set forth in

the papers until those papers were shown me after they had been taken

from the files of our predecessor firm in Boston. In a general way,

I knew of Kidder, Peabody's position in the Telephone business in the

past, and I knew the specific amounts that Kidder, Peabody & Co.

had underwritten in the past, but as to the agreement, I had no knowl

edge of it. Before we took over the business of Kidder, Peabody &

Co. in 1931, we made a very thorough study of its background. Obvi

ously, in 1931, we were not going to risk our capital unless we made a

study which, to our satisfaction, was thorough. It was obvious to us

that the most important phase of Kidder, Peabody's business had been

the distribution of Telephone securities. Kidder, Peabody had prob

ably, or has probably, distributed more Telephone securities than any
other concern in the United States.

In spite of the financial difficulties of Kidder, Peabody in 1931, it

seemed to us that the name could be rehabilitated because there must

have been a great many satisfied clients who had bought Telephone

securities from Kidder, Peabody & Co. We did not think that there

was any agreement, that Kidder had any proprietary interest or any

agreement for Telephone financing. We did feel, however, that if we

built back the business, that if we could keep our capital intact, which

we put into the business, and if we could build up the distribution, that

we would be approached by whoever led the Telephone business, to

take part in it. 2

In passing, I would like to comment, if I may, on the term “pro

prietary.” I never heard the term until these papers were shown to

me, when they were taken from our Boston files. I understand that

Mr. Winsor, the senior partner of the old firm, was very adept at

coining phrases, and, therefore, I think that the term “proprietary”
is an invention of his.
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The CHAIRMAN. Well, you noticed that it went through a large

number of exhibits?

Mr. GORDON. Mr. Chairman, Mr. Winsor was the dominant partner

of Kidder, Peabody from 19— I can’t say the exact date, but from

around 1910 or 1915, until his death. Practically nothing was done

in Kidder, Peabody & Co. without Mr. Winsor's full knowledge and

approval.

The CHAIRMAN. The first exhibit that I recall was that of, oh,

sometime during 1920. Perhaps my recollection may be a little

vague, but it appeared then, and then again as late as 1924 with the

memo” on which there was a notation as late as February 1930,

and in this exhibit of 1924, not only do you have the heading, “Pro

prietary Interests,” but on the attached memo " you have this phrase:

“Balance of seven-eighths divided as usual to proprietors.” So that

the idea is used in two ways, proprietary and proprietors.

Now, are you testifying that though this apparently appeared on

various memoranda in the files of the old Kidder, Peabody Co., you

never had any knowledge of it at all?

Mr. GoRDON. No, sir; I never had any knowledge of it.

Mr. NEHEMRIs. Mr. Gordon, did I understand you correctly to say,

in response to my question, that you never had any knowledge of the

agreement of May 5, 1920? Now, before you answer, I want you to

think very carefully.

Mr. GoRDON. I had no knowledge of any such agreement. As I

have said, in studying the records, the syndicate records, which were

available to me, I knew that Kidder, Peabody had a certain per

centage in various issues of the Telephone Co. and of its subsidiaries.

I had no knowledge of any agreement that had been made between

Mr. Winsor and the partners of J. P. Morgan & Co.

Mr. NEHEMRIs. You did know, did you not, that the old firm of

Kidder, Peabody had operated under some kind of an arrangement

for many years, whereby it had the exclusive distribution of Tele

phone securities in New England?

Mr. GoRDON. Yes; I knew that.

Mr. NEHEMRIs. Now, Mr. Gordon, about the early part of Septem

ber of the year 1935, did you have occasion to discuss the matter with

Mr. Harold Stanley of the newly organized firm of Morgan, Stanley

& Co., Incorporated?

Mr. GoRDON. If I may do so, I should like to go back to 1931, to

the conversations regarding Telephone business and tell about them.

Mr. NEHEMRIs. Well, I will give you full opportunity, as every

witness has always had, as you know, since you have been here, but

may I ask if you answer my question as best you canº

Mr. GoRDON. May I have that question again?

(The question was read.)

Mr. GoRDON. To the best of my knowledge, I did.

Mr. NEHEMRIs. Now, what was the nature of your discussions with

Mr. Stanley, as you recall them now?

Mr. GoRDON. When I learned that Morgan, Stanley had been asked

by the Telephone Company to form a syndicate to underwrite and dis

tribute the Illinois Bell Telephone bonds, I went to Mr. Stanley to

* “Exhibits Nos. 1672 .”

a “FXhibit No.iºd 1674

* “Exhibit No. 1680–1.”
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ascertain what our position would be. I told him of it, reminded him

of the past background of Kidder, Peabody in Telephone securities.

I told him of what we had done to build up our position in distribut

ing over the period of 1931 to 1935. I told him that because Kidder,

Peabody had distributed so many securities, Telephone securities, that

we felt that we were in an unusually good position to do an effective

job in the prospective issue.

Mr. NEHEMRIs. Did you not also

Mr. GoRDON. I used—

Mr. NEHEMRIs. Oh, excuse me. I’m sorry.

Mr. GoRDON. The matter was of very great importance to us, ob

viously. I used every argument at my command to get as large a

position as possible for my firm.

Mr. NEHEMRIs. Did you not also discuss with Mr. Stanley at this

time whether or not your firm would have, as it did in the old days,

the exclusive distribution of Telephone securities throughout New

England?

r. GoRDON. No, sir; and I wished to go back to 1931 in order to

explain that.

Mr. NEHEMKIs. I will give you a full opportunity to do that, Mr.

Gordon.

Mr. GoRDON. But by that time we knew that there was not the

slightest chance of our wholesaling securities in New England and, to

the best of my knowledge, that subject was not mentioned. It is dif:

ficult to remember exactly what took place 4 years ago.

Mr. NEHEMRIs. Now, you said, if I understood you correctly, that

you knew by that time that you would not have any chance to get the

New England distribution. Just how did you know that fact?

Mr. GoRDON. If I may, Mr. Chairman, I would like to go back, as I
said before—

Senator KING, You can go back.

Mr. GORDON. It is very difficult for me to put back pieces. I can do

it as a whole. I have never been a witness in this kind of thing before
and * it very difficult for me to answer the question as perhaps

you wish.

(Senator King assumed the chair.)

Acting Chairman KING. It might be wise not to state conclusions on

hearsay testimony. If you have primary testimony—

Mr. GoRDON (interposing). Yes, sir; thank you.

Before we took over the business, we investigated the background.

It was obvious, as I said, that one of the main reasons for our being
interested was the performance of Kidder, Peabody in Telephone

securities. We negotiated the purchase of thejof the business

from the old partners, represented by a revolving credit which was

headed by J.P. Morgan & Co. Most of our conversations for purchas.

ing goodwill of the business took place with Mr. George Whitney.

Mr. Whitney told us that if any Telephone financing came in the

future to J. P. Morgan & Co. there would have to be a change in the

status of Kidder, Peabody & Co. in the account; that wholesalin by

two different concerns of an issue was not Sound, control should be

unified, and that we would just have to reconcile ourselves to the

.#. reconcile ourselves, but take into account that there

would be such a change.
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He told us that our position would depend on circumstances pre

vailing at the time of a future issue, and would be decided on

Mr. NEHEMKIs (interposing). May I interrupt you just a moment,

Mr. Gordon. What was the time of this conversation with Mr.

Whitney?

Mr. GoRDON. This conversation took place, roughly, in January,

either January, February, or March, of 1931.

Mr. NEHEMRIs. Will you proceed, Mr. Gordon.

Mr. GoRDON. Then that answers the question of when we learned

that Kidder, Peabody & Co. would not have the right to wholesale

Telephone securities in New England—that is, Kidder, Peabody &

Co., as a new firm, would not have the right if we organized it. When

we talked to Harold Stanley, in 1935, Harold Stanley said Morgan,

Stanley was a new firm; Kidder, Peabody was a new firm, and the

iºn would have to be—the circumstances would have to be de

C1C1601.

*g Chairman KING. Well, Kidder, Peabody was not a new firm,

was it

Mr. GoRDON. Yes, sir.

REORGANIZATION OF KIDDER, PEABODY & CO. IN 1931

Acting Chairman KING. I understood you to say that it was a new

firm and you used the word, “we” several times. “We took it over.”

You mean reorganized it?

Mr. GoRDON.Yes, sir; reorganized it. The old firm of Kidder, Pea

body changed its name to the Devonshire Corporation, and we pur

chased the goodwill and continuing nature of the business, and went

on with the name of Kidder, Peabody & Co.

*::: , chairman KING. Did you purchase anything besides the

goodwi

Mr. GoRDON. No, sir, but we purchased certain assets.

Acting Chairman KING. Did you have any capital?

Mr. GoRDON. Yes, sir; we started business with a capital of $5,300,

000. We purchased certain assets of a going nature, accounts receiv

able, Securities, with readily marketable value.

Acting Chairman KING. What was the value of that?

Mr. GoRDON. Sir, I can’t tell you from memory. I would think that

we might have, at the time Kidder, Peabody had deposits and we

assumed the deposits. Naturally, there are assets against those de

posits. I can supply a balance sheet of them

Acting Chairman KING. No; I am not asking for that.

Mr. GoRDON. As of that time. Kidder, Peabody at that time had

deposits, I guess, of about six to eight million dollars, which we

assumed.

Acting Chairman KING. That is, those are liabilities?

Mr. GoRDON. Those are liabilities; and we were given assets on the

other side.

Acting Chairman KING. Equivalent to the liabilities?

Mr. GoRDON. Yes, sir.

Acting Chairman KING. So you started out then with practically

$5,000,000?

Mr. GoRDON. Yes, sir; capital.

124491–40–pt. 23—10
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Acting Chairman KING. Would you expect a corporation with only

five million—an investment company with only $5,000,000 of capital

to be as favorably situated in the market to take over the handling of

large issues, say, forty, fifty, sixty, or seventy million dollars refund

ing operations, as a corporation that had a much larger capital?

Mr. GoRDON. No, sir.

Acting Chairman KING. I understood you to say that it was advan

tageous to—or rather it would be disadvantageous to have a number

of wholesalers of securities and it would be far better to have one

wholesaler to handle this distribution?

Mr. GoRDON. I did not make myself clear.

Acting Chairman KING. All right, go on.

Mr. GoRDON. It was disadvantageous to have one wholesaler in New

England keeping one set of books, another wholesaler handling the

rest of the country and keeping another set of books; a wholesaler

in New York, not being acquainted with the wholesaler in New Eng

land and what he was doing, could not keep the control that, in an

intricate, large-sized operation, was essential for efficient operation.

Mr. HENDERSON. Is that your conclusion, or was that what the

representations made by Mr. Whitney were ?

Mr. GoRDON. Sir, we had hoped that we would be continued as the

wholesaler, in New England, but we all along were realists enough

to realize that the hope was very much of a rainbow.

Mr. HENDERSON. Well, you didn't answer my question directly.

I asked you whether that conclusion

Mr. GoRDON (interposing). Oh, excuse me !

Mr. HENDERSON. That you gave to Senator King was your own or

whether it was one that was made by Mr. Whitney in this conversation

you said you had, when you discussed the matter in 1931?

Mr. GoRDON. We had to, it was obvious that we had to recognize

the truth of the status.

Acting Chairman KING. Don't state a conclusion, just what did he

say? We will determine what the conclusion will be.

Mr. GoRDON. As I remember, sir, this was 10 years ago—8 years

ago. He said

Acting Chairman KING (interposing). Now, you are speaking of

Mr. Whitney?

Mr. GoRDON. Yes, sir.

Acting Chairman KING. And he said this to you about 8 years ago?

Mr. GoRDON. Eight or nine years ago. . .

Acting Chairman KING. Was that before you became interested?

Mr. GoRDON. When we were considering becoming interested.

Acting Chairman KING. All right, proceed.

Mr. GoRDON. That it was wise for the business to have it handled

in one source, the books to be handled in one source, that as time

went on and as the Telephone issues became bigger and bigger, the

fact that Kidder, Peabody & Co. were wholesalers of securities in

New England, was making it less easy for J.P. Morgan & Co. to do

the job that was necessary to be done. I believe that certain of the

Telephone securities that were being wholesaled, supposedly, in New

England, were coming up in other parts of the country, and it made

it difficult for J. P. Morgan to have an orderly marketing operation.

Acting Chairman KING. May I ask another question? Suppose that

an issue you have, say, of $50,000,000 of New England securities, were
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divided $20,000,000 to J. P. Morgan, $30,000,000 to you, and the

balance to Halsey, Stuart & Co., each one having, or fixing, the price

at which they were to be sold. Would not that be a discouraging

factor or have a discouraging effect upon the market, or would it be

better, not only for the distributor, but for the corporation that was

obtaining the money, to have one sole distributor? I am asking for
information.

Mr. GoRDON. It would be to the advantage of the corporation to

have one sole distributor.

Acting Chairman KING. That would be the advantage, then, of the

lities organization to have one distributor, so that there would

e—

Mr. GoRDON (interposing). That is, one main distributor with rela

tion to other dealers.

Acting Chairman KING. Yes; I understand that.

Mr. MILLER. You really mean one manager, don't you?

Mr. GoRDON. Yes, one manager; that’s what it is.

Mr. MILLER. One manager handling all of the syndicate books

making allotments to these dealers throughout the country. He could

handle it better than dividing it up into two managers operating in

nearby areas.

Mr. GORDON. That is correct.

Mr. NEHEMRIs. Mr. Gordon, I am sorry to say that I am a little bit

confused about this conversation that you described in January or

February or March of 1931 with Mr. Whitney. I would like to retrace

that with you and perhaps you can help me understand that. On or

about January or February or March of 1931 you had some discus

sions with George Whitney. Who instigated those discussions?

Mr. GoRDON. We instigated them. As I recall it, we instigated the

discussions because at that time, that is, by we, I mean Webster, Hovey,

and myself, who were the original partners of the new firm of Kidder,

Peabody & Co., were negotiating for the purchase of the goodwill

and certain of the assets of the old firm of Kidder, Peabody & Co.

Mr. NEHEMRIs. Now, what has that got to do with your seeing

George Whitney at that time?

Mr. GoRDON. As I said, Mr. George Whitney—we purchased the

goodwill and the assets of the old partners who were represented by

a revolving credit which had advanced money to the old firm of

Kidder, Peabody & Co. This revolving credit had been headed by

J. P. Morgan & Co.

Mr. NEHEMRIs. You mean, J. P. Morgan & Co. bailed you out at

that time, is that what you are talking about?

Mr. GoRDON, No, sir; it did not bail us out. We had no previous

connection with Kidder, Peabody & Co.

Mr. NEHEMRIs. Oh, they loaned you the money?

Mr. GoRDON. No, sir; nobody loaned us any money. Can I make

that—let me—

Acting Chairman KING (interposing). You had the $5,000,000, you

and your associates?

Mr. GoRDON, Yes, sir. If I may—this is the letter I wrote to Mr.

Nehemkis, and I think it will explain it.

Mr. NEHEMRIs. Before you start, may the record show at this

point very clearly that Mr. Gordon is introducing a letter—



11948 CONCENTRATION OF ECONOMIC POWER

Acting Chairman KING (interposing). Wait until we see what it is

when he introduces it.

Mr. NEHEMRIs. He is reading a letter which has not been offered

by counsel.

Acting Chairman KING. Well, let's see if it is material. You wrote

a letter to whom?

Mr. GoRDON. This is a letter, sir—I can describe what happened, I

think, but I would like to have—I can do it without reference to this

letter, but I will stand in back of what I say in this letter. Or I can

say it verbatim, if you wish.

Acting Chairman KING. Hand the letter to Mr. Nehemkis and if

he thinks, under the terms of the authority that this committee has,

that it is proper, it will be received.

Mr. NEHEMRIs. I should say, Senator, that I have seen this letter.

This letter is addressed to me. I had hoped that Mr. Gordon

wouldn't make any reference to it, but if he wants to make any

further reference to it, he will be perfectly at liberty to do so.

Acting Chairman KING. If it is self-serving, what are the facts

in it º If it is material, what are the facts brought out by the

letter?

Mr. GoRDON. All right, sir. In 1931, we purchased the goodwill

and certain of the assets of the prior firm of Kidder, Peabody & Co.

Acting Chairman KING, Yes; you stated that.

Mr. GoRDON. Yes, sir. I am Sorry to—I have never been a witness

before, and you have got to excuse my redundancy. The Kidder,

Peabody & Co. had obtained—the prior firm of Kidder, Peabody &

Co.—had obtained a $10,000,000 sºft from a revolving credit headed

by J. P. Morgan & Co., in order to carry on its business.

Mr. AvLLDSEN. Just what is a revolving credit?

Mr. GoRDON, $10,000,000 was placed at the disposal of the prede

cessor firm to be used, if necessary—

Mr. AvLLDSEN (interposing). By J. P. Morgan & Co?

Mr. GoRDON. No, sir; by a group of banks headed by J. P. Morgan

& Co., including the First National Bank of New York, the Guaranty

Trust Co., the First National Bank of Boston, and half a dozen

others, the Chase National Bank. J. P. Morgan's interest in the

credit was $2,500,000 out of the $10,000,000.

Mr. AvLLDSEN. All right.

Mr. GoRDON. In addition, $5,000,000 of new capital was raised by

the old partners. In the course of a half-dozen months, 3 months,

it became apparent that there was not enough money to carry on
the business. We then—

Acting Chairman KING (interposing). Pardon me, but you had

the $5,000,000 plus the—

Mr. GORDON. The old firm.

Acting Chairman KING.' Yes, plus the $10,000,000, of which J.

Pierpont Morgan had furnished two million plus?

Mr. GoRDON. Yes, sir.

Acting Chairman KING. That is to say, the old firm was then in

part indebted to Morgan and other corporations or other banks, for

its capital or for the revolving fund which it utilized to carry on its

business?

Mr. GoRDON. Yes, sir.

Acting Chairman KING. But its capital consisted of a much smaller

sum than the $10,000,000?
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Mr. GoRDON. Well, it raised $5,000,000 in new money.

Acting Chairman KING. I see.

Mr. GoRDON. It then became obvious, as the depression went on,

that it was necessary to raise more money in order to carry on the

business.

We interested ourselves in purchasing the goodwill. We put the

old firm in an airtight compartment, so to speak, and started

a new firm with the name of Kidder, Peabody & Co. and with

certain of the assets, for which we paid. We agreed to pay for the

goodwill. Our only connection with the past was our agreement to

pay for the goodwill, by paying 25 percent of our earnings until we

had paid a total of $2,000,000.

Acting Chairman KING. Well, did the new firm have the advantage

of that $10,000,000 revolving fund credit which was furnished by the

banker?

Mr. GoRDON. No, sir.

Acting Chairman KING. You released that, or rather, it was with

drawn from the fund?

Mr. GoRDON. The old firm went into liquidation.”

Acting Chairman KING. Proceed.

DISCUSSION OF KIDDER, PEABODY & Co.'s POSITION IN ILLINOIS BELL TELE

PHONE CO. ISSUE-1931

Mr. NEHEMRIs. Now, Mr. Gordon, I am sorry you got into this

thing. It is of no concern to us. But I presume you want to mention

this as being the motivating factor which led you at this time to

have a discussion with George Whitney.

Mr. GoRDON. We had many discussions with George Whitney, and

several other partners in J. P. Morgan & Co.

Mr. NEHEMRIs. Now, just so that we may move fast, I will ask

simple questions and I think they will lend themselves to simple

answers. In connection with a discussion growing out of, perhaps,

this revolving fund, you discussed Telephone matters with Mr. Whit

nev: is that correct?

. GORDON. Yes, sir; that is right.

Mr. NEHEMRIs. At this time, Mr. Whitney suggested to you that

the old arrangement, which we have been discussing here for several

days, whereby the New York group got 70 percent of the Telephone

business and the New England group, under the leadership of Kidder,

Peabody & Co., the # Ridder, eabody, got 30 percent, wasn’t

satisfactory. Is that correct? I am asking for just a general answer.

Mr. GoRDON. Just a minute, until I get that straight.

Mr. NEHEMKIs. Well—

Mr. GoRDON. I think I can answer that by saying that the old posi

tion of Kidder, Peabody & Co. came up for discussion and we were

advised that there would be a change i

Mr. NEHEMRIs (interposing). Now, just a minute. You have indi

cated that you want a little help, being a novice in this witness busi

ness. Now, let me suggest how you can be helpful and I can be

helpful to you. I will ask you a question and you answer it, and then

stop.

* See extract from “memorandum of corrections” submitted by Arthur H. Dean, counsel

to Mr. Gordon; appendix, p. 12316.
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Acting Chairman KING. Answer “Yes” or “No” if you can. Coun

sel can ask you for an explanation if you haven’t made it clear.

Mr. GoRDON. All right, thank you.

Mr. NEHEMRIs. Now, you discussed, apparently at this time, the old

arrangement, the 70–30 arrangement. You have indicated that Mr.

Whitney suggested to you that the old 70–30 arrangement wasn't sat

isfactory, and that there would have to be another change, is that

correct?

Mr. GoRDON, I don't know that he said the old 70–30 arrangement;

he said that the position that Kidder, Peabody had had in the past

would be*

Mr. NEHEMRIs. Fine. Now, did you know at that time, and I refer

to the time of your discussion with Mr. Whitney, what the old Kid

der, Peabody distributing arrangement had been for telephone

securities?

Mr. GoRDON. I knew that Kidder, Peabody had distributed a cer

tain number of -had a position in pieces of Telephone financing. I

i. that Kidder, Peabody had wholesaled the bonds in New Eng
land.

Mr. NEHEMRIs. And Mr. Whitney at that time was suggesting that

instead of having in effect two syndicate managers, one operating in

New York, with jurisdiction over the entire country, and another

syndicate manager operating in Boston, with jurisdiction over New

England, that there would be one syndicate manager and that the

books would be kept in one shop; is that correct?

Mr. GoRDON. That's right.

Mr. NEHEMRIs. But, the shop would not be Kidder, Peabody, but

rather J. P. Morgan; is that correct?

Mr. GoRDON. That is right, assuming that J. P. Morgan & Co.

obtained the business from the Telephone Company.

Mr. NEHEMRIs. Well, they already had it.

Mr. GoRDON. Not the future issues, they didn't have.

Mr. NEHEMRIs. Well, all right.

Acting Chairman KING. Did J. Pierpont Morgan have the whole

saling of issues in New England?

Mr. GoRDON., Up to that time, I believe that the old firm of Kidder

Peabody had distributed in New England, wholesale, to the dealers.

the Telephone securities. - *

Acting Chairman KING. All of them?

Mr. Gorpon. As far as i know, sir.

Acting Chairman KING. J. Pierpont Morgan or other inv

coº had nothing to do, then, with º; distributionº:
securities?

Mr. GoRDON. The wholesaling.

Acting Chairman KING. The wholesaling?

Mr. GoRDON. Yes; as far as I know.

*. NEHEMRIs. Now, Mr. Gordon, I want to leave this particular
er100—

p Acting Chairman KING (interposing). Pardon me, but was that

only Telephone securities?

Mr. GordoN. Yes; Telephone bonds.

Acting Chairman KING. Well, that is a security, isn't it?

Mr. GoRDON, Yes; but not common stocks.
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KIDDER, PEABODY & Co.'s POSITION IN ILLINOIS BELL TELEPHONE CO.

ISSUE-1935

Mr. NEHEMRIs. Now, I would like to leave the period now under

discussion, of 1931, and go back to your earlier testimony, when you

indicated that sometime in 1935, around the fall of the year, you had

occasion to call upon Mr. Harold Stanley, the president of the newly

organized firm of Morgan Stanley & Co. Incorporated. Did you

not, at this time, when you discussed and reviewed with Mr. Stanley

the old Kidder, Peabody arrangement for New England distribution,

indicate that the new firm hoped it might get the same old arrange

ment, namely, distribution for New England?

Mr. GoRDON. To the best of my knowledge, I think that the most

we could have said was that since we weren't going to wholesale in

New England, we hoped that we would have as good a position as

possible to offset it.

Mr. NEHEMRIs. But at the time of your discussion with Mr. Stan

ley, you had no personal knowledge that there had been an under

standing reaching back to the year 1920 between Mr. Morgan, Mr.

Davison and Mr. Winsor, under which

Mr. GoRDON (interposing). Yes

Mr. NEHEMKIS. Let me finish. Your old firm had been operating

for over 10 years?

Mr. GoRDON. We knew, when we took over the business of Kidder,

Peabody & Co. that we weren't taking over any agreements, that

we would have to stand on our own feet.

Mr. NEHEMKIs. Now, that isn't what I asked you. Now I am

going to repeat it, because I think you are probably having a little

difficulty with my questions. I am going to repeat what I indicated

in my previous question. Let me repeat it for you and listen very

carefully, if you will, Mr. Gordon.

At the time that you conferred with Mr. Stanley, in the fall of

1935, did you have any personal knowledge that there had been an

agreement entered into in the year 1920 between J. P. Morgan,

Henry P. Davison, and Robert Winsor, under which your old firm

ºº operating for at least 10 years? Now, what is your answer

to that

Mr. GoRDON. I did not know of any such agreement, and once

again, I knew that the business had been conducted along the lines

which it had been conducted, but I did not know of any agreement.

Mr. NEHEMRIs. You knew, however, the end results of what may

have been arrived at through an agreement?

Mr. GoRDON. Yes; I knew what positions Kidder, Peabody & Co.

had had in Telephone business in the past.

Mr. NEHEMRIs. In other words, no one ever told you specifically

that on such-and-such a date, this was decided ?

Mr. GoRDON. No.

Mr. NEHEMRIs. Now, when you went to see Mr. Stanley, in an en

deavor to have the new firm of Kidder, Peabody & Co. brought into

the Illinois Bell issue, which everyone knew was coming at that time,

didn't you claim for your new firm as much as you could get, namely,

the distribution over New England?

Mr. GoRDON. I think I have answered that, Mr. Nehemkis. We did

not claim it, to the best of my knowledge.
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Mr. NEHEMRIs. What caused you not to put forward that claim,

which seems rather unusual?

Mr. GoRDON. Well, we were realistic enough to know that we

weren't entitled to it.

Mr. NEHEMKIs. Because of the

Mr. GoRDON (interposing). Because—

Mr. NEHEMRIs. Break-up of the old firm, new situations, and that

it wasn't a sound arrangement?

Mr. GoRDON. Yes; all of those reasons. We could reeognize that.

Acting Chairman KING, You didn't expect to have that revolving

fund of $10,000,000 available for you, did you?

Mr. GoRDON. No, sir. I hope never to have a revolving credit avail

able to me.

(Senator O'Mahoney resumed the Chair.)

The CHAIRMAN. What do you mean by saying that you knew it

wasn’t a sound arrangement?

Mr. GoRDON. As I said before, my expression has been loose, but

I do not think that it is sound, under today's circumstances or under

the circumstances prevailing in 1935, for an issue to be wholesaled b

two different houses. Since the days in which Kidder, Peabody

wholesaled the issue in New England, relatively it is not as important

in financial markets as it was in those days. Furthermore, in the

early days, Kidder, Peabody had a great deal to do with the Tele

phone business. The Telephone Company started in New England,

and there was a great deal more interest in the Telephone business

in New England than anywhere else. As the telephone spread over

the country, that gradually wore off.

The CHAIRMAN. New England, then, became a small factor in the

Telephone business and in the issuance and purchase of Telephone

securities?

Mr. GoRDON. Relatively; yes, sir.

Mr. NEHEMRIs. Now, after your conversation with Mr. Stanley,

what was the final position that the new firm of Kidder, Peabody

received in the first telephone offering, the Illinois Bell issue, under

the leadership of Morgan Stanley?

Mr. GoRDON. I believe that we received an underwriting interest of

approximately 12 percent.

Mr. NEHEMRIs. And do you recall what the old underwriting inter

est had been of the Kidder, Peabody firm’

Mr. GoRDON. As testimony brought before the committee has indi

cated, it had been 29% percent in the past.

Senator KING. You knew that from your studies of the twenties,

did you not?

Mr. GORDON. Yes, sir.

Mr. NEHEMRIs. Of which the old firm of Kidder, Peabody retained

15 percent for itself?

Mr. GoRDON. Yes, sir.

Mr. NEHEMRIs. No further questions, Mr. Chairman.

Senator KING. Was a much larger issue—strike that out.

The CHAIRMAN. I was called to the telephone, so I don’t recall how

long you were associated with the old company.

Mr. GoRDON, I became a partner of Kidder, Peabody & Co. in

March 1931. I had no prior connection with the old firm.
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The CHAIRMAN. I see. So that whatever happened in the old firm

is merely hearsay to you?

Mr. GORDON. Yes, sir; other than information we obtained from

the records of the old firm.

The CHAIRMAN. Yes; but you have no personal experience?

Mr. GoRDON. No; none whatsoever.

The CHAIRMAN. All right.

Mr. GoRDON. May I say one word about groups in the investment

banking business?

The CHAIRMAN. Surely.

Mr. NEHEMKIs. Before the witness does that, it occurs to me, I

would like to have clarified one question which I inadvertently

omitted to ask, and then, Mr. Gordon, you may proceed. You have

robably learned, as a result of hearing the testimony of this morn

ing and last Friday, that your old firm, under the agreement entered

into at “the library” on May 5, 1920, had the right to approach the

Telephone Company directly with J. P. Morgan & Co. for discussions.

Did you know about that?

Mr. GoRDON. No, sir; I did not.

Mr. NEHEMRIs. If you had known about it, it wouldn't have been

necessary for you to see Mr. Harold Stanley; is that correct?

Mr. GoRDON. I would not have gone to the Telephone Company

directly. We did not think that we could head the Telephone Com

pany business. I had known Mr. Gifford. He and I have been on

the visiting committee of the Harvard Business School, but I did

not think of talking to him about Telephone business.

The CHAIRMAN. Now, you are about to make some comment on

your own behalf?

Mr. GoRDON. In the formation, I would like to say a word or two

about the formation of groups. In order to do a busines effectively,

it is necessary to get as good a team as possible, to select people

with whom you can wºrk effectively and sympathetically. When

business was done under competition with competitive bids or done

privately, houses would have to go out and form groups to do the

business in the best possible manner. Several years ago the Potomac

Electric Co., the Potomac Edison, I believe, wished to issue bonds,

and according to the laws of the District of Columbia it had to call

for competitive bids rather than to accept bids from a great many

different houses with resultant expense of consulting with those

houses. It said that it would accept bids from four different houses,

and it selected four houses. -

Our firm was one of the houses asked to form a group to make a

bid. Each of the four groups, each of the four houses, formed groups

to make the bids. Anybody who was not in any of those groups

could not have bid, so that even under that system, you would have

people who would be on the outside, perhaps, trying to get in.

We started business, as I have explained, in 1931. We have gotten

into, I would say, forty to fifty new accounts in which the prior

firm of Kidder, Peabody had no past connection. It seems to me

that the Telephone business and the Telephone account are no more

frozen for the best interests of the business, the Telephone business,

than it should be. We started with 12 percent, we are now down

to 6 percent. The 6 percent hasn’t been taken from us because we

haven’t built up our distribution, because we have failed, it has been
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taken from everybody in order to get more and more people into

the business, in order to do the job more and more effectively.

The CHAIRMAN. Well, what assurance do you have that you can

retain the percentage that you now have?

Mr. GoRDON. We have no assurance, sir. Our only assurance comes

from our doing a satisfactory job. If we ever fall down on our dis

tribution, then we would expect to be reduced.

The CHAIRMAN. Well, who would exercise the judgment, the deci:

sion, upon which that distribution would be taken away from you!

Mr. GoRDON. As long as the business came to Morgon Stanley &

Co., and as long as we were a member of the Morgan Stanley group,

we would expect that the officials of Morgan Stanley would make

that decision, unless the Telephone Company learned that we were

distributing the bonds, perhaps cutting prices as we shouldn't, and

should ask that we be excluded.

Today, more than ever, corporations, issuers, are selecting the

members of the groups in order to make certain a satisfactory job is

done.

Senator KING. They have got to be satisfied that the issue will be

subscribed for and sold to the public generally?

Mr. GoRDON. They have to be satisfied, I believe, sir, a group is

formed which can make the best possible offer for the bonds and dis

tribute it in the best possible manner.

Senator KING. Supposing there were no groups at all, just left to

individual banks or investment companies, or corporations, or part:

nerships, to buy an issue of 50 or 60 million dollars; don't you think

it would be very uncertain as to the consequences and the results?

Mr. GoRDON. It would be very uncertain.

Senator KING. And unsatisfactory?

Mr. GoRDON. And unsatisfactory, unless the issuer put such a price

on his issue that it was obviously very attractive.

Now, in the case of the recent issue of the Southwestern Bell Tele

phone Co. bonds, which I believe were 314-percent bonds, offered at

107.1%—my figures may be a little bit wrong—I don't believe that half

of the bonds were originally distributed, and they subsequently,

within a few weeks, went down to as low as 97.1%. The loss fell on the

underwriters and the members of the selling groups who had the

bonds. Had the Telephone Company offered the bonds to the public,

it would have had a great many unsold bonds on its hands, and had

it been using the money for new construction, it wouldn’t have had

the money.

Senator KING. After all, it comes back to the question of the pres:

tige and the financial ability of the group or an individual or a corpo

ration to underwrite the bond issues?

Mr. GoRDON. That is my conviction.

Senator KING, And if the public has confidence in Morgan or Kid.

der, Peabody, that they can absorb and dispose of an issue of $40,

000,000, why, probably they become the wholesalers.

Mr. GoRDON. Yes, sir.

Senator KING. All right.

The CHAIRMAN. Are there any other questions?

Mr. AvH.DSEN. Mr. Gordon, is your firm, the new Kidder, Peabody,

a corporation?

Mr. GoRDON. No, sir.
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Mr. AvTLDSEN. It is a partnership?

Mr. GoRDON. Yes, sir.

Mr. AVILDSEN. I notice that practically all the large underwriting

firms that appeared before this committee are corporations. Halsey,

Stuart is a corporation. I believe Morgan Stanley is a corporation.

Is your firm an exception in that regard?

Mr. GoRpoN. No, sir; there are two groups; Smith, Barney & Co.,

for example, a large distributor, is a partnership, and there are a

reat many others. I would say that there are more partnerships than

there are corporations.

Mr. AvLDSEN. What is your opinion as to the advantages of a

partnership over a corporation? I assume you feel there are advan

tages in it as compared with the corporation?

r. GoRDON. We are members of the New York Stock Exchange,

and as members of the New York Stock Exchange we must be a

partnership.

Mr. AvilDSEN. In other words, that is the primary reason for not

being incorporated, is it?

Mr. GoRDON. Yes, sir.

Mr. AvLDSEN. Thank you.

The CHAIRMAN. Are there any other questions?

Mr. NEHEMKIs. I am through with the witness, sir.

The CHAIRMAN. Mr. Gordon, thank you very much.

Mr. GoRDON. Thank you, sir.

Mr. HENDERSON. Mr. Gordon

The CHAIRMAN. Oh, I beg your pardon. There is another

question.

Mr. KADEs. Mr. Gordon, does Kidder, Peabody & Co. do any State

or municipal business?

Mr. GoRDON. Yes; we do.

Mr. KADEs. Do you arrange your groups the same way in that

business?

Mr. GoRDON. Yes; we do. When we are making a bid for an

issue, and when we are heading the account, we form as strong a

group as we can.

Mr. KADEs. Do you bid after competitive bidding at public sale?

Mr. GoRDON. On municipal sales?

Mr. KADEs. Yes.

Mr. GoRDON. Yes; we do.

Mr. KADEs. And State issues?

Mr. GoRDON. Yes; we do.

Mr. KADEs. Substantially large issues?

Mr. GoRDON, Yes; we do.

Mr. KADEs. Is that an unsatisfactory method of doing business?

Mr. GoRDON. It is quite a different method of doing business.

Mr. KADEs. That is not my question.

Mr. Gordon. If it is a satisfactory way of doing a municipal busi

ness? Yes.

The CHAIRMAN. Any other questions?

Thank you very much, Mr. Gordon.

Mr. Neºis Mr. Chairmani would point out to you that the

next witness is Mr. Harold Stanley, who begins a new phase of the
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discussion. I would estimate that his testimony will take about an

hour and a half. If it is the pleasure of the committee, I can go

forward, or if it is the committee's pleasure to recess and start with

Mr. Stanley in the morning, I am prepared to do that.

The CHAIRMAN. Well, speaking for myself, I would prefer to re

cess. Do I find any objection?

Well, then, without objection, the committee will stand in recess

until 10:30 tomorrow morning.

(Whereupon, at 4 p.m., a recess was taken until Tuesday, Decem

ber 19, 1939, at 10:30 a. m.)
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TUESDAY, INECEMBER 19, 1939

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC COMMITTEE,

Washington, D. C.

The committee met at 10:40 a. m., pursuant to adjournment on

Monday, December 18, 1939, in the Caucus Room, Senate Office Build

ing, Senator Joseph C. O’Mahoney presiding.

Present: Senators O’Mahoney (chairman) and King; Messrs. Hen

derson, Avildsen, Hinrichs, O'Connell, and Brackett.

Present also: Ganson Purcell and Baldwin B. Bane, Securities and

Exchange Commission; Willis J. Ballinger, Federal Trade Commis

sion; John W. Hanes and Charles L. Kades, Treasury Department;

Clifton M. Miller, Department of Commerce. Holmes Baldridge, De

partment of Justice; Peter R. Nehemkis, Jr., special counsel; David

Ryshpan, financial analyst; W. S. Whitehead, security analyst;

Lawrence Brown, investigator; and Samuel M. Koenigsberg, asso

ciate attorney, Securities and Exchange Commission.

The CHAIRMAN. The committee will please come to order.

Mr. Nehemkis, are you ready to proceed?

Mr. NEHEMRIs. I am, sir.

The CHAIRMAN. Will you call the first witness?

. NEHEMRIs. Will Mr. Harold Stanley please take the witness

Stan

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceeding shall be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. STANLEY. I do.

The CHAIRMAN. You may be seated, Mr. Stanley.

. The Chairman desires to take note of the fact that the committee

is honored this morning by the presence of Under Secretary Hanes,

of the Department of the Treasury. The Secretary will be privileged

to ask any questions, if he feels so moved.

Under Secretary HANEs. Thank you, very much.

. Mr. NEHEMRIs. Mr. Chairman, before proceeding with the examina

tion of the witness, there is a bit of old business that should be taken

care of. You may recall, sir, that in connection with the examination

of Mr. Woods, I asked Mr. Woods certain questions pertaining to the

stock holdings in other investment houses by himself and some of his

associates." Mr. Woods was not quite clear on the point, and we asked

whether he would not be good enough to furnish the committee with

that information. I am in receipt this morning of a letter from Mr.

*Mr. Woods' testimony appears in Hearings, Part 22. 11957
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Woods’ counsel, Messrs. Sullivan & Cromwell, supplying that informa.

tion, and I now ask leave of the committee that this information be

offered in evidence, and that the reporter be instructed to place it at

the appropriate place in the testimony.

The CHAIRMAN. Without objection, it is so ordered. -

(The letter referred to was marked “Exhibit No. 1696” and is in

cluded in Hearings, Part 22, appendix, p. 11826.)

TESTIMONY OF HAROLD STANLEY, PRESIDENT, MORGAN STANLEY

& CO. INCORPORATED, NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Stanley, will you state your full name and

address, please?

Mr. STANLEY. Harold Stanley, 30 Sutton Place, New York City.

Mr. NEHEMRIs. What is your present business connection,

Stanley &

* STANLEY. I am president of Morgan Stanley & Co. Incorpo

rated.

Mr. NEHEMRIs. Incorporated?

Mr. STANLEY. Incorporated.

Mr. NEHEMRIs. And prior to your present office, what was your

previous business connection?

Mr. STANLEY. I was a partner of J. P. Morgan & Co.

Mr. NEHEMRIs. On what date did you become a partner of J. P.

Morgan & Co., Mr. Stanley?

Mr. STANLEY. January 1, 1928.

Mr. NEHEMRIs. And on what date did you cease being a partner

of J. P. Morgan & Co.2

Mr. STANLEY. September 13, 1935.

Mr. NEHEMRIs. And will you state on what date the investment

lºng house of Morgan Stanley & Co. Incorporated, was organ

1zeCl

Mr. STANLEY. September 3, or September 5, 1935.

Mr. NEHEMRIs. When were, if you recall, the papers of incorpo

ration filed?

Mr. STANLEY. On one of those dates I mentioned.

Mr. NEHEMRIs. September 3 or 5?

Mr. STANLEY. Yes. I can check that, if you like.

Mr. JoHN M. YoUNG (Morgan Stanley & Co. Incorporated). Sep

tember 5.

Mr. NEHEMRIs. You accept the answer of Mr. Young as your
answer?

Mr. STANLEY. I do.

ILLINOIS BELL TELEPHONE FINANCING, OCTOBER 1985

Mr. NEHEMRIs. Was not the first Telephone offering under the

leadership of Morgan Stanley, the Illinois Bell Telephone 3%s of

1970, an offering of $43,700,000?

Mr. STANLEY. It was.

§ NEHEMRIs. And was not that offering made on October 16,

1935

Mr. STANLEY. At about that date. I can check that also if you like.
Mr. YoUNG. What date is that?
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Mr. STANLEY. October 16.

Mr. YoUNG. The date is correct.

Mr. STANLEY. Correct.

Mr. NEHEMRIs. Do you happen to recall, Mr. Stanley, the date on
which the registration statement for the illinois Beſi 3%s was filed

with the Securities and Exchange Commission?

Mr. STANLEY. Well, 20 days prior to October 16, or 21 days.

Mr. NEHEMRIs. That would be September 26, 1935?

Mr. YoUNG. Approximately that.

Mr. NEHEMRIs. That was about 11 days after Morgan Stanley

º doing business?

r. STANLEY. It was.

Mr. NEHEMRIs. Mr. Stanley, would you be good enough to tell me,

generally speaking, about how long it takes to make up the data

which goes into a registration statement?

Mr. STANLEY. Anywhere from 1 month to 3 months.

Mr. NEHEMRIs. And is that generally true of most registration

statements of substantial issues, $50,000,000 or $40,000,000?

Mr. STANLEY. It is, if it is the first issue that that particular com

pany has made.

Mr. NEHEMRIs. Would you enlighten me as to how it was possible

to have a registration statement filed 11 days after your organiza

tion when usually there are many detailed problems in connection

with the setting up of a new business enterprise?

Mr. STANLEY. I will be glad to.

Mr. NEHEMRIs. Would you?

Mr. STANLEY. The Telephone Company had been considering the

lºgº as to whether or not it could conform to the requirements of

the Securities Act and whether or not it might do some financing.

For some time prior to this date that you mentioned, in October, it

had prepared—it had its own staff working on the matter for some

months previous to that time, and the officials of the Illinois Bell

Telephone Co. had been also working on it prior to that time.

Mr. NEHEMRIs. When you were a partner of J. P. Morgan & Co.,

had you had any discussions with Mr. Gifford or other officials of

the American Telephone Co.?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Relative to this issue.

Mr. STANLEY. Well, relative to the possibility of an issue.

Mr. NEHEMRIs. So that at the time you were still a partner of

# i Morgan & Co. you were discussing prospective Telephone re

unding.

. Mr. STANLEY. I wasn't discussing it; I knew they were consider
ling it.

Mr. NEHEMRIs. I may have misunderstood you, Mr. Stanley. I

hope you will correct me. Did I understand you to say earlier in

your testimony that you had had some discussion?

Mr. STANLEY. That I had some conversations.

Mr. NEHEMRIs. Conversations?

Mr. STANLEY. Right.

Mr. NEHEMRIs. And were those conversations relative to Telephone

refundings?

Mr. STANLEY. Correct.
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Mr. NEHEMRIs. And were those conversations more specifically

with reference to the Illinois Bell offering subsequently under the

leadership of Morgan Stanley &

Mr. STANLEY. They were.

Mr. NEHEMKIs. So that it is correct that while you were a partner

of J. P. Morgan & Co., you did discuss with Mr. Gifford Telephone

matters.

Mr. STANLEY. Well it is very hard for me to say what you mean

by discussion. I knew they were considering an issue. They had

told me so.

Mr. NEHEMRIs. Well, when you have a conversation with any com

pany official about a prospective refunding, I assume you discuss

details, what is to go in the registration statement, accounting matters,

price matters, and things of that sort?

Mr. STANLEY. Very often; but in this particular case they did not

discuss the details.

Mr. NEHEMRIs. What were the nature of your discussions?

Mr. STANLEY. They were considering the whole question of whether

or not to do refunding. They were considering whether they could

conform to the Security Act requirements and they were considering

whether or not they would issue some Securities in the fall.

Mr. NEHEMRIs. Can you tell me at this time, Mr. Stanley

Mr. STANLEY (interposing). These conversations, I might say,

were in August.

Mr. NEHEMRIs. Were in August?

Mr. STANLEY. Right.

THE ILLINOIS BELL TELEPHONE SYNDICATE

Mr. NEHEMKIs. Can you tell me at this time how many underwriters

composed the group for the Illinois Bell Telephone issue?

Mr. STANLEY. Nine.

Mr. NEHEMRIs. Do you recall at this time, Mr. Stanley, the names

of º underwriters who composed the group in the Illinois Bell

JSSue 4

Mr. STANLEY. Yes; I do.

Mr. NEHEMRIs. Will you state them, please?

Mr. STANLEY. Morgan Stanley & Co.; Kuhn, Loeb & Co.; Kidder,

Peabody & Co.; Lee, Higginson & Co.—or Lee Higginson Corpora.

tion, I suppose—

Mr. NEHEMRIs. I think you and I understand each other.

Mr. STANLEY. First Boston Corporation; Brown Harriman & Co.;

E. B. Smith & Co.; Bonbright & Co.; Mellon Securities Corporation.

Mr. NEHEMRIs. The last one is Bonbright?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Mr. Chairman, you will recall that yesterday I

asked you to examine a stipulation which Mr. Charles Mitchell was

good enough to make available to us, concerning certain documents

which I would have occasion to introduce at various places in connec

tion with the testimony. One of the documents covered by that stip.

ulation is a letter, now in evidence, from which I should like to read

1 “Exhibit No. 1691.”
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an appropriate statement. This is a letter from Mr. Mitchell to Mr.

C. R. Blyth, dated September 26, 1935.

Mr. HENDERSON. Has that been identified ?

Mr. NEHEMRIs. It has not been identified, sir. It is covered by a

stipulation [reading from “Exhibit No. 1644”] :

Harold Stanley, of the new firm of Morgan, Stanley & Company, asked me

to lunch with him yesterday and We had an hour and a half's discussion, the

main points of which I am sure you will find of interest.

He opened the conversation by Saying that he wanted to get the bad news off

his chest first and he was doing that not only because of our relations, but because

George Whitney, who had to leave town the night before for several days, asked

him particularly to see me and explain the situation. The bad news was that

we were not going to be in the underwriting of the Bell Telephone of Illinois. To

make a long story short, they found that if they were to go beyond the very short

underwriting list that they have, and are bound to more or less by past relations

to the business, to a point of including us, they would necessarily have to include

four Or five firms more.

Mr. NEHEMKIs. Mr. Stanley, does Mr. Mitchell accurately reflect

your attitude toward the Telephone business, that is to say, that you

recognized that you were bound more or less by the past relations of

different houses to the business?

Mr. STANLEY. It does not.

The CHAIRMAN. The letter which you have just handed me, Mr.

Nehemkis, is not signed. I take it, however, that it was signéd by Mr.
Mitchell?

Mr. NEHEMKIs. That is correct, sir.

The CHAIRMAN. Whose stipulation identified it?

Mr. NEHEMKIS. That is correct, sir.

The CHAIRMAN. And that is the letter of September 26, 1935, from

C. E. Mitchell to Mr. C. R. Blyth?

Mr. NEHEMRIs. Yes, sir.

Mr. HENDERSON. Mr Stanley, what was your answer to Mr. Nehem

kis' question?

Mr. STANLEY. It does not correctly represent it.

Mr. HENDERSON. Even to the point of “more or less”?

Mr. STANLEY. Yes; I would say even to that extent.

Mr. HENDERSON. Even to that extent?

Mr. STANLEY. If you use the word “bound”; yes.

- Mr. NEHEMKIs. Did Mr. Mitchell completely misunderstand you,
SIT 4

Mr. STANLEY. I haven’t any idea.

Mr. NEHEMRIs. In other words, if I now understand you correctly,

the statement which I have just read from Mr. Mitchell to his west

coast partner, reporting a conversation with you, is inaccurate?

Mr. STANLEY. I should say so; yes.

Mr. NEHEMRIs. I am perfectly willing to accept your word for that,

Mr. Stanley, with one comment. It seems to me, roughly

Mr. STANLEY (interposing). I am glad that you accept my word.

Mr. NEHEMRIs. I do, sir, in every respect, but I would merely

observe that it seems rather difficult to believe that a responsible mem

ber of the financial community would so thoroughly misunderstand an
old friend.

* “Exhibit No. 1644.”

124491–40—pt. 23—11
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Mr. STANLEY. Well, Mr. Nehemkis, there has been a lot of talk and

some testimony I have heard about the use of words. Certainly, we

considered the past connections of people with the Telephone Com

pany, but as far as being bound, there was nothing bound at all.

Mr. NEHEMRIs. Yes. Well, I accept your explanation.

Mr. STANLEY. Well, I hope so.

Mr. NEHEMRIs. It is perfectly all right.

The CHAIRMAN. You object to the strict definition of the word

“bound”?

Mr. STANLEY. Correct.

The CHAIRMAN. That is the interpretation that you desire to avoid?

Mr. STANLEY. There wasn't any obligation to anybody.

The CHAIRMAN. Was there such a conversation?

Mr. STANLEY. I had a conversation with Mr. Mitchell, yes.

The CHAIRMAN, And in that conversation, did you tell him that

Blyth & Co. would not be included in this financing?

Mr. STANLEY. I did.

The CHAIRMAN. Did you intimate to him at that time that the

reason that that firm was not to be included was that it would make

necessary, or possibly necessary, the inclusion of other firms that had

not previously been allowed to participate in the issues?

Mr. STANLEY. There was nothing necessary about it, Senator.

That goes back to what the job and function of a manager of a syndi

cate is. When we were selected by the Telephone Company to man

age this, financing, they looked to us to have a suitable group of

people do it, and have the issue a success. The inclusion of the

people and our decision as to, whom to include covers a variety of

things, I mean, their capital, their standing, their judgment of mar

kets, their judgment of prices, and their distributing ability, and the

whole general question of all the factors that any one house would

bring into a piece of business; and we considered what we thought

was the suitable group to be in this business, who could do it

adequately.

The original purchasers, who are called now the underwriters—I

mean, underwriter today means the man who buys direct from the

company with a lot of people or several other people. In this case,

there was no real underwriting; it was simply a purchase, and we

decided this was an appropriate and suitable group to do the business

properly, and there wasn't any need of considering everybody who

was eligible. There were a lot of other people who might perhaps

have been worthy people or able people to be in the business, but they
weren't needed. We ourselves felt that we didn’t want to have a large

underwriting group in this issue. Remember, this was a sort of time

of flux in the business, it was soon after the markets were opened

there were a lot of new firms. We thought it was best in this thin.

not to have too big a syndicate. We weren't afraid of the issue of

that it had to be spread around too far, but we did decide to have a

very big selling group. So we had these nine underwriters and five

hundred-odd other people sell the bonds all over the country, and they

were scattered in Chicago, Ill., California, everywhere. But we

thought these people were the appropriate people. Different ele.

ments were considered in the selection of each fellow; one man for

one reason or a combination of reasons, and another man or another
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firm for another combination of reasons. And certainly I considered

the past connection of Kidder, Peabody & Co.; Kuhn, Loeb, to the

Telephone business, or their predecessor firms, in the case of Kidder.

But there was nothing bound, no obligation to anybody.

FORMER MEMBERS OF TELEPHONE GROUP AFFECTED BY BANECING ACT OF 1933

Mr. NEHEMKIs. Shall we proceed?

Mr. Stanley, the previous testimony has shown that the Telephone

group from the year 1920 up to the issue that we are now discussing,

was composed of the following firms: Kidder, Peabody; J. P. Morgan;

First National Bank; National City Bank; Kuhn, Loeb & Co.; Harris,

Forbes & Co.; Lee Higginson Corporation; Guaranty Trust Co.;

Bankers Trust Co. Now, you indicated a moment ago what I think

my next question will cover. As a result of the Banking Act, did not

the First National Bank, National City, the Guaranty Trust, and the

Bankers Trust cease to have any participation in underwriting

matters?

Mr. STANLEY. They did.

Mr. NEHEMRIs. However, the houses still in existence, and which

did have a relation to the business, were the following: Lee Higginson

Corporation; Kuhn, Loeb & Co.; First Boston (having succeeded to

the goodwill and business of Harris, Forbes & Co.); Kidder, Peabody

& Co. Is that correct, Mr. Stanley?

Mr. STANLEY. If I understand your question correctly, those firms

who were in business in 1935, or their predecessors, had some connec

tion with Telephone business in the past.

Mr. NEHEMRIs. That's right. And those four houses were included

in the first Telephone offering under the leadership of Morgan

Stanley?

Mr. STANLEY. They were.

Mr. NEHEMKIs. Now, the new houses that were included in this

business were Brown Harriman & Co (then Brown Harriman, now

Harriman Ripley & Co., Inc.)?

Mr. STANLEY. Right.

Mr. NEHEMRIs. And Edward B. Smith & Co.2

Mr. STANLEY. Correct.

Mr. NEHEMRIs. I don't know whether you were here at one of the

earlier sessions, Mr. Stanley, but if my memory serves me correctly,

Mr. Bovenizer, of Kuhn, Loeb, testified that his firm recognized Brown

Harriman as the heir to the National City Co. Did you likewise re

gard Brown Harriman as the heir to 5. National City Co.?

Mr. STANLEY. No; not any more than—

Mr. NEHEMRIs (interposing). Excuse me, sir.

Mr. STANLEY. Not any more than I consider anyone the heir of

anybody else, we or anybody else.

Mr. NEHEMRIs. Yes. Do you regard E. B. Smith & Co. as the heir

of the Guaranty Co., or is your answer the same for that?

Mr. STANLEY. It is the same.

. Senator KING.. I suppose you use the word “heir” in the same sense
it would be used ini. terminology in connection with estates?

Mr. NEHEMRIs. Not quite, sir. No, I used it in a much more popular
Sense than that.

Senator KING. Popular or unpopular?
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Mr. NEHEMRIs. Well, it may be both before these hearings are con

cluded.

Mr. HENDERSON. Senator, when we had Mr. Bovenizer of Kuhn,

Loeb on the stand, he readily acknowledged that he did regard them

as the heirs, and counsel has asked this witness whether he had the

same view.

Mr. NEHEMRIs. In the letter from Mr. Mitchell which is in evi

dence, there appears the following sentence, Mr. Stanley [reading

from “Exhibit No. 1644”]:

For this reason, and the added reason that they are eliminating completely

four houses who have heretofore been connected with the business, they felt that

they were under the necessity of not including our name.

Mr. Stanley, were the four houses which you felt constrained to

eliminate the following: Estabrook & Co.; R. L. Day & Co.; F. S.

Moseley: Hayden, Stone & Co.'

Mr. STANLEY. I didn’t feel constrained to eliminate anybody. I

don't know where the use of the word “constrained” comes from.

They were both excluded, but there was no necessity or anything of

that kind. Those houses were not included who had been included

in the previous business.

Mr. NEHEMRIs. Do I understand you correctly to have replied to

my question that the four houses whose names you eliminated were

not included ?

Mr. STANLEY. Not as underwriters.

Mr. NEHEMRIs. Now, these four houses were still in existence and

still able to underwrite, and these four houses were members of the

old Kidder, Peabody New England proprietary group, so that if I

understand what transpired at this time, Mr. Stanley, your firm de

clined to recognize, insofar as the new Kidder, Peabody firm was

concerned, that the agreement of May 5, 1920, was binding, or that

the interest of the New England group on original terms in the

A. T. & T. financing was binding, or the right of the new Kidder,

Peabody firm to share in the management #. or the right of the

new Kidder, Peabody firm to talk to the company?

Mr. STANLEY. Well, that is an awfully long question.

Mr. NEHEMRIs. You may have all the time you wish, Mr. Stanley,

to respond to it.

Mr. STANLEY. I will answer it, but I think I perhaps can get what

you are after. The consideration we gave in 1935 to including dif

ferent houses in the proposed Illinois Bell issue which was made in

October was based on what we thought their relative contribution

to the business could be at that time. We were not concerned with

past history, we were looking at conditions that existed in 1935, and

I and my associates decided who would be the underwriters in that

issue, as I have said, based on what we thought they could contribute

to the good of the business at that time.

Senator KING. The first part of your question assumes that those

four houses were competent, Mr. Nehemkis, and had the necessary

standing to underwrite. Did you desire to commit him to that state

ment of yours as a question of fact?

Mr. NEHEMRIs. I think the witness—

Senator KING (interposing). It seems to me you ought to have

asked him if they were competent. You state that they were, you see.

Mr. NEHEMRIs. I stated that they were in existence.
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Senator KING. You assumed that they were in the first part of your

question, you assumed that they were in a position to do that. I

think he ought to be permitted to state that, rather than to accept

your statement.

Mr. NEHEMRIs. Let me ask the witness the question you suggest.

I thank you, Senator King, for proposing it.

Are you clear, Mr. Stanley, as to Senator King's question? As I

understand it, it is, were these four houses, Estabrook & Co.; R. L.

Day & Co.; F. S. Moseley & Co.; Hayden, Stone & Co.; former mem

bers of the old New England proprietary group, competent to engage

in underwriting at the time of the offering of the Illinois Bell issue?

Mr. STANLEY. Well, you combine a lot of things, Mr. Nehemkis.

There has been a lot of testimony about the proprietary group, which

I am not going to try to comment about. I say this, and I would like

to say to Senator King, that I did not understand that I was accept

ing the other question in the form given, because I didn't. I don’t

admit that the question was correct or the assumptions were correct,

necessarily, but I will say in answer to the last question, eliminating

all of the questions of groups and things of that kind, that those four

firms you mentioned were in previous Telephone business during the

period 1920–30.

Mr. NEHEMRIs. And those four firms, for purposes of this testi

mony, were not included in the Illinois Bell offering of 35?

Mr. STANLEY. As underwriters, no.

Mr. NEHEMRIs. As underwriters?

Mr. STANLEY. No.

Mr. AvLDSEN. I have a question at this point, Mr. Chairman, if I

may ask it.

Mr. NEHEMRIs. I wonder if the witness has really responded to

Senator King's question.

Senator KING.' I think he has.

Mr. AVILDSEN. I notice, Mr. Nehemkis, in this same letter I have

read from, that the very next sentence after the one I just read reads

as follows [reading from “Exhibit No. 1644”]:

EHe—

Meaning Mr. Stanley—

assured me at the same time that this would not in any sense be considered a

telephone group, that they intended to consider each individual business Sepa

ſately, and as an illustration, indicated that if they were to do a piece of

Pacific Telephone business, they would certainly see that we were in a strong

position in the underwriting.

Mr. NEHEMRIs. That would have confirmed what Mr. Stanley has

been saying.

Mr. AVILDSEN. Is that correct, Mr. Stanley?

Mr. STANLEY. I remember talking to Mr. Mitchell about Pacific

Telephone at that time. I don't think I was as definite about the fact

that he would be included, but certainly he would be considered in

Pacific Telephone because his firm is a west-coast firm.

Mr. NEHEMRIs. Mr. Chairman–

Mr. HENDERSON. I don’t believe that covers, Mr. Stanley, the im

Port of the sentence Mr. Avildsen has read.

Mr. STANLEY. I see.
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Mr. HENDERSON [reading from “Exhibit No. 1644”]:

He assured me at the same time that this would not in any sense be considered

a telephone group, that they intended to consider each individual business

separately.

Mr. STANLEY. Undoubtedly I said that to Mr. Mitchell.

Mr. HENDERSON. Therefore, you remember saying this, but you

don't remember saying that you were bound to consider the past rela

tions, and you don’t remember that you said you were eliminating

completely four houses?

Mr. STANLEY. Well, I may very well have said that these four

houses were not included, but I don’t remember anything about the

latter part of that sentence, that they were under the necessity of

not including Mr. Mitchell. Do you see?

Mr. HENDERSON. Yes.

Mr. NEHEMKIs. Mr. Chairman, I have a number of exhibits which

I propose to offer in the next few minutes. Unfortunately, the mem

ber of my staff who was to have identified them was taken ill. May

I suggest for your consideration that they be marked at this time

subject to definite identification tomorrow, or as soon as the staff

member has regained his health.

The CHAIRMAN. These are exhibits secured by a member of the

staff who, by reason of illness, is not able to be here this morning?

Mr. NEHEMRIs. That is correct, sir.

The CHAIRMAN. Unless there is objection, they may be so marked

and identified in the future. Do you intend to submit them to the

witness?

Mr. NEHEMRIs. They do not come from his particular office.

The CHAIRMAN. But do you intend to submit them to him?

Mr. NEHEMRIs. He will jº copies, just as we all do.

I now ask in accordance with the arrangement just proposed, that

a memorandum dated New York, September 27, 1935, for N. P.

Hallowell from E. N. Jesup, of the investment banking house of Lee

Hºnºn Corporation, be marked subject to the terms just indi
cated.

The CHAIRMAN. The memorandum may be so marked.

(The memorandum referred to was marked “Exhibit No. 1697" and

is included in the appendix on p. 12240.)

Mr. NEHEMKIS. I read to you, Mr. Stanley, a memorandum pur

porting to be a conference which you had with Mr. Jesup in con

nection with the Illinois Bell offering which we are discussing.

Harold Stanley emphasized the fact—

The CHAIRMAN (interposing). Mr. Jesup was the author of that

memorandum ? Only initials, appear upon the memorandum.

Mr., NEHEMRIs. “E. N. J.” is Mr. E. N. Jesup [reading from

“Exhibit No. 1697]:

Harold Stanley emphasized the fact that these interests were for this piece of

business only and they were not at the moment forming a telephone group.

Apparently Mr. Jesup correctly understood you, Mr. Stanley.

Mr. STANLEY. Undoubtedly. Certainly I don’t know what “at

the moment” means, but we certainly were not forming a Telephone

group.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, pur

suant to the same arrangement, I ask that there be marked a memo
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randum by H. M. Addinsell, chairman of the executive committee of

The First Boston Corporation, dated September 30, 1935.

The CHAIRMAN. The memorandum may be so marked.

(The memorandum referred to was marked “Exhibit No. 1698” and

is included in the appendix on p. 12240.)

Mr. NEHEMRIs. Mr. Addinsell's memorandum of a conference with

you on or about the same time, referring to the Illinois Bell offering

now under discussion, reads as follows [reading from “Exhibit No.

1698°]:

The Mellon Securities will have an interest of $2,000,000 and Bonbright will

have an interest of $1,000,000 but neither of these last two names will appear in

the advertising. * * *

While Lee Higginson will appear technically ahead of us in spite of the fact

that they have a smaller interest, I assume that the reason for this is that the

first four names are the only names that appeared as such in the former adver

tising of this issue.

Jumping ahead in that memorandum, the first four names are:

Kuhn, Loeb; Lee Higginson; Kidder, Peabody; and First Boston.

º with the memorandum [reading further from Exhibit

No. 1698|:

The old Harris Forbes interest in Bell Telephone financing was approximately

5%, and it will be seen under the new arrangement, First Boston will have

10% of the entire issue, or 10.59% of the $42,500,000 to be sold by the under

Writing syndicate.

Mr. Stanley said that these percentages did not necessarily constitute a

precedent for any other Bell Telephone financing that might be done, because in

Special cases other bankers might have to be introduced, etc.

Mr. Stanley, did Mr. Addinsell correctly understand that last

Statement I read 2

Mr. STANLEY. It is very hard to follow as you read. What is the

wording, that the other banks would have to be

The CHAIRMAN. Please hand the exhibit to the witness.

Mr. NEHEMRIs. Do you have a copy of it?

The CHAIRMAN. No; I haven’t.

Mr. NEHEMRIs. All right. Now will you glance at the last, para

graph of the memorandum you have, Mr. Stanley, and tell me whether

that, generally speaking, correctly interprets the purport of your con
versation at the time with Mr. Addinsell?

Mr. STANLEY. Just let me take a minute to see this. Will you repeat

that question, please?

Mr. NEHEMRIs. Will the reporter please read the last question?

(The previous question was read.)

Mr. STANLEY. Well, I think it gives it in substance, excepting that I

don't know what Mr. Addinsell meant by other bankers having to be

included in the future, perhaps. I undoubtedly told him other

bankers_might be included, but there was no obligation to include

them. I can’t imagine what obligation there could be, unless the

company wanted other people included, but I only question the words

“have to be.”

The CHAIRMAN. The whole issue, as I take it, so far as your testi

mony is concerned, merely has to do with the interpretation of the

Word, whatever it may be, that might be taken by some persons to

indicate a legal obligation?

Mr. STANLEY. Right.

º§

º
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The CHAIRMAN. You desire to have it understood that there was no

legal obligation?

Mr. STANLEY. Correct, sir.

The CHAIRMAN. That applies to the use of the word “proprietary”

which came up so frequently in the last few days; it applies to the

word “bound” and it applies now to this phrase. But, on the other

hand, you do not question the fact that there existed in you or in your

predecessors the absolute power to say who should be in this financing

group or underwriting group, and that you exercised that power.

Mr. STANLEY. Well, without attempting to go back, Senator, to the

question of the firm of which I was formerly a member, because that

I do not want to testify about because there are other witnesses who

are now members of the firm who can so testify—that was gone into

at quite some length yesterday. But so far as Morgan Stanley &

Co., formed in 1935, was concerned, I would like to explain a little

bit about how it came about that we were asked to decide, asked by

the Telephone Co. to decide who should be included.

Now the Telephone Co., as I have testified earlier, had been con

sidering the question of financing. In August of 1935 when they

learned that Morgan Stanley was going to be formed, Mr. Gifford

and Mr. Cooper said they might want to talk to us about the financ

ing that they had been working on with help, after that. They

talked to us about that after we were formed. That was in Septem

ber and the issue was made in October.

They said they would like to look to us for the proper distribution

of these securities, and they would leave to us as to who should be

selected, the appropriate and adequate people, and they would charge

us with the responsibility of getting the right people.

They did not know the people in the business and we did. We

should manage this for them. But they would hold us responsible

for the results, and they made us guarantee the performance of all

of these underwriters, and they have made us do it ever since on each

issue, which involves various things. I mean, we assume, we believe,

very much greater liability, civil liability in the Securities Act than

we would do otherwise if we only took a part instead of guaranteeing

the whole, but we became bound for the solvency of the people we

select and their performance.

Senator KING.' Whoever you Select then, you guarantee their sol

vency and their ability to handle whatever allocation of the bonds

was made to them?

Mr. STANLEY. That is correct.

ALTERNATIVE METHODS OF SELLING SECURITIES

The CHAIRMAN. The question of public interest, which is involved

so far as I am concerned in all this testimony, is merely the com

parative value of the two methods of disposing of securities of a

particular type, namely, the securities of large businesses which occupy

a public relation like a railroad or a telephone company.

Now, you are aware that in 1926 the Interstate Commerce Commis

sion handed down a decision requiring the sale of equipment trust

certificates at public bid.

Mr. STANLEY. I am.
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The CHAIRMAN. The Interstate Commerce Commission rendered

that decision presumably in the belief that that was the more desir

able way of disposing of the securities of such companies.

Now, here, on the other hand, we have illustrated over a long

period of years the sale of the securities of the Telephone Co.

than which it may be presumed there is not a stronger industrial

organization in the country if not in the world.

r. STANLEY. I think that is quite true.

The CHAIRMAN. And that company’s securities are disposed of

without competitive bidding by turning the whole job over to J. P.

Morgan for a number of years prior to the passage of the Banking

Act, and from that time on apparently to your company.

Mr. STANLEY. Well, Senator, on that I would like to say this, sir.

The question of competitive bidding is a subject which I should like

. go into and talk upon at length, because I have thought about it a

ot. But

Mr. HENDERSON (interposing). Mr. Chairman, on the matter of

competitive bidding, counsel announced at an earlier session that the

staff had considerable information prepared for a hearing on that

subject, which is very vital, and hoped that the committee would

have time to hear at a later date.

Mr. STANLEY. But to comment more—

Senator KING (interposing). I don’t think that would preclude

Mr. Stanley giving his views as to whether or not the policy adopted

and which was participated in was a satisfactory one to secure the

best results.

Mr. STANLEY. I would like to comment briefly, and in detail as

much as you have time for later, on

The CHAIRMAN (interposing). But in propounding the question,

Mr. Stanley, it was not my desire particularly at this time to open

up a debate as to the comparative merits of the two plans, but merely

to make clear that that is the division.

I Mr. STANLEY. Right. And without attempting to go into detail,

Mr. HENDERSON (interposing). Before Mr. Stanley goes into that,

may I make a—

The CHAIRMAN (interposing). Mr. Stanley was making a state

ment or a comment not upon the merit now, but in direct response to

my question.

Mr. HENDERSON. I would like to make a statement. I think the

record ought to note, Mr. Chairman, so far as I am concerned, that

at the present time the S. E. C. has before it an issue which has been

argued but not disposed of, involving some of these questions and

involving Morgan Stanley; therefore, as I see it, I am precluded, of

Course, from participating in this discussion because we sit in quasi

judicial capacity.

I should like the record to note also that none of the questions

which counsel in this hearing will raise with Mr. Stanley have been

suggested by me. Is that correct, Mr. Nehemkis?

Mr. NEHEMRIs. Absolutely correct, Mr. Commissioner.

Mr. HENDERSON. None of the questions have I directed. And there

fore, they are not to be taken as having any relation at all to the

issues which are before the S. E. C. in the instant case.
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The CHAIRMAN. I take it that the S. E. C. in presenting this par

ticular study is not attempting to bring in any questions which is

º before the Commission on this other issue of which you

S])éa Kº

Pº HENDERSON. Not only that, but counsel's brief was prepared

before the application of the declarant was filed.

Mr. NEHEMRIs. As Mr. Stanley knows, we have been living in his

shop for months.

Mr. STANLEY. Yes; I know it.

The CHAIRMAN. He says that with an air of resignation.

|Laughter.]

Mr. STANLEY. Well, Senator, to comment more appropriately on

what you just said a moment ago about the two methods of doing

business, I would like to say just this, without going into the other

matter which Mr. Henderson referred to at all: Of course, corporate

securities can be sold by competitive bidding; there is no question

about it. But in my opinion—and I am not trying to argue it now—

it is very much better in the interest of the borrower and of the

investor not to sell issues through competitive bidding. If you do it

by competitive bidding, there are a lot of things that come up, points

that I think are bad. I mean, it is sort of a catch-as-catch-can propo

sition—casual intermittent connections, the company does not get

the benefit of professional expert advice, the banker either has to

take it as is, as the company has it, or pass it up.

It tends to overpricing, tends to poorer character of securities,

tends to eliminating the small dealer in my opinion, because the

people who bid competitively have got to have capital; they have

got to pay high prices, and I believe that it eliminates the small

dealer and will concentrate the business in the hands of the large

dealers more than today.

Also, you are going to have groups in competitive bidding, because

anybody can't come along and do it. You have the group question,

whatever that is; if it is a matter of being democratic, it will be just

the same as it is today.

Now, I have thought a great deal about it, and I would like to come

back to it later on if you will permit me and if you have time, but I

would like to also comment on one other thing that you said, sir, and
the same statement or a similar statement was made in the opening

statement, I think, yesterday morning, namely, that during the period

of 1906, I think, to 1939, the Telephone Company had done all of its

bond business with J. P. Morgan & Co. and associates, or Morgan

Stanley & Co. and associates.

Aside from the transactions prior to 1935 which Mr. Whitney re

ferred to, of various bond issues and loans that they did not handle

with J. P. Morgan & Co., there were a very large amount of con

vertible bonds and stock that were sold by the company without the

intervention of bankers at all, which frequently were sold to their

own stockholders, running to a very large amount of money.

I would like to correct what may be an erroneous impression inad

vertently made by Mr. Henderson in a previous statement, probably

referring to public offerings, by saying that since Morgan Stanley &

Co. has been in business, the Telephone Company and subsidiaries

or, rather, it was only subsidiaries, and certain companies that are
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considered as part of the Bell System that are not controlled by it

but of which the Telephone Company has 20 or 30 percent stock

interest have sold a total of $150,000,000 of securities direct to insur

ance companies without bankers at all, so they have tried alternative

methods and have not confined themselves to one method.

The CHAIRMAN. $150,000,000?

Mr. STANLEY. Yes, sir.

The CHAIRMAN. Out of a total of ?

Mr. STANLEY. Well, we have managed issues of $580,000,000 I

think, and in addition they have sold $150,000,000 since 1935. I don't

think this really bears on it very much, but Mr. Young tells me that

the amount they have sold to their pension fund is about $60,000,000

additional.

UNDERSTANDING AMONG INVESTMENT BANKERS WITH RESPECT TO EXISTENCE

OF TELEPHONE GROUP

Mr. NEHEMRIs. Mr. Stanley, from the three documents which I

had occasion to read to you, it would appear that you were very

anxious that the arrangement for the Illinois Bell offering should not

constitute a precedent for the future interests in that business, is that

substantially correct, Mr. Stanley'?

Mr. STANLEY. I never made commitments for the future to anybody

anyway, but at that particular time, as I have said before, the in

dustry, the investment banking business, was changing. People were

very anxious to obtain a standing, to become established, these new

firms, and were very eager to get into good business. We were

equally anxious and definite in our minds that we were not going to

let them get any kind of position in the future.

Mr. NEHEMRIs. Is that the reason for your not desiring to estab

lish a group or create an impression that there might be a precedent?

Mr. STANLEY. That is one reason, but as I said, I never made com

mitments for the future to anybody anyway.

Mr. NEHEMRIs. Mr. Stanley, I had occasion to refer to a memo

randum of the telephone conversation between you and Mr. Jesup.

I am going to read to you another statement that appears in Mr.

Jesup's memorandum.

You will recall, Mr. Chairman, that this is identified pursuant to

your arrangement with me. Mr. Jesup said as follows [reading

from “Exhibit No. 1697”]:

My guess is that they do not want to be committed to this group in these

amounts for future telephone business, owing to the possibility of some of the

banks being able to underwrite in the future. If this came about, I would

imagine that they might have to include the First National, Guaranty and

National City.

Could Mr. Jesup have understood you correctly, or was that your

Impression at the time?

Mr. STANLEY. That was what Mr. Jesup said.

Mr. NEHEMRIs. That was not possibly your view, or one of the

reasons why you were not anxious to establish a group?

* “Exhibits Nos. 1644, 1697, and 1698.”
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Mr. STANLEY. Well, my reasons, very simply, were that we were

just considering this transaction, and we were not at that time mak

ing any plans for the future.

Mr. NEHEMRIs. Mr. Chairman, in accordance with our prevailing

understanding, I should like to offer a memorandum by H. M. Addin

sell, whom I have previously identified to the committee, dated No

vember 20, 1935, with reference to the Southwestern Bell Telephone

Co. $45,000,000 offering. May it be marked, sir?

The CHAIRMAN. It may be marked.

(The memorandum referred to was marked “Exhibit No. 1699” and

is included in the appendix on p. 12241.)

The CHAIRMAN. Are the letters to be marked, all of those?

Mr. NEHEMRIs. You want them marked at one time? -

The CHAIRMAN. Suppose we have them all marked, and that will

dispose of them.

Mr. NEHEMRIs. All right.

The CHAIRMAN. That includes all of these exhibits that are to be

identified by the staff member when he returns?

Mr. NEHEMRIs. Correct, sir.

(The documents referred to were marked “Exhibits Nos. 1700,

1701, and 1702” and are included in the appendix on pp. 12242–12243.)

Mr. NEHEMKIS. Mr. Stanley, may I read to you a rather brief state

nº.; Mr. Addinsell in which he says [reading from “Exhibit No.

1699” |:

All participants giving up pro rata to them * * *

I take it this indicates that in spite of your strong admonition,

some of the banking houses still believed there was a group and

that they had definite claims on the business. Suppose I read you

the whole statement [reading from “Exhibit No. 1699”]:

We are offered a $4,000,000 interest which is a slight reduction from our pro

portionate interest in the Illinois Bells and is occasioned by the fact that

Dillon Read will be introduced into the business (in a non-appearing position)

and all participants are giving up pro rata to them. The amount of their

interest is not stated. Mr. Morgan is sending us the proposed registration

Statement—

And so forth.

Now, I repeat my question, if I may, Mr. Stanley, that language

seems to indicate that despite your very strong admonition that there

was no group, some of the houses still believed that there was a group

and that they had some claim on the business, and it would further

indicate, Mr. Stanley, that you apparently were forced to recognize

the existence of a group since you cut the participants pro rata?

Mr. STANLEY. Well, Mr. Nehemkis, I don’t see where you get the

idea that we were forced to give, to start with. I don’t know what

the other people thought. I thought you introduced a memorandum 1

from Mr. Addinsell saying there was no precedent.

Mr. NEHEMRIs. I have, but this is aº memorandum * on

the Southwestern Bell issue dated November 20, 1935.

Mr. STANLEY. But what of it?

Mr. NEHEMKIS. I am asking for your comment. Here is a responsible

member of the investment banking community. You have been very

1 “Exhibit No. 1698.”

2 “Exhibit No. 1699.”



CONCENTRATION OF ECONOMIC POWER 11973

careful to admonish the various houses that there was no precedent.

Apparently, Mr. Addinsell, a responsible banker, believes that there

was a group. You seem to indicate, in spite of your own statements,

that there was a group, because it was necessary to cut the group

pro rata.

Mr. STANLEY. I wouldn't think that his memorandum indicates he

thought there was a group. What he is saying is that there is a read

justment of the amounts these people had, different from the time

before.

Senator KING. Has this witness, the person who wrote the letter,

testified?

Mr. NEHEMRIs. No, sir. This is a memorandum by Mr. H. M.

Addinsell.

Senator KING. How would that bind Mr. Stanley'

Mr. NEHEMKIS. I am not saying that it does.

The CHAIRMAN. He doesn’t contend that it binds Mr. Stanley, and

of course it doesn’t, but it is merely an expression of opinion, that is all,

so that any question based upon it would be an argumentative question.

Mr. NEHEMKIs. Correct.

Mr. STANLEY. I think all he is saying is that the same people are

going to be in this Southwestern issue plus another one who wasn’t in

the previous issue.

Mr. NEHEMRIs. Mr. Chairman, may I at this time offer in evidence

a table entitled “Relative Participations in Security Issues of American

Telephone and Telegraph and''. Companies, 1935–39.” The

source of the data which appears in this table was compiled from the

registration statements filed with the Securities and Exchange Com

mission relating to the respective issues on file with that Commission.

The CHAIRMAN. It may be admitted.

(The table referred to was marked “Exhibit No. 1703” and is in

cluded in the appendix on p. 12244.)

Mr. NEHEMRIs. In the same connection, Mr. Chairman, I also offer

in evidence a table upon which the one you now have before you was

predicated. This table likewise is compiled from the information ap

pearing in the registration statements on file with the Securities and

Exchange Commission. However, I do not intend to discuss the sec

ond table which I request be admitted.

The CHAIRMAN. The table may be admitted.

(The table referred to was marked “Exhibit No. 1704” and is in

cluded in the appendix on p. 12243.)

PERCENTAGE PARTICIPATIONS OF PRINCIPAL MEMBERS OF TELEPHONE GROUP

IN RELATION TO PARTICIPATION OF MORGAN STANLEY & Co., INCORPO

RATED, 1935–39

Mr. NEHEMRIs, Does Mr. Stanley have a copy of this table?'

Here is one, Mr. Stanley. A word concerning this table and why it

is being offered at this time. This table was prepared, may it please

the committee, by dividing the amount taken by each underwriter

by the amount taken by Morgan Stanley; in other words, a series

of fractions: Kuhn, Loeb over Morgan Stanley equals Kuhn, Loeb's

amount; Kidder, Peabody over Morgan Stanley would equal ‘Kidder,

* Referring to “Exhibit No. 1703.”
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Peabody's amount, and so on. In each Telephone issue you will

observe, Mr. Chairman, that Kuhn, Loeb gets exactly 50 percent of

whatever is taken by Morgan Stanley. You will further observe, may

it please the committee, that Kidder, Peabody’s participations have

been exactly 40 percent, or very close to 40 percent, in all issues other

than Pacific Telephone, in which issue Kidder, Peabody received

33% percent. You will further note, Mr. Chairman, that Lee Hig

ginson's participation in 7 out of 11 Telephone issues has been exactly

50 percent of the amount taken by Kidder, Peabody. Now, you

will note on the table, there next appears a group of houses, First

Boston, Brown Harriman, E. B. Smith. These three houses have all

obtained precisely the same amounts beginning with the Pacific Tele

phone and Telegraph 3%s of April 1936. You will further note,

Mr. Chairman, that a new firm appears as a participant in the

issue, Harris, Hall & Co. This firm thereafter appears in all sub

sequent issues. Harris, Hall & Co.'s participation would appear to

have been ceded to it by First Boston. From this time on First

Boston gets the same percentage as E. B. Smith & Co. and Brown

Harriman, and this would appear to be the explanation for First

Boston's obtaining the same percentage as E. B. Smith and Brown

Harriman beginning with the Pacific Tel. & Tel. issue, whereas in the

prior issues First Boston's percentage exceeded that of the other two

houses.

Now what is the moral to be drawn from this chart? Yesterday,

you will recall, Mr. Chairman, that there was offered a table which

showed that in all Telephone issues headed by J. P. Morgan & Co.,

from 1920 until 1930, the percentage amounts taken by the group of

houses in that syndicate were absolutely static, no variation. This

chart was prepared, Mr. Chairman, to show whether or not there

had been any crystallization of a group in Telephone financing under

the leadership of Morgan Stanley & Co. comparable to the group

under the old J. P. Morgan & Co. leadership.

I submit, sir, that despite Mr. Stanley's desires that there be no

#.". as expressed to the participants, this chart indicates that there

has been a crystallization.

The CHAIRMAN. Well, it is not the chairman's understanding that

the witness has ever denied that there was a group. He has merely

denied that there was any obligation by which particular members

must of necessity be included in the group, and that is the only dif
ference that I see. Am I correct in that?

Mr. STANLEY. Not quite, sir. It depends on what you mean by

#. wºrd “group,” I suppose. A group of underwriters—may I just
In181) :

The CHAIRMAN. Yes, sir.

Mr. STANLEY. A group of underwriters are the people who buy the

bonds from the company. Now it is quite true that since 1935, since

Morgan Stanley & Co. have managed these Telephone issues, all of

these people that have been mentioned have been in the business,

but a great many others have, too, on exactly the same terms. For

instance, in some issues they bought the entire amount. The first

issue—no; I am not sure whether you said seven names or nine.

1 “Exhibit No. 1687.”
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Mr. NEHEMKIS. In that table? I

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Nine names.

Mr. STANLEY. Anyway, it doesn’t make any difference, a certain

number of people bought the entire issue of the Illinois Bell, 9 people.

The next issue, 10 people bought the entire issue; the next issue 10

people bought the entire issue; the next issue 47 people, all on

exactly the same terms. In the next issue

The CHAIRMAN (interposing). When you say “all on exactly the

same terms,” what do you mean?

Mr. STANLEY. I mean they paid the same price to the company.

The CHAIRMAN. Yes; but the proportionate share of each partici

pant was necessarily different.

Mr. STANLEY. Not to the total. I will come to that in a moment, sir,

if I may. -

The next issue, 97 people bought the issue; the next issue 10 people,

the next issue 48, the next issue 8, and how anybody can say there is

anything very frozen about that I don’t see. The next issue 37

l; bought it, the next issue 43 people, the next issue 47 people

ought it.

The CHAIRMAN. Are you referring now to the underwriters?

Mr. STANLEY. Yes, sir.

The CHAIRMAN. Or to the distributors?

Mr. STANLEY. To the underwriters. If you would like the number

of distributors I can give them to you in each issue. They run from

three to eight hundred people in each issue.

Mr. HENDERSON. Mr. Stanley

Mr. STANLEY (interposing). May I just finish the question that the

chairman raised? The people whose names Mr. Nehemkis has given

here, that is ourselves; Kuhn, Loeb; Kidder, Peabody; Lee Higgin

son; First Boston; Brown Harriman; Smith, Barney; Blyth & Co.,

in the first issue bought 93 percent of the issue; in the next issue 89

percent. The next 83 percent, the next issue 53 percent of the issue,

the next issue bought 46 percent of the issue.

b The CHAIRMAN. Now, you are referring to the exhibit which has

een—

Mr. STANLEY (interposing). No, sir, I am not; I am referring to a

table of my own.

The CHAIRMAN. Well, I mean when you say the next issue, are you

referring to the issues that appear on this chart?

Mr. STANLEY. Yes, sir; I am.

Mr. NEHEMRIs. Would the

Mr. STANLEY (interposing). The next issue is—

Mr. NEHEMRIs (interposing). Excuse me a moment, Mr. Stanley.

Would the Chair request for the convenience of those who are try

ing to follow the testimony, that the witness discuss them in the order

in which they appear on the chart?

The CHAIRMAN. Yes, let’s do that; Mr. Stanley, would you do that?

Mr. STANLEY. I will read the names, if I may.

The CHAIRMAN. If you will hold in your hand, or conveniently, a

copy of this exhibit * and then, for the benefit of the members of the

committee, identify each issue from it, reading from the top down—

* “Exhibit No. 1703.”

* “Exhibit No. 1703.”
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Mr. STANLEY. Right, sir. In the first issue—

The CHAIRMAN (interposing). Which is the Illinois Bell?

Mr. STANLEY. The Illinois Bell issue, seven underwriters purchased

97 percent of that issue, the balance being taken by two more under

writers, presumably.

The CHAIRMAN. Pardon me?

Mr. STANLEY. The balance was taken by two more underwriters

whose names are already in the testimony.

The CHAIRMAN. Well, now, let’s see. Appearing on that table,"

among the participants, are Morgan, Stanley & Co.; Kuhn, Loeb &

Co.; Kidder, Peabody & Co.; Lee Higginson Corporation; The First

Boston Corporation; Brown Harriman & Co., Incorporated; Smith,

Barney & Co.; later also identified as E. B. Smith & Co.

Mr. STANLEY. Those are the first seven to whom I referred.

The CHAIRMAN. And then the Mellon Securities Corporation and

Bonbright & Co.'

Mr. STANLEY. Right.

The Cºsmºs. A total of nine underwriters?

Mr. STANLEY. Yes, sir. The figures are in this chart, Senator, and

those figures are the ratio that Mr. Nehemkis has figured out of the

respective amounts that each firm purchased as compared to the

amount we purchased. The figures that I am giving you are the

amounts in the aggregate of Seven people, of the total issued. I don't

question the accuracy of Mr. Nehemkis' statement here or his compu

tation of mathematics, but what I am trying to say is that it doesn't

tell the story at all, because you have got to consider the whole issue.

You can’t give just part of the issue and—

Mr. NEHEMRIs (interposing). Mr. Chairman, may I venture to say

that it is impossible to make the kind of comparison that Mr. Stanley

wants to make? I merely indicated, sir, that these were ratios and you

can’t compare ratios with absolute figures. Mr. Stanley should ad

dress himself to the chart in evidence, and then, if he wishes to—

The CHAIRMAN (interposing). He is doing that, Mr. Nehemkis, and

what he is trying to do, as I understand him, is to point out to the

committee whatlº of the entire issue was purchased by what

underwriters and how many underwriters participated in each issue,

and, of course, the committee is willing to have him make his explana.

tion.

Senator KING. I think the explanation is quite proper and compe
tent in connection with the transaction.

Mr. STANLEY. Thank you.

The second issue, the Southwestern Bell Telephone Co. issue, the

first seven names at the top of Mr. Nehemkis' sheet purchased 89 per

cent of the total issue.

º CHAIRMAN. But there were 10 participants in that issue, all

to] Clº

Mr. STANLEY. Yes, sir; the next issue was the Pacific Tel. & Tel.

31/4's, and those 7 people, the same 7 people, purchased 83 percent of

the entire issue, and there were a total of 10 underwriters. The next

issue, the American Tel. & Tel. issue of 1961, those same 7 people pur

chased 53 percent of the issue, and there were 47 underwriters; that is,

39 other people.

1 “Exhibit No. 1703.”
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The CHAIRMAN. Now, may I interrupt you there to ask whether

Morgan Stanley & Co. determined the identity of all the persons who

participated and all of the firms that participated in that?

Mr. STANLEY. We did, sir; we discussed the names with the com

pany, but they said the responsibility was ours, and as I said before,

we had to guarantee performance.

The CHAIRMAN. Then the seven first names purchased how much

of that security?

Mr. STANLEY. 53 percent.

The CHAIRMAN. Now, that allocation was made by you?

Mr. STANLEY. Yes, sir.

The CHAIRMAN. And you allocated the other 47 percent to these

additional underwriters whom you brought in of your volition?

Mr. STANLEY. Correct; entirely.

The CHAIRMAN. And that was done at your discretion, and I

assume you were guided by a sort of what would be the best form

of distribution?

Mr. STANLEY. Correct, based on our opinion of the merits of the

people.

The CHAIRMAN. Very well.

Mr. NEHEMRIs. Mr. Stanley, do you want to point out that that was

a $150,000,000 issue?

Mr. STANLEY. Quite. The amounts are shown, I think, on your

list.

Mr. NEHEMKIS. Yes.

Mr. STANLEY. The next issue of A. T. & T., of $140,000,000, the

7 people bought 46 percent of the issue, and there were 97 underwriters.

The next issue of Bell Telephone was 3%s—3%s it should be—those

same 7 people purchased 82 percent of the issue.

Senator KING. Purchased what?

Mr. STANLEY. 82 percent, sir; and there were how many under

writers?

Mr. YoUNG. Ten underwriters.

Mr. STANLEY. Ten underwriters. The Southern Bell issue, which

was the next one, 7 people issued, it was a $42,500,000 issue, and the

same 7 people purchased 54 percent of the issue and there were 48

underwriters. The next issue was New York Telephone Co., a $25,

000,000 issue, and those 7 people purchased 98 percent of the issue,

and there were 8 underwriters. The next issue, the Mountain States

Telephone, the 7 people purchased 56 percent of the issue, and there

were 37 underwriters.

On the Southwestern Bell issue, the 7 people purchased 56 percent of

the issue, and there were 43 underwriters. That was a $28,000,000

issue. The Southern Bell issue, which is the last one, was $22,250,000,

and 7 people purchased 55 percent of the issue, and there were 47

underwriters.

The CHAIRMAN. What was the largest percentage?

Senator KING. Who purchased the rest, on that last one, 45 percent?

*: STANLEY. There were 40 other people who joined in the pur

Chase.

The CHAIRMAN. What was the largest percentage that you just

gave us, allotted on any single issue, to the first seven firms?

124491–40—pt. 23—12
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Mr. STANLEY. The largest percentage was 98.40, and that is in the

case of the New York Telephone Co., which the company wanted dis

tributed primarily in the East and particularly in New York.

The CHAIRMAN. And the smallest was 50, or

Mr. STANLEY (interposing). Forty-six percent.

The CHAIRMAN. Forty-six percent in what issue?

Mr. STANLEY. In the $140,000,000 A. T. & T.

The CHAIRMAN. And in all other issues, these seven participated in

more than 50 percent?

Mr. STANLEY. Yes, sir.

The CHAIRMAN. Now, those seven firms which in each instance ex

cept one took more than half of the total, were Morgan, Stanley &

Co., Inc.; Kuhn, Loeb & Co.; Kidder, Peabody & Co.: Lee Higginson

Corporation; The First Boston Corporation; Brown Harriman & Co.,

Inc.; and Smith, Barney & Co., also known as E. B. Smith & Co.?

Mr. STANLEY. Yes, sir.

The CHAIRMAN. And the various proportions which they took are

substantially those set forth on the exhibit offered by Mr. Nehemkis?

Mr. STANLEY. I have no reason to question the accuracy of it.

The CHAIRMAN. That is a mathematical calculation; but as you

glance at it, you see no reason to dispute the proportions?

Mr. STANLEY. Quite correct.

The CHAIRMAN. Very well.

Mr. NEHEMRIs. Mr. Stanley, you have referred to the first seven

names, or a phrase substantially similar to that. Will you now give

me the names represented by that phrase, the first seven?

Mr. STANLEY. Well, the first seven names on your list.

Mr. NEHEMRIs. No; the first seven names which you had occasion

to refer to in your exposition of a moment ago. What are those seven

names?

Mr. STANLEY. Well—

The CHAIRMAN (interposing). Well, I just read them, and he ac

knowledged them.

Mr. STANLEY. They are the first seven names on your list; they are

the same names at the top of your table.

Mr. NEHEMIS. I see. I just wanted to make clear that we were

talking about the first seven names.

Do you recall Mr. Charles Mitchell’s testimony in regard to Tele

phone matters when he was here? I believe you were present.

Mr. STANLEY. I was present, I think, most of the time.

ACCOUNTS “FROZEN TO A FAR GREATER EXTENT THAN OTHERs”—THE

TELEPHONE ACCOUNT

Mr. NEHEMRIs...I am going to read to you what Mr. Mitchell had

to say on the point now under discussion, may it please the com

mittee: 1

Mr. NEHEMKIS. Mr. Mitchell, we left off this morning with a discussion of Tele

phone matters. You were good enough to indicate to the committee that you would

make available certain information. Let me repeat to you some of the questions

at this time. You had this to say, “There are certain accounts that are frozen

to a far greater extent than others. For instance, what we know as the Tele

phone account.

“The CHAIRMAN. Is that a frozen account?

* Supra, p. 11573.
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“Mr. MITCHELL. As to its leadership and the first few names on that account

I think it is more nearly frozen, perhaps, than most accounts.”

I skip a portion and I continue with Mr. Mitchell's testimony:

Mr. MITCHELL. I would say that for a long period of years—and I give you that

from recollection—the business has been headed by J. P. Morgan and latterly by

Morgan Stanley & Co., and there have always been in that group, always according

to my recollection, Kuhn, Loeb & Co.; Kidder, Peabody & Co.; Lee, Higginson &

Co.; and latterly, Lee Higginson Corporation. Since Morgan Stanley & Co.

have handled this financing, those names have headed the list. They have also

followed them in all of the issues, The First Boston Corporation; Brown Harri

man & Co.; and Edward B. Smith & Co., and those names by and large have been

the names that have appeared in the public advertising.

Mr. NEHEMKIs. And it was that list of names of those underwriting houses which

you have just enumerated that you regard as being the group?

Mr. MITCHELL. Those names have appeared so often with the head of the

group, with the head of the underwriting syndicate, that I would say that they

were regarded as the principal names in the Telephone business.

Mr. Stanley, is there a Telephone group under the leadership of

Morgan Stanley & Co., Incorporated ?

Mr. STANLEY. Not as I understand the meaning of the word.

Mr. NEHEMRIs. Mr. Stanley, I now read you from a memorandum

covered by stipulation of Mr. Charles E. Mitchell, may it please the

committee.

The memo is dated September 23, 1936, and is addressed to members

of the firm by Mr. George Leib, who was a witness here, as you will

recall, Mr. Chairman. I now read you, Mr. Stanley

Sºtor KING (interposing). Did that witness identify the state

ment :

Mr. NEHEMRIs. This memo, Senator King, has been offered under a

stipulation by the chairman of the board of Blyth & Co., who identi

fies it as coming from his files, and that stipulation is in the record.

Senator KING. Well, the point I am trying to get at is, could that

be regarded as having been sworn to by some person, some witness?

The CHAIRMAN. Yes, that was the understanding. Mr. Mitchell

was here, and in order that he might not be required to remain, he

acknowledged that, that that memo came from his files.

Senator KING. But he wouldn't swear to its accuracy and Mr. Leib

was not here on the stand so he couldn’t swear to it.

Mr. NEHEM KIS. I am still saying, sir, that for purposes of identi

fication, and that the record may be clear, Mr. Mitchell has stipulated

and I am offering in connection with that stipulation, a memo coming

from the files of Blyth & Co. I say nothing further with reference

to its contents.

Senator KING. Well, you see, it is sort of getting the testimony in

the back door, without bringing in the witness, Mr. Leib, on the stand

and letting him swear that he made that statement.

Mr. NEHEMRIs. Mr. Chairman, I must take exception to that.

Senator KING. Is Mr. Leib going to be called?

Mr. NEHEMKIs. The record may show that counsel takes exception

to that statement.

Senator KING. Let it be noted, but can Mr. Leib be called as a

witness; yes or no?

Mr. NEHEMRIs. Mr. George Leib, in connection with this proceed

ing, is not to be called as a witness, Senator.

* “Exhibit No. 1691.”
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Senator KING. Well, I want to know—if he doesn’t have his testi

mony here. We will continue.

Mr. NEHEMRIs. Shall I proceed?

The CHAIRMAN. Proceed.

Mr. NEHEMRIs [reading from “Exhibit No. 1705”].

Harold Stanley called up while you were out on the subject of American Tele

phone & Telegraph. There will be a $175,000,000, 25-year, 3%s filed either today

or tomorrow, to be offered about October 15. $25,000,000 of this will be retained

by the company for the pension fund.

It will be two point profit business with % going to Morgan Stanley. Under

writers will receive 7s, subject to expenses and the selling group will receive

34. * * * There will probably be about 45 underwriters—

And then appears a list of names. Now, the last paragraph [read

ing further].

Mr. Stanley went on to explain that there is absolutely no precedent in this

business as the next issue will be a small one and it may be that they will go

back to the original seven underwriters who appear publicly.

Mr. Chairman, I merely offer this in evidence at this time as an

indication of what Mr. George Leib, whom the committee has seen

and the committee has heard, understood at the time. It is offered in

evidence.

The CHAIRMAN. It may be received.

(The memorandum referred to was marked “Exhibit No. 1705”

and is included in the appendix on p. 12250.)

Mr. NEHEMRIs. And if I may use an expression—

The CHAIRMAN (interposing). Of course, Mr. Nehemkis, there is

no argument about the facts so far as I see them. The witness

acknowledges that there were several principal underwriters. He

merely concedes that those could be changed. These various exhibits

that you are offering do not in any sense controvert that declaration.

I don't see how it can be controverted because it is a matter of inter

pretation.

Mr. NEHEMRIs. That is correct. I think you and I understand

each other perfectly.

Mr. HENDERSON. I think also, Mr. Chairman, that some of the

things we do offer support some of the contentions Mr. Stanley has

made.

The CHAIRMAN. Yes, surely.

Mr. NEHEMRIs. Now, Mr. Chairman, in accordance with your previ

ous arrangement concerning identification, I would like now to ask

you to examine “Exhibit No. 1700.” after I briefly touch on it, you

will—if you will, sir, look at it. This exhibit was obtained from the

files of E. B. Smith & Co., now known as Smith, Barney & Co. You

will observe, sir, its very significant statement—

The CHAIRMAN (interposing). Now, is that one of the exhibits

which we put in subject to future identification?

Mr. NEHEM KIS. Subject to future identification, correct, sir. This

exhibit sets forth in one column the various underwriting houses that

have participated in Telephone Securities from the time of the passage

of the Securities Act in 1933 up until the Mountain States Telephone&

Telegraph offering of June 9, 1938, and on the left-hand side appears

a list of underwriters, but the significant thing about this is that only

the percentages and further reference marks that I will come to are

made with reference to the first seven, always the percentage of the

first seven and always the position in advertising of the first seven.
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It would seem—I make no other comment about it—that at least one

important and responsible investment banking house thought that

only the first seven houses were significant in this business.

Will you examine it, Mr. Chairman Ż

GUARANTY OF FINANCIAL RESPONSIRILITY OF OTHER MEMBERS OF

SYNDICATE BY MORGAN STANLEY & Co., INC.

Mr. MILLER. Might I ask a question? Mr. Stanley, were all of these

Telephone issues handled in the same manner, that is, you had to

guarantee the account and all the members’ responsibility in the

account?

Mr. STANLEY. In each issue.

Mr. MILLER. I wonder if the committee have the impression that

that is a normal type of account? Isn’t that an extraordinary thing?

Mr. STANLEY. Well, it is not general, Mr. Miller. We have done

it in a few other cases, but it isn’t general. I don’t know whether any

other managers have done it or not. I don't recall any, but it seems

to me that some have done it. But I might point out that there are

various other kinds of guaranties that other managers arrange in

other syndicates, a partial guaranty, up to 10 percent or the first

5 percent that might default, or whatever it might be, some guaranty

of that kind. But I don’t remember at the moment any other instance

by any other manager of a complete guaranty of the entire under

writing. -

Mr. Miller. The usual thing is no guaranty on the part of the

manager?

Mr. STANLEY. The usual thing is a separate, several contract between

the underwriter and the company and that, of course, is one of the

proofs that the company, in many cases, has a lot to say as to who the

underwriters are, because they have a contract direct with them.

Mr. MILLER. I understand.

Senator KING. I didn’t understand that last observation.

SEVERAL LIABILITY OF UNDERWRITERS UNDER PURCHASE CONTRACT WITH

ISSUER

Mr. STANLEY. The way business is done now, sir, a group of people

buy an issue of bonds, whatever the amount may be, from a borrowing

company. The procedure under the present laws makes it better, or

less difficult, to have each underwriter sign a contract with the bor

rower. One man buys a million bonds, another man buys two million

bonds—or another firm, in both cases, rather—another firm buys “x”

number of bonds, and in the aggregate they comprise the entire issue,

and that is a several contract between each firm and the borrower, so

naturally the borrower knows something about whom he is doing

business with.

Senator KING. From your experience in the business to which you

have been referring, isº any advantage to the borrower in know

ing just what he will get for his entire issue, and knowing that he

will not have to go out and look around for a purchaser, to peddle

them here and there in various parts of the United States?

Mr. STANLEY. Oh, absolutely; a very great advantage. It is essen

tial that he know that he has got the entire amount to be paid to him

on the date set.
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Senator KING. From your experience over a long period of years,

is it more advantageous to the borrower and to the public to have

a plan such as you have indicated, or rather to just let each issue

be advertised and sold to any purchaser desiring to buy any portion,

without any guaranty?

Mr. STANLEY. Well, I think it is very much more to the advantage

of the borrower and the investor to have continuing relations with

responsible, competent people in the investment business, with a

borrowing concern. I don’t want to enlarge on it too much, but the

investment banker who knows about the company for a long time

and has gotten where they have mutual confidence in each other

and have had satisfactory relations with each other, it is normal

that they will continue and certainly they can do business better and

more effectively than just a new man every time. Now, so far as

the investor goes, such a person who has continued relations, whose

advice is heeded and followed—they may be disagreed with but they

talk it out and the company and the banker agree on what is the

proper thing for the investor's interests—certainly the investor's

interest is looked after a great deal better than in a case where the

investment banker has nothing to say about a certain issue at all.

Senator KING. Another question: Are there many issues of bonds,

not coming within the category to which you have referred in Mr.

Nehemkis' memo, that have defaulted? In other words, in the gen

eral issue of bonds, not those that are guaranteed, are there many

in default during the past few years?

Mr. STANLEY. By the underwriter to the borrower, you mean, sir,

or do you mean by the public?

Senator KING. The purchaser.

Mr. STANLEY. You mean the borrower?

Senator KING. By the issuer. -

Mr. STANLEY. There have not been many defaults of American

corporations in recent years. Perhaps I don't understand your ques

tion correctly.

Senator KING. Well, are there many companies which have pur

chased bonds not in this—small group or individual groups, pur

chased bonds—have they defaulted?

Mr. STANLEY. Oh, I think perhaps I understand your question as,

Do the investment banking firms—have they defaulted? No, sir,

not often.

Senator KING. Where the investment banker has made a guaranty

such as is indicated in these, have there been any defaults?’

Mr. STANLEY. We haven’t been called on to make up any defaults.

Senator KING. That is all.

Mr. NEHEMRIs. Mr. Stanley, may I clear up one point about your

earlier testimony? As you were going over a list which was avail

able to you, you indicated that in the Southern Bell Telephone Co.

$42,500,000 offering in 1937, the underwriting group had been in

creased from either 9 or 10 to 48. Is it not a fact that you increased

ë. underwriting group at the express request of the Telephone
O.

Mr. YoUNG. Is that Southwestern ?

Mr. NEHEMRIs. Southern Bell Telephone, $42,500,000, 3%'s, 25-year
debentures.
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Mr. STANLEY. Well, I think very likely, Mr. Nehemkis. I can't

be sure of the dates, but as I have testified, as business went on, as

business began, we–this was 1937.

Mr. NEHEMRIs. Right.

Mr. STANLEY. But I am coming back in a moment. In the initial

Bell issue, we thought the most appropriate and best thing to do—

and I would like to explain some of the reasons in a moment—was

to have a fairly small group and a very large distributing group.

That was—we were just starting in business, and you know the con

ditions in the investment markets were uncertain. People's ability

wasn’t fully tested, these new firms and all that. As we went on

and did more business, we became convinced, and the company also

felt that it was very wise, on large issues, national issues, to have

a much larger underwriting, and between us, we agreed. The deter

mination of the people, however, was left to us.

Mr. NEHEMRIs. Mr. Chairman, I should like to refer

Mr. STANLEY (interposing). We started that in 1936, Mr. Young

Says.

Mr. NEHEMRIs. I should like to refer at this time to a memo

randum which has already been received in evidence, as “Exhibit

No. 1701,” subject to our prevailing understanding. This memo

randum confirms substantially what Mr. Stanley just said. It is a

memorandum from Mr. H. M. Addinsell with reference to the

Southern Bell offer, dated April 14, 1937. I should like also to refer

to another memorandum by Mr. Addinsell, “Exhibit No. 1702,” on

the Southern Bell Telephone offering of 1939.

RECIPROCITY witH MORGAN STANLEY & Co., INC.

Mr. NEHEMRIs. Now, may it please the committee, I should like

to read to you a letter from Mr. Mitchell. This letter is covered by

Mr. Mitchell's stipulation in evidence. This letter is directed by

Charles E. Mitchell to his partner on the west coast, Charles R.

Blyth, and reads as follows [reading from “Exhibit No. 1706”]:

I have had several talks with Harold Stanley regarding Pacific Telephone

business and have used every argument that I can muster that we should be

up around the top in that offering. He started out with the proposition that it

was going to be impossible to revise the old account. Later he conceded us

a position of $1,000,000 in the underwriting and the last appearing name. Then

he told me that there was just as much pressure from the Coast for the care

of Dean Witter as there was for us and if he revamped the account to take

us in, he would have to find some place for Dean Witter, and now in a letter

written just as he was leaving for a holiday, he writes me as to the set-up

as follows:

“As to Pacific Telephone, we have tried to consider all the different aspects

of that issue. It is not coming for some time, but I think that the partici

pants will be invited on the following basis.”

Then appears the first seven names that we have been referring to,

and three additional names, Blyth & Co., Dean Witter, and Harris &

Co.

Continuing with Mr. Stanley's letter, which Mr. Mitchell quotes

[reading further]:

“The names to appear in the advertisement in the order given.

“I know you will keep the above confidential, as we haven't spoken of any of

the other houses, and the above program may be changed.

* “Exhibit No. 1691.”
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“After giving not only your wishes but the entire matter a lot of thought

I am convinced that the above arrangement is fair all around and to the best

interests of the business.

And now, sir, I call your attention particularly to the next para

graph [reading further]:

“I note what you say about your having offered us the participation in Pacific

Gas & Electric, which of course we appreciated and which we were very glad

to accept, but really there can be no connection between that and the Pacific

Telephone business in your mind or ours.”

Mr. Stanley, did that mean that you recognized that Blyth & Co.

could not possibly reciprocate to you, by having offered you a piece
of P. G. & E. business for Telephone business?

Mr. STANLEY. Well, I don’t know what it meant, because I don't

know what was said in Mr. Mitchell's letter, but it certainly has no

connection; there is no connection between the two in my mind.

Mr. NEHEMRIs. You still maintain that?

Mr. STANLEY. Yes.

(The letter referred to was marked “Exhibit No. 1706” and is

included in the appendix on p. 12250.)

Mr. NEHEMRIs. Now let me read to you from Mr. Mitchell's testi

mony: *

Mr. NEHEMRIs. You can't ever hope really to reciprocate to Morgan Stanley?
Mr. MITCHELL. No ; oh, no ; they are not in our line of business.

Mr. STANLEY. Well, I don't know whether you want me to comment
on that or not.

Mr. NEHEMRIs. Only if you wish, sir.

Mr. STANLEY. Well, I don't see any reason at all why people can't

do business with people who want to do business with them, but I

say, in connection with the testimony that has happened here on reci

procity, that a man or firm cannot run a syndicate that he is man

aging on a basis of anything except merit and performance and use
fulness to the business.

UNDERWRITING RISK RELATIVE TO TELEPHONE ISSUES

Mr. NEHEMRIs. Mr. Stanley, we have been discussing a case history

of American Telephone & Telegraph Co. for 3 days. We have de

veloped for the committee the origins of that business and we have

carried it through the leadership of Morgan Stanley. May I ask you

this question. What risk is actually involved in managing a Telephone
issue?

Senator KING. What was the second word of your question?

Mr. NEHEMRIs, What risk, Senator, is there actually involved in
going in a Telephone issue?

-

Mr. STANLEY...Well, Mr. Chairman, I don’t see how you can apply

that, if you are implying that there is no risk in any business you do

For instance, when the war happened - -

Mr. HENDERSON. Mr. Chairman, I don't think that that was called

for by the witness at all... I think the question was very plain and
the witness has in my opinion no right to read an implication into
that statement.

The CHAIRMAN. It was a conditional implication.

1 Supra, p. 11600.
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Mr. STANLEY. May I add to my answer in this way, that the risks

involved in handling Telephone issues which are of the highest char

acter are similar to the risks of handling all bond issues: The matter

of markets, changing markets; the matter of proper pricing; there

might be no risk as to insolvency.

Mr. HENDERSON. What was that?

Mr. STANLEY. There might be no risk as to the insolvency of the

Telephone Company. For instance, when rumors of war happened

in September, the outstanding Telephone bond issues went off 10 points,

and if the syndicate had had a commitment at that time they would

have had a loss. If you overprice the issue, as we did in the last

Southern Bell issue, you may have a loss there, the bonds went down.

I am very glad to say that on most of the issues we happened to have

priced them very properly. Now, I might inject here, Senator—you

have askedºand I think some of the other witnesses whether

there was any assurance that the price that was obtained by this

method of negotiations was a fair and adequate price.

Leaving aside the question of the spread for the moment, which is

all a matter of record in the S. E. C. and most of the utility issues are

passed upon by one commission or another as to its propriety, I

think the best answer, for instance, on the Illinois Bell issue was the

price it sold at in the open market. I have those figures here. It was

offered at 102% and a month after it sold in the wide-open market

at 102%. Now, it is a matter of judgment, and you have got to have

experience in pricing and in merchandising. The same questions

of judgment come into competitive bidding—I mean there isn’t any

thing automatic about competitive bidding; a fellow forms an opin

ion as to what the proper price is, and he may be right or wrong.

The CHAIRMAN. What you are saying now is that in this particu

lar issue—

Mr. STANLEY (interposing). Yes.

The CHAIRMAN. A month or so after the underwriting had been

completed—

r. STANLEY. Right.

The CHAIRMAN. The issue was commanding in the open market a

price which was at least a point above—

Mr. STANLEY. No, sir.

The CHAIRMAN. That at which it was disposed of.

Mr. STANLEY. It was selling at a price approximately the same,

fractionally above the price at which it was offered, an eighth above.

It was offered at 102%.

The CHAIRMAN. So at this period, after the underwriting, the issue

was commanding in the public market not only the price at which

the underwriters purchased from the issuing company but also the

entire spread.

Mr. STANLEY. Right. The spread in my opinion is the compensa

tion you pay for distribution, the same as you distribute any kind of

commodity. You buy at wholesale and sell at retail.

The CHAIRMAN. Well, of course the point in a matter of this kind

is whether so large a compensation should be paid for the distribution

of so high-grade a security.

Mr. STANLEY. That may be one question. That is also a question

of pricing and markets.

The CHAIRMAN. Surely; and I recognize that different answers

might be given.
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Mr. STANLEY. Further than that, I think there is another point

not often thought of. You get into the question of whether wide pub

lic distribution is a good thing or not, or whether concentrated hold.

ings are preferable. Generally speaking, it has been my experience

that the corporation which has to borrow every year, or every 2

years, with an expanding business, which I hope we are going to have

again soon, those people would rather, generally speaking, have

their securities widely distributed and have a market as a gage of

their credit in the case of future issues. Now the only way you can

get wide distribution from here to California and any other place is

by having hundreds of dealers all over the country work and sell

those bonds. The big houses can’t do it all, the entire amount. They

can do part but not all of it, and you have to pay those fellows or

they won't work, and that is where part of your spread goes. There

has been a lot of talk about dividing up the profits of business that

people didn't own here

The CHAIRMAN (interposing). There wasn't a great deal of talk;

there was one simple short sentence.

Mr. STANLEY. Well, that I agree with, Senator, completely. The

selling commission is about half of the total spread, but on the ques.

tion of division of profits among various bankers and their partici

pations in issues, I am not sure that it has been brought out, I don't

think that it has in the testimony I have heard, that when a man

takes a million-dollar commitment as underwriter, if things go well

he may make $6,000; if things go wrong, Lord knows what he will

Jose. I mean we talk in such large figures that the compensation is

lost sight of in the maze of large figures. Now, another thing in

distribution, and it is related to this Telephone business, that I would

like to say very briefly is that most of these Telephone issues were

refunding issues, and in considering the appropriate people who

would be useful in the new syndicate, we naturally thought of eople

who had sold Telephone securities before. They were in touch with

those people, those Securities were to be taken away from them by

redemption and new securities issued in their place. The naturally

were in a much better position to place the new Tàº. issues

because of their knowledge and their clients having had old Telephone

issues. As has been testified to here, the Telephone Co. developed

in New England; the Securities were largely held in the East. We

had a list of the holders of the Illinois Bell issue that was to be re

deemed. It was public information in the manuals of institution

holdings, trusts, charities, insurance companies, and so forth, and of

that issue those institutions alone held over half the issue. So it is

obvious that the markets, generally speaking, as well as the holdings

of the telephone bonds, are in the East rather than the West. We

did put bonds in the West in the selling group and in other places

too. Incidentally, we put quite a large amount in Chicago.

I may say that Mr. Stuart is an old friend, but his figures were

wrong in the amount of his selling participation. He had $1,000,000which he accepted. 3vvv,

The CHAIRMAN. What about the distribution of Telephone stock?

Is that carried on in the same way?

Mr. STANLEY. That isjº or latterly, by the company offer

ing directly to its own shareholders,º else having anything
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to do with it, and the price is very attractive and way below the

market. There have been times in the past where the Telephone Co.

had a campaign of selling stock to the public, but that hasn’t been

done lately.

Mr. AvLLDSEN. You said that the Southwestern Bell issue was over

priced, I believe?

Mr. STANLEY. No; the Southern Bell.

Mr. AvLDSEN. Would you explain what you mean by overpriced?

Mr. STANLEY. Well, priced at a figure where it wasn't attractive

§all the public, and all the bonds were not sold and the price went

OII.

Mr. AVILDSEN. Who got the benefit of the overpricing, the under

writers or the Company?

Mr. STANLEY. The Company.

Mr. AvLLDSEN. The Company got the benefit of the overpricing?

Mr. STANLEY. Yes.

Mr. AvTLDSEN. How about the investor?

Mr. STANLEY. The investor lost, if he bought bonds at that price,

unless he bought them after they had gone down.

Mr. HENDERSON. Do you mean the investor lost if he bought a

bond and then sold?

Mr. STANLEY. Yes; if he retains it he may not have a loss at all.

Senator KING. Have you concluded your statement, Mr. Stanley'

Mr. STANLEY. Yes, sir.

Senator KING. I want to ask one question. From your experience,

is it more satisfactory to the public in general to have underwriting

than where you sell without any underwriting? In other words, you

sell more readily where the bonds are underwritten by responsible

organizations?

r. STANLEY. Much more so in the latter case, and, in addition to

that, Senator, of course when a company has a bond that is coming

due, as the New York Telephone Co. did this fall—seventy five mil

lion, or whatever the figure was—they have got to have somebody

agree to provide that amount of money on October 1, or whatever the

date is. They can't go out and make an effort to sell things and get

half of it and not the rest of it at all, and the same thing applies in

these refunding issues, of which there have been a great many in the

last year, calling an outstanding security, paying perhaps 5 or 6

percent, to refund at 3 percent. When they make a call to the

bondholders those bonds come due, and they have got to have the

money in their pockets to pay them.

Senator KING. That would necessitate—or at least it is believed to

be necessary to go out then, and organize a syndicate for the purpose

of taking up the refunding issue?

Mr. STANLEY. Yes, sir.

Mr. NEHEMRIs. May I interpose at this moment and ask the com

mittee's indulgence to continue a little longer than we usually do so

that we may conclude with Mr. Stanley's testimony before lunch and

not run over our schedule? As you recall, we have already advised

certain witnesses that their appearance would not be necessary.

The CHAIRMAN. How long §. you expect?

Mr. NEHEMRIs. About 20 minutes.

The CHAIRMAN. Proceed.



11988 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. Mr. Stanley, I believe, you were present here yes.

terday when the committee received in evidence a table" showing that

on the old J. P. Morgan syndicates of Telephone bonds the syndicate

books frequently closed in 1 minute, 5 minutes, 30 minutes, an hour;2

hours was considered a flop. Now, do you find any substantial dif

ficulties in disposing of Telephone bonds since Morgan Stanley has

had the leadership of the telephone business?

Mr. STANLEY. I think the bonds have gone very well in most cases

excepting the last Southern Bell issue.

I want to point out that what you have said, your description of the

method prior to 1935, is not correct.

Mr. NEHEMRIs. Excuse me, sir; do you want to testify about a

matter pertaining to J. P. Morgan & Co.?

Mr. STANLEY. I can testify about the general practice in the securi

ties business because that is what I was in charge of at the Guaranty.

The general practice in subscription issues prior to the 1933 Bank

ing Act was that selling syndicates were formed, and they were told

a few days in advance that subscription books would open on a certain

date, and between the time they got that notice and the opening of the

books they sold the bonds; maybe it took 2 or 3 days. The idea that

they sold the bonds—

Mr. NEHEMRIs (interposing). That isn't what has ever been

said. The table and any comments on the table merely said that the

books were closed, not that the bonds were sold. The books were

closed; that is what we are talking about.

Butlet me proceed, sir, if you have finished. Hasn’t Morgan Stan

ley's biggest difficulty in Telephone issues really been in keeping out

other underwriters who wanted participations?

Mr. STANLEY. Well, as in almost all good business, Mr. Nehemkis

there are underwriters who would like to have been included in the

Telephone issues, who were not, but you can't include everybody who

is eligible in any piece of business. The conversation on the part of

certain people who may have desired to be included, when they talk

to us, isn't very realistic. They talk about being included, an they

don't even know what the price is going to be, it is just conversation

they are soliciting business. :

Mr. NEHEMRIs. Mr. Stanley, the Illinois Bell offering of 1935, with

which we started this morning, was a refunding, was it not, of the

Illinois Bell of 1923, headed by J. P. Morgan & Co.2

Mr. STANLEY, I don't know; I think so. It was a refunding issue
of an outstanding bond. s

Mr. NEHEMRIs. Will you ask one of your assistants?

Mr. YoUNG. It was.

Mr. NEHEMRIs. Do you accept Mr. Young's answer as your answer?
Mr. STANLEY. Yes, quite. -

PROFITS OF J. P. MORGAN & Co. AND MORGAN STANLEY & co. INcoReonATEp

ON TELEPHONE FINANCING >

Mr. NEHEMRIs. From an exhibit * previously offered and -

evidence it appears that the 1923 issue had a total Spread ofº .

1 “Exhibit No. 1688.”

2 “Exhibit No. 1681.”



CONCENTRATION OF ECONOMIC POWER 11989

$1,625,000, and the total profit to J. P. Morgan & Co. from the flota

tion of the 1923 issue was $144,000. - -

Now in 1935, Mr. Stanley, on the issue of Illinois Bell which was

brought out under the leadership of Morgan Stanley, there was a

spread of 2 points or $874,000, and from the table that you now have

before you, you will note that the total profit to Morgan Stanley

from the flotation of the 1935 issue was $211,345. Note, Mr. Stanley,

that J. P. Morgan & Co.'s gross profit was less than 10 percent of the

gross spread. Morgan Stanley's gross profit was almost 25 percent

of the gross spread. -

Now would you care to indicate why there should be such a glaring

discrepancy?

Mr. STANLEY. I don’t think there is any connection between the

two things.

Mr. NEHEMKIs. Do you want the record to show that that is your

answer?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Is not the ability to collect a quarter point manage

ment fee on the entire issue one of the major perquisites of leader

ship in syndication?

Mr. STANLEY. Well, any one of the-I don’t know that I would call

it a major perquisite, I think that is an improper designation, but I

would say one of the most important parts of any syndicate offering

is the work that theº does in preparing the issue, advising the

company, forming the underwriting group, forming the selling group,

sponsoring the issue, putting his own money up to back his own

judgment.

Mr. NEHEMKIS. Let me put my question to you bluntly, sir. Under

writers don’t work for nothing. Is not the quarter-point manage

ment fee very important?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Now Morgan Stanley's management fees on Tele

bhone business have amounted, have they not, to approximately

$2,000,000?

Mr. Stanley. I will have to add them up, but I should think our

total profits, including management fees, ran somewhere around a

half of 1 percent.

- M; NEHEMRIs. Will you accept my figure, subject to your correc

tlon'ſ

Mr. STANLEY. Certainly.

(Senator King took the chair.)

Mr. NEHEMRIs. I should like to offer at this time a table which

gives the figures that I have been referring to. . You will note, sir,

that the source of the data upon which this table has been predi

cated was furnished us by Morgan Stanley & Co. Incorporated.

Acting CHAIRMAN KING. Have you seen it, Mr. Stanley?

Mr. STANLEY. I have not seen it, sir.

Acting Chairman KING. It may be received.

The table referred to was marked “Exhibit No. 1707,” and is

included in the appendix on p. 12251.)

Mr. NEHEMRIs. Would it not be possible for the witness to accept

that subject to correction at his leisure if he finds any inaccuracies?

1 “Exhibit No. 1707.”
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Acting Chairman KING. During the recess, if you desire to make

any suggestions or corrections you may do so when the committee

meetS.

Mr. NEHEMRIs. I merely say that so we may go ahead.

Mr. STANLEY. Certainly.

Mr. NEHEMRIs. Is it not a fact, sir, that Morgan Stanley's total

profits on Telephone business has amounted to $2,800,000.

Mr. STANLEY. The total gross profits, which in your table shows

before taxes, overhead, and return on capital—

Mr. NEHEMRIs (interposing). Two million eight hundred thou

sand dollars.

Mr. STANLEY. That is the figure before those expenses and other

items which I have just mentioned, taxes and overhead

Acting CHAIRMAN KING (interposing). Out of that there would be

expenses, rent of your office, and employees?

Mr. STANLEY. Yes, indeed, sir.

Acting Chairman KING. Social Security.

Mr. STANLEY. It is a very expensive kind of organization to keep.

You have business, Sometimes a lot of it at once, and sometimes it is

a long time before you have it. You have to keep a staff of expert

people, and, of course, after taxes are paid nowadays there is not

so much left.

Mr. NEHEMRIs. Mr. Stanley, you may recall, having been present

here yesterday, that the committee received in evidence a table 1

showing the amount of securities floated under the leadership of

J. P. Morgan, and the profits realized thereon.

Mr. STANLEY. I was here, but I missed that.

Mr. NEHEMRIs. I will give it to you now. Between 1920 and 1930,

according to the table now in evidence, J. P. Morgan & Co. floated a

total of $832,000,000 of Telephone securities on which it realized a

profit of $2,969,000. Now the total spread on this business, in dol

lars, amounted to approximately $27,500,000, and the Morgan profit
was about 11 percent of the total.

Now Mr. Stanley, Morgan Stanley & Co., Incorporated, has man

aged approximately $580,000,000 of Telephone securities on which its

ross profit, as you have indicated the use of the term, has been

2,778,000. The banker's gross commission in your business, that is to

say, under your leadership, has been $11,500,000 and Morgan Stanley's

percentage of the total gross commissions has been, according to my
calculations, in excess of 25 percent as compared with but 11 percent

for J. P. Morgan & Co.

Would you accept that? -

Mr. STANLEY. Well, I would say that it certainly is 2 or 3 or 10

times as hard to do business now as it used to be, with all these laws

and regulations and what not. I am a firm and strong believer and

in favor of the underlying ideas of the Securities Act, but actually it

is awfully expensive to do business today, and further than the

expense of it, you have civil liabilities that run for 3 years and

you don’t know what they mean.

I might say, Senator, that our guaranty of performance in the

Telephone issues alone raises a civil liability—if they were all within

* “Exhibit No. 1681–3.”
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a 3-year period, which I am not sure they were—of a total of $580,

000,000. Theoretically, conceivably we are liable on that whole

amount.

POSITION OF DEALER

Mr. NEHEMRIs. You have indicated, Mr. Stanley, that the possi

bilities of profit are becoming more and more difficult. Has the

proportionate share in the business been felt by the distributor, has

he shared equally with the underwriter in these profits?

Mr. STANLEY. I am not sure that I get your question clearly, Mr.

Nehemkis.

º NEHEMKIs. You have indicated that it is more difficult

today

Mr. STANLEY (interposing). More expensive, and more difficult.

Mr. NEHEMRIs. More expensive for the underwriter to do business?

Mr. STANLEY. Yes.

Mr. NEHEMKIs. You have given some of the reasons. What about

the little dealer scattered over the country? Does he share in the

profits realized by the underwriters to the same extent?

Mr. STANLEY. Does he share in the profits realized by the under

Writers to the same extent as he previously did?

Mr. NEHEMKIs. Yes.

Mr. STANLEY. The business is done on an entirely different basis.

In the old days the dealers—it is hard to say this without being tech

nical, Senator. Let me begin again. In the old days the selling

Syndicate usually included a lot of dealers, the principal people in the

business and other people; all of those people had a firm commit

ment in the syndicate. To go back a minute—beyond that, usually in

those days a group of a few people bought an issue and then formed

a Syndicate which they sold it to, but everybody had a firm commit

ment in the syndicate. Nowadays the dealer doesn’t have a firm

§ommitment. Underwriters buy a block of bonds from a company,

by an entire issue; they hold the bag, they offer the dealers around

the country an opportunity to sell those bonds, give them an option

for a day, and he gets less compensation working on a commission

9T On an option than he used to get when he made a firm commitment.

r. NEHEMKIs. Let me see if I can make a little clearer what I

had in mind a moment ago. The gross spread, as you have indi

Sated, as the evidence shows, has been cut roughly in half. The

underwriter's proportion, however, has been increased about 250

Pºrºent. Now here was what I was trying to get out. Has the
dealer been getting a smaller share than he got before?

r. STANLEY. The dealer who is not an underwriter?

r. NEHEMRIs. Yes.

t Mr. Stanley. Well, he functions—yes, I think the dealer who sells

º on an option gets less compensation than the dealer who in the

". days sold not as a dealer but as a member of a selling syndicate
ich is different from an underwriter.

* NEHEMRIs. That is what I was trying to get.

und * STANLEY. He does a different job. He doesn't have liabilities
Sº the Securities Act. The underwriter does.

... NFHEMKIS. Let me ask you a question at this point. Is the
"esult of what you have just said, namely, the Smaller share, which
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has been going to the dealer, result from anything the dealer has

done? Has he asked for it? -

Mr. STANLEY. The dealer prefers it. The dealer would rather

make a commission on selling what bonds he is able to sell in a day

than to take up bonds that he doesn't know whether he can sell or

not. You see, under this method he doesn’t have to take them up

until after he is able to sell them, and naturally he is much safer and

most of these smaller dealers haven't got very much capital. It also

has another feature which has nothing to do with your question

which is a good feature; it cuts out this high pressure selling to a

great extent.

Mr. NEHEMRIs. Mr. Chairman, I don’t think you were here at the

opening of the hearings, but we opened at that time with Commis

sioner Henderson reading a very historic letter. He read at that

time a letter from Lee, Higginson & Co. to Frederick P. Fish, Esq.,

president of the American Telephone and Telegraph Co. The letter

was dated February 15, 1905. With your leave I want to conclude

these hearings by reading to Mr. Stanley one paragraph of that

letter. Will you follow me on this, sir?

Acting Chairman KING. Did you hear it?

Mr. STANLEY. No, sir.

Mr. NEHEMRIs (reading from “Exhibit No. 1708”):

As we think we have made it apparent to your Company ever since our

firm and Messrs. Speyer & Co. provided for the last capital requirements, we

are anxious to be afforded an opportunity to show on what terms we can pro

vide the fresh capital desired by the Company for the coming year. We do

not ask or suggest that we should be given the slightest preference over any

banking firms. The Company is in sound financial condition, and we submit

that there is no reason, based on the condition of the Company in the present

market situation, why the company Should not provide for its wants on the

best terms available, and we think it a fair statement to say that the Company

cannot determine what these are if it permits a single firm only to lay before

it a plan to provide for its financial requirements.

Mr. Stanley, isn’t the situation which Francis Higginson, one of

the most distinguished bankers of his time, was writing about in 1905

just as true at the present time?

Mr. STANLEY. Well, I would say two things in answer to that, Mr.

Nehemkis. First, if the Telephone Company doesn’t think we do a

good job it is not going to keep us, and they are very competent people.

In the second place, I would say when we as manager convey our

ideas to the company as to what we think are the proper terms of an

issue it represents the combined opinion of the best firms in the busi

ness, the best distributors.

Mr. NEHEMRIs. Thank you, sir, very much.

(Senator O'Mahoney resumed the chair.)

Mr. NEHEMKIS. Mr. Chairman, there are a few documents to be

offered at this time. The table to which I made reference earlier and

the source has been identified. I should like this historic letter from

Francis Higginson to Mr. Fish printed in full, if you will, sir. A

letter to me from Mr. Henry S. Sturgis, giving certain percentages

in the participations of Telephone issues under the J. P. Morgan

& Co. leadership, and a similar table and a letter of transmittal from

Kuhn, Loeb & Co.

The CHAIRMAN. Without objection, the documents may be admitted.
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(The documents referred to were marked “Exhibits Nos. 1708,

1709–1 to 1709–3, and 1710–1 and 1710–2,” and are included in the

appendix on pp. 12252–12256.)

The CHAIRMAN. Are there any other questions to be addressed to

Mr. Stanley?

MEMORANDUM ON COMPETITIVE BIDDING BY MORGAN STANLEY & Co., INC.

Mr. STANLEY. I am not sure but that in the last sentence I spoke

of the best firms in the business. I would like to have it made clear

I mean the best other firms in the business.

There is one other thing I would like to say, sir. There has been

a good deal of reference to competitive bidding and what is in the

public interest in the two methods of doing business. We had hoped

this subject would come up in these hearings and we tried to put our

own ideas in shape to present them as completely as we could on that

subject and to be prepared to be examined and cross-examined on it.

I am very sorry that there isn't time in these hearings to go into that

Subject fully, but in order not to waste time on it I put my own ideas

in the form of a memorandum which I would like very much to sub

mit to the committee and have it put in the record.

The CHAIRMAN. Mr. Stanley, Mr. Henderson pointed out earlier

this morning that the S. E. C. is apparently preparing a complete

study on that very question. We have endeavored to have these

various matters presented in an orderly way so that all sides could

be reviewed at one and the same time. The insertion now of a state

ment by you would immediately subject the committee to requests

from persons who take a different view, don’t you see?

Mr. STANLEY. Quite right.

The CHAIRMAN. And if you will bear with the committee or the

chairman in that respect I think perhaps it would be best.

Mr. STANLEY. I quite understand that you can't attempt to argue

the question when there are other points of view, but if it isn’t possible

to put it in the record may I submit it to you and the other members of

the committee for them to read?

The CHAIRMAN. We would like very much to have you do that, and

I assure you that it will be given the very closest attention.

Mr. STANLEY. First rate, sir.

The CHAIRMAN. When that particular question comes up it will be

thoroughly reviewed.

Mr. STANLEY. First rate, sir. I will then submit it.

Mr. HENDERSON. Mr. Chairman, I object to the submission at this

time even for members of the committee, for these reasons: The sub

ject of competitive bidding as it relates to Mr. Stanley's firm and a

number of other firms is one of the most acute and most often dis

cussed. We in the S. E. C. and in the Investment Banking Section

have been pressed by others of different and opposing views to have

a hearing. We have told each one who asked to be heard, some of

whom are presently engaged in controversy with Mr. Stanley's firm

for pieces of business, that this hearing was not going to take up
this particular matter. I feel that we ñº. given a certain amount

of promise to those of opposing view who wanted to be heard, and

they would have a right, to resent it if Mr. Stanley in a hearing

that was decidedly limited were able to intrude his views, no matter

what the guise. This committee is at liberty to do as it pleases,
124491–40—pt. 23—13
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of course, but I want to register, in no uncertain terms and in the

strongest language I can command, an opposition to this particular

introduction even to members of the committee at this time, for the

reasons I have stated.

Mr. STANLEY. I didn’t suggest this thing with any idea of goin

into arguments or into controversy that Mr. Henderson speaks of.

There is no reference whatever in this memorandum to that subject.

I only suggested doing it because the topic has come up repeatedly in

these hearings at which I have been present.

The CHAIRMAN. Let me say it is a matter of great personal interest

to me, and Mr. Stanley and the others would be at perfect liberty to

leave this room and go down to the post office and mail it to each one

of us. He has agreed that it shall not be entered as a part of the

record, and I really can’t see any objection to the members of the com

mittee receiving it.

Mr. HENDERSON. I regard it, Mr. Chairman, as decidedly a disre

gard of the orderly presentation of information before this com

mittee. If it needs any stronger language I will be glad to offer it at

this time. I want this committee to be under no doubt as to how I

feel about the submission of one point of view by what I would con

sider a backdoor method. Mr. Stanley is at liberty to do anything

he wants in America with his point of view, but for this committee

to recognize it I say does not keep faith with the others whom we

have assured that this matter would not come up here.

The CHAIRMAN. But the committee is not recognizing it under the

agreement that I announced would be perfectly willing to adopt.

Mr. HENDERSON. It makes no difference.

The CHAIRMAN. I feel myself, by some inadvertent questions which

I addressed to the committee without first submitting them to the

S.E. C., that I provoked this matter, and for myself I am perfectly

willing and happy to receive the letter and I don’t believe that it

in §oway interferes with the presentation of this hearing by the

S. E. C. -

Senator KING. I would like to ask Mr. Stanley one question. Does

that in any way explain or cover the testimony which you have been

giving here today, or deal with that same subject?

Mr. STANLEY. It refers to the same general subjects.

Mr. HENDERSON. To the A. T. & T. financing?

Mr. STANLEY. No, sir; not to any specific piece of financing; the

general subjects of what an investment banker does and should do

for his client.

Mr. HENDERSON. I call the witness’ attention to the fact that the

subject matter before us was the A. T. & T. financing.

Senator KING. If that were true, and we asked questions that trans

gressed those limitations, it seems to me perhaps in fairness to the

counsel representing the Government and the witness, they would

have a right to make an explanation of anything that was developed

here in the hearing, and I would accept the views of the chairman.

Mr. STANLEY. It is a question of doing business in general without

relation to any particular company.

Thank you.

The CHAIRMAN. Are there other questions? Are you going to
have other witnesses this afternoon?
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Mr. NEHEMRIs. We have three witnesses for this afternoon. Shall

I tell you their names now Ż

The CHAIRMAN. It might be well.

Mr. NEHEMRIs. Mr. George Whitney and Mr. Arthur Anderson

of J. P. Morgan & Co., and Mr. Joseph R. Swan, of Smith, Barney &

Co.

The CHAIRMAN. The committee will stand in recess until 2 o'clock

this afternoon.

(Whereupon, at 12:50 p.m., the committee recessed until 2 p. m.

of the same day.)

AFTERNOON SESSION

The committee resumed at 2:12 p. m., on the expiration of the

reCeSS.

The CHAIRMAN. The committee will please come to order.

Mr. NEHEMRIs. I apologize, Mr. Chairman, for holding you up.

The CHAIRMAN. It is the first time you have done it.

Mr. NEHEMRIs. I hope that you will forgive me. May I ask for

your further indulgence for one moment more? May the Commis

sioner and I have an off-the-record discussion for a few seconds with

Mr. George Whitney before his testimony ? -

The CHAIRMAN. You may.

Mr. HENDERSON. I should say, Mr. Chairman, that Mr. Nehemkis

was trying to see me all noon hour and I was conferring with you.

The CHAIRMAN. You were buying my lunch. [Laughter.]

(Off-the-record discussion.)

The CHAIRMAN. Are you ready to resume, Mr. Nehemkis'

Mr. NEHEMRIs. I am, Mr. Chairman, I apologize again, sir.

Mr. Chairman, members of the committee. In view of certain evi

dence which has just come to my knowledge I find it necessary at this

time to recall Mr. George Whitney who, of course, will appear later,

but I am now recalling him on the Telephone matter.

Mr. George Whitney, please.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.-Resumed

Mr. NEHEMKIs. Mr. Whitney, have you ever had occasion to give

sworn testimony which is contradictory to anything which you have

had occasion to testify to before this committee in the past few days?

Mr. WHITNEY. No.

TESTIMONY OF MIR. WHITNEY IN THE NIAGARA HUDSON POWER HEARING

RELATIVE TO TELEPHONE FINANCING

Mr. NEHEMRIs. Mr. Whitney, I read to you testimony taken at a

private hearing before the Securities and Exchange Commission in

the matter of the application of Niagara Hudson Power Corporation

for exemption as a subsidiary of the United Corporation.

This appears on page 153 [reading] :

Question. There were no commitments, formal or informal—

The CHAIRMAN (interposing). By whom was the question?

Mr. NEHEMRIs. By Mr. Lawrence S. Lesser, acting as counsel for

the Securities and Exchange Commission [reading]:
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Question. There were no commitments formal or informal, were there?

Answer. NO.

Question. In those days, there used to be formed what were known as groups?

Answer. I suppose if you want to, you have to acknowledge—I mean, men

acquired certain vested rights in these groups which they have bitterly resented

if they were changed, but as far as any agreement on our part, or any paper or

contractual thing in any of these, or in any other, the only group that we ever

had anything to do with in the last 25 years that I know about is telephone. In

the old days there was a traditional position, percentages, in the so-called tele

phone group which we managed, but there there was a definite arrangement.

That is the only one.

Do you care to make any comment, sir?

Mr. WHITNEY. Merely this, Mr. Chairman. Mr. Nehemkis was

kind enough to show me this testimony to see if it refreshed my

memory in connection with my first answer, which he thought was

contradictory. ... I don't consider that that is in any way contradictory.

I said there, if I can remember exactly, that, certain people bitterly

resented changing percentage that they considered they had vested

rights, but that we never had contract or arrangement. I have never

on the stand in the last few days questioned the accuracy of the memo

randa Mr. Nehemkis has presented from Kidder's in which they had

used the word “proprietary,” and so forth.

There was quite a lot of discussion in the last 2 or 3 days about how

we tried to change those percentages, about this pencil memorandum

of mine which I have specific reference to, and how we were unsuc

cessful in that. And while I haven’t so testified, it would have seemed

to me to be clear that Mr. Winsor felt from his exhibits—from his

actions when we have tried consistently through the twenties to con

tinue to extract from the New England distribution for the national

distribution, a larger percentage, that he felt he had a right, going

away back from 1906 when he introduced us to the business, and

right on down through, and I am perfectly clear that in that testi

mony I gave a year or two ago, or whenever it was, I had in mind

that he did consider they had vested rights. But I would like to just
SaV—

*m. CHAIRMAN (interposing). When was that testimony given?

Mr. WHITNEY. January 24, 1939, less than a year ago. But I said

here, as Mr. Nehemkis read, that as far as any agreement on our part

or any paper or contractual thing, the only group that I know is the

Telephone where Mr. Winsor was successful in resisting any wish

that we in the distributing end of my office had. While I don't

know this, I am pretty sure because I had some conversations on the

same subject in 1930 with Mr. Winsor; I have not felt it was my duty

to answer a lot of things that were irrelevant to the questions, but I

don't consider—and I still stand on my answer—that there is any

thing contradictory. The facts are simply these, that we had a job of

work to do. We thought we could do it better by changing the per

centages. . Mr. Winsor felt that he had a right in it that we never

recognized, and that we never considered true.

The CHAIRMAN. You tried to change the percentages as long ago as

May 6, 1920?

Mr. WHITNEY. Yes; and practically constantly through the next 10

years.

1 “Exhibit No. 1679.”
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The CHAIRMAN. So that this effort on your part, this unsuccessful

effort, to change the percentages, lasted down to January 1939, and it

was of such a character that at that time in your testimony you spoke

of it from the point of view of those who were holding the interests

as a vested right?

Mr. WHITNEY. That is right. And, of course, perhaps it is irrele

vant to mention the context, that this came up against a suggestion by

the S. E. C. lawyers that there was another case in connection with

Niagara Hudson, where certain people considered they had vested

riº.e CHAIRMAN. My impression, you know, was that you testified

that the word “proprietary” came to you as a complete surprise.

Mr. WHITNEY. And that it was Winsor’s word. I have never

questioned the accuracy, or his attitude. I never was asked what

Mr. Winsor thought about it. Obviously, I wouldn’t know, but I

have never questioned that he considered he had a vested right. I

was talking about J. P. Morgan & Co.

The CHAIRMAN. You knew at all times, concerning which you have

testified, that Winsor and his associates did think they had a vested

or proprietary interest in this matter?

Mr. WHITNEY. Certainly.

Senator KING. In the New England matter?

The CHAIRMAN. No; in the distribution of the Telephone securities.

Mr. WHITNEY. You notice, also, that I used the word “traditional,”

which is what Mr. Winsor Said.

Senator KING. Well, so that I may be clear in regard to the matter,

did Mr. Winsor claim any interest in any of the Telephone issues

except those relating to corporations engaged in Telephone business

in the New England States?

Mr. WHITNEY. Oh, certainly. All the American Telephone System

and its subsidiaries throughout the country. These are financial

operations, Senator King, that I have testified about during these

last 2% days, which had to do with the whole system. This memo

randum of May 5, 1920, had to do with the A. T. & T. and subsi

diaries. He thought-it went to everything.

Senator KING. #. reason I asked the question was that I under

stood you to say that he brought you the business from the New

England States, and that you tried to change the percentage there,

and that his testimony, or your testimony there, related to his con

tention with respect to the New England issues and not with respect

to any other Telephone issues.

Mr. WHITNEY. No, sir; that goes back to the very first days, tra

ditionally back to 1906, the financing of the Telephone system was

handled in New England in 1906. I testified the other day that

because the financial program got to be of such size, Mr. Winsor felt

that it could no longer be handled successfully in New England alone,

so he approached Messrs. Kuhn, Loeb & Co. and ourselves for as

sistance in a transaction of convertible bonds, and that was where

we became in the first instance connected with Telephone financing.

And I think Mr. Winsor felt that that—let me put it a different way.

I think we felt that that was very difficult, to insist on things with

Mr. Winsor, when Mr. Winsor claimed certain rights. But we never

1 “Exhibit No. 1673.”
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believed in those. We never felt that we had any vested rights to

the business unless we did a good job for our clients, and it was

their election in each issue that came along.

RECOGNITION OF CLAIMS OF RIDDER, PEABODY & Co.

Mr. HENDERSON. During the twenties, you did recognize the claim

that he set up!

Mr. WHITNEY. We had no option but to recognize it.

Mr. HENDERSON. What do you mean by that, “no option”? You

have testified there was no legal right, derived from the library

agreement, that he could assert against you.

Mr. WHITNEY. Oh, well, technically, if we wanted to be perfectly

ruthless, we would have made an issue of it, but that isn’t the way we

do business.

Senator KING. I want to ask one question. I omitted to ask it of

one of the witnesses who was on the stand. What proportion or per

centage of the underwriting during the past—oh, 5, 6, 8, or 10 years,

has been with respect to new issues and what proportion with respect

to refunding operations?

Mr. WHITNEY. Well, if I may testify—it is very hard to distin

guish between them. I think, Senator, it is fair to say that Morgan

Stanley could testify better on that because I have not been familiar

with the issue business since 1935, but I think the issues of 1935 and

1936 and 1937 were very largely refunding. I think since then there

has been a portion of both. Prior to 1935, with the exception of some

financing done in 1920 and 1921, which was refinanced in 1924 and

1925, when money rates changed, it was practically all new money.

Mr. HENDERSON. Mr. Nehemkis, Senator King asked a question as

to how much was new money and how much was refunding. Did

we not have a calculation of the Morgan Stanley issues which shows

how much was new money and how much was refunding?

Mr. NEHEMRIs. No, sir; we did have a general calculation which

I think is the direct answer to Senator King, in the testimony that

was presented last spring, on Savings and investment, and as soon

as I return to the office, I will be very happy to send you a copy.

Senator KING. If it is already in the record, there will be no neces

sity for that.

Mr. HENDERSON. I mean about the Telephone Co.

Mr. NEHEMKIs. No, sir.

Shall we proceed?

I now call to the witness stand, Mr. Arthur Anderson and Mr.

Joseph R. Swan.

Senator KING. Are you through with Mr. Whitney?

Mr. NEHEMRIs. Mr. Whitney will remain on the stand.

(Senator King assumed the Chair.)

Acting Chairman KING. Have you been sworn ?

Mr. NEHEMRIs. Mr. Swan has not been sworn and Mr. Anderson

has not been sworn.

Acting Chairman KING. Do you each of you Solemnly swear that

the testimony you are about to give in this proceeding is the truth,

the whole truth, and nothing but the truth, so help you God?

Mr. ANDERSON. I do.

Mr. Swan. I do.
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TESTIMONY OF ARTHUR. M. ANDERSON, J. P. MORGAN & CO., NEW

YORK, N. Y.; JOSEPH R. SWAN, SMITH, BARNEY & CO., NEW

YORK, N. Y.; AND WILLIAM S. WHITEHEAD, SECURITY AN

ALYST, SECURITIES AND EXCHANGE COMMISSION, WASHING

TON, D. C.

Acting Chairman KING. You may proceed.

Mr. NEHEMRIs. Will Mr. Lyons and Mr. Whitehead step forward,

please? In the interests of economy, Senator, I will have members

of my staff identify a number of documents so there will be no

interruptions later. Mr. Whitehead, will you examine the documents

before you and indicate for the committee the name of the docu

ment and where you obtained it, and that you recognize it to be a

document that you so obtained from the files of the company, that

you will mention?

Mr. WHITEHEAD. This first list consists of a selling group of 22

names, that came from the files of The First Boston Corporation.

It is headed, “Toledo & Ohio Central Railway Co., Refunding and

Improvement Mortgage, 3% bonds.”

This next piece of material came from the files of the New York

Central Railway. It is a letter written by Mr. John M. Young,

dated June 18, 1935, address, 23 Wall Street, and the accompanying

memo is a list of the original and secondary groups. The memo

º accompanied that letter is also from the New York Central

€S.

Acting Chairman KING. You found the memo in the files with

the letter?

Mr. WHITEHEAD. Exactly; together.

Acting Chairman KING. Would anything in the files indicate who

prepared the memo” Was it a part of the letter or attached to it?

. Mr. WHITEHEAD. It is attached. He says, Senator, “I am enclos

ing herewith a list concerning which,” and so forth.

Acting Chairman KING. I see.

Mr. WHITEHEAD. Letter dated June 3, 1935, to Mr. M. O. Whiting,

of Boston from Mr. W. F. Place, vice president of the New York

Central Railway, from that company's files.

Another letter from Mr. Stuart E. Peck to Mr. Willard Place,

of the New York Central Railway, dated June 13, 1935, from the

New York Central files.

Memo entitled, “Toledo & Ohio Central Railway,” over the sig

nature of H. M. Addinsell, dated June 17, 1935, from the files of

The First Boston Corporation.

Telegram from Mr. Max O. Whiting, of Boston to Mr. John R.

Macomber, chairman of The First Boston Corporation, dated June

21, 1935, from the files of The First Boston.

Telegram initialed “J. R. M.,” to M. O. Whiting, of Whiting,

Weeks & Knowles, dated June 21, 1935, from the files of The First

Boston Corporation.

Mr. NEHEMRIs. Mr. Whitehead, did you ascertain at the time you

obtained that document whose intials “J. R. M.” were 7

Mr. WHITEHEAD. That has reference to Mr. Macomber.

Mr. NEHEMRIs. Mr. John R. Macomber?

Mr. WHITEHEAD. Correct.
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Acting Chairman KING. And who is he?

Mr. NEHEMKIS. John R. Macomber is an official of The First

Boston Corporation.

Mr. WHITEHEAD. Letter to Mr. George Whitney, on The First

Boston Corporation stationery, dated June 28, 1935, signed J. R. M.,

also identified as John R. Macomber, from the files of The First

Boston.

Memo obtained from the files of the Erie Railroad signed by C. B.

Post, from the files of the Erie.

Two letters, one to Mr. MacCraig, comptroller of the Atlantic

Coast Line, from Mr. H. L. Borden, vice president, dated May 21,

1935, and a letter to Mr. Roland Redmond, dated May 22, 1935,

the original of which was signed by Mr. Lyman Delano, and both

from the files of the Atlantic Coast Line.

Acting Chairman KING. Is Mr. Delano a director of the company?

Mr. WHITEHEAD. He is chairman of the board.

Another letter dated April 30, 1935, to Mr. Potter, chairman of the

Guaranty Trust Co. of New York, the original signed by Mr. Delano,

from the files of the Guaranty Trust Co. -

A letter to Mr. Anderson, Arthur M. Anderson, of 23 Wall Street,

New York, to Mr. Ralph Budd, from the files of the Burlington, dated

May 2, 1934.

Another memo initialed “C. I. S.” from the files of the Burlington,

dated June 13, 1934.

File memo dated July 26, 1934, over the name of A. N. Williams,

from the files of the Chicago & Western Indiana Railroad. -

Telegram to A. N. Williams, dated November 13, 1934, from W. R.

Coe, from the files of the Chicago & Western Indiana.

Telegram from Mr. A. N. Williams, dated November 9, 1934, to

Mr. W. Ewing, of J. P. Morgan & Co., from the files of the Chicago &
Western Indiana Railroad.

Telegram dated May 9, 1934, from Mr. Ewing to Mr. Williams, from

the Chicago & Western Indiana files.

Telegram from Mr. P. V. Davis, of Brown Harriman, to Mr. Wil

liams of the same railroad, dated November 13, 1934, and telegram

from Mr. Williams, dated November 14, to Mr. Anderson, from the

same files.

Another telegram dated November 14, 1934, to Mr. A. N. Williams

from Mr. A. Anderson, from the Chicago & Western Indiana Rail

road files.

Another telegram from Mr. A. N. Williams to Mr. W. Ewing, dated

November 19, 1934, from the files of the Chicago & Western Railroad.

A letter from, presumably, Mr. Williams to Mr. Ewing, dated De

cember 14, 1934, from the files of the Chicago & Western Indiana.

Mr. NEHEMRIs. Thank you very much, Mr. Whitehead.

Mr. Lyons, step forward, please. Will you look at the document

shown you and tell me whether that was obtained from the files of

Harriman Ripley & Co., Incorporated, please?

Mr. LYONS. Do I have to be sworn ?

Mr. NEHEMRIs. Oh, I forgot. This gentleman has not been sworn.

Acting Chairman KING. Do you Solemnly swear that the testimony

you are about to give is the truth, the whole truth, and nothing but

the truth, so help you God?

Mr. LYONs. I do.
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TESTIMONY OF BARROW LYONS, ASSOCIATE FINANCIAL ECON

OMIST, SECURITIES AND EXCHANGE COMMISSION, WASHINGTON,

D. C.

Mr. NEHEMKIs. Now, Mr. Lyons.

Mr. LYONs. This is a memo to Mr. H. C. Sylvester, Jr., vice presi

dent of Brown Harriman & Co., and Mr. P. V. Davis, vice president of

Brown Harriman & Co., which is from Joseph P. Ripley, dated

December 17, 1934, from the files of Harriman Ripley & Co.

Mr. NEHEMRIs. Thank you Yery much, Mr. Lyons.

Mr. LYONs. There is another. A memo dated February 21, 1935,

to Mr. Sylvester, Mr. Davis, and Mr. W. Harmon Brown, from

“J. P. R.,” from the files of Brown Harriman.

Mr. NEHEMKIS. Who is J. P. R.?

Mr. LYONs. Same as the previous, Mr. Joseph P. Ripley.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, you
have been discussing with us for the past few days a number of case

histories, concerning specific pieces of financing. This afternoon we

should like to discuss with you a series of transactions which, however,

occurred during one interval of time. We are going to discuss with

you the maturities of certain railroad bonds which fell due during the

year 1935, and as we go along we shall have occasion to identify each

issue as we come to it.

Mr. Swan, will you state your full name and address, please?

Mr. Swan. Joseph R. Swan, 14 Wall Street, New York.

Mr. NEHEMKIS. And what is your present business connection?

Mr. Swan. Partner in the banking firm of Smith, Barney & Co.

Mr. NEHEMKIS. Mr. Anderson, will you state your full name and

address, please?

Mr. ANDERSON. Arthur M. Anderson, Bedford Hills, N. Y.

PURPOSE OF THE BANKING ACT

Mr. NEHEMKIS. And what is your business or profession, Mr. An

derson?

Mr. ANDERSON. Partner of J. P. Morgan & Co.

Mr. NEHEMKIS., Mr. Anderson, did not the Banking Act of 1933

have as its essential purpose to prohibit any firm receiving deposits

from engaging in the issuing, underwriting, selling, or distributing of
securities?

Mr. ANDERSON. Yes.

Mr. NEHEMKIS. Mr. Anderson, was not the effective date of this

provision June 16, 1934?

Mr. ANDERSON. Yes.

Mr. NEHEMRIs. Did not J. P. Morgan & Co., pursuant to the terms

of the banking act, elect to continue its commercial banking business?

Mr. ANDERSON. Its deposit business; yes.

Mr. NEHEMRIs. And to discontinue its securities business?

Mr. ANDERSON. As a result.

Mr. NEHEMRIs. So that after June 16, 1934, pursuant to the provi

sions of the banking act, J. P. Morgan & Co. was barred from engaging

in the business of issuing, underwriting, selling, or distributing
securities?
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Mr. ANDERSON. Yes.

Mr. NEHEMRIs. Mr. Swan, immediately prior to the effective date

of the Banking Act, were you not president of the Guaranty Co. of

New York, the security affiliate of the Guaranty Trust Co.'

Mr. Swan. I was.

Mr. NEHEMRIs. Did not the Banking Act of 1933, Mr. Swan, also

provide by section 20 that no member bank of the Federal Reserve

System was to be affiliated with any organization engaged in the issue,

flotation, underwriting, public sale, or distribution of securities?

Mr. Swan. I understand so.

Mr. NEHEMRIs. Mr. Anderson, the mechanical separation of the

two types of business that we have been referring to was required

under the act, was it not?

Mr. ANDERSON. Yes. The securities business, as you defined it by

quoting the act.

Mr. NEHEMRIs. Is that your understanding, Mr. Swan'

Mr. Swan. Yes; that is my understanding.

Mr. NEHEMKIS. And this separation, Mr. Anderson, was consid

ered necessary by the Congress to accomplish the divorce of invest

ment banking from deposit banking?

Mr. ANDERSON. I can't state what was their purpose.

Mr. NEHEMKIS. Do you have any opinion?

Mr. ANDERSON. That was the effect.

Mr. NEHEMRIs. That was the result achieved?

Mr. ANDERSON. Yes.

Mr. NEHEMRIs. Mr. Swan, the separation that we have been dis

cussing was considered necessary in order to accomplish the divorce

of investment banking from deposit banking, is that your understand

Ing?

Mr. Swan. I believe that was the purpose of the act; yes.

Mr. NEHEMRIs. And the objective of the act was to accomplish

such a divorce, Mr. Anderson?

Mr. ANDERSON. I assume so.

Mr. NEHEMRIs. And is that your understanding, Mr. Swan 2

Mr. Swan. That is my understanding; yes.

Mr. NEHEMRIs. Now, Mr. Swan, do you recall Chairman Potter's

letter to the stockholders of the Guaranty Trust Co. of New York of

June 6, 1934, in which he expressed his understanding of the intent

of the act?

Mr. Swan. I do not recall the letter.

Mr. NEHEMRIs. I show you, Mr. Swan, the letter to which I have

referred, and ask you to glance at it to see if it refreshes your recol

lection. (The witness examined the letter.) Mr. Swan, permit me

to interrupt you. Did you ever recall seeing that letter?

Mr. Swan. I do recall seeing the letter.

Mr. NEHEMRIs. That’s fine, that’s all I wanted.

Mr. Swan. I didn't know whether you were going to ask me to

testify to it or not... I remember the letter.

Mr. NEHEMR1s. The letter identified by Mr. Swan, Mr. Chairman,

is offered in evidence.

(The letter referred to was marked “Exhibit No. 1711” and is

included in the appendix on p. 12259.)
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Mr. NEHEMRIs. Before I relinquish it, may I read just one sen

tence from it. Chairman Potter had been discussing with his share

holders a number of alternatives confronting the bank after the

passage of the act, and he had this to say [reading from “Exhibit

No. 1711”]—

With respect to the second alternative, since it is the intent of the Banking

Act of 1933 to divest commercial banks of a continuing interest in the securi

ties business, this course seemed objectionable—

with reference to one of the objectives.

May it be offered?

(Senator O'Mahoney resumed the Chair.)

The CHAIRMAN. It may be received.

Mr. NEHEMRIs. In short, I take it, Mr. Anderson and Mr. Swan,

that it was the objective of the Banking Act to disassociate deposit

banking from the underwriting of securities; is that your under

standing, Mr. Anderson?

Mr. ANDERSON. From the risk of the underwriting business; yes.

Mr. Swan. That’s right.

Mr. NEHEMRIs. Now, Mr. Swan, pursuant to the Banking Act, the

Guaranty Co. of New York was liquidated by the Guaranty Trust

Co., was it not?

Mr. Swan. I understand—I don’t know whether it is completely

liquidated or not. It went into liquidation.

Mr. NEHEMKIS. Fine. In June of 1934, did not

Senator KING (interposing). Voluntarily or involuntarily 7

Mr. Swan. Voluntarily.

Mr. NEHEMRIs. In June of 1934, Mr. Swan, did not the principal

officers of the Guaranty Co. join Edward B. Smith & Co.'

Mr. Swan. Four of the officers of the Guaranty Co. joined Edward

B. Smith & Co. as partners. Other officers joined in other capacities.

Mr. NEHEMKIS. Will you give me the names of the former officers

gº Guaranty Co. who became partners of Edward B. Smith

& Co.

Mr. Swan. Myself, Mr. Burnett Walker, Mr. Ritchie Kimball, and

Mr.

Mr. NEHEMRIs. Fish?

Mr. Swan. Mr. Fish; yes.

Mr. NEHEMRIs. Mr. Irving D. Fish?

Mr. Swan. Yes; Mr. Irving D. Fish.

Senator KING. I assume the Guaranty Co. was a corporation?

Mr. Swan. The Guaranty Co. was an affiliate of the Guaranty

Trust Co.

Senator KING. You mentioned partners

Mr. Swan (interposing). A number of the officers of the Guaranty

Co., when the Guaranty Co. ceased under the terms of the Banking

Act to be able to do business, we became partners of a private bank

ing house of Edward B. Smith & Co.

Senator KING. But not merely stockholders in that corporation,

but partners?

Mr. Swan. Partners; yes, sir.

Mr. NEHEMRIs. Without being precise, Mr. Swan, how many

former employees of the Guaranty Co. joined the staff of Edward

B. Smith & Co.? About a hundred, would you say?
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Mr. Swan. Oh, no; maybe 200.

Mr. NEHEMRIs. About 200?

Mr. Swan. Or maybe 300.

Mr. NEHEMRIs. A large number?

Mr. Swan. Yes; a large number.

RAILROAD MATURITIES DUE

Mr. NEHEMRIs. Mr. Whitney, during the interim between the time

when Section 21 of the Banking Act became operative and the time

when Morgan Stanley & Co., Inc., was organized, were there not a

number of railroad maturities of companies for whom J. P. Morgan

& Co. had previously acted as banker?

Mr. WHITNEY. Probably.

Mr. NEHEMRIs. Do you know?

Mr. WHITNEY. Well, you want me to anticipate?

Mr. NEHEMRIs. I want you to answer the question “Yes” or “No”,

if you are able.

Mr. WHITNEY. That is the best of my recollection.

Mr. NEHEMRIs. I show you a statement showing a number of

maturities which came due at the time we have been discussing,

and ask you to glance at these railroad securities and tell me, if you

can give me a positive answer. For your information, Mr. Whitney,

there were many others. This is but a random sampling.

Mr. WHITNEY. This doesn’t say anything about maturities here.

Mr. NEHEMRIs. You were in the banking business for a long time.

You should know that question.

Mr. WHITNEy. Why?

Mr. NEHEMKIS. Well

Senator KING (interposing). Don't argue with the witness; ask

him a question.

Mr. NEHEMRIs. I did ask him -

Mr. WHITNEY (interposing). I do know, Senator, that these—I

know from my recollection and from the fact that these properties

consulted us about these matters, that these bonds did mature during

that period. I was probably over precise because I wasn't exactly

sure that they matured or whether they were anticipating maturities.

Mr. NEHEMRIs. That is all I wanted to know, Mr. Whitney. You

will recall—excuse me, for the convenience of the record, it might

be well that I offer this statement at this time, since we will have

occasion throughout this hearing

The CHAIRMAN (interposing). What is the source of the statement?

Mr. NEHEMRIs. Moody's Steam Railroads for the year 1933.

The CHAIRMAN. It may be offered.

Mr. NEHEMKIS. I offer in evidence a table of the maturities which

we will be discussing during this session of the committee.

(The table referred to was marked “Exhibit No. 1712” and is

included in the appendix on p. 12260.)

Mr. NEHEMRIs. Mr. Whitney, you will recall that in connection

with your testimony on A. T. & T.. I had occasion to ask you whether

any other banking houses ever discussed financial problems with

companies for whom J. P. Morgan & Co. was the recognized banker?

Now, these railroad companies whose maturities were imminent and

placed on the sheet which you glanced at a moment ago, do you
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recall whether any other banking houses joined J. P. Morgan & Co.

in talking to the management at the time of the refundings?

Mr. WHITNEY. May I be sure I got that question right?

Mr. NEHEMRIs. Will the reporter please read the question?

(The question was read.)

Mr. WHITNEY. The answer is “No.”

Mr. NEHEMRIs. That is, Mr. Whitney—just a minute, I want to

get your answer, and if you want to comment, we will, as we have

always done, when we have finished with the direct examination,

give you an opportunity to do so.

Mr. Swan, have you the sheet before you?

Mr. Swan. No, sir.

THE SPREAD ON THE RAILROAD BOND ISSUES UNDER CONSIDERATION

Mr. NEHEMRIs. Will you borrow it from Mr. Anderson? You will

note that the first item is $8,000,000 for the Nypano or the New

York, Pennsylvania and Ohio Railroad. The spread on that issue

was 1 point, was it not, or $80,000—of course, when it was ulti

mately extended?

Mr. Swan. The spread on the issue was arranged—its terms were

that it was 1 point to be paid on the extension and half a point

extra on such bonds as might be purchased by bankers.

Mr. NEHEMRIs. But no new bonds, I am advised by my assist

ant

Mr. Swan (interposing). No new bonds were so purchased.

Mr. NEHEMRIs. Were so purchased, so that the figure I gave you

is correct?

Mr. Swan. Substantially.

Mr. NEHEMRIs. Now, Mr. Swan, the next item is the Toledo &

Ohio Central Railway maturity, $7,500,000, but $12,500,000 were ac

tually issued. Was there not then a spread of 2 points on the $12,

500,000, or $250,000? Shall I repeat my question 4

Mr. Swan. I was just looking at my records; I just wanted to con

firm that. My records show—no, excuse me, I have the wrong one.

I find from my records that that is correct.

Mr. NEHEMRIs. Now, the next maturity was $4,000,000 of the Wil

mington and Weldon Railroad Co., an Atlantic Coast Line subsidiary,

of July 1935. Twelve million dollars of the Atlantic Coast Line were

actually issued, so that the spread was 2% points, amounting to

$300,000, Mr. Swan?

Mr. Swan. There was a spread of 2% points in that issue; yes.

Mr. NEHEMKIs. Now, the next offering was $6,300,000 of the Chi

cago & Western Indiana, due in September and October of 1935, is

that correct, sir? Shall I repeat that? Six million three hundred

thousand dollars was the actual issue; $6,100,000 was the amount

that matured.

Mr. Swan. $6,100,000, according to my record, is the amount which

we underwrote.

Mr. NEHEMRIs. And the spread was 2% points, or $157,000?

Mr. Swan. The spread was 2% points.

Mr. NEHEMRIs. Thank you, Mr. Swan. Mr. Swan, would you

1 “Exhibit No. 1712.”
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accept my arithmetic if I said that the total of those spreads which

you have gone over with me amounted to $688,000, subject to your

correction? -

Mr. Swan. Subject to my correction; yes.

Mr. NEHEMRIs. Now, Mr. Whitney, may I direct a question to

you? The power to designate the houses which were to be in the

underwriting and selling syndicates for the refunding of these

railroad maturities was the power to distribute nearly $700,000, is

that correct?

Mr. WHITNEY. You are asking me to accept your arithmetic, too?

Mr. NEHEMRIs. By implication.

Mr. WHITNEY. If there were that power, if there were that ability

to direct, I suppose it would be a fair assumption.

Mr. NEHEMRIs. Mr. Swan, was it not in fact the decision of J. P.

Morgan & Co. which determined among which firms this $700,000 was

to be divided?

Mr. Swan. I had not thought so. I had thought that it was the

decision of the railway companies which were doing the financing.

Mr. NEHEMRIs. Mr. Whitney, was it not the decision of J. P.

Morgan & Co. which determined among which firms this $700,000

was to be divided ?

Mr. WHITNEY. Certainly not.

FUNCTION OF J. P. MORGAN & CO. IN REFUNDING OPERATIONS

Mr. NEHEMRIs. Mr. Whitney, what, function did J. P. Morgan &

Co. have in the refunding of these railroad maturities?

Mr. WHITNEY. A very simple function. We had been in varying

degrees financial advisers to these properties for a great, great many

years. As you have so clearly pointed out, on the 16th day of June

1934 the law forced a decision upon us as to what branch of banking

we were going to continue in, and we followed our historic practice

and continued in the deposit business. As I said yesterday, there

was, however, nothing in the banking law, and there isn't as far as I

know to this day, anything which told us that we shouldn't continue

to serve our clients in any way that they requested us to, other than

the distribution of securities. In each one of these cases these people

who had had banking relations, with us for years came to us, pre

dicated on the fact that we no longer could sell securities for them,

and said, “What shall we do about these maturities?” In other

words, they asked our advice as bankers.

In each one of these cases they were confronted with the fact that

the investment banking business had faced the very serious readjust

ment because of the Banking Act and they wanted to know of the

houses which were still in the business which we thought were the

ones that would serve them best. The situations are each different,

but the underlying reason why they came to us, J. P. Morgan & Co.,

was because they always had sought our advice and I presume they

didn’t think merely because we were out of business—out of the

investment banking business—that we were also out of the deposit

business; and we gave them, as we always have tried to do—we are

still doing this—our clients for some reason still come to us for

advice—we still give it to them to the best of our ability, and unless

the law is changed again I hope that we always will continue to do
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so. And that is the simple function that we perform of service to

our clients.

Mr. NEHEMRIs. Mr. Anderson, did your firm

Mr. WHITNEY (interposing). May I just finish, as I didn't answer

your question? We did not designate these houses. In each case

these houses had direct contacts with the issuing corporation; that is

why a minute ago I asked to be perfectly clear in my answer to Mr.

Nehemkis' question, Did they join you in discussing these matters

with these issuing companies?, and my answer was, “No; they did

not join us; they had direct negotiations, direct contacts with these

houses in each case.” They never to my remembrance (I conducted

certain of these conversations—some I didn't: Mr. Anderson did some

and Mr. Ewing others), but in no case did we talk to the company

with these houses; we were purely and simply advisers to these com

panies in a rather new field, as it was then, with the personnel in

it, and we did not conduct the negotiation; we had nothing to do

with the distribution; we had nothing to do with the underwriting

whatsoever. In fact, although the law would let us, we didn’t even

take a fee for this service.

Mr. NEHEMRIs. I turn now to the financing of the Toledo & Ohio

Central, the wholly owned subsidiary of the New York Central. Mr.

Swan, who decided what firms were to be included in the under

writing and what firms were to be excluded ?

THE TOLEDO & OHIO CENTRAL RAILROAD CO. REFUNDING

Mr. Swan. I don’t know.

Mr NEHEMRIs. Mr. Anderson?

Mr. ANDERSON. I have no knowledge; I had no contact with that.

Mr. NEHEMKIs. Mr. Whitney, the same question?

Mr. WHITNEY. Which company was that?

Mr. NEHEMRIs. Toledo & Ohio Central; who decided what firms

were to be included and what firms were to be excluded ?

Mr. WHITNEY. Mr. Harold S. Vanderbilt and Mr. Willard F.

Place of the New York Central.

Mr. NEHEMKIs. Will you identify each one as to their position?

Mr. WHITNEY. Mr. Willard F. Place was vice president at that

time; he is now financial vice president of the New York Central;

and Mr. Harold S. Vanderbilt is a member of the executive com

mittee of the New York Central and was at that time handling their

financial affairs.

Mr. NEHEMRIs. Mr. Swan, I show you a diary entry entitled “New

York Central R. R. Co.,” from the files of your office. Do you want

to examine it in view of the fact that it is stamped on the back here

“Smith, Barney & Co.”?

Mr. Swan. I should like to. Do you expect to examine me on

this, or do you just want to identify 7

Mr. NEHEMRIs. I merely want you to tell this committee if that

is a true and correct copy of an original now in your possession?

Mr. Swan. I believe so.

Mr. NEHEMRIs. This sheet identified by the witness is offered in
evidence.

The CHAIRMAN. It may be admitted.
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(The sheet referred to was marked “Exhibit No. 1713” and is in

cluded in the appendix on p. 12260.)

Mr. NEHEMRIs. Mr. Chairman, I now read to you two entries from

that sheet, an entry dated February 13, 1935: You will find that in the

first paragraph of the photostat entered by John W. Cutler, a partner,

is he not, of yours, Mr. Swan'

Mr. Swan. Yes.

Mr. NEHEMR1s. And the entry by John W. Cutler [reading from

“Exhibit No. 1713”] :

George Whitney spoke to JRS–

That is Mr. Swan—

and a second time to me, as to coming financing of the Road, about three weeks

ago. Anderson—

That refers to you, sir

spoke to me again last week and asked what details, if any, GW–

Meaning George Whitney—

had given us. He said he himself was not familiar with the last discussion

between GW

Mr. Whitney—

and H. S. Vanderbilt, and therefore thought it best to wait until Whitney's

return about February 18th. He indicated they had not yet, but would probably,

a’so speak to Brown Harriman.

I ask you, sir, now to follow me to the third paragraph from the

end, a further entry by J. W. C., May 3, 1935 [reading further]:

Re Toledo & Ohio Central, spoke to G. Whitney. He said nothing would be

done for two or three weeks, and that everyone in town had been in to See

him about it. Will probably mean that the railroad or JPM&Co. will make up

an account and hand it to someone to put thru. (Re Canada Southern, Pruden

tial and Metropolitan went direct to the railroad.)

And now, sir, I ask you to skip to the next, to the last paragraph,

diary entry by H. D. M.; that is Mr. Moore of your organization,

is it not, sir? -

Mr. Sw., N. That is correct.

Mr. NEHEMRIs. And this is dated June 22, 1935 [reading further

from “Exhibit No. 1713”]:

Working on $12,500,000 Toledo & Ohio Central offering which it is hoped to

release last of next Week. First Boston will he leader of business.

Mr. Swan, are these entries that I have read correct?

Mr. Swan. It is my recollection that the first statement, the state

ments, to answer your question, I believe are correct transcripts. I

should like to comment on them.

Mr. NEHEMRIs. May I ask you, one question and then have you

comment, if you will, please? Who did make up the account, Mr.

Swan, J. P. Morgan & Co. or the road' Now, if you will answer

and then comment.

Mr. Swan. This business was not handled by my firm. We were

participants in it. It was handled, in my recollection, as it says

here, by The First Boston Corporation. We had nothing to do with

making up the account and I can't answer your question.

Mr.º Well, then you don't care to comment on your own

entries?
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Mr. Swan. I should like to comment on this as far as the first of

these paragraphs is concerned. ... My recollection is that that refers

not to Toledo & Ohio Central financing but to possibly future New

York Central financing. The other paragraph, like all of the para

graphs in this memorandum, was rather a shorthand account of con

versations with Mr. Whitney. We were, like everyone on the Street,

eagerly out and aggressively out seeking business, and we went to

all of the large institutions everywhere, not only in New York City,

but Chicago, Boston, Cleveland, everywhere that we could, to try to

get business. Amongst other people that we went to was J. P. Mor

gon & Co., and this refers to our approach to getting business.

Mr. NEHEMRIs. I want to merely comment on one statement you

made. You said this did not refer to Toledo & Ohio, but to New

York Central?

Mr. Swan. Will you let me just refer to my files?

Mr. NEHEMRIs. If you will, sir. I think it refers to Toledo &

Ohio. If I am mistaken will you correct me at a later time?

Mr. Swan. I can correct you now. This is headed, this sheet

which you first showed me is headed “New York Central R. R. Co.,”

and it then goes on [reading from “Exhibit No. 1713”]:

George Whitney spoke to JRS and a second time to me as to coming

financing of the road—

And I think it refers to New York Central R. R. Co.

Mr. NEHEMRIs. I accept your word for that, but I would merely

point out that the only pending refunding at that time was Toledo

& Ohio. Mr. Whitney, I am sorry, I want

Mr. Swan (interposing). Excise me. I just want to continue

that point with you. The next sentence says [reading further from

“Exhibit No. 1713”]:

During lunch today at First National Bank with Sam Weldon discussion

turned to railroad matters and New York Central was brought up.

That was less than a month later and I don’t think that that was

brought up on account of Toledo & Ohio Central.

Mr. NEHEMRIs. Mr. Chairman, I now read from a letter identi

fied by one of the members of the staff. This letter is from 23

Wall Street. That is your house, isn't it [to Mr. Whitney]?

Mr. WHITNEY. The office.

Mr. NEHEMRIs. And the letter is dated June 18, 1935, addressed

to Willard Place, New York Central R. R. Co., and is signed by

John M. Young. Mr. Young was then associated with J. P. Morgan?

Mr. WHITNEY. What date is this?

Mr. NEHEMRIs. June 18, 1935.

Mr. HENDERSON. I gather, Mr. Whitney, you don’t refer to it as

“the House of Morgan”?

Mr. WHITNEY. I do not.

Mr. HENDERSON. Do you refer to it as “the corner”?

Mr. WHITNEY. I do not. J. P. Morgan & Co.

Mr. NEHEMRIs. The letter reads as follows [reading from “Ex

hibit No. 1714–1”]:

DEAR WILLARD: I am enclosing herewith a list concerning which I spoke

to you today.

And attached to it a list on which appear the following: “Orig

inal Group,” and the following names: Brown Harriman & Co., Inc.;

124491—40—pt. 23—14
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E. B. Smith & Co.; First Boston Corporation; Lee, Higginson & Co.;

Kidder, Peabody & Co. Then appears the caption “Original group”

and the amounts for that group; and then the following caption,

“Selling group” and the amounts for that group. Underneath that

you will find “Secondary group” and a list of houses, together with ||

their names and amounts. I offer in evidence this document.

The CHAIRMAN. It may be received.

(The documents referred to were marked “Exhibit No. 1714–1” and

are included in the appendix on p. 12261.)

Mr. NEHEMRIs. Mr. Whitney, would it be correct to conclude that

the make-up of the list was determined by J. P. Morgan & Co.?

Mr. WHITNEY. It would not. Mr. Chairman, this whole proceeding,

it seems to me, could be very much simplified for the committee if

again I repeat, because I may have to repeat it a good many times

otherwise, that I haven’t made any question of the fact that we were

very active in this business. I have said, or tried to make clear a few 's

minutes ago, that our clients who had dealt with us in the past came ſº

to us for advice as to how to conduct a certain piece of business; on ||

all these cases the story is exactly the same. In each case we recom ||

mended to them that there were certain people who were then the most ||

prominent people in the investment banking business in New York ||

who would be proper people and would give proper service in the job ||

of work they had to do. º

We had discussions with—I did, Mr. Anderson did, and Mr. Ewing s

did, who was then one of our partners—with the seniors, senior part º

mers of these various concerns, or senior officers. We went to this .

party and that party, as a service for the railroad, to inquire whether ||

these gentlemen would be interested in handling this financing. . We lº

went to the railroad company and said we would suggest this or §

that course. I don't want to give any possible indication, that we &

didn’t, that we didn’t work just as hard as we could to help ow S

clients. We did. We still do. But when it comes to the infer

ence that we had anything to do with the actual business, I just want

to make very clear that we didn’t certify these people. When it came

down to a decision, it was made by the officers of these various corpo

rations on their own discretion, on their own responsibility, and we

merely gave them the best advice that we could as to how they were to

handle their job.

The CHAIRMAN. As I understand your explanation of the situation,

J. P. Morgan & Co., in compliance with the Banking Act, was going

out of the business of investment banking—

Mr. WHITNEY (interposing). Was out.

The CHAIRMAN. And it was not, however, going out of the business

of advising its clients, both former clients and new clients, with re

spect to all matters which might properly come before a banker; that

you considered it to be a perfectly proper and legal procedure for

J. P. Morgan & Co. to advise a client, the New York Central Railroad,

for example, with respect to the manner in which securities might be

distributed or by whom they might be underwritten? That in giving

that advice you did not consider yourself as being engaged in the

business? That you had numerous conversations with the responsible ſº

officers of the New York Central Railroad and that you do not deny ſ
that from J. P. Morgan & Co. went this letter of June 18, addressed ſº

\

1 “Exhibit No. 1714–1.” Sº

º
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* to Mr. Willard Place, Esq., of the New York Central Railroad, con

Af taining a list of security companies; that in making the suggestion you

}% Were not engaged inº; the discretion, but that the discretion

* Wºs exercised by the company? Have I correctly stated the

* T. WHITNEY (interposing). Just exactly.

tº The CHAIRMAN. So that if the railroad followed your suggestion

You considered that to be the responsibility of the railroad and not

H yourselves?

Mr. WHITNEY. Just exactly.

e CHAIRMAN. Though of course we might also conclude that

the railroad, having taken your advice for so many years, it was only

ºatural that it should follow your suggestions and when you made
them you had a pretty good idea that the railroad would follow your

: Suggestion?

Mr. WHITNEY. Well, Mr. Chairman, in the banking business, like

sº any other businesses, you have to be right certainly 51 percent

9f the time before people think of you. So that it is reasonable—

e if they came to us and asked our advice—it is reasonable to believe

• they thought it was advice at least worthy of consideration. Mr.

Nehemkis didn't ask me to comment on that particular letter. That
of $9thºse is a letter from John Young to Place; whether that was

§ a final list I don’t know; it may have been; but undoubtedly, who

. Wils the leader in this business—there seems to be some dispute

*º: that—probably told him what they had done. We never had a

8 to do with that second list of names there. We dealt in this

** and in one of the others at least, with three principal people,

lº E. B. Smith, First Boston, and Brown Harriman. They

. "P, a list of what they thought was an adequate list to dis
Tibute these 12 millions of bonds, and I suppose they sent John

. Wh9 was the head of our bond department, this list and he

º it to Willard Place.

*..CHAIRMAN: What was your testimony with respect to com

º On J. P. Morgan & Co.'

sº WHITNEx. I said we weren't even paid a fee for the advice

: although we were advised we were legally entitled to it.

of st. KING. Would this be an analagous parallel case: A lawyer

Office, o ... in any community, with a large clientele is elected tonot an r ...ges in some other business, and concludes that he shall

cºnfi. *śr take the business of his large clientele, and having

i.".” him, having taken his advice for years, and been guided

them hº" all their legal controversial matters, when he advises

Who would . no longer can act in that capacity but º ask him

Another f 9 good lawyers, who is a good man, to look after bonds,

°y go Sº torts, and so on, and he suggests A, B, C, and D, and

rººt to his suggestion, to the other lawyer whom he

Mr. ... Would that be something analagous to your situation?

lº. I think so, Senator King. I ventured to suggest

* Telatio ºnomy that I think there is a very close analogy between
Walker. i "ship between a client and his lawyer, and a client and his

0 'dº * professional relationship.

lawyersdiº, But you also testified—I remember—that the

t want to agree to that analogy.

:

l tº

*ibit No. 1714–1.”
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Mr. WHITNEY. I said sometimes they questioned it; I didn't say

they disagreed.

Mr. NEHEMRIs. Mr. Chairman, there is to be attached—but I am

offering them separately for the reason that I will explain to you—

to the memorandum previously offered, a penciled addition to those

lists and those amounts, and they

The CHAIRMAN (interposing). To the list attached to the letter of

June 18, 1925?

Mr. NEHEMKIs. Correct, sir.

May I ask, Mr. Whitney, if I understand you

The CHAIRMAN. Now, let's get this understood; you are offering

now this penciled memorandum on the sheet bearing the figures “216”

which is to be regarded as part of the previous exhibit”

Mr. NEHEMRIs. Yes, correct sir. The reason I offer them in sepa

rate pieces is because they were found in separate places, but our

man was told that they belonged together.

The CHAIRMAN. By whom? Who told you that?

Mr. NEHEMRIs. The responsible official of the railroad who opened

up the files to us. But I want to be thoroughly correct and strict in

this thing, and so I am offering them in two pieces.

The CHAIRMAN. They may be admitted.

(The memorandum referred to was marked “Exhibit Nos. 1714–2”

and is included in the appendix on p. 12262.)

Mr. NEHEMRIs. Did I understand you to say that you thought

that a possible explanation for that list of proposed underwriters and

selling group, with amounts, may have resulted from the fact that

some of the underwriters had suggested those names to John Young,

and he in turn had passed them on ?

Mr. WHITNEY. No; I did not suggest that at all. I think the

word I used was that I was merely commenting on them. Willard

Place, as I said a little while ago, was a vice president of the New

York Central in charge of finance, and as I also tried to show, we

were in this advising the New York Central on a financial matter.

Now, I am not attempting to draw any conclusions of what that

list was. It merely was that obviously John Young, head of our

bond department, was passing on to our client a list of names which

would be in the business. I don't know who made it up. I shouldn’t

doubt that he discussed it with Willard Place. I just don't know. I

merely say that my comment was that he was putting this up to our

client along the lines of advising with them.

Mr. NEHEMRIs. Mr. Swan, do you have any recollection of ever

having made such suggestions to J. P. Morgan & Co.2

Mr. Swan. Made suggestions about people who should be included

in the syndicates?

Mr. NEHEMKIS. Yes.

Mr. Swan. Yes, indeed.

Mr. NEHEMKIs. You did?

Mr. Swan. Yes.

Mr. NEHEMRIs. Why have you not furnished us with that infor
mation?

Mr. SWAN: I don't know. In connection with the Chicago &

Western Indiana, which we managed, you have the list of the syndi

cate members.

1 “Exhibit No. 1714—1.”
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Mr. NEHEMRIs. I now read you, Mr. Chairman, a letter -

Mr. HENDERSON (interposing). Mr. Nehemkis, may, I. ask this

Question: Did you [to Mr. Swan] in connection with this furnish to

T. Young any suggestion as to the make-up of the list?

Mr. Swan. I couldn't tell you. Your men went through our files—

everything that was discussed. It is very possible that after the busi

Ness was finally definitely arranged, that they were sent by Mr.

Young a list of the people who composed the principal group and

any that may have been added. I can’t answer that. It would have

been the regular thing to have done. • - -

º, NEHEMRIs. I now read from the letter previously identified,

Mr. Chairman, from Mr. Willard Place to Mr. Max O. Whiting, 36

Eederal Street, Boston, Mass., June 3, 1935 [reading from “Exhibit

No. 1715"]:

Thanks for your letter of the 29th. It is a serious question as to whether

the bonds should carry a 3%º or 4% coupon, but so far the leaning has been

$9 the 3% rate. It is also yet to be determined as to just how the sale should

be ºlde. The matter is shaping up rather quickly now, however, and I think

it. Will be pretty well decided upon within the next week or 10 days, so you

ought to keep rather closely in touch with our friends on the corner.

Mr. ANDERson. What business is that you are talking about?.

. Mr. NEHEMRIs. Toledo & Ohio, the subject matter under discus

Sºon, I offer it in evidence. - - -

Mr. ANDERson. I don't think it is.

* WHITNEy. No, sir. . . . - -

; CHAIRMAN. The exhibit may be received. To what does this
refer?

Mr. W. CNº. - - -

YorkCº. The Boston & Albany, another subsidiary of New

- Tºletter referred to was marked “Exhibit No. 1715" and appears

"full in the text.

Nº. WHITNEy. As I remember—and I am speaking from memory—

º York Central had Boston & Albany bonds in the treasury, and

ti Yºs Aquestion whether they could sell them. It was not in connec

Q) with the maturity, as these

with: N ºis (interposing). While I do not concede what the

Wii has Said, it is interesting to note, Mr. Chairman, assuming that

get a jºs is true, that the point still holds good. The place to
MrPºticipation was not the railroad but “the corner.”

Mr. ºnson, Mr. Whitney

The Sºrson (interposing). He doesn't say that. - - -

Convers #ATRMAN. The sentence here, which is the center of this little

*tion, reads as follows [reading from “Exhibit No. 1715”]:
The

lº. is Shaping up rather quickly now, however, and I think it will

clo
. decided upon within the next week or 10 days, so you ought to keep

OW touch With Our friends on the corner.

Mr. R Xhat is your interpretation of that, Mr. Whitney? . .

Mr. Pla. h ... I am not trying to interpret, but I suppose it is that

inancin § had been consulting with us about how they should do their
ton*. This man, Whiting, Weeks, or something, was up in Bos

* recom *s a very close friend of his, and he thought if he wanted to

*nded he had better come in and tell us to recommend him.
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That would be perfectly reasonable. He was trying to get business,

toO.

Mr. HENDERSON. He was trying to get on the list? I gather from

what you say that Mr. Place was telling him to go down to your

firm and see whether he couldn’t be included.

Mr. WHITNEY. No, no. -

Mr. HENDERSON. That is what your answer was, I think; am I in

correct?

Mr. WHITNEY. Yes; I'm Sorry you got a wrong impression because

both Mr. Anderson's recollection and my recollection is that it is an

entirely different piece of business. There is no question of a list. I

think there were bonds sold for the New York Central to Boston,
Or—

The CHAIRMAN. There seems to be no dispute with respect to the

facts. Recommendations were made. Your dispute is on the meaning

of the facts.

Mr. WHITNEY. Certainly. There was no list about it. I have testi

fied with respect to advising these people. I have, in fact, boasted of

the fact that we were performing a service for them.

The CHAIRMAN. That is it; you made certain recommendations, and

these recommendations apparently were followed. That is all there

is to it.

Mr. WHITNEY. Yes. But that would be good advice, wouldn’t it?

The CHAIRMAN. That is not for me to pass on.

Mr. WHITNEY. Perhaps not for me, either. -

Mr. NEHEMRIs. Will the committee take judicial notice that, accord

ing to all the public manuals, the only, railroad refunding at this

time that was being considered was the Toledo & Ohio? 1

I pass to the next document...I wish to ask you to consider, sir.

This is a letter previously identified on the stationery of Adams &

Peck, 63, Wall Street, dated June 13, 1935, from E. Stuart Peck to

Mr. Willard Place.

Senator KING. Who are the V 2

Mr. NEHEMRIs. Mr. Peck, I assume, is a member of the firm of

Adams & Peck, and they deal in guaranteed bonds and railroad se

curities, a New York House. Mr. Peck writes as follows [reading

from “Exhibit No. 1716”]:

I called at J. P. M. & Co. today and as George Whitney was away for the day

I spoke to Harry Morgan about that matter. I have known him for a long

time, mostly in connectiºn with sailing, and somewhat in connection with busiſ

ness. We had a very nice chat about the Toledo bond issue, and he said that

they did not know yet how it would be handled, but that he would be very glad

to put in a good word for Adams & Peck with whatever group of investment
bankers might handle it.

So we will hope for the best; and I thank you very much for giving me your

valuable time.

Mr. Swan; do you recall whether Mr. Henry Morgan put in a word
for Adams & Peck with E. B. Smith & Co?

Mr. Swan. In the natural course of events they would not.

Mr. NEHEMRIs. I offer in evidence the letter, Mr. Chairman.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1716” and appears
in full in the text.)

Mr. NEHEMRIs. Mr. Anderson, to the best of your recollection, who

decided to leave Adams & Peck off the list?

1 See infra, p. 12048.
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Mr. ANDERSON. I have never had any conversations about any such

list that you are referring to, Mr. Nehemkis, so I can't answer that.

Mr. NEHEMRIs. Mr. Whitney, who decided to leave Adams & Peck

off the list?

Mr. WHITNEY. Off what list?

Mr. NEHEMRIs. The list of underwriters that Mr. Peck was refer

ring to, that he called on Mr. Harry Morgan about.

Mr. WHITNEY. I don’t know.

“MATCHING” FOR THE LEADERSHIP

Mr. NEHEMRIs. Mr. Chairman, I now read to you from a memo

randum previously identified, dated June 17, 1935, by Harry M. Ad

dinsell. Mr. Addinsell, Senator King, is the chairman of the execu

tive committee of The First Boston Corporation, and the memoran

dum is entitled “The Toledo & Ohio Central Railroad.”

I read from it as follows [reading from “Exhibit No. 1717”]:

Mr. Whitney, of J. P. Morgan & Co., invited Mr. Ripley of Brown Harriman &

Co., Mr. Swan of Edward B. Smith & Co. and myself to come over to their

office today to discuss the above proposed issue. The road wishes to sell these

bonds to the public at par and proposes to allow the bankers two points. The

principals' interests will be as follows:

There appear five names, and the respective amounts after that:

First Boston

Brown Harriman

E. B. Smith

Kidder Peabody

Lee Higginson.

Morgan have a list of, I think, about fifteen or sixteen names of people whom

they want to have an amount of bonds, which they have not yet discussed with

us, at a set-up of 1/3 of 1%.

Mr. Whitney, would it not appear from Mr. Addinsell’s memo

randum that J. P. Morgan & Co. did make up the list?

Mr. WHITNEY. It would not; what it says, of course.

Mr. NEHEMRIs. Now, don't quibble with me, Mr. Whitney, in that

way.

Mr. WHITNEY. I am not trying to quibble—

Mr. NEHEMRIs (interposing). I am trying to be courteous and

polite to you, and

Mr. WHITNEY (interposing). I don't mean to quibble, Mr. Nehem

kis, I promise you I don’t, but they said we had a list of about 15 or

16

Mr. HENDERSON. You think this refers not to the list, but to

whether it is 15 or 16?

Mr. WHITNEY. Yes.

Mr. NEHEMRIs (reading further from “Exhibit No. 1717”):

At the outset Mr. Whitney said they did not want to decide what the order

of precedence should be as between Brown, Smith and ourselves.

Mr. Anderson, were you present at that conference?

Mr. ANDERSON. No. I had nothing to do with any part of the

negotiations of this business.

Mr. NEHEMKIs. Mr. Whitney, according to the statement that I

have just read, is it not a fact that J. P. Morgan & Co. could have

decided the precedence, but did not?

Mr. WHITNEY. They asked us to.
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Mr. NEHEMRIs. I’m sorry, Mr. Whitney, I must insist that you

answer my question. Is it not a fact that J. P. Morgan & Co. could

have decided the precedence?

Mr. WHITNEY. Yes; they asked us to.

Mr. NEHEMRIs. Thank you, Mr. Whitney [reading further from

“Exhibit No. 1717”]:

So we matched for it—

[laughter]

and that resulted in our being in first place, Brown second and Smith third. In

the absence of Mr. Whitney I have advised Mr. Young of J. P. Morgan & Co.

to that effect and also of the meeting referred to below.

Mr. Whitney asked us to speak to Kidder and Lee Higginson about it, which

I have done, and there will be a meeting of the five principals at this office

Tuesday at two o'clock. The mortgage, circular, etc., are already pretty well

lined up under the direction of Davis, Polk, Wardwell, Gardiner & Reed—

Just for the sake of the record, Mr. Whitney, who are Davis

Polk Wardwell Gardiner & Reed 2

Mr. WHITNEY. A firm of counselors in New York, who are our

counselors.

Mr. NEHEMRIs (reading further):

and understand Mr. Howland Auchincloss and Mr. MacVeigh of that firm are

handling the matter and will act as counsel for the bankers.

So it would appear, Mr. Whitney, that the lawyers were already

selected, had already done their work. Who selected the lawyers

Mr. Whitney?

Mr. WHITNEY. I don’t remember, but—I don’t remember.

Mr. NEHEMRIs. The document from which I have read, Mr. Chair

man, may it please the committee, is offered in evidence.

The document referred to was marked “Exhibit No. 1717” and is

included in the appendix on p. 12262.)

Mr. Swan. May I comment on this a moment, please, because

according to this [indicating document] I certainly knew more about

this business than I have previously testified. Our files do not have

any record of this meeting. My recollection of the business is that

The First Boston Corporation was selected to handle this business

and that we were in a less important position than this here appar!

ently shows. I apparently was at a meeting which I have entirely

forgotten.

Mr. NEHEMKIS. The committee does not care to have us call Mr.

Addinsell, does it, on this point? Or is Mr. Swan's explanation

º: I hMr. SWAN. uite accept that. I am just—my memory is at f -

Mr.Rºkº I understand, Mr.º y ry ault

Mr. HENDERSON. This was dated June 17, 1935, this memorandum 1

of Mr. Addinsell's. The principal interests that Mr. Young outlined

to Mr. Place are the same as those indicated in Mr. Addinsell’s

memorandum ?

Mr. NEHEMKIS. That is correct, sir, to the best of my recollection.

So that Mr. Swan, apparently from Mr. Addinsell’s statement of

who were present at the conference which you were present at with

Mr. Whitney, it would appear that neither E. B. Smith & Co., nor

The First Boston Corporation, composed the list. -

:

1 “Exhibit No. 1717.”
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Mr. Swan. Well, my recollection of that was that The First Boston

Corporation were chosen to handle this business, in which event

they would have gone ahead, and in consultation with the road with

the advice of J. P. Morgan, the road having the advice of J. P.

Morgan, and they would compose the list.

I cannot testify as to how the list was composed. I don’t know.

Mr. NEHEMRIs. Can you testify at this time that E. B. Smith &

Co. did not compose the list?

Mr. Swan. I would be quite confident that they did not.

Mr. NEHEMKIs. You did not?

Mr. Swan. I would be quite confident we did not.

Mr. NEHEMRIs. Now, may I ask, Mr. Swan, that further, while

J. P. Morgan & Co.—

Mr. Swan (interposing). Excuse me. May I add to my answer?

Mr. NEHEMRIs. Certainly, Mr. Swan.

Mr. Swan. It is possible—and it is subject, I think, to my getting

the information, if you want it—that we made suggestions for it.

Mr. NEHEMRIs. I accept that, Mr. Swan.

Although J. P. Morgan & Co. declined to decide who should lead,

is there any question in your mind that they had the power to do so

if they so desired?

Mr. Swan. Well, I think that is a rather difficult question to

answer. In my mind, there isn't any question that in the last analy

sis the borrowing corporation would decide what bankers they wanted

to have. If J. P. Morgan & Co. had wanted any particular firm to

lead this business, I don’t think they would have arranged for that

firm to lead the business without the acceptance of that recommenda

tion by the borrower.

Senator KING. By whom?

Mr. Swan. By the borrowing corporation.

Mr. NEHEMRIs. I want to recall to you, Mr. Swan, what Mr.

Addinsell said who was also present at the conference with you

[reading from “Exhibit No. 1717”]:

At the outset Mr. Whitney said they did not want to decide what the order

% rºdence should be as between Brown, Smith and Ourselves, so we matched

Ol'

Mr. WHITNEY. Mr. Nehemkis—

Mr. NEHEMRIs (interposing). Excuse me, Mr. Whitney.

Mr. WHITNEY. I just—

Mr. NEHEMRIs (interposing). No; I'm sorry, I am addressing my

question to Mr. Swan.

Mr. Swan. I read that, and it is obvious that they did not want

to make the decision. Now, whether that decision was on behalf of

the road or not, I am not prepared to say, but I presume it was that

they were acting as the road's advisers.

Mr. NEHEMRIs. Mr. Swan, as a banker of many, many years' ex

perience in the financial community, under the circumstances here

set forth, see if you can answer my question: Could J. P. Morgan &

Co., if they so desired under the circumstances we have been discuss

inº decided who was to lead?

r. Swan. If J. P. Morgan & Co. had said to one of the three

houses, “We want you to lead,” we would have followed their sug

gestion.

Mr. NEHEMRIs. Thank you, Mr. Swan.
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Mr. Whitney, you wished to make a comment?

Mr. WHITNEY. I very much regret, Mr. Nehemkis, that you thought

I was quibbling a minute ago, because I did not mean to. That was

the first thing I wanted to say. As I said a few moments ago, I did

not know about the list. But on this particular phase of it that you

have been questioning Mr. Swan about, I have the liveliest recollec

tion of it, because of this:

When I first spoke to these people in behalf of the New York

Central, I spoke to them together. We have heard something in the

last week about this ambition to have certain positions in the busi

ness—prestige, and the various reasons such as that. I had deliber

ately talked to them as three people, and had recommended that one

of the three people lead it, also indicating Kidder and Lee Higginson.

I remember this very well, because they said, “We can't agree who is

going to lead in this business—” in other words, who was going to

have precedence in name, “won't you settle it between us?” This

was not in my capacity as adviser to New York Central.

I said, “I have nothing to do with it.” And I just remember as

well as I am sitting here, that I said, “Why don’t you match for it?”

I never thought they would. And they said, “That would be the

only way we could settle it.”

Now, there is the simple story, and I remember it because I had

never seen business settled quite so quickly as that before. [Laugh

ter.]

CONSULTATION WITH RAILROAD CONCERNING LEADERSHIP

Mr. NEHEMRIs. Now, Mr. Swan, do you have any recollection at

this time whether the railroad was ever consulted about who should

be the leader?

Mr. Swan. I have no recollection of that; no.

Mr. NEHEMRIs. In other words, after Mr. Whitney suggested that

you toss for it right then and there, depending upon the outcome of

the toss of the coin, the leader of that business was determined?

Mr. Swan. Well, I am prepared to stand by this memorandum 1

here. As I said

Mr. NEHEMRIs. Mr. Addinsell’s memorandum ?

Mr. Swan. Yes; I daresay that is good evidence that we did toss

for it. My memory is hazy about this transaction.

Mr. NEHEMRIs. Thank you, sir.

Mr. Chairman, I now read you from a telegram previously identi

fied from Max O. Whiting to The First Boston Corporation, dated

1935, June 21, 11 a. m. [reading from “Exhibit No. 1718”]:

I understand that Toledo & Ohio business has been turned over to you, Smith,

and Brown Harriman much as Albany issue was given to us to handle—

By whom, under what circumstances?

Mr. WHITNEY. By the company.

Mr. NEHEMRIs. Are you sure, Mr. Whitney?

Mr. WHITNEY. You remember a little while ago I rather hesitat

ingly suggested that Mr. Place's letter” to Mr. Whiting had to do

1 “Exhibit No. 1717.”

2 “Exhibit No. 1715,” supra, p. 12014.



CONCENTRATION OF ECONOMIC POWER 12019

with Albany finance? This confirms it.

Mr. NEHEMRIs. Mr. Whitney, before you get yourself into diffi

culties, the dates are very different.

Mr. WHITNEY. They are?

Mr. NEHEMKIs. Oh, yes.

Mr. WHITNEY. But the fact remains that this was the Albany

transaction. When was this?

Mr. NEHEMRIs. I think it was in April.

Mr. WHITNEY. All I remember, frankly, was that Whiting had

done the Albany issue. It was turned over as I said before, and I

regret that I don’t make myself clear. We advised the railroad to

do the business with these four or five houses, whichever you want,

and in that sense the railroad had the direct negotiations with these

houses, The First Boston, Smith, Brown Harriman, and in the

Boston and Albany debenture issue, they had the railroad, and so

the records of Whiting, Weeks, and Knowles show.

Mr. NEHEMRIs. I would like to have you listen to the remainder

of this telegram [reading further from “Exhibit No. 1718”]:

that the bankers decided among themselves who was to head the business and

that some suggestions were made as to who might be included Stop As this

is New York Central business and at least distantly related to Albany I don't

See how the First Boston Smith and Brown Harriman can fail to include

Whiting Weeks and Knowles on terms equal to anyone appearing after the

three principals and we feel we are entitled to an interest of five percent as

you know Brown and Smith each had seven per cent in Albany.

Could Whiting by chance have been referring to what Mr. Mitchell

explained to us, the doctrine known, shall I say, as reciprocal

obligation?

Mr. WHITNEY. I have not the remotest idea.

Mr. NEHEMRIs. Mr. Chairman, the telegram is offered in evidence.

The CHAIRMAN. It may be admitted.

The telegram referred to was marked “Exhibit No. 1718” and is

included in the appendix on p. 12263.)

Mr. NEHEMKIS. I now read to you a telegram previously identified,

from John R. Macomber of The First Boston, to Mr. Whiting, the

sender of the previous telegram, who wires as follows [reading from

“Exhibit No. 1719"]:

Telegram received. Understand Nevil Ford went over this situation with

you yesterday and explained it fully. Stop As a matter of fact business re

ferred to came to First group which included two other houses than those you

gººd all set up and with secondary group named by the road with amounts.

O

I want you to note that, Mr. Whitney [reading further]:

As a matter of fact, business referred to came to First group—

Meaning First Boston group—

which included two other houses than those you named all set up with second

ary group named by the road.

Now, as a subsequent telegram will show, Mr. Macomber was

a little confused [reading further :

We had nothing to do with guiding this and have got to handle as in

structed by them. You are of course included in this but cannot see how we

can do anything but accept the schedule as presented and over which we

have no control Stop Will be in Boston Monday.
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The telegram which I have read is offered in evidence, Mr.

Chairman.

(The telegram referred to was marked “Exhibit No. 1719” and is

included in the appendix on p. 12263.)

Mr. NEHEMRIs. It would seem from the telegram I have just read,

Mr. Swan, that Mr. Macomber felt no firm in the group had any

power to decide who was to be in and who was to be out. Would

that be a fair interpretation from that telegram'

Mr. Swan. That was what Mr. Macomber says.

Mr. NEHEMRIs. But he was apparently at that time under the

misapprehension that the railroad selected the underwriters, since 4

days earlier, on June 17, Mr. Addinsell was clearly aware that the

list was made up by J. P. Morgan & Co., and as you will see from the

document I am about to offer, by June 28 he got straightened out.

I now read you from Mr. Macomber's letter dated June 28, 1935,

to George Whitney, Esq., J. P. Morgan & Co., 23 Wall Street, New

York City [reading “Exhibit No. 1720°] :

The opportunity which was offered us to take part in the Toledo & Ohio

Central 3% 7% bonds was naturally most satisfactory to us and I do want to

thank you very much indeed for your thought of us. We are very grateful.

One of the things which has given me the most satisfaction in the last year

has been the attitude of our old friends towards us who had to make quite a

readjustment in our business lives and, as I said to a friend of mine this

morning, it is sometimes almost embarrassing to have some of our friends do

all they do for us. Nevertheless, it is gratefully accepted and I only hope in

due course we may be able to be helpful on our side and we are trying to do

our part. Your firm certainly has been very good to us and we do appreciate it.

I offer it in evidence, Mr. Chairman.

The CHAIRMAN. It may be admitted.

(The letter referred to was marked “Exhibit No. 1720” and appears

in full in the text.)

Senator KING. Your firm, Mr. Whitney, had been doing business

with this railroad company before, had it, acting as vendor of Or

underwriter of its securities?

Mr. WHTNEY: Yes, sir. The T. & O. C. is owned 100 percent by

the New York Central, and we have been bankers for them since—

oh, since 1880, I think, and we have been fiscal agents of that property

up to 1916 when we abandoned that position. They come to us just

as they would go to people they had done business with before,

and we were trying to help them. The record will show all this.

I don't want to do what Mr. Nehemkis might think was quibbling,

but I think the record here is perfectly clear. The list was made

up by the road, in the final analysis. We advised them—but that

doesn’t matter. The road made the decision. We advised them as

to houses. I have testified that way time and again.

Mr. NEHEMRIs. Mr. Chairman, do you recall that Commissioner

Henderson inquired earlier whether the list that was submitted was

the same as the list finally made up?

I now offer in evidence a document previously identified which

contains that information, may it please the committee.

The CHAIRMAN. What is this?

Mr. NEHEMRIs. It was identified by Mr. Whitehead as having

been obtained and given to him by The First Boston Corporation.

* “Exhibit No. 1717,” supra, p. 12015.
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It shows the final selling list and the respective amounts of the

various houses on the issue we have been discussing.

Mr. HENDERSON. Made up after Mr. Addinsell got straightened

Out?

Mr. NEHEMRIs. After Mr. Macomber got straightened out, sir.

The CHAIRMAN. This is the secondary group?

Mr. NEHEMKIs. That is correct, sir.

Senator KING (to Mr. Nehemkis). So that I may properly under

stand the testimony, is it your contention that if J. P. Morgan for

a number of years had been the fiscal agents, financial advisers, of a

corporation and had underwritten its securities, and after the Act

was passed which called for the dissociation of the corporation, that

it was improper for J. P. Morgan, if one of their former clients

whom they had served, should ask their advice as to who would be

competent to underwrite their securities or buy their securities for

them, to suggest somebody?

Mr. NEHEMRIs. Senator King, I am afraid that what I am about

to say will shock my good friend Commissioner Henderson who

knows I have a lot of opinions on a lot of subjects. Unfortunately

at this time I have no opinions whatsoever.

Senator KING. I am very glad to know that. Proceed.

ROLE OF J. P. MORGAN & CO. IN NYPANO EXTENSION

Mr. NEHEMRIs. We now turn, may it please the committee, to the

financing of the

The CHAIRMAN (interposing). Has this been marked 2

Mr. NEHEMRIs. Not yet.

(The document referred to was marked “Exhibit No. 1721” and

is included in the appendix on p. 12263.)

Mr. NEHEMRIs. Now we turn, may it please the committee, to the

financing of the Nypano.

Mr. Swan, who determined who the underwriters were to be for

the extension of the New York, Pennsylvania & Ohio bonds?

Mr. Swan. I expect the Erie Railroad.

Mr. NEHEMRIs. Mr. Anderson, I ask you the same question.

Mr. ANDERSON. I know it was the Erie Railroad Co.

Mr. NEHEMRIs. Mr. Whitney, will you give me your answer to

that same question?

Mr. WHITNEY. I assume the Erie Railroad. I know nothing

about it.

Mr. NEHEMRIs. Mr. Swan, I show you a series of diary entries

labeled “New York, Pennsylvania & Ohio Railroad,” which purport

to come from your files. Will you examine this and tell me whether

this is a true and correct copy of an original in your possession?

Mr. Swan. That is a true and correct copy.

Mr. NEHEMRIs. Mr. Chairman, may I read from the diary entries

which have just been identified by the witness? This is an entry by

Mr. Swan's partner, Mr. Cutler, December 10, 1934 [reading from

“Exhibit No. 1722”]:

George Whitney spoke to me December 7th reference underwriting extension

of the $8,000,000 4%s due March 1st 1935. Said he thought it should be

handled 50–50 Brown Harriman and ourselves, and asked me to advise Ripley

and arrange a meeting. He suggested the 4% bond be underwritten at par for

1% commission, on theory that about two-thirds of the present holders would

take new bonds.
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Another entry, 2 days later, by Mr. Swan's partner, Mr. Cutler

[reading further]:

BW–

Is that Burnett Walker, Mr. Swan'

Mr. SWAN. Yes.

Mr. NEHEMRIs (continuing):

and I

Meaning Mr. Cutler—

with Ripley and Davis met with Messrs. Whitney and Anderson yesterday.

Ripley is Joseph Ripley, and Davis is Pierpont Davis, of Harri

man Ripley & Co.

The above was substantially confirmed, with the exception of maturity Where

10 to 15 years was suggested.

Suggested by whom, Mr. Anderson?

Mr. ANDERSON. I have no recollection of any such meeting at all.

Mr. NEHEMRIs (reading further):

Time element involved in underwriting approximately 30 days and commit.

ment on such basis would have to be made about February 1st. We assume

we would head this account as bankers for Van Sweringens—

Mr. Swan, E. B. Smith & Co., to the best of my knowledge, had

never been bankers for the Van Sweringens. You meant the

Guaranty Trust Co., didn't you?

Mr. Swan. Well, the Guaranty Co. had been bankers for them,

I think. He used the word

Mr. NEHEMRIs (interposing). He used the word loosely?

Mr. Swan. He used it rather loosely, yes.

Mr. NEHEMRIs. He seems to have wrapped himself up with

Guaranty for the moment [reading further from “Exhibit No.

1722”]:

We assume we would head this account as bankers for Van Sweringens, but

Whitney and Anderson did not want to discuss this phase of it, suggesting

We work it out between ourselves and B H & Co.

Mr. Anderson, do you have any recollection of that meeting?

Mr. ANDERSON. Not the slightest.

Mr. NEHEMRIs. Mr. Whitney, do you have any recollection of that

meeting? -

Mr. WHITNEY. No. I don't doubt it, but I haven't got any recol.

lection of this meeting at all.

..Mr. NEHEMRIs. Mr. Whitney, for the sake of the record, I would

like you to give plain and clear statements. I asked you a simple

question. I will repeat it. Mr. Whitney, do you have any recol.

lection of that meeting?

Mr. WHITNEY. No.

Mr. NEHEMRIs. Thank you, Mr. Whitney [reading further from

“Exhibit No. 1722”]:

BW–

That is, Burnett Walker—

and I lunched with Messrs. Ripley and Davis.

I don’t think the next one is particularly pertinent. It continues

the discussion.
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I now offer in evidence the diary sheets from which I have been

reading and which have been identified by Mr. Swan.

The CHAIRMAN. They may be received.

(The diary sheets referred to were marked “Exhibit No. 1722” and

are included in the appendix on p. 12264.)

Senator KING. Do you want the whole thing in or just what you

have read? You indicated which you did not read, didn't you?

Mr. NEHEMKIs. Yes, sir. May I say that my assistant calls my

attention to the fact that inadvertently I should have read another

paragraph, and this answers your question. I guess we had better

put it all in. The line is this [reading from “Exhibit No. 1722”]:

Question of LongDock Co. 6's due next year, brought up, but was left to be

discussed if and when it came up. JWC and/or BW arrange to continue with

Anderson Of JPM & Co.

And that is a dairy entry written by Mr. Cutler, Mr. Swan's

partner, dated December 17, 1934.

Mr. Swan. Is there any reason why the last paragraph should

not be read? I mean, it just bears out

Mr. NEHEMRIs (interposing). I should be happy to, in the interest

of getting it complete. Certainly [reading further]:

Agreement with Railroad Company and Our associates signed today; letter

is being sent out tonight and Railroad Company's Extension Offer and our

purchase offer to be advertised tomorrow.

This is a diary entry of February 13, 1935, the new year, and it is

entered by Mr. Swan's partner, Karl Weisheit “KW,” is that right?

Mr. Swan. That is correct.

Mr. HENDERSON. Did you have some special reason, Mr. Swan'

Mr. Swan. Only to show that we were dealing directly with the

railroad company.

Mr. HENDERSON. Well, that was at the time of winding up the deal,

was it not? There is nothing in the previous sentence to show that

#. yere dealing with anybody else except the Morgan group, is

there?

Mr. Swan. That is, it was written at the time of winding up the

deal, but the conclusion of negotiations with the railroad company.

Mr. HENDERSON. And the concluding act, technically, was when

you went to the railroad, of course?

Mr. Swan. No; we conducted the negotiations with the railroad

º I think the gentleman we conducted them with was Mr.

Walsh.

Mr. NEHEMRIs. Do you recall, Mr. Anderson, whether the Erie

suggested the leadership in that financing?

Mr. ANDERSON. My best recollection of it, Mr. Nehemkis, is that

Mr. Walsh came in to see me during the latter part of 1934. He

asked for suggestions of various people who would be qualified to do

this business, and we discussed their pros and cons. My recollec

tions, and that is not borne out by the record, is that I recommended

his going in to talk to the Brown Harriman people, or rather to Mr.

Davis, in that office, who, I was confident, had already familiarized

himself with the problem.

Senator KING. With whom? Who is Mr. Walsh 2

Mr. ANDERSON. Treasurer of the Erie Railroad.
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Senator KING. He represented the railroad company in that trans

action?

Mr. ANDERSON. Yes, sir.

Senator KING. Do you know what was the initiation of the negotia

tions which culminated in the transaction referred to in the closing

paragraph just called attention to by Mr. Nehemkis'

Mr. ANDERSON. The first recollection of any discussion with

Mr. NEHEMKIS. (interposing). The reason I wanted Mr. Ander

son's recollection on that was that the diary entry from the files of

Smith, Barney & Co., beginning in December of 1934, when the

negotiations were taking place, contained no reference to discussions

with the company, and the first reference which Mr. Swan requested

me to read into the record, referring to anything pertaining to the

company, appears after the new year, February 13, 1935, and relates

merely to the formal signing of the papers.

Mr. Swan. May I state, Mr. Chairman, that these records, such

as we have here, are really quite incomplete? I mean, they constitute

memoranda, some of which are from time to time omitted, but they

do not constitute memoranda of conversations and they are by no

means complete.

Mr. NEHEMRIs. Mr. Swan, do you have any additional memoranda

bearing on these subjects?

Mr. Swan. No; I do not.

Mr. NEHEMRIs. Because if you have, I would like you to give them

to us.

Mr. Swan. Your examiners had access to all our files.

Mr. NEHEMKIS. Then do you withdraw your statement that these

diary entries are not complete?

Mr. Swan. No; I can't withdraw that statement. I think that

many times we had conversations which we did not enter in the diary.

Mº, NEHEMRIs. What did you do with those memoranda, destroy

them :

Mr. Swan. They were not memoranda. I am just talking about

conversations.

Mr. NEHEMRIs. Oh, I see. I beg your pardon. I misunderstood

you. So anything that is recorded in writing

º Swan (interposing). Anything that is recorded in writing is in
the diary—

Mr. Sºmºs. It is in the diary entries?

Mr. Swan. Not everything was recorded in writing in the diary

entry, but you had access to everything that is ºãº in writing

Mr. NEHEMRIs. I just wanted to be clear that I understood you.

Mr. Swan. I am very confident of that.

Senator KING. Do you recall any of the railroad executives or

representatives, lawyers, or otherwise, with whom you had any—

you or your firm—conversations?

Mr. Swan. Well, we had conversations with Mr. Walsh of the

Erie, we had conversations with Mr. Delano of the Atlantic Coast

Line, we had conversations with Mr. Williams of the Chicago &
Western Indiana.

Senator KING. Those preceded your entering into this understand

ing to buy some of the securities?

1 “Exhibit No. 1722.”
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Mr. Swan. That is correct, yes, sir.

Senator KING. That’s all.

Mr. NEHEMRIs. Mr. Anderson, do you recall at this time whether

or not Mr. Bradley, chairman of the Erie, had been holding discus

sions with your firm'

Mr. ANDERSON. Prior to that time?

Mr. NEHEMKIS. At that time.

Mr. ANDERSON. I remember having one talk with him. I can't

relate the date to these discussions at all.

Mr. NEHEMRIs. But as you previously testified, J. P. Morgan &

Co. were bankers who could, of course, do no underwriting at this

time?

Mr. ANDERSON. That is correct.

Mr. NEHEMRIs. Mr. Swan, have you any recollections as to

whether or not Mr. Bradley had been negotiating with E. B. Smith

& Co. at this time, bankers, who could do underwriting?

Mr. Swan. I have no recollection. May I just comment upon that,

that is, with regards to the Erie business? We were trying to get

Erie business at that time. I think it would have been more than

probable that we would have gone to Mr. Bradley and asked for his

support in getting that business, and also to the other interests, with

whom, over a long period of years, we had quite close relations.

Senator KING. §. I understand that J. P. Morgan & Co. was not

underwriting or was not, in fact, giving you any part of this busi

ness, that you were dealing with the railroad company?

Mr. Swan. We went to them, as we went to all of these other peo

ple, to try to get their support with the railroad company or with the

issuer, believing that they would very quickly be consulted and that

they would be advising them.

Mr. NEHEMRIs. Mr. Chairman, I offer at this time a copy, previ

ºy identified, of the minutes of the railroad. Shall I proceed,

Slrº

The CHAIRMAN. The exhibit may be received.

(The copy of the minutes referred to was marked “Exhibit No.

1723” and is included in the appendix on p. 12264.)

ADVANTAGES WHICH ACCRUE FROM LEADERSHIP

Mr. NEHEMRIs. At this time, Mr. Swan, was there not some ques

tion as to whether E. B. Smith & Co. or Brown Harriman should

lead the business?

Mr. Swan. Oh, I believe we always, on all of these issues, had

great discussion as to who should lead the business. It seemed very

important to us, the leadership seemed very important to us.

Mr. NEHEMRIs. Now, what are the advantages accruing to a bank

inº. in leading a piece of business?

r. Swan. I think prestige.

Mr. NEHEMRIs. Position in advertising?

Mr. Swan. Position in advertising.

Mr. NEHEMRIs. Sometimes management fees?

Mr. Swan. Well, in this case—

Mr. NEHEMRIs (interposing). In this there wasn't, but generally

speaking?

Mr. Swan. Well, if

124491–40—pt. 23—15
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Mr. NEHEMRIs (interposing). Isn't also one of the advantages of

leadership the ability to conduct negotiations with the company

officials?

Mr. Swan. I don’t think particularly.

Mr. NEHEMRIs. How about keeping the syndicate books? Isn't

that one of the advantages of leadership?

Mr. Swan. It is sometimes thought to be.

Mr. NEHEMRIs. And why would it be an advantage to keep the

books?

Mr. Swan. Well, it always is an advantage, I suppose, to be the

people who can give out interests in the business.

Mr. NEHEMRIs. Isn’t it a fact, Mr. Swan, that the house that keeps

the books has the right to make the Selections of the other members

of the group, and by virtue of having the power to make the selections

is in a position to place those other houses under a reciprocal

obligation?

Mr. Swan. I think that sometimes can be inferred. As a matter of

fact, in a situation of this sort, I think that everybody—that is, the

three leaders, or the two leaders in this account—allocated business on

this thing. I would like to say as regards any reciprocal gains, or

any reciprocal advantage, that the first job of the banker every time

is to do a good piece of business. If he doesn’t do a good piece of

business, he does not survive. Any reciprocal, so-called reciprocal,

advantages are very incidental to any piece of business. The first job

of the banker is to try to do a good piece of business in order to have

another piece of business, and if he doesn't do a good piece of business

he won't have another piece of business.

Mr. HENDERSON. Mr. Swan, do you keep a little black book of

reciprocal obligations?

Mr. Swan. We keep a card in our files which shows the business

that we do with other people and the business they do with us.

Mr. NEHEMKIS. I might say, Mr. Henderson, that Mr. Swan has

been good enough to make that available to us.

Senator KING. May I ask a question?

Mr. Swan. But I would like to emphasize that any reciprocal rela

tions are very incidental to this business.

Mr. HENDERSON. They are part of the company records?

Mr. Swan. We have this card, which is a part of our records, of

which you have a copy.

Senator KING. Would the leader be interested, if there were a

leader, in the facility with which his associates were distributing and

disposing of the securities allocated to them?

Mr. Swan. That is our first thought. The only way we might

choose one person rather than another, where they had equally good

abilities to distribute, but our first thought in these things is that

every member of a syndicate should make a contribution to the syndi

cate of some kind, either distributing ability or even, in many cases

the value of a name associated with the business is a contribution. "

Senator KING. Would I be wrong in assuming that a leader would

be interested in knowing that all of his associates in the syndicate

were properly carrying out their function and were selling the securi

ties as rapidly as the market required?

1 See “Exhibit No. 1888.”
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Mr. Swan. We keep a very complete record of the performance of

dealers in all syndicates, so that we think we know how well they can

perform, what their abilities are, and that is of major importance

to us.

Senator KING. Each member of the syndicate would be interested,

of course, in the proper discharge of the duties and obligations rest

ing upon the other members of the syndicate?

r. Swan. Very much so.

Senator KING. And I suppose would be in contact with the other

members of the syndicate to determine whether or not they were

discharging their obligations and making proper sales and distribu

tions of the allocations to them?

HISTORICAL RELATION OF E. B. SMITH & CO. TO ERIE RAILROAD CO. FINANCING

Mr. Swan. The principal members of a syndicate are very apt to

be in consultation about the formation of the group and best interests

of the syndicate. Their advice to each one of the leaders is generally

sought, and is very valuable.

Mr. Nemesikis. Mr. Swan, will you examine the three sheets I now

show you and tell me whether you recognize them to be true and

correct copies of originals in your custody and your possession?

Mr. Swan. That is a true copy.

Mr. NEHEMRIs. Will you tell me who Mr. Moore is? I think he is

the writer of the memo. -

Mr. Swan. He was an employee of Edward B. Smith & Co.

Mr. NEHEMRIs. I now offer the memo identified by the witness in

evidence.

(Senator King assumed the chair.)

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1724”

and is included in the appendix on p. 12266.)

Mr. NEHEMRIs. By the way, Mr. Swan, may I have—

Mr. Swan (interposing). Have I some right to comment on that?

Mr. NEHEMRIs. Would you let me develop my questions, and then

as we always do, comment afterward?

Acting Chairman KING. You will have full opportunity to com

ment upon it, Mr. Swan.

Mr. NEHEMRIs. Was not Mr. Moore formerly an employee of the

Guaranty Co.?

Mr. Swan. He was.

Mr. NEHEMRIs. Do you have a copy of this with you, in your orig

inal file? It might be easier to follow as I ask you questions. If

not, we will furnish you with a copy.

Mr. Swan. Would you give me the date of that?

Acting Chairman KING. December 11, 1934.

Mr. NEHEMRIs. Mr. Swan, I notice that Mr. Moore first lists the

bond issues of the Erie, the leadership of the syndicate, or the first

three or four houses in the syndicate since 1924, and then he goes on

as follows [reading from “Exhibit No. 1724”]:

The Guaranty did not have an original interest in any of the above Erie financ.

ing but did have a 6% interest in the selling groups formed in connection with

the two offerings of $50,000,000 of First and Refunding Mortgage 5s. I did

not check the smaller issues for selling group interests.
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He then says, in the second paragraph on the bottom of page 1:

The Guaranty did not have an original interest in any of the above Erie

financing.

He next traces the ownership of the Erie stock, and you see that

set forth there. He next traces the original interests and outstanding

bank loans, Guaranty Trust, First National’s interest being the

largest. -

He says, in the middle of page 2, under the caption, “Bank loans”

[reading further]:

In connection with the outstanding bank loans, the original interests were

to be as follows—

And then he lists the various banks.

Then he continues [reading further]:

It should also be noted that the National City Co. was not included.

Do you follow me, Mr. Swan?

Mr. Swan. Yes.

Mr. NEHEMRIs. Now, I am going to read to you from the first

paragraph under the caption, “Miscellaneous” [reading further from

“Exhibit No. 1724”]:

In February 1930, Mr. Swan spoke to J. P. Morgan & Co. regarding the

Guaranty's interest in Erie financing. J. P. Morgan & Co. thought that they

should go over all of their financing in which the Wan Sweringens were inter

ested and review the Guaranty's interests. They—

Meaning the J. P. Morgan Company—

recognized the Guaranty's claim on Pere Marquette financing but did not

revise the Guaranty's interest in the Erie financing of $50,000,000 Refunding

and Improvement Mortgage Bonds the following April.

Now, will you turn with me, Mr. Swan, to the section called,

“Comments,” at the bottom of page 3, and Mr. Moore continues

[reading further] :

I am inclined to the belief that we should limit our claim to the leadership

of the proposed underwriting of the Erie extension to the basis that it is

Van Sweringen financing. If we take the position that the stock is owned

by Chesapeake & Ohio it is possible that we may open up the claim of Kuhn

Loeb to a leading position whether or not they have been invited to consider

the business.

And Mr. Moore continues [reading further]:

We must also consider the extent, if any, to which we may be committed to

Lee Higginson. In this connection they were included in Chesapeake Corpo

ration (initial issue) because part of the C. & O. stock was at that time

owned by Nickel Plate. It was stated, however, at the time that their

inclusion and interest were not to constitute a precedent. Also, while they

appeared in Allegheny financing the Guaranty Company retained the manage.
ment fee and warrants.

Mr. Swan, what relation did E. B. Smith and Co. have to Van

Sweringen financing, which entitled it to base its claim on the facts

herein set forth and which I have read to you?

Mr. Swan. Well, it was purely on the basis of what we would call

a professional, or aFº relationship. When the

Van Sweringens did their financing, which my impression was in the

year 1922, it was handled by the Guaranty Co. I think it was largely
handled by myself and Mr. Burnett Walker.

Mr. NEHEMRIs. When you were with the Guaranty Co.?

Mr. Swan. When I was with the Guaranty Co.; yes, sir.
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Mr. NEHEMRIs. Mr. Swan, I am sorry, but will you ask the gentle

man who gave you that information to come back to the stand?

Mr. SWAN. Mr. Walker :

Mr. NEHEMKIS. B. W.?

Mr. SWAN. B. W.

Mr. NEHEMRIs. I am not at all interested in what Mr. Walker said,

but in the interests of orderly procedure

Mr. Swan (interposing). %. I tell you exactly what he said?

Mr. NEHEMRIs. It is not necessary. I shall just ask you, Do you

accept what Mr. Walker gave as your answer to me?

Mr. Swan. Yes. It is quite clear.

Mr. NEHEMKIs. All right, I just wanted to have the record show

that.

Mr. Swan. What Mr. Walker said was that a registration statement

had just been filed in connection with an issuance for the Chesapeake

Corporation, which owned the stock of the Chesapeake & Ohio Rail

way Co. and was one of the so-called Van Sweringen companies.

Mr. NEHEMRIs. Mr. Swan, did Mr. Moore mean that because Van

Sweringen financing had been part of the Guaranty Co. business, that

E. B. Smith & Co. had a claim to it?

Mr. Swan. I didn’t finish my answer to the last question. I will

start it by saying that we had this very close relation with the Van

Sweringens, when we were doing the Nickel Plate financing, in 1922.

I think we had continued that close personal relationship ever since.

Mr. NEHEMRIs. When you say, “we,” sir, you mean the Guaranty

Trust?

Mr. Swan. No; the Guaranty Co. first and then when Mr. Walker

and myself went into Edward B. Smith & Co., the close personal

relationship continued, and we renewed it or extended it, whatever

word you want, when we went into Edward B. Smith & Co. When we

went into Edward B. Smith & Co. we were using every legitimate

means in our power to secure business, and this professional relation

ship which we had, and which we believe is a very important thing

in the investment banking business, as Mr. Whitney has explained—

the investment banking business has a very professional character.

When the Guaranty Co. ceased to exist, we thought that that profes

sional relationship extended to the persons who had helped to create

it, and when we were in the Guaranty Co. we did our best to get the

relationship with the Van Sweringens and with other issues just as

close as we possibly could. When the Guaranty Co. was no longer able

to do investment business, we then went to these clients and we urged

on them the close personal relationships which we had previously had

with them, through our contact Whº we were members of the

Guaranty Co.

Mr. NEHEMRIs. You felt, then, Mr. Swan, that when you and your

associates left the Guaranty Co. of which you had been the head, and

entered the private banking house of E. B. Smith & Co. that because

of your personal and close and intimate relationship to that business,

naturally that business followed you?

Mr. Swan. We made an effort to see that it did follow, and in those

cases it did. -

Mr. NEHEMKIs. Now, National City Co., Mr. Moore noted, was not

fººd in the banks that had made loans to the Erie, do you recall

that
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Mr. Swan. The memorandum so states.

Mr. NEHEMRIs. Now, the National City Co. appeared after the

Guaranty Co. in the original group of C. & O., Pere Marquette and

Missouri Pacific, is that correct?

Mr. Swan. Those pieces of business were not handled by Guaranty

Co.; we were participants, through syndicates, but we were not the

managers.

Mr. NEHEMRIs. Would you examine page 3 of Mr. Moore's memo

randum.” You will note there that National City Co. appeared after

the Guaranty Co. in each instance.

Mr. Swan. Oh, I–

Mr. NEHEMRIs. Did you misunderstand me?

Mr. Swan. I think I probably misunderstood you. I didn’t say

they didn’t appear, but I just said those pieces of business were not

pieces of business which we managed; they were not so-called our

pieces of business.

Mr. NEHEMRIs. Sorry. Was the priority of Guaranty Co. over

National City Co., the basis for E. B. Smith's claim of priority over

Brown Harriman?

Mr. Swan. I think our claim of priority over Brown Harriman &

Co. was any legitimate claim we could make. We were trying to get

the leadership of this business and we put forward every argument

that we could think of. Now this memorandum " that you see here

was a memorandum prepared by Mr. Horace Moore.

Mr. NEHEMRIs. I will give you a chance to explain that in detail as

soon as we finish the questions.

Mr. Swan. That is part of your question now.

Mr. NEHEMKIS. You will have full opportunity—the committee will

afford it to you, I am sure. \

Acting Chairman KING, You will have opportunity to make expla
nation.

Mr. NEHEMRIs. Mr. Moore recognized in the memorandum 4 that

we have been discussing that the mantle of Guaranty Co. had fallen

on E. B. Smith and that the mantle of the National City Co. had

fallen on Brown Harriman. This committee has heard testimony

from Mr. George Bovenizer of Kuhn, Loeb & Co., who likewise recog

nized that the mantle of the National City Co. had fallen on Brown

Harriman. . Now, did Mr. Ripley recognize the validity of these

contentions?

Mr. Swan. I don't know what Mr. Ripley thought.

Mr. NEHEMKIS. I now read to you, Mr. Chairman, from a memo

randum by Mr. Joseph P. Ripley to Mr. H. C. Sylvester and Mr.

P. W. Davis on the subject of the Erie Railroad which we are dis

cussing, and this memorandum has been previously identified [read

ing from “Exhibit No 1725”]:

After hearing the whole story, I have seen fit to let E. B. Smith Company

head the account on New York, Pennsylvania and Ohio Extension bond proposi

tion. Their name comes first, ours second; interest to be 50/50; managership

is to be shown as it was in the Chicago & Western Indiana. Nobody else should

be brought into the account until both of us approve, and we both think only the

two of us should do the busineSS.

1 “Exhibit No. 1724.”

2 Ibid.

3 Ibid.

4 Ibid.
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I offer this in evidence, Mr. Chairman.

(The memorandum referred to was marked “Exhibit No. 1725.”

and is included in the appendix on p. 12267.)

Mr. NEHEMRIs. Do you recall, Mr. Swan, that it was only E. B.

Smith and Brown Harriman which were to do the entire issue?

Mr. Swan. At that particular time that apparently was the thought

in Mr. Ripley's mind, as expressed to his associates.

Mr. NEHEMRIs. How did it happen that Kuhn, Loeb; White,

Weld; Clark, Dodge; and Goldman, Sachs & Co. were subsequently

included?

Mr. Swan. I think that we thought they would be an addition

to the business and help it.

Mr. NEHEMRIs. Mr. Swan, will you examine the document I now

show you and tell me whether you recognize this to be a true and

correct copy of an original in your possession?

Mr. Swan. That is a true copy.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence the document

identified by the witness.

(The document referred to was marked “Exhibit No. 1726” and

is included in the appendix on p. 12268.)

Acting Chairman KING. It may be received. Now, Mr. Swan,

you may make the explanation.

Mr. Swan. All I wanted to say in regard to this memorandum,"

was that Mr. Moore, who was an employee of ours, and was very

anxious to bring to our attention any arguments that we might make

whereby we would gain leadership or advancement in our cause of

business, prepared this memorandum. Some of it is prepared from

data; he tells me some of it came out of his memory. It is his presen

tation of the arguments that we might use to try to get leadership

of this business. Very little of it, in my opinion, had validity.

The real argument which we thought we had for getting lead

ership in this business was the close connection of many years of

Mr. Walker and myself with the Van Sweringens who were at this

time—or who had previous to this time—or who at this time, yes,

who at this time controlled Erie Railroad, one of their railroads. We

had very close associations with them.

I have no doubt that in the course of this discussion that we

probably talked to the Van Sweringens; we probably talked to Mr.

Bradley; we missed a trick if we didn’t; we were doing everything

we could to get business and to get important positions in the business.

Mr. NEHEMRIs. Is there any question in your mind, Mr. Swan,

concerning the accuracy of any of the statements made by Mr.

Moore?

Mr. Swan. I don’t doubt the accuracy of the statements, but I

doubt the validity of the inferences.

Acting Chairman KING. Let me ask a question there. Was there

during the period covered by the memorandum to which reference

has been made, anterior and subsequent to that period, was there

and is there rivalry among bond houses to secure positions in the

syndicates for the sale of securities, and having securities?

Mr. Swan. I think there is the most intense competition in our

business, both before business is secured and after business is secured,

1 “Exhibit No. 1724.”
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to get position and large interests in the business. I think the com

petition is very keen all the time.

Acting Chairman KING. Did the Guaranty Co. have rather an im

portant place in the vending of securities?

Mr. Swan. I think the Guaranty Co.—it would probably be im

modest to say it—I think we were probably about the best distribu

tors of securities, retail distributors of securities. [General laughter.]

Acting Chairman KING. I think that modesty is entirely war

ranted. When did it cease to operate and when did this mantle—

using the expression of my friend here—fall upon somebody else's—

if it did—shoulders?

Mr. Swan. The Guaranty Co. ceased to operate, I think, on the

15th of June 1934. At that time Edward B. Smith & Co. took over

the major part of their organization; four officers of Guaranty Co.,

as I have testified, became partners in Edward B. Smith & Co. This

sales organization to which you have refered I think was taken over

practically in its entirety. Edward B. Smith & Co. was perfectly

qualified; had the qualities which I think are necessary for an invest

ment banker to have, to handle the business that the Guaranty Co.

previously handled.

We naturally went out and pressed that as much as we could and

pressed previous relationships as hard as we could. We succeeded

in retaining, I should say, most of the business that the Guaranty

Co. had previously done.

Acting Chairman KING. Is the investment business so uncertain

and subjected to so many dangers so that its mortality, speaking

generally over a long period of years, is very great?

Mr. Swan. I wouldn't like to go into that, too intimately.

Acting Chairman KING. At any rate it isn't absolutely watertight

business?

Mr. Swan. I think it is an extremely hazardous business and as

far as the present time is concerned, the profits of it are most limited.

Acting Chairman KING. When you guarantee the issues of rail

road companies particularly, is there any certainty of any profits at

all? Judging from the past?

Mr. Swan. Judging from the past, these issues I have been re

viewing, these issues here, and thinking about them, these issues

were all issues which needed good salesmanship, needed people who

could properly explain securities and who were known as people

who could do a good placing job.

Acting Chairman KING. Isn’t there hesitancy—I will put it that

way—upon the part of some of these investment companies in under

writing the guaranteeing of the bonds which they take over, or is

there very great desire to underwrite obligations?

Mr. Swan. Well, of course, it depends upon the character of the

obligation. The very highest class obligations are very much sought

for; there are some other obligations which presumably are per

fectly good, but are less easily salable that are not so much sought

for. I think it varies as to the eagerness with which people seek

interests as to their apparent Salability.

Acting Chairman KING. I assume that when a corporation desires

to obtain capital with which to refund or to meet new issues that it is

concerned as to the character, standing, and prestige of the various

investment companies with which it seeks affiliation?
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Mr. Swan. I think I would put it this way: I think they require

sufficient capital to know that the obligation, which the underwriter

may take is assured. I think the next—I think all of these—no one

of these is good without the other. An investment banker must

have capital, he must have integrity, and he must have competence.

Acting Chairman KING. I assume, then, that some investment

bankers have larger capital than others?

Mr. Swan. Yes; that is true.

Acting Chairman KING. And to that extent if they have a good

name, good character for integrity and honesty, they may have some

advantages over other investment bankers?

Mr. Swan. Well, I don’t think—I don’t think I would go too far

on that. Capital is only one attribute which is necessary, and after

you get up to capital of a certain amount, the capital which is suffi

cient to guarantee the obligation which you take, capital beyond

that is not so particularly necessary.

Acting Chairman KING. The moral stamina and moral character

have a great deal to do with the position which an investment bank

ing organization will have in the community?

. Swan. I thoroughly believe so and I think that isn’t enough.

I mean capital and integrity aren’t enough. I think that the banker

has to be competent; he has to know his business.

Mr. O’ConnELL. May I ask a question, Mr. Swan? A moment

ago you expressed some concern about possibly unwarranted infer

ences that might be drawn from Mr. Moore's memorandum." What

did you have in mind more specifically than that?

Af. Swan. I just meant that some of the things that he put for

ward as arguments as to why we should have that business didn't

seem to me very good arguments.

Mr. O'ConnELL. Specifically were you referring to the nature

and extent of the so-called reciprocal obligation that has been

discussed?

Mr. Swan. No. Well, may I just look at that? I don't know that

I know just what you are referring to.

Mr. O'Con NELL. I am not at all clear on what you were referring

to when you made the general statement.

Mr. Swan. All I was saying was that here are a number of things

that are recorded here on these several pages which are put forward

as arguments as to why we might claim position over Brown Har

riman & Co. in the leadership of this business, and one or two of

the things that I have spoken of here were valid arguments. I

think a good many that were spoken of here did not constitute valid

arguments, and I think the inference is—maybe this will answer your

question—the inference is that all of this constituted valid argu

ments. It really was just bringing up before us the things that we

might consider as to whether they were valid or not.

FORMER ASSOCIATION OF PARTNERS OF E. B. SMITH & CO. WITH GUARANTY

CO. AS A VALID CLAIM TO LEADERSHIP

Mr. O'Connel L. Well, would you consider the fact that you and

other members of E. B. Smith & Co. had formerly been connected

1 “Exhibit No. 1724.”
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with the Guaranty Co. is a valid argument to be used in this con

nection?

Mr. Swan. Yes; I certainly thought that was a valid argument,

that our old relationship over a period of years with the people who

now controlled this property constituted a valid argument as to why

we should get leadership in this business.

Mr. HENDERSON. Have you finished ?

Mr. O'ConnELL. Go ahead.

Mr. HENDERSON. I have no desire to interfere with the proper

questioning by the committee. I would like to point out, however,

we gave a sort of commitment to Mr. Whitney and his associates

that we would try to get them through by tomorrow night.

Acting Chairman KING. If you will stop speaking now we will

hurry along.

Mr. NEHEMRIs. You recall, Mr. Swan, I asked you if you had any

knowledge as to why White, Weld & Co., or Kuhn, Loeb or Clark,

- Dodge were subsequently included. I want to read you from a mem.

orandum which you have just identified and which is now in evidence,

as follows [reading from “Exhibit No. 1726”]:

We were advised by Mr. Arthur Anderson, of J. P. Morgan & Co., that White,

Weld & Co. had been associated with J. P. Morgan & Co. or Drexel & Co. in

the underwriting of a number of former Erie extensions and commented that

they had approached him in Connection with the underwriting of this exten

sion. Mr. Anderson did not specifically request that we include White, Weld

& Co. but he was pleased when informed that we had offered White, Weld &

Co. an interest of 15%.

After Kuhn, Loeb & Co. had been offered and had accepted an interest of

10%, we learned that they had approached J. P. Morgan & Co. concerning the

business.

I note, there, Mr. Swan, that K., L. went direct to J. P. Morgan

& Co., rather to E. B. Smith or Brown Harriman. I continue to read

from this memorandum by Mr. Cutler [reading further]:

An interest of 5 percent was offered to Clark, Dodge & Co.

By the way, Mr. Anderson, do you know Mr. Francis Ward?

Mr. ANDERSON. Very well.

Mr. NEHEMKIs. Had Mr. Francis Ward formerly been with J. P.

Morgan & Co.'

Mr. ANDERSON. Yes.

Mr. NEHEMKIS. And then he went to Clark, Dodge & Co.2

Mr. ANDERSON. Yes.

Mr. NEHEMRIs. I continue reading from the memorandum of Mr.

Cutler, Mr. Swan [reading further #. “Exhibit No. 1726”]:

An interest of 5 percent was offer -

Francis Ward’s rºl affiliation *...*k, Dodge & Co. because of Mr.

We considered offering a participation to Morgan Grenfell & Co., Limited.

Mr. Swan, why did you consider it necessary to offer a icination to a London house? y participa

Mr. Swan. A great many of these bonds were held in Holland and

England. As a matter of fact in making up this list strength was

added to the business by the fact of having Kuhn, Loeb : whº

Weld; Clark, Dodge, in this business, because they were all very well

known names abroad. That was one of the influences in choosinthose people. g

Now as far as Clark, Dodge is concerned, it says here we included

them because of Mr. Francis Ward's recent affiliation. That is true
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Mr. NEHEMRIs. I was just asking about Morgan Grenfell.

Mr. Swan. Morgan Grenfell of course were located in London

where their name also-where it would be useful to have them helping

this business along, which required deposits and exchanges, and so

forth.

Mr. NEHEMRIs. Would I be entirely mistaken, Mr. Swan, if I sug

gested that one reason why you may have wanted to offer a partici

pation to Morgan Grenfell & Co., Ltd., of London was because of its,

shall I say, association with J. P. Morgan & Co. of New York?

Mr. Swan. I haven’t any doubt but what that—that we, of course,

knew that and maybe that is the reason their name was suggested to

our minds. Of course they are very well and favorably known over

there and would add to the business. Each one of these people

would help the business.

Acting Chairman KING. Were securities sold abroad in Holland?

Mr. Swan. This was not a question, Senator, of selling securities.

This was the extension of an outstanding issue and there were a great

many of these bonds held in Holland and in England.

ATLANTIC COAST LINE RAILROAD CO. REFUNDING—ROLE OF J. P. MORGAN

& CO.

Mr. NEHEMRIs. Mr. Whitney, did J. P. Morgan & Co. arrange the

$12,000,000 Coast Line financing in May of 1935?

Mr. WHITNEY. Well, we advised a great deal with Mr. Delano, the

chairman of the board of the Coast Line, because they had this record

that you introduced earlier, not only these maturities but also a bank

loan was coming due.

Mr. NEHEMRIs. Bank loan to J. P. Morgan & Co.?

Mr. WHITNEY. We had an interest in a six and a half million

dollar loan, if I remember right. Again here we had, I think, started

doing business with the Atlantic Coast Line Railroad and Louis

ville & Nashville Railroad back somewhere prior to 1880, and our

relations there had been particularly close. Mr. Delano, who was the

chairman, was a very close personal friend of ours and he had

shortly before succeeded Mr. Henry Walters, who had been chairman

for years, and we certainly did everything in our power to assist in

it. . I think I arranged—we were very active—this particular trans

action myself, up to the point of discussion, and I know I did every

thing I possibly could to help Mr. Delano.

Mr. NEHEMRIs. Mr. Swan, will you glance at these diary entries

which purport to come from your files, and tell me whether they are

true and correct copies of originals in your possession?

Mr. Swan. They are.

Mr. NEHEMRIs. I offer them in evidence, Mr. Chairman.

Acting Chairman KING. They may be received.

(The diary entries referred to were marked “Exhibit No. 1727” and

are included in the appendix on p. 12268.)

Mr. NEHEMRIs. Mr. Whitney, will you follow me as I read you

some of these entries by Mr. Cutler, Mr. Swan's partner?

Diary entry, 9/20/34 [reading from “Exhibit No. 1727”]:

JRS–
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Mr. Swan—

and I spoke to GW regarding possible financing. Road wants to sell about

$12,000,000 bonds when it can. Business pretty fair first six months but falling

off now. No reason why we should not approach Lyman Delano direct, which

We plan to do.

Would that mean, Mr. Swan, that Mr. Whitney consented to your

approaching Mr. Delano, chairman of the Atlantic Coast Line?

Mr. Swan. I think it meant that Mr. Whitney thought it would be

an advisable thing for us to do.

Mr. NEHEMRIs. I’m sorry, I didn't quite get it.

Mr. Swan. I think it meant that Mr. Whitney thought that it

would be an advisable thing for us to do. As a matter of fact, Mr.

Cutler happened to be a personal friend of Mr. Lyman Delano, and

we went to Mr. Whitney because of his well-known connection with

the road. Mr. Whitney said, or we asked possibly, Shall we talk to

Mr. Delano, and he said, “Well, yes, go ahead.”

Mr. NEHEMIS. And you did talk

Mr. Swan (interposing). And we talked to Mr. Delano.

Mr. NEHEMRIs. To Mr. Delano, because, Mr. Cutler, subsequently

noted in his diary that he [reading further from “Exhibit No. 1727”]:

and JRS lunched with Lyman Delano, Chairman, today. Delano said he had

extended his six months' loan with the banks (JPM & Co. loans secured by Gen

eral 4%% bonds) for another six months from October 1st.

I am just skipping along here [reading further]:

JWC to see GW–

Mr. Whitney—

and follow. I reported the above conversations to Anderson of JPM & Co., in Mr.

Whitney's absence abroad.

Continuing [reading further]:

Reported to Whitney conversation JRS and I had with Delano as above.

Loan extended to April 1st. George Whitney called JRS yesterday and said

that Mr. Delano had seen him and he thought it was time to consider doing

something. He—

Meaning George Whitney—

also spoke of our discussion with him some months ago as reported above. It was

left we were to study the situation and decide what, in our opinion, could be

done, and go back to GW.

I continue, Mr. Swan [reading further]:

JRS and I talked with G. Whitney and told him we would be very much inter

ested in considering the underwriting of $12,000,000 of above bonds, but felt

before talking more definitely we would like to have additional information.

Skip along a few sentences, if you will [reading further]:

Whitney will speak to Brown, Harriman and then advise Delano he has spoken

to both of us. He further indicated on account of the old three-way account that

he assumed BH & Co. should lead.

Mr. Whitney, the old trio account was made up of J. P. Morgan &

Co., First National, and National City, according to your previous

testimony? Is that correct? Can you answer me yes or no?

Mr. WHITNEY. Yes; I think so. May I ask for that again?

Mr. NEHEMRIs. I said, Mr. Whitney, that the old trio, according to

your previous testimony before this committee, had been made up of
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J. P. Morgan, First National, and National City. Will you answer

that yes or no, if you can!

Mr. WHITNEY. Yes.

Mr. NEHEMRIs. So that, Mr. Whitney, you recognize Brown Harri

man as the heir of the National City Co.'

Mr. WHITNEY. No.

Mr. NEHEMRIs. You repudiate that statement?

Mr. WHITNEY. What statement?

Mr. NEHEMRIs. That I have just read to you purporting to be a con

versation.

Mr. WHITNEY. The best answer will be the next sentence.

Mr. NEHEMRIs. I am now continuing with the diary entries [read

ing further from “Exhibit No. 1727”]:

Ran into G. Whitney again and in view of what we thought he indicated

yesterday regarding leadership, reminded him that in the three issues of Coast

Line securities since the war, J. P. M. & Co. had appeared alone, the last issue

for the three-way appearance being in 1915. He said he realized that and merely

indicated to us yesterday that he considered ourselves and B. H. & Co. 50–50,

leaving us to work out leadership between us.

That is not in conflict with any question I have asked you.

Mr. HENDERSON [to Mr. Whitney]. You didn’t give him an answer

to the question. He asked you whether you repudiate Cutler's dairy

entry there?

r. WHITNEY. I merely meant, Mr. Henderson, that I thought the

next sentence which I had read ahead rather showed there had been

some mix-up in Cutler's recollection of what I had said. He said, “he

merely indicated to us yesterday that he considered ourselves and

B. H. & Co. 50–50.”

So apparently the next day I hadn’t meant quite what Mr. Cutler

meant in his previous memorandum.

I acknowledge perfectly freely there had been a three-three account,

but I don’t remember ever saying to Mr. Cutler that I thought Brown

Harriman should lead, and that is supported by what Mr. Cutler

himself says the next day. Isn’t that right?

Mr. NEHEMRIs. Just a moment, Mr. Whitney. I want to point out,

if I may, to the Chair, the diary entry by John W. Cutler dated

January 10, 1935, which reads as follows [reading from “Exhibit No.

1727”]:

Whitney will speak to Brown Harriman and then advise Delano he has spoken

to both of us. He further indicated on account of the old three-way account—

That is the old trio arrangement, Mr. Chairman—

that he assumed B. H. & Co. should lead.

Mr. Whitney, of course, having this before him, jumps ahead and

then reads from Mr. Cutler's entry of January 11, 1935, but those two

things are separate statements, and my reference and my question,

sir, was directed to Mr. Cutler's diary entry of January 10, 1935.

Acting Chairman KING. Then the statement made by Mr. Whitney

is sufficient answer, it explains it. He repudiates it in the sense of a

categorical statement, but he makes the explanation.

Mr. WHITNEY. I thought, sir, you .. me whether I recognized

that Brown Harriman inherited the City Company business and I

said “No” to that. -

Acting Chairman KING. Proceed.
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Mr. HENDERSON. Just one more question on that. Mr. Cutler said

very plainly that you had said to him that you assumed, on account

of the old three-way arrangement, that Brown Harriman & Co.

should lead, and your direct answer to that is what? Did you or

didn't you tell Mr. Cutler that?

Mr. WHITNEY. I haven't the slightest recollection of that, Mr. Hen

derson. It was a long time ago. It is quite extraordinary that I

should have spoken to E. B. Smith first, if I had thought that Brown,

Harriman should lead. -

Mr. NEHEMRIs. I would merely observe, Mr. Chairman, and I will

promise to move on rapidly, that it would appear from these diary en

tries that Mr. Whitney was not able to make up his mind until after,

when Mr. Cutler brought to him certain additional facts which ap

parently had escaped Mr. Whitney's attention, such as that J. P.

Morgan & Co. had appeared alone in the last issue for the three-way

appearance, being in 1915, and it would seem that after these addi

tional facts had been brought to Mr. Whitney's attention, he changed

his earlier view.

I shall proceed as I have indicated.

Acting Chairman KING. But I assume that the entry there should

be construed as the whole procedure.

Mr. NEHEMRIs. Mr. Whitney, you indicated that there was an At

lantic Coast Line loan at this time with J. P. Morgan & Co. Is that

correct?

Mr. WHITNEY. I indicated there was a loan with the banks of

which we had a participation, if my recollection serves me, which was

a six and a half million loan altogether. We had a million dollar par

ticipation, and we had arranged the loan for Mr. Delano with the

other things.

Mr. NEHEMRIs. Mr. Whitney, is it not a fact that part of the pro
ceedspf this issue were used to pay off some of the railroad's bank

loans?

Mr. WHITNEY. Certainly. That was the purpose of the loan.

Mr. NEHEMRIs. And J. P. Morgan & Co. was likewise paid off when

the issue was floated?

Mr. WHITNEY. Certainly; they paid us all.

Mr. NEHEMRIs. Mr. Whitney, you and I sometimes have difficulties

about precision in language, so will you do me the great courtesy of

listening attentively to my next question? While I do not wish to

imply that this particular repayment was in any way improper, it

did, however, involve the very situation which the Banking Act

sought to obviate. Is that not so, Mr. Whitney?

Acting Chairman KING. You mean the Banking Act prohibited

making a loan to pay off an obligation of the bank?

Mr. NEHEMKIs. No, sir. As I understand the provisions of the

Banking Act, it was to prevent the proceeds derived from flotation

of securities to pay off obligations owing to a bank.

Acting Chairman KING. How would a corporation then owing to

a bank, pay its obligations if it had no credit and had no more

money, that is if it had no money and had to borrow or sell

securities.

Mr. NEHEMRIs. I don't want to testify. If you want me to, I
will take the stand.

Mr. WHITNEY. The answer to your question, Mr. Nehemkis is

“No.”
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Mr. NEHEMRIs. You don’t consider that the situation described was

in conflict in any way with the Banking Act?

Mr. WHITNEY. I do not. I never even heard it suggested.

Mr. NEHEMKIS. Bearing in mind, of course, that I have clearly

indicated I personally see nothing improper about the transaction.

Mr. Chairman, I now offer in evidence a memorandum and letter

previously identified, from the files of the Atlantic Coast Line

Railroad Co.

Acting Chairman KING. It may be received.

(The documents referred to were marked “Exhibits Nos. 1728–1

# 1728–2” and are included in the appendix on pp. 12269 and

12272.)

Mr. NEHEMRIs. Mr. Whitney, is not generally patronage one of

the advantages sometimes derived from underwriting? Perhaps if

you find difficulty in answering that, I will read to you from this

letter by Mr. Delano.

Mr. WHITNEY. May I have the question first?

Mr. NEHEMKIS. Would you read back the question?

(The reporter read Mr. Nehemkis' last question.)

Mr. NEHEMRIs. Did you get that? By that I mean the ability of

a banker to name trustees and registrars, and where funds are to be

placed on deposit, and so on. We have had some testimony to that

effect earlier.

Mr. WHITNEY. It is a new idea to me.

Mr. NEHEMRIs. Let me read you this letter, Mr. Whitney. This

is by Mr. Delano, to Mr. William C. Potter, chairman of the Guar

anty Trust Co. of New York, dated April 30, 1935 [reading]:

DEAR MR. POTTER: The Atlantic Coast Line Railroad Company has agreed

to sell to Brown, Harriman & Co., Incorporated, and Edward B. Smith & Co.

$12,000,000 Ten-Year Collateral Trust Notes, secured by $25,000,000, of our

General Unified 4%% Bonds.

Mr. Whitney, if you will please listen to the following [reading

further]:

At the suggestion of Mr. George Whitney, we have designated the Guaranty

Trust Company of New York to act as Trustee of this indenture.

Did you understand my question, Mr. Whitney, when I referred

to patronage as being one of the attributes of a banking house?

Mr. WHITNEY. I understood your question, but I was doing a little

work for the Guaranty Trust Co. of which I was a director.

Mr. NEHEMRIs. And also you were a member at that time of the

executive committee, if I recall correctly.

Mr. WHITNEY. That is quite so.

Mr. NEHEMRIs. And J. P. Morgan had elected to discontinue its

underwriting business in 1934, wasn’t that what you said, Mr.

Anderson?

Mr. ANDERSON. Your date was June 16, 1934.

Mr. HENDERSON. I ought to say, Mr. Whitney, that I think coun

sel was compelled to ask you to give your opinion on these two

matters that have been brought up, since they came to our attention

in the course of the inquiry. It was an obligation on the part of

counsel to raise those two questions and to get your answer.

Mr. WHITNEY. It is all right with me.
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CHICAGO & WESTERN INDIANA RAILROAD CO. REFUNDING—ROLE OF J. P.

MORGAN & CO.

Mr. NEHEMRIs. We now turn, Mr. Chairman, unless you think

nightfall is too much upon us, to the Chicago & Western Indiana

R. R. refunding, and I think we will be through in about 15 minutes.

Acting Chairman KING. Do you guarantee that, underwrite it?

[Laughter.]

Mr. NEHEMRIs. I underwrite it. [Laughter.]

Acting Chairman KING. We will take a recess until 10 o’clock

sharp.

§ NEHEMRIs. As soon as we conclude this.

Acting Chairman KING. I didn’t say that.

Mr. NEHEMRIs. Mr. Swan would have to stay overnight.

Acting Chairman KING. Would you like to leave this capital of

the Nation tonight, Mr. Swan?

Mr. Swan. Senator, I would like to meet your wishes in any

respect, but I would love to go home. [Laughter.]

Acting Chairman KING. I would like to meet your wishes, pro

ceed.

Mr. Swan. There is a conflict of interest here that I think should

be divorced. [Laughter.]

Mr. NEHEMRIs. Mr. Whitney, the Chicago & Western Indiana

financing in the fall of 1935 was a matter of purchasing a block of

Chicago & Western Indiana bonds from the Burlington and also

selling a block from the Chicago & Western Indiana's treasury,

wasn’t it?

Mr. WHITNEY. I really can't testify of my own knowledge, except

from these records that I have seen. I had nothing whatever to

do with it.

Mr. Anderson can answer, of course.

Acting Chairman KING (to Mr. Nehemkis). Can you answer the

question?

Mr. NEHEMRIs. It was purely a technical question for the record.

As I understand it, the Chicago & Western Indiana financing in the

fall of 1935 was a matter of purchasing a block of Chicago & Western

Indiana bonds from the Burlington and also selling a block from the

Chicago & Western Indiana's treasury, wasn't it [to Mr. Anderson]?

Mr. ANDERSON. The financing of the Western Indiana was the sale

of treasury bonds. The sale of bonds for the Burlington was not

of any immediate importance to the Chicago & Western Indiana R. R.

§ They had already passed out of their possession some years
eIOre.

Mr. NEHEMRIs. Mr. Anderson, did J. P. Morgan & Co., manage that
business and select the underwriters?

Mr. ANDERSON. No.

Mr. NEHEMRIs. Mr. Swan, will you examine a document which my

assistant will show you, and tell me whether it is a true and correct

copy of an original in your possession?

Mr. Swan. It is. Do you want me to read it?

Mr.NEHEMRIs. No, I don't want you to read it, I want you to

identify it.

Mr. Swan. I do.

Mr. NEHEMRIs, I would like to offer this in evidence.
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Acting Chairman KING. It will be received.

(The memorandum referred to was marked “Exhibit No. 1729"

and is included in the appendix on p. 12272.)

Mr. NEHEMKIs. I want to read you a part of this memorandum

which has been identified as coming from the files of E. B. Smith &

Co. [reading from “Exhibit No. 1729°]:

Brown Harriman & Co., Incorporated, and Edward B. Smith & Co. were in

vited by J. P. Morgan & Co. to consider the purchase and sale of a block of

$1,658,000 Chicago and Western Indiana R. R. Co. First and Refunding Mort

gage 5% ſo Series C Bonds owned by the Chicago, Burlington and Quincy R. R.

Co. It also developed that the Chicago and Western Indiana wished to sell

$6,340,000 5% 9, Series A Bonds for refunding purposes. An investigation of

the Chicago and Western Indiana was undertaken jointly by Brown Harriman

and ourselves without any determination by J. P. Morgan & Co., or the two of

us concerned of the question of leadership. Morgan said it was up to the two

houses to settle this matter between themselves. Brown Harriman claimed

the leadership primarily on the grounds that the National City Company had a

historical and appearing position in former syndicate offerings. Our claims

to the leadership were based primarily on the ownership of 2/5 of the capital

stock of the Company by the Wan Sweringen interests which were to acquire

an additional 1/5 when and if the Wabash decided to withdraw. Our offer

to toss a coin for the leadership was declined and as a counter proposal it was

suggested that the question be referred to J. P. Morgan & Co. for decision.

Mr. Anderson, will you follow me on the next paragraph? [reading

further]:

These conversations were concluded on a Friday night by Messrs. Davis,

Sylvester and the undersigned and on the next morning Mr. Davis arranged for a

meeting with Mr. T. S. Lamont who was the Morgan partner available that

morning. In the meantime, however, I talked to several partners and it was

decided that we would offer the leadership to Brown Harriman, we, however,

to be joint in everything else, including managership.

So, Mr. Swan, from that statement by your associate, Burnett

Walker, admittedly J. P. Morgan & Co. had the power and the right

to assign leadership between Brown Harriman and E. B. Smith, but

simply preferred, for whatever reasons available at the time, not to

exercise it. Is that correct?

Mr. Swan. My interpretation of it would be that they would say

to us that we were joint and we were to decide it between ourselves.

We were finding it difficult to decide it between ourselves and we

therefore tried to get them to arbitrate it. We made up our minds

that it was a much wiser thing for us to say to Brown Harriman & Co.,

“You* ahead and lead it.”

Mr. NEHEMRIs. And on the basis of the opening paragraph I read,

is it not a fact, Mr. Swan, that clearly J. P. Morgan & Co. selected the

underwriters and was considered to be in complete control of the

situation?

Mr. Swan. I think if that had been written in completeness it would

have said, “J. P. Morgan on behalf of the Railroad Company.”

Acting Chairman KING. At any rate, Brown Harriman were selected

as leaders?

Mr. Swan. We conceded the leadership to them without further
action.

Mr. NEHEMRIs. Will you examine that and tell me if that is a true

and correct copy of the original in your possession? Identify the

document for me, please.

Mr. Swan. I do.

Mr. NEHEMRIs. I offer this in evidence.

Acting Chairman KING. It may be received.

124401–40–pt. 23—16
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(The memorandum referred to was marked “Exhibit No. 1730”

and is included in the appendix on p. 12273.)

Mr. NEHEMRIs. I now offer in evidence a document previously

identified.

(The memorandum referred to was marked “Exhibit 1731” and is

included in the appendix on p. 12273.)

Mr. NEHEMRIs. Mr. Anderson, will you examine a letter from your

self to Mr. Ralph Budd, of the Chicago, Burlington & Quincy Railroad

Co., dated April 30, 1934, and tell me if that is a true and correct copy?

Mr. ANDERSON. Yes, sir.

Mr. NEHEMRIs. Will you look at this and tell me if you are familiar

with that memorandum ?

Mr. ANDERSON. Yes, sir.

Mr. NEHEMRIs. These are offered.

(The letter and memorandum referred to were marked “Exhibits

Nos. 1732 and 1733” and are included in the appendix on pp. 12273

and 12274.)

Mr. NEHEMRIs. Will you examine these, Mr. Swan, and tell me

if they are true and correct copies?

Mr. Swan. They are.

Acting Chairman KING.. I assume without reading that they have

some relevancy to the inquiry'

Mr. NEHEMRIs. I am trying to “underwrite this deal” for you,

Senator.

Acting Chairman KING. They may be received.

(The telegram and the diary entries referred to were marked

º, Nos. 1734 and 1735” and are included in the appendix on

p. 12275.

Mr. NEHEMRIs. Mr. Anderson, will you glance at this memoran

dum and tell me if you recognize it as a true and correct copy?
Mr. ANDERSON. Yes.

Mr. NEHEMKIS. Offered.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1736” and

is included in the appendix on p. 12275.)

Mr. NEHEMRIs. I now, offer, 11, documents previously identified

and bearing upon the subject of this discussion.

Acting Chairman KING. Who is Mr. Sylvester?

Mr. NEHEMRIs (to Mr. Whitney). Mr. Sylvester is vice president of

the investing banking house of Harriman Ripley & Co., Inc.; correct?
Mr. WHITNEY. Correct.

Mr. ANDERSON. Mr. Nehemkis, this memorandum seems to be

dated around the middle of July 1934. I was absent on a holiday

abroad at the time, I think.

Mr. NEHEMRIs. Which memorandum ?

Mr. ANDERSON. This memorandum from Walker.

Mr. NEHEMKIS. That is an undated memorandum.

Mr. ANDERSON. It refers to a meeting on July 17, 1934. I never

heard of this meeting which is referred to, and at which T. S. Lamont

was present.

Mr. NEHEMRIs. May. I suggest after the meeting is adjourned you
and Mr. Walker and Mr. Swan get together on this? I am merely

offering what is written here.

Acting Chairman KING. You may correct it; if you were out of

the United States, you may indicate it in the record. These docu

ments may be received.
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(The documents referred to were marked “Exhibits Nos. 1737 to

1747” and are included in the appendix on pp. 12276–12279.)

Mr. NEHEMRIs. Mr. Whitney, I asked you a question at the outset

of these hearings. I am now going to repeat that question to you

and see if you don't perhaps care to change your answer. It would

appear, Mr. Whitney, that the power to determine to whom these rail

road refundings were to be distributed was the power to distribute

about $700,000 of gross income. Would you agree, Mr. Whitney'

Mr. WHITNEY. I see no reason to change my former answer. But

Mr. Chairman

Mr. NEHEMRIs (interposing). Thank you, sir. I want to get my

ºntº in and then you can comment. Does it relate to that

polnt

Mr. WHITNEY. Oh, yes; it relates to that point.

Mr. NEHEMRIs. To the specific point or the general subject matter?

Mr. WHITNEY. I will be glad to wait.

Mr. NEHEMRIs. You will recall we discussed this morning, Senator

King, a stipulation by C. E. Mitchell, concerning a number of

documents which I have been offering. I now want to offer another

document pursuant to that stipulation, but before handing it to you,

let me read it to you. You will recall that we have been discussing

the refunding of the Atlantic Coast Line. Now on June 17, 1936,

after Morgan Stanley & Co. was organized, Morgan Stanley brought

Qut an offering of $26,000,000 of Louisville & Nashville Railroad Co.

first and refunding bonds.

What is the relationship, Mr. Anderson, between the Louisville &

Nashville Railroad and the Atlantic Coast Line?

Mr. ANDERSON. The Atlantic Coast Line controls the Louisville &

Nashville by ownership of a majority of the capital stock.

Mr. NEHEMRIs. This is a memorandum, you will recall, by Mr.

C. E. Mitchell [reading from “Exhibit No. 1748”]:

Morgan, Stanley & Co. will offer the above mentioned issue probably next

Week, or possibly the week following. *

Harold Stanley explained that, owing to the fact that when J. P. Morgan &

Co. withdrew from the investment banking business, the First Boston Cor

poration, Brown Harriman, and E. B. Smith & Co. had handled some Louis

Ville & Nashville financing, they had been obliged to give them a preferential

position over us.

Do you know anything about that, Mr. Swan'

Mr. Swan. I am sorry, I thought you were asking Mr. Anderson.

Mr. NEHEMRIs. Did you hear what I just read? Mr. Stanley ex

Fººd to Mr. Mitchell who was hoping to get a better position for

ls company that he couldn’t do it in the L. & N. issue because of

the fact that during this period we have been discussing J. P. Morgan

& Co., he says, withdrew from the investment banking business and

Your firm, Brown Harriman and First Boston handled some of the

Atlantic Coast Line business. Therefore, he said he was obliged

to give your firm and the other two a preferential position.

Mr. Swan. It is very difficult for me to testify, I should think, on

8, memorandum of Mr. Mitchell’s referring to a conversation with

Mr. Stanley.

º: NEHEMRIs. I thought you might by chance know something
about it.

I offer this in evidence.

*"Exhibit No. 1691.”
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Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1748”

and is included in the appendix on p. 12279.)

OPINION OF DAVIS POLIX WARDELL GARDINER & REED RELATIVE TO BANKING

ACT OF 19:33 AND RELATION OF J. P. MORGAN & CO. THERETO

Mr. NEHEMRIs. Mr. Alexander, may I trouble you for a moment?

I show you a carbon copy of a memorandum addressed to you from

myself dated Washington, D. C., November 8, 1939. Do you recall

seeing and receiving the original?

Mr. ALEXANDER. Yes; I do.

Mr. NEHEMRIs. It is offered in evidence.

Acting Chairman KING. What is the purpose of that? Is it infor

mation you asked for?

Mr. NEHEMRIs. That is correct, sir, just to complete the record.

Acting Chairman KING. Is there any contention about it?

Mr. NEHEMRIs. No. This was an aide memoire to assist him in

getting the material for us.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1749” and

is included in the appendix on p. 12280.)

Mr. NEHEMRIs. Mr. Alexander, I show you a letter dated November

1, 1939, and ask you if that is a copy of a letter you sent me.

Mr. ALEXANDER. It is.

Mr. NEHEMRIs. I have here four opinions from Davis Polk Ward

well Gardiner & Reed to Messrs. J. P. Morgan & Co. Examine those

and tell me if they are true and correct copies.

Acting Chairman KING. What is the relevancy?

Mr. NEHEMRIs. These are legal opinions obtained by the firm of

J. P. Morgan & Co. from their counsel indicating to them certain

factors about which I wish to examine one of the witnesses.

Mr. ALEXANDER. These are the copies of opinions that I sent to you.

Acting Chairman KING. There is nothing about relations between

client and counsel?

Mr. NEHEMRIs. No, sir.

Mr. WHITNEY. We gave them voluntarily, sir.

Mr. NEHEMRIs. I misunderstood you. These were made available

by Mr. Alexander.

Acting Chairman KING. They may be received.

(The documents referred to were marked “Exhibits Nos. 1750 to

1755” and are included in the appendix on pp. 12282–12286.)

Mr. NEHEMKIS. Mr. Alexander, will you read the next to the last

paragraph on page 4 of the aide memoire of November 8, 1939.

Mr. ALEXANDER (reading from “Exhibit No. 1749”):

In this connection, it is to be noted that the only general opinion of counsel

furnished by J. P. Morgan & Co. is the opinion dated May 29, 1934, and that no

specific opinion nor memorandum of specific discussions has been furnished that

bear upon the aspect of the question raised by Mr. Wardwell. Three opinions

dated July 22, August 21, and December 14, 1935, have been furnished by J. P.

Morgan & Co., but each such opinion deals with legal problems connected with the

respective bond issues, but not with the position of J. P. Morgan & Co. under

Section 21a of the Banking Act of 1933.

May I read from the opinion of Mr. Wardwell, of November 1

1939, concerning the applicability of section 21a of the Banking Act

of 1933 [reading from “Exhibit No. 1755”]:



CONCENTRATION OF ECONOMIC POWER 12045

We have reviewed this question from time to time and have had no occasion

to change our opinion.

As you know, we consider it advisable for the firm to follow the existing prac

tice of examining with us the character of any particular transaction that may

be under consideration in order that the firm be assured that such transaction

falls within the scope of the general opinions which we may have given the

firm from time to time.

Mr. NEHEMKIS. At this time, do you care to make any comment in

regard to my communication to you from which you have read

Mr. ALEXANDER. No.

Mr. NEHEMKIs. Thank you, sir.

I have no further questions, sir.

Acting Chairman KING. Mr. Whitney, you had some further expla

nation.

Mr. WHITNEY. This last evidence just given shows that we were

obviously very much alive in '34 and 35 to what we could and could

not do under the new set of affairs. All I really wanted to say

before that was, as I said in the beginning, if I can do a little boast

ing, I would like to say we would have tried to do our duty for our

clients, which is to give them every possible service, we can, and

that this whole arrangement was forced upon us and the rest of the

banking community by the change in the laws, and we were trying

to adjust ourselves to that position, and these all follow the same

pattern. The clients came to us and asked us to do a job. We did

it as well as we knew how, and advised them to the best of our

hºledge and belief as to who would perform a proper service for

them.

That is really all I have to say.

Acting Chairman KING. I assume you had some uncompleted busi

ness, you had many clients and they came to you in the course of

business and called for persons to take over some of the activities in

which you had been engaged, and you gave them the advice upon

their questions as to the persons or corporations or investment com

panies that could best serve them?

Mr. WHITNEY. And assisted them just as much as we could within

the legal limitations by which we were bound.

Mr. HENDERSON. Mr. Whitney, in that connection, you take the

position, I gather from your last statement, that none of the services

you performed in this period contravene the Banking Act?

Mr. WHITNEY. Absolutely.

Mr. HENDERSON. Leaving aside for a minute the legal phases, or

leaving them aside entirely, a number of those functions you per

formed in this “switch-over” period are functions which are per

formed by underwriting houses, is that not correct?

Mr. WHITNEY: No, sir; I don’t quite agree with that, because what

we did was to advise clients of ours who in the past had traditionally

come to us for advice and they didn’t have the acquaintanceship,

the relationship that Mr. Swan referred to that he had established

with his clients, with anybody but with us at the time. They had to

deal with others, and what we did in an extended service to these

people varied a little bit in these issues, but none of those services had

to do with the service of negotiation on price except insofar as we

advised the borrowing corporation in two instances, to my knowl

edge, as to whether we thought the terms suggested by the under
writers were fair.
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Mr. HENDERSON. I was late and I don't want to get into an ex

tended argument, but I would like you to go back to the explanation

you gave to this committee, which you volunteered at one of the

earlier hearings, as to the functions performed by an investment

banker, and I would like you to lay that alongside of some of the

functions you performed in these cases under discussion this after.

noon. I would like to have your considered answer, whether it would

still be “No.”

Mr. WHITNEY. Do you want me to attempt to do this now, or do

you want a considered answer reviewing the situation?

Mr. HENDERSON. I would like your considered statement of the

functions you perform. You have made several statements for the

record as to what you consider that function to be. There has been

laid on the table today a series of functions which you performed

which you say were strictly banking functions for certain former

clients of yours. I would like you to lay them together and tell me

at some future time whether the answer is still “No.” "

Mr. WHITNEY. The answer is “No.”

Mr. NEHEMRIs. Mr. Chairman, there is one document I forgot to

offer. This has been identified by Mr. Whitehead who appeared

earlier.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1756”

and appears in Hearings, Part 22, appendix, p. 11795.)

Mr. NEHEMRIs. I would like to have a telegram admitted from

Mr. George Leib, and may I give you a word of explanation why I

ask you to do this.

Mr. HENDERSON. Is that the telegram which was sent collect?

[Laughter.]

Mr. NEHEMRIs. Yes, sir. Mr. Leib was asked the question as to

whether or not Harrison Williams had ever held any stock in Blyth

& Co. Strictly speaking, Mr. Leib's answer was responsive to my

question. Mr. Leib, however, feels that there may be some misunder

standing about that in the minds of some of the members of the

committee, and so that there may be no misunderstanding he has

indicated and shown how and why and where Harrison Williams

has held stock in Blyth & Co.

Acting Chairman KING. It may be received.

(The telegram referred to was marked “Exhibit No. 1757” and

appears in Hearings, Part 22, appendix, p. 11826.)

cting Chairman KING. Have you additional questions of these

witnesses? May". all be excused, including Mr.Whitney?

Mr. NEHEMRIs. Oh, no, sir; Mr. Whitney is going to be with us

tomorrow.

The witnesses, Mr. Anderson and Mr. Swan, were excused.)

cting Chairman KING. The committee will stand adjourned until

10:30 tomorrow morning.

Mr. HENDERSON. The Insurance Subcommittee will meet at 10:30

tomorrow in room 357, Senate Office Building.

(Whereupon, at 5:15 p.m., a recess was taken until Wednesd

December 30, 1939, at 10:30 a.m.) ay,

* Mr. Whitney, in a letter, dated January 26, 1940, submitted the i

It is ficº"; tº ºpji,"."#" e information requested.
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WEDNESDAY, DECEMBER 20, 1939

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:45 a. m., pursuant to adjournment on

Tuesday, December 19, 1939, in the Caucus Room, Senate Office

Building, Senator Joseph C. O’Mahoney presiding.

Present: Senators O’Mahoney (chairman) and King; Messrs. Hen

derson, Lubin, Avildsen, Kades, Hinrichs, and Brackett.

Present also: Holmes Baldridge, Department of Justice; Clifton

M. Miller, Department of Commerce; Willis J. Ballinger, Federal

Trade Commission; Ganson Purcell, Securities and Exchange Com

mission; Peter R. Nehemkis, Jr., special counsel; Samuel M. Koenigs

berg, associate attorney; David Ryshpan, financial analyst; Oscar L.

Altman, financial analyst; and Lawrence Brown, investigator, Secu

rities and Exchange Commission.

The CHAIRMAN. The committee will please come to order.

Will you call your first witness, Mr. Nehemkis'

Mr. NEHEMRIs. Mr. Harold Stanley.

The CHAIRMAN. The chairman has received a letter from Mr. C. B.

Sawyer, president of The Brush Beryllium Co., submitting certain

material for the record in connection with the hearings on beryl

lium." Without objection, this may be printed in the record at the

appropriate place.

The letter and material referred to were marked “Exhibit No.

£º to 1758–3,” and are included in the appendix on pp. 12286–

0.

Mr. NEHEMRIs. Mr. Chairman, you will recall that the day we

ºpened our proceedings, in the afternoon session we had occasion to

discuss the financing of the Chicago Union Station bonds. In the

course of the testimony of Mr. Bovenizer, there was a question as to

Whether or not certain contentions made by counsel were accurate,

and as our usual procedure is, I requested Mr. Bovenizer to check

his own books and advise us whether he still felt that way.”

I am in receipt of a letter under date of December 18, 1939, from

#.* who advises as follows [reading from “Exhibit No.

59–2”] :

DEAR MR. NEHEMKIs : I have your letter of the 14th instant in connection

With my testimony of the other day on Chicago Union Station bonds and I find

upon further examination that your figures are quite correct, not only as to

Percentage but as to amount also.

Regretting that my error should have caused you this additional trouble and

With appreciation of your courtesy—
T

;Hearings on the development of the beryllium industry appear in Part 5.

Hearings, Part 22, p. 1i336. 12047
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and so forth and so on.

May this be inserted in the record at the appropriate place, sir?

The CHAIRMAN. Without objection, it may be so inserted.

Mr. NEHEMRIs. Together with the accompanying letter to Kuhn,

Loeb.

(The letters referred to were marked “Exhibits Nos. 1759–1 and

1759–2 and appear in Hearings, Part 22, appendix, pp. 11797 and

11798.

º'cºmes The Chair wishes to announce that a subcommittee

of this comimttee is conducting insurance hearings in room 357 in

this building. If there are any witnesses who have been subpenaed

for the insurance hearing who are in this room, they should be in

room 357.

Mr. NEHEMRIs. Mr. Chairman, may it please the committee, one

further matter before proceeding with the business at hand: Yester

day afternoon, you may recall, Mr. Chairman, that we were discuss

ing one of the interim pieces of financing, the Toledo & Ohio, and

the question was raised by Mr. Anderson whether it was actually

the Toledo & Ohio financing or some other financing. I have refer

ence now to our “Exhibit No. 1715," and so that the record may be

clear, I merely want to read briefly from yesterday's proceedings:

QUESTION. I now read from the letter previously identified, Mr. Chairman,

from Mr. Willard Place to Mr. Max O. Whiting. . . .

Mr. ANDERSON. What business is that you are talking about?

.* Toledo & Ohio, the subject matter under discussion. I offer it in

eV1(ience.

Mr. ANDERSON. I don't think it is.

Mr. WHITNEY. No, sir.

Then the exhibit was identified, and Mr. Whitney continued:

The Boston & Albany, another subsidiary of the New York Central—

And then Mr. Whitney continued to explain how it had to be the

Boston & Albany.

Now, Mr. Whitney was in error, and I have prepared for you, sir,

an abstract from Moody's Manual on Investments of Railroad Se

curities, which indicates that it was the Toledo & Ohio that we were

discussing, and that under no conceivable stretch of the imagination

could it have been the Boston & Albany; since so distinguished a

banker as Mr. Whitney should have known that the Boston & Albany

main line 1's were 4%.'s. We were talking about 3%'s. -

Mr. MILLER. Mr. Nehemkis, didn't Mr. Whitney say that those

Boston & Albany bonds were bonds held in some fund? It wasn’t

a new issue, it was a block of bonds held by the railroad. They were

talking about selling those.

Mr. NEHEMRIs. If he did

Mr. MILLER (interposing). It is my understanding from the

testimony.

Mr. NEHEMRIS. I don't recall it, sir, but I have the testimony

before me and a rather hasty glance at it does not indicate, if he

said that, that it arose in this connection. I think, Mr. Miller that

you may have reference to an answer by Mr. Anderson in connection

with the sale of certain Burlington bonds. I will be very glad to

check it for you later.

1 Supra, p. 12013.



CONCENTRATION OF ECONOMIC POWER 12049

Do you want this in the record or are you satisfied with the state

ment? [pointing to exhibit].

The CHAIRMAN. I think it is all right.

TESTIMONY OF HAROLD STANLEY, PRESIDENT, MORGAN STANLEY

& CO. INCORPORATED, NEW YORK, N. Y.—Resumed

Mr. NEHEMRIs. Mr. Stanley, will you state the date on which

Morgan Stanley & Co. was incorporated?

Mr. STANLEY. I testified yesterday that it was September 5, 1913.

I now understand that it was September 6—I mean 1935.

Mr. NEHEMRIs. Now, what is the correct answer to the question?

Mr. STANLEY. The correct answer is September 6, 1935.

Mr. NEHEMRIs. Mr. Stanley, I show you certain documents pur

porting to be the certificate of incorporation of Morgan Stanley, and

Various amendments thereto. Will you be good enough to examine

them and identify them for me?

For your information, Mr. Chairman, these documents will be sub

sequently offered. They were obtained from the Secretary of State at

Albany, N. Y., and bear his authentication.

Mr. STANLEY. I so identify them.

. Mr. NEHEMRIs. The four items identified by the witness are offered

in evidence, Mr. Chairman.

The CHAIRMAN. They may be received.

(The documents referred to were marked “Exhibit No. 1760–1 to

4” and are on file with the committee.)

OFFICERS AND DIRECTORS OF MORGAN STANLEY & Co., INCORPORATED, AND

THEIR PRIOR AFFILLATIONS

Mr. NEHEMRIs. Mr. Stanley, will you be good enough to name the

officers and directors of Morgan Stanley & Co. Inc., and will you

alsº at the same time state the business affiliations of these officers

and directors prior to their becoming associated with Morgan Stanley
& Co. Inc.?

Mr. STANLEY. Have you the list there?

r. NEHEMRIs. I do; but I prefer that you give it to me from

your material.

. The CHAIRMAN. This exhibit, being the certificate of incorpora

tion, is filed with the committee, not printed.

r. STANLEY. The list of officers and directors of Morgan Stanley

& Co., which we have already furnished you, are as follows: Harold

Stanley, president and director. Prior affiliation, partner of J. P.

Morgan & Co.

Do you want the date of employment as well?

Mr. NEHEMRIs. If you have it there, you might as well give it.

Mr. STANLEY. Date employed, September 6, 1935, which is the day

We opened our office.

William Ewing, executive vice president and director, same date of

employment; prior affiliation, partner J. P. Morgan & Co.

Henry S. Morgan, treasurer, secretary, and director, same date of

employment; prior affiliation, partner J. P. Morgan & Co.

* “Exhibit No. 1760–1 to 4.”
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Perry E. Hall, vice president and director; former affiliation, part

ner Drexel & Co.

Edward H. York, Jr., vice president and director, same date of

employment; prior affiliation, partner Drexel & Co.

John M. Young, vice president, director, same date of employ

ment; former affiliation, manager bond department, J. P. Morgan

& Co.

Allen Northey Jones, vice president and director, same date of

employment; prior affiliation, manager statistical department, J. P.

Morgan & Co.

Alfred Shriver, vice president and director, date of employment,

February 17, 1936; prior affiliation, president and director of Guar.

anty Co. of New York, in dissolution.

Sumner B. Emerson, vice president and director, date of employ

ment, October 19, 1936; prior affiliation, vice president Fire Associa

tion of Philadelphia and associated companies.

Archer M. Vandervoort, assistant treasurer and assistant secretary,

date of employment, September 16, 1935; prior affiliation, employee

J. P. Morgan & Co.

Mr. NEHEMRIs. At the time of the organization of Morgan Stan

ley, you, Mr. Stanley, Mr. William Ewing, and Mr. Henry S. Morgan

had resigned from the firm of J. P. Morgan & Co., had you not?

Mr. STANLEY. We had.

Mr. NEHEMRIs. But the arrangements in regard to the organiza

tion of the new firm were made, were they not, at the time when

these individuals whose names I have just mentioned were still

partners in J. P. Morgan & Co.

Mr. STANLEY. The arrangements?

Mr. NEHEMRIs. For the organization of the new firm.

Mr. STANLEY. Quite correct.

Mr. NEHEMRIs. The capital stock of Morgan Stanley & Co., Inc.,

consists, does it not, of preferred stock and common stock?

Mr. STANLEY. It does.

Mr. NEHEMRIs. Were there not issued 70,000 shares of preferred

stock at par $100 per share and 50,000 shares of common stbck at

$10 per share, $5 of which was set up on the books as paid-in capital,

$5 as paid-in surplus?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. So that Morgan Stanley & Co., Inc., started busi

ness with a paid-in capital of $7,500,000?

Mr. STANLEY. Rather a paid-in capital of $7.250,000 and $250,000

paid-in surplus. Seven and a half million dollars of money.

Mr. NEHEMRIs. I accept that. On August 7, 1939, was there not

authorized an issue of common stock and was not the common stock

increased from 50,000 shares to 200,000 shares?

Mr. STANLEY. I am not sure of the date. You undoubtedly have it.

Mr. NEHEMRIs. You may accept my dates subject to correction, if

you wish.

Mr. STANLEY. I think that on the date you mention the authorized

number of shares increased to 200,000 shares and 150,000 shares as

stock dividend.

Mr. NEHEMRIs. And the additional 150,000 shares were distributed

to the common stockholders as a stock dividend, as you just indi
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cated, increasing the amount of outstanding common stock to 200,000

shares. Is that correct, sir?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. And this is the amount of common stock now out

standing?

Mr. STANLEY. It is.

COMMON AND PREFERRED STOCKHOLDERS OF MORGAN STANLEY & Co.,

INCORPORATED

Mr. NEHEMRIs. Were not the three principal common stockholders

at the time of incorporation, yourself, Mr. William Ewing, and Mr.

Henry S. Morgan?

Mr. STANLEY. They were.

Mr. NEHEMRIs. By the way, is Mr. Henry S. Morgan the son of

Mr. J. P. Morgan?

Mr. STANLEY. He is.

Mr. NEHEMRIs. Mr. Stanley, as each of these individuals took

Something over 20 percent of the stock, do they not now hold be

tween themselves over 60 percent of the common stock?

Mr. STANLEY. They hold, I think, exactly 60 percent between them.

Mr. NEHEMRIs. So that, Mr. Stanley, the controlling interest in

ººy firm was held by these three former partners of J. P. Morgan

O. :

. Mr. STANLEY. Well, it depends on what you mean by controlling

interest. Sixty percent of the voting stock was held by these three

individuals.

Mr. NEHEMRIs. Does that mean anything to you?

Mr. STANLEY. The control of a company is in the hands of all the

stockholders.

Mr. NEHEMRIs. Mr. Stanley, let's be precise. When three individ

uals hold 60 percent of the voting stock of the company, does that

have any significance?

Mr. STANLEY. If they act together they vote the majority of the

stock, certainly, but if you take any one of them and the balance of

the stockholders, I don’t see how they could have a majority.

Mr. NEHEMRIs. The other common stockholders were Mr. Perry E.

Hall, Mr. A. N. Jones, Mr. E. H. York, Jr., and Mr. John M. Young?

Mr. STANLEY. I am sorry, I didn’t follow all the names. Undoubt

edly it is correct.

yº. NEHEMRIs. Perry Hall, A. N. Jones, E. H. York, Jr., John M.

Qung.

Mr. STANLEY. That is correct.

..Mr. NEHEMRIs. I believe you have already testified, but I should

like you to state again at this time that the other common stock

holders whose names I have just given to you were former employees

of J. P. Morgan & Co.

Mr. STANLEY. Well, former employees of J. P. Morgan & Co. or

partners of Drexel & Co.

Mr. NEHEMRIs. Who was a former partner of Drexel?

Mr. STANLEY. Mr. Hall and Mr. York.

Mr. NEHEMRIs. What is the difference between Drexel & Co. and

J. P. Morgan?

Mr. STANLEY. They are the same firm, but Drexel & Co. is the

name of the business down in Philadelphia.
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Mr. NEHEMKIs. I see, same firm, different name.

Mr. STANLEY. Yes. Understand, that isn’t the legal definition. I

am not trying to be legalistic about it.

Mr. NEHEMRIs. I quite understand you, Mr. Stanley. So that all

of the common stock was held by either former partners or employees

of J. P. Morgan & Co.?

Mr. STANLEY. And Drexel & Co.

Mr. NEHEMKIS. In the light of your explanation.

Mr. STANLEY. Quite right.

Mr. NEHEMRIs. At the time of the incorporation of Morgan Stan

ley & Co., was not the bulk of the preferred stock taken by Morgan

partners?

Mr. STANLEY. The bulk of the preferred stock was purchased by

certain individual partners.

Mr. NEHEMRIs. If you can answer my question at this time I will

give you further opportunity to clarify it by detailed questions later.

(The reporter read the immediately preceding question.)

Mr. STANLEY. The bulk of this preferred stock was taken by Mor

gan partners individually, certain Morgan partners individually.

Mr. NEHEMRIs. Mr. Stanley, I show you a letter from you addressed

to me, dated November 27, 1939. Tell me if this is your signature

and whether this is a letter which you did send to me?

Mr. STANLEY. It is.

Mr. NEHEMKIS. Will you examine the four sheets attached to the

original letter of transmittal? Do you recognize those as having

been prepared by your organization?

Mr. STANLEY. I do.

Mr. NEHEMRIs. The documents identified by the witness, Mr. Chair

man, are offered in evidence.

The CHAIRMAN. They may be admitted.

(The documents referred to were marked “Exhibit No. 1761” and

are included in the appendix on p. 12291.)

Mr. NEHEMRIs. Of the original holders of the preferred stock, only

William Ewing and Henry S. Morgan were associated with the new

º Were not all of the other holders partners of J. P. Morgan
& Co.

Mr. STANLEY. I think that is correct.

Mr. NEHEMRIs. As Messrs. Henry S. Morgan, yourself, William

Ewing, each purchased about 20 percent of the common stock of

Morgan Stanley & Co., was not their investment in the equity of the

new company approximately $100,000 each'

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. Did not Mr. Henry S. Morgan purchase 2,500

shares of preferred stock for $250,000, and did not Mr. William Ewing

purchase 1,500 shares of preferred stock for $150,000?

Mr. STANLEY. They did.

Mr. NEHEMKIS. So that the total capital investment of Mr. Harold

Stanley, president of the new company, was approximately $100,000?

Mr. STANLEY. As of September 16, 1935, but shortly after that—

Mr. NEHEMRIs (interposing). Just answer the question as you
have been given it.

Mr. STANLEY. As of September 16, 1935, yes.

Mr. NEHEMRIs, And that ºf Mr. Henry S. Morgan, vice president,

was approximately $350,000?
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Mr. STANLEY. Yes.

Mr. NEHEMRIs. And that of Mr. William Ewing, vice president,

was approximately $250,000?

Mr. STANLEY. As of that date.

Mr. NEHEMKIs. Did not other officers invest something under—

Mr. STANLEY [interposing]. Excuse me, Mr. Nehemkis, it was

Somewhat larger, but that is approximately correct.

Mr. NEHEMRIs. You accept that?

Mr. STANLEY. Substantially so.

Mr. NEHEMRIs. Let’s see that the record clearly shows your answer.

I asked you a series of questions concerning the amount of the in

vestment of yourself, Mr. Henry S. Morgan, Mr. William Ewing,

and is your answer, “Substantially correct”? Is that what you want

the record to show !

Mr. STANLEY. The amounts you mention are substantially correct.

Mr. NEHEMRIs. Thank you, sir. Now, did not the other officers

invest something under $200,000 in the common stock of Morgan

Stanley?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. So that $6,600,000 of capital in the form of pre

ferred stock was supplied by Morgan partners?

Mr. STANLEY. I don’t think I have that.

Mr. NEHEMRIs. Why don’t you accept that subject to check?

Mr. STANLEY. I will be glad to.

Mr. NEHEMKIs. So that the officers of Morgan Stanley & Co., In

corporated, supplied but $900,000 of the original $7,500,000 capital

of the firm 2

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. Will you tell me who now hold the common stock

of Morgan Stanley & Co., Incorporated?.

Mr. STANLEY. Do you want the whole list?

Mr. NEHEMRIs. Run them off quickly.

Mr. STANLEY. Mr. Emerson, Mr. Ewing, Mr. Hall, Mr. Jones,

Henry Morgan, Mr. Shriver, myself, Mr. York, Mr. Young.

Mr. NEHEMRIs. Does not Mr. Ewing, yourself, Mr. Henry S. Mor

gan, each still hold approximately 20 percent of the common stock?

Mr. STANLEY. Mr. Ewing, Mr. Henry Morgan and myself do each

hold approximately 20 percent of the common stock.

Mr. NEHEMRIs. Is not the only new holder of common stock Mr.

Alfred Shriver?

Mr. STANLEY. And Mr. Sumner B. Emerson.

Mr. NEHEMRIs. And Mr. Sumner Emerson?

Mr. STANLEY. Correct.

Mr. NEHEMRIs. When did Mr. Sumner Emerson acquire common

stock in addition to that—I think you covered that in your previous

answer when you told me the names of the common-stock holders,

didn't you?

Mr. STANLEY. I didn’t cover your last question. It is a very

simple answer. He acquired it on or about the time he became an

officer of our company, which was sometime after he became an

employee—I don’t know the exact date.

Mr. NEHEMRIs. It is not important. Tell me who the holders of

the preferred stock are, if you will?
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Mr. STANLEY. As of August 31, 1939, the close of our fiscal year,

the holders of our preferred stock were as follows. Do you want

the amounts?

Mr. NEHEMRIs. Just give me the names.

Mr. STANLEY. Arthur M. Anderson.

Mr. NEHEMRIs. Well, to save time you might give me the amounts.

Mr. STANLEY. Arthur M. Anderson, 1000 shares. Gaspar G. Bacon

and George Whitney, trustees under deed of trust, dated November

13, 1914, 1,700 shares. Robert L. Bacon and Gaspar G. Bacon, as

trustees for Martha B. Whitney, 1,700 shares. Francis D. Bartow,

1,000 shares. William Ewing, 1,500 shares. Allen Northey Jones,

200 shares. Thomas W. Lamont, 19,500 shares.

Mr. NEHEMRIs. Let me make sure I have that. Thomas Lamont,

19,500. That is in evidence but I want to put it on my copy.

Mr. STANLEY. Russell C. Leffingwell, 3,400 shares. H. Gates Lloyd,

Jr., 850 shares. H. Gates floyā, Jr. and Charles D. Dickey, trus

tees for Richard W. Lloyd, under the will of Horatio G. Lloyd, de

ceased, 850 shares. Richard W. Lloyd, 850 shares. Richard W.

Lloyd and Charles D. Dickey, trustees for H. Gates Lloyd, Jr.,

under the will of Horatio G. Lloyd, deceased, 850 shares. Henry

S. Morgan, 9,800 shares. J. P. Morgan, 3,000 shares. Junius S.

Morgan, 2,800 shares. Harold Stanley, 1,000 shares. Charles Steele

estate, deceased, 20,000 shares.

Mr. NEHEMRIs. I note that among the new holders of the preferred

are yourself, holding 1,000 shares and Mr. Allen Jones holding 200

shares. Mr. Stanley, has any person other than those appearing in

the four lists which you have previously identified in the names and

amounts you have just given me ever been, to your knowledge, a

holder of record or beneficial owner of any shares of either common

or preferred stock of Morgan Stanley & Co., Incorporated?

Mr. STANLEY. Well, I can only answer the question about the

holders of record; no one has, to my knowledge, in that respect. I

can’t answer of course about beneficial ownership.

Mr. NEHEMRIs. Who can answer that question?

Mr. STANLEY. Each stockholder, I suppose.

Mr. NEHEMRIs. You, as a principal officer of Morgan Stanley are
not aware of that?

Mr. STANLEY. We have no knowledge of the transfer of stock.

Mr. NEHEMRIs. You have no knowledge or information or belief

on the subject?

Mr. STANLEY. No; I have none.

Mr. NEHEMRIs. Is not the preferred stock cumulative up to 4 per

cent, and is it not a nonvoting stock entitled to 6 percent if earned?

Mr. STANLEY. It is.

Mr. NEHEMKIS. It has no rights, however, of any kind other than

to receive dividends when, as and if declared, and certain payments on

liquidation. In short, it has no right to vote for officers?

Mr. STANLEY. No right to vote for officers or directors.

Mr. NEHEMRIs. In other words, the common stock alone elects the

officers and directors?

Mr. STANLEY. It does.

1 Referring to “Exhibit No. 1761.”
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LIMITATIONS ON DISPOSITION OF CAPITAL STOCK UNDER ARTICLES OF

INCORPORATION

Mr. NEHEMRIs. Now, is it not a fact, Mr. Stanley, that under the

articles of incorporation it is virtually impossible for either the com

mon or preferred stock of the corporation to be sold to anyone who

is not satisfactory to the present directors or their successors?

Mr. STANLEY. Well, there are restrictions on transferability.

Mr. NEHEMRIs. Do you accept my statement as a description?

Mr. STANLEY. I am not sure that it doesn't go too far. They can't

sell it without offering it to us but if we don't take it they can sell it.

Mr. NEHEMKIs. If one of the holders of stock offers it to you and

you are not interested, could it be sold to me, for example—this being

a very hypothetical case? -

Mr. STANLEY. I think so. You wouldn't get your dividend this

year if you bought it. [Laughter.]

Mr. NEHEMRIs. Is that really so, that anyone, for example, could

acquire stock of Morgan Stanley if you decided that you weren't

interested in purchasing it?

Mr. STANLEY. I will be glad to give you the exact situation subject

to correction by my counsel. In brief, the restrictions are on trans

ferability. If the holders of preferred stock want to sell it they would

have to offer it to us first, and if we don’t take it within a certain time

limit then they can sell it to somebody else.

Mr. NEHEMRIs. To anybody else—

Mr. STANLEY (interposing). That they want to, within a time limit.

Mr. NEHEMKIS. Within 30 dys'

Mr. STANLEY. Is that correct?

Mr. GEORGE A. BROwnELL. Yes.

Mr. STANLEY. And if they don’t sell it in that 30 days to somebody

else and subsequently want to do it again they have to offer it to us.

Mr. BROwnELL. Sixty days is right.

Mr. NEHEMRIs. Do I understand you correctly that John Jones

could under the circumstances that you have just narrated become

a stockholder of Morgan Stanley & Co.?

Mr. STANLEY. Yes.

Mr. NEHEMKIS. You are quite sure of that?

Mr. STANLEY. I think so. May I ask counsel if that is correct?

Mr. BROwnELL. Yes.

Senator O'MAHONEY. It would seem, Mr. Nehemkis, from your

questions that you might be interested in acquiring some of this

stock. Nº.

Mr. NEHEMRIs. After seeing exhibits here showing the profits in

the underwriting business I ought to be.j
The CHAIRMAN. This is set forth in the charter.

Mr. STANLEY. It is all set forth in the papers that you have.

The CHAIRMAN. Does counsel recall the particular section of the

charter?

Mr. NEHEMKIS. Articles 13 and 14, Mr. Chairman.

The CHAIRMAN. Let's read this into the record.”

w

i Counsel to Mr. Stanley.

* Reading from “Exhibit No. 1760–1,” on file with the committee.
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13. No holder of either Preferred or Common Stock shall be entitled as

of right to purchase or subscribe for any part of any unissued stock of either

class or any additional Preferred or Common Stock to be issued by reason

of any increase of the authorized capital stock of the Corporation of either

class, or bonds, certificates of indebtedness, debentures or other securities con

vertible into stock of the Corporation, but any such unissued stock or such

additional authorized issue of new stock or of other securities convertible

into stock may be issued and disposed of pursuant to resolution of the Board

of Directors to such persons, firms, corporations or associations and upon such

terms as may be deemed advisable by the Board of Directors in the exercise

of their discretion.

14. With the exception of transfers in the case of a deceased stockholder

to his executors or administrators and, as to the Preferred stock only, with

the further exceptions of transfers (1) to a person who is already an existing

stockholder of the corporation and (2) to testamentary trustees, no shares

of the Preferred Stock or the Common Stock of the corporation shall be

sold, assigned, bequeathed, or otherwise transferred, whether by any holder

or owner thereof, or by the executor, administrator, trustee or other repre

sentative of any stockholder or by any receiver, trustee in bankruptcy or any

representative of the creditors of any stockholder, or by the grantee or assignee

of any such shares sold on execution, or otherwise, unless the same first

shall have been offered for sale to the corporation, or, if the corporation shall

so elect, to a nominee or nominees of the corporation, as hereinafter provided.

Whenever any such holder, owner, executor, administrator, trustee, receiver,

bankruptcy trustee, grantee, assignee or representative shall desire to sell

or dispose of shares of Preferred Stock or Common Stock of the corpora.

tion, such holder, owner, executor, administrator, trustee, receiver, bankruptcy

trustee, grantee, assignee or representative shall first notify the Board of

Directors, and shall offer to sell said Preferred or Common Stock to the cor.

poration or to its nominee or nominees at a price per share not exceeding
the value thereof determined as follows:

(a) In the case of the Preferred Stock said value shall be determined by

computing the amount which each share of Preferred Stock would have

received, after payment of all liabilities, of the corporation, if dissolution of

the corporation had taken place at the end of the month last preceding the

date of receipt by the corporation of the aforesaid offer.

(b) In the case of the Common Stock said value shall be determined by

computing the amount which each share of Common Stock would have received,

after payment of all liabilities of the corporation and of all amounts payable

to the holders of Preferred Stock on dissolution, if dissolution of the cor

poration had taken place at the end of the month last preceding the date of
receipt by the corporation of the aforesaid offer.

(c) In case any dividends shall have been declared by the corporation on

such stock, payable to stockholders of record of a date subsequent to the end

of the month last preceding the date of receipt by the corporation of the

aforesaid offer, but prior, to the transfer by such holder, owner, executor, ad.

ministrator, trustee, receiver, bankruptcy trustee, grantee, assignee or repre:
sentative to the corporation or to its nominee or nominees of the stock

covered by such offer, the amount of such dividends per share shall be

deducted in determining the value per share as above provided.

In computing the value of the Preferred Stock or of the Common Stock

for the foregoing purposes the value of the assets and the amount of liabilities

of the corporation shall be as determined by the Board of Directors except

that no allowance shall be made for good will or any other such intangible

asset, and the determination of the Board of Directors shall be final; pro

vided, however, that if the offerer of the stock so desires and SO specifies

in his offer, such, Value shall be determined by the independent accountants

who last audited the books of the corporation, and in such case the determina.

tion of said accountants shall be final. If an offerer elects to have such

value determined by said accountants, he shall pay the fees and ha.
Of the accountants#. Such service. g

The aforesaid offer and notice shall be in writing addr -

poration at its principal office in the Borough of ja.º. º Nº.
York. Nothing herein contained shall be deemed to prevent an dººr; from

offering to sell his stock for less than the value thereof as above determined.

If an offerer shall have specified a price in excess of the value of his stock

determined as above provided, the price at which the corporation, or its
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nominee or nominees, shall have the right to buy the stock shall be automatically

reduced to the value as so determined by the Board of Directors or the

independent accountants, as the case may be.

If any such offer be accepted by the corporation for itself, or on behalf of

its nominee or nominees, it shall be the duty of any such holder, Owner, execu

tor, administrator, trustee, receiver, bankruptcy trustee, grantee, assignee or

representative to transfer said stock to the corporation, or to its nominee or

nominees, upon payment of the purchase price (i. e., the offering price or

the value as above determined, whichever is less), and no dividends or interest

shall be paid or allowed on such stock after failure to comply with any

request by the corporation to make such transfer.

If within thirty (30) days after the delivery of any offer of sale as afore

said, the corporation shall not accept for itself, Or on behalf of its nominee

or nominees, such stock or any part thereof, the offerer shall be at liberty,

within sixty (60) days after the expiration of such thirty (30) days, to

sell and transfer such shares of stock as are not bought by the corporation,

or by its nominee or nominees, to any person at any price not less than the

price at which the corporation had the right to purchase such shares (i. e.,

the offering price or the value as above determined, whichever is less). If,

however, such shares of stock shall not have been so sold or disposed of, and

the certificates therefor presented to the corporation for transfer within such

sixty (60) days, such shares must again be offered to the corporation as here

inabove provided, before the same or any part thereof can thereafter be sold,

assigned, bequeathed or otherwise transferred.

From and after the sale, assignment, bequest Or transfer of any Stock made

in violation of the foregoing provisions, and until after the notice and offer

as heretofore provided shall have been given and the time of the corporation

to exercise said option shall have expired, the corporation shall have, and it

is hereby expressly given, the right and option to purchase all or any part of

such stock at a price equal to the value thereof determined as above provided.

No transfer of any stock made in violation of the foregoing provisions shall

be valid or effective or be recorded on the stock books of the corporation.

Whenever the corporation shall exercise any of the rights and options herein

above given, either for itself or on behalf of its nominee or nominees, in accord

ance with the terms thereof, and shall deposit or cause to be deposited with

any bank or trust company in the City of New York for the account of the

holder of record of said stock, his legal representatives and assigns, the purchase

price determined as hereinabove provided of any stock which it has so elected

to purchase for itself or on behalf of its nominee or nominees, and shall give

notice in writing to such holder of record, sent by registered mail to his address

as the same appears on the stock books of the corporation, of the place and

amount of such deposit, and that such deposit will be payable to him upon

surrender of the certificates for such stock, duly endorsed and stamped for

transfer, then and thereupon all rights of the owner and holder of such stock, his

legal representatives and assigns, in law and in equity as a stockholder of the

corporation shall cease and such stock shall be and become the property of

the corporation or of its nominee or nominees, as the case may be, and the

certificate or certificates representing such stock so purchased, shall be deemed

to be and shall be cancelled and of no effect, and the custodian of the stock

books of the corporation shall note such cancellation in the stock books of the

corporation.

Any notice hereinabove provided to be given by the corporation shall be

sufficient if given to the holder of record of any stock at his address appearing

on the Stock books of the corporation, and shall bind the legal representatives

or assigns of such holder of record.

The Board of Directors shall have power to sell and dispose of the shares

which may be transferred as aforesaid to the corporation whenever, in their

Judgment, it can be done with advantage to the corporation.

Those are the two sections.

Mr. NEHEMRIs. Shall I proceed, sir?

The CHAIRMAN. You may proceed.

Mr. NEHEMRIs. Mr. Stanley, I show you two sheets containing data

on issues underwritten or participated in by your firm during the

period September 16, 1935, to June 30, 1939, and the second sheet

containing information with respect to counsel for underwriters, ad

124491–40—pt. 23—17
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vertising agencies, engineering, appraisal firms, accounting firms.

Will you examine these sheets and tell me whether you caused them

to be prepared in response to my request?

Mr. STANLEY. We did, sir.

Mr. NEHEMRIs. The documents identified by the witness are offered

in evidence, Mr. Charman.

The CHAIRMAN. They may be received.

(The documents referred to were marked “Exhibits Nos. 1762 and

1763, respectively, and are included in the appendix facing p. 12291.)

ANALYSIS OF BUSINESS DONE BY MORGAN STANLEY & CO. INCORPORATED

Mr. NEHEMRIs. Mr. Stanley, was not Morgan Stanley & Co.'s first

offering on September 21, 1935? Was not that an issue of Consum

ers Power Co. 2

Mr. STANLEY. It was. We were joint managers with Messrs.

Bonbright.

Mr. NEHEMRIs. I was going to come to that. This offering ap

peared how many days after the organization of Morgan Stanley

& Co. Incorporated?

Mr. STANLEY. The date you mentioned is the date of the prospectus.

The offering was September 23, and I have testified that Morgan

Stanley & Co. was organized on September 6.

Mr. NEHEMRIs. So that your answer is now, how many days after

the organization of Morgan Stanley was this issue of Consumers

Power offered?

Mr. STANLEY. Seventeen days.

Mr. NEHEMRIs. And I believe you have already indicated that you

were co-managers of this offering with Bonbright & Co.?

Mr. STANLEY. We were.

Mr. NEHEMRIs. Now, if my memory serves me correctly, a previous

witness, Mr. Gordon, has testified concerning some of the difficulties

that arise when you have a joint-managership account. Would you

indicate briefly to the committee how it happened that you had a co

managership of this account with Bonbright & Co.?

Mr. STANLEY. Well, I should like to say first that I think your

reference to Mr. Gordon's testimony, which I heard in part, at least,

was not quite on the subject. His testimony—his reference was to

having one manager in one part of the country and another manager

in another part of the country.

Mr. NEHEMKIS. Certain difficulties arising from joint managership,

but since you and the Bonbright firm were both in New York, that

difficulty or that kind of difficulty would not ensue?

Mr. STANLEY. No.

Mr. NEHEMRIs. Then will you answer my question, if stated to you

in this fashion: How did it happen that you were joint managers

with Bonbright & Co.?

Mr. STANLEY. We so acted because Mr. Wendell Willkie requested
us to.

Mr. NEHEMRIs. Mr. Wendell Willkie?

Mr. STANLEY. Yes.

1 Supra, p. 11946.
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Mr. NEHEMRIs. Now, is Mr. Wendell Willkie a partner of the in

vestment banking house of Bonbright & Co., Mr. Stanley?

Mr. STANLEY. Mr. Wendell Willkie is chairman of the Common

wealth & Southern Corporation and chairman of the Consumers

Power Co.

Mr. NEHEMRIs. And Mr. Wendell Willkie requested you to make

Bonbright your joint manager of the account?

Mr. STANLEY. Yes; he requested us to be joint manager of the

account with Bonbright. -

Mr. NEHEMKIS. What was the amount of the offering, Mr. Stanley?

Mr. STANLEY. $19,172,000.

Mr. NEHEMKIs. And how much was your participation?

Mr. STANLEY. Our participation in the underwriting group was

$5,711,000.

Mr. NEHEMRIs. Now, keep your eyes on the same line and go to the

last column and tell me how much your gross profit was."

Mr. STANLEY. Our gross profit before deductions of expenses, which

were set forth in the heading, was $60,575.66.

Mr. NEHEMRIs. In the first 4 months of your existence, during the

g. September 16 through December 31, 1935, did not Morgan

tanley & Co. Incorporated participate in underwriting amounting

to $195,835,000?

Mr. STANLEY. We participated in issues amounting to that. Our

underwriting was fifty-five-million-odd dollars.

Mr. NEHEMRIs. Now, having in mind the two figures we have be

fore us, what was the amount of the gross spread on these issues?

Mr. STANLEY. You mean dollars?

Mr. NEHEMKIs. Yes; in dollars.

Mr. STANLEY. $4,186,527.

Mr. NEHEMRIs. Now, after deducting your share of the syndicate

expenses, what was your gross profit? I am aware that your termi

nology is different from the one which I am using, which I take to

be the accepted one. You refer to gross receipts or losses, but I think

we understand each other.

Mr. STANLEY. Gross receipts. I think your question was our share

of gross profits after

r. NEHEMRIs (interposing). —deduction of syndicate expenses;

correct.

Mr. STANLEY. Which are the expenses of the syndicate as such?

Mr. NEHEMRIs. Right.

Mr. STANLEY. None of our own expenses or overhead taxes, and

so forth.

Mr. NEHEMRIs. Right. What is the figure?

Mr. STANLEY. The figure is $933,245.79.

Mr. NEHEMRIs. Right.

Senator KING. Out of that you paid taxes and your office expenses?

Mr. STANLEY. Yes, sir; overhead, rent.

Mr. NEHEMRIs. Now, was not your profit on these issues about 22

percent of the gross spread? You don’t have the figures there; Mr.

Young had better make some calculations. Put down $933,246 over

$4,186,528, and tell me if that isn’t 22 percent of the gross spread;

approximately 22 percent, Mr. Young?

1 “Exhibit No. 1762.”
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Mr. YoUNG. Yes; that is correct.

Mr. NEHEMRIs. Now, was not this profit a little less than half

received from management fees, Mr. Stanley?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Now, during the 4-year period September 16, 1935,

to June 30, 1939, did not Morgan Stanley & Co. manage or co-manage

issues amounting to $2,534,968,530?

Mr. STANLEY. From September 16, 1935, to June 30, 1939?

Mr. NEHEMKIs. Correct, sir.

Mr. STANLEY. We managed or co-managed issues amounting to

$2,534—

Mr. NEHEMRIs (interposing). You accept my figure?

Mr. STANLEY. Yes. P.; sure whether I had the right place.

Senator KING. Was there a guaranty—were these underwritten ?

Mr. STANLEY. Yes, sir; these were all underwritten by various

firms, including ours.

Senator KING. That meant a guaranty of the amount for which

you had underwritten?

Mr. STANLEY. Not of the entire amount, sir. All of the Telephone

issues were guaranteed and certain other issues, but not the entire

figure just stated.

Mr. NEHEMRIs. Did not, during the same period that we are dis

cussing, Morgan Stanley participate in issues managed by others,

amounting to $629,901.200?

Mr. STANLEY. They did.

Mr. NEHEMKIS. And again, during the same period under discus

sion, did not Morgan Stanley manage or participate in issues amount

ing to $3,164,000,000?

Mr. STANLEY. That is the correct figure—the face amount of

bonds—the amount of our own underwriting—

Mr. NEHEMRIs (interposing). I will come to that. Morgan Stan

ley participated in issues or co-managed—the Morgan Stanley par

ticipation in issues managed or co-managed by it was $522,991,050?

Mr. STANLEY. That is correct.

Mr. NEHEMKIs. Now, that is something over 20 percent, isn’t it?

Mr. STANLEY. About.

Mr. NEHEMRIs. Approximately?

Mr. STANLEY. Yes, approximately.

Mr. NEHEMKIs. Do you want to check the figures, Mr. Young, or

do you accept them?

Mr. YoUNG. No.

Mr. NEHEMRIs...Morgan Stanley's participations in issues managed

by ghers was $66.525,000, or something over approximately 10 per

cent?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. So that Morgan Stanley's participation in issues

managed by itself was twice as large as in issues managed by others?
Mr. STANLEY. That is correct.

Mr. NEHEMRIs. Now, do you have before you the total spread on

the issues managed by Morgan Stanley during this period under
discussion?

Mr. STANLEY. I have. The figure is $50,450.216.

Mr. NEHEMKIs. Now, of this amount, Mr. Stanley, did not Morgan

Stanley transfer to its gross_profit account, referred to in your table

as receipts and losses, $12,227,613, or about 24 percent?
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Mr. STANLEY. Well, the figure that you mentioned is in this last

column of gross receipts.

Mr. NEHEMRIs. Is your answer “Yes” or “No”?

Mr. STANLEY. Well, you said transferred to our gross

Mr. NEHEMRIs (interposing). Profit account, referred to in your

table as receipts and losses.

Mr. STANLEY. Now, you are speaking about bookkeeping now and

after all, presumably

Mr. NEHEMRIs (interposing). Well, where

Mr. STANLEY. There is no bookkeeping—

Mr. NEHEMRIs (interposing). Well, “transfer” need not be taken

that literally. What is your answer to my statement? I want the

record to show your answer. What appears in that column ! What

is the figure, $12,227,613?

Mr. STANLEY. Correct.

Mr. NEHEMRIs. Then your answer should be “Yes,” should it not,

sir?

Mr. STANLEY. I don’t know; I mean, you are talking about trans

ferring to a gross profit account. There is no such account.

Mr. NEHEMKIS. All right.

Senator KING. Make such explanation as you care to.

Mr. STANLEY. Well, there is no doubt, Senator, that the figure he

mentioned in the column, the last column of the table, which we

prepared at his request, is there, but I thought he was referring

to our books of record.

Mr. NEHEMRIs. No ; I think you were taking me too literally.

Mr. STANLEY. I’m sorry.

Mr. NEHEMRIs. Now, can you tell me what the total spread was on

the issues which were managed by other houses?

Mr. STANLEY. May I have that read?

(The question was read.)

Mr. STANLEY. The spread in the issues managed by other firms in

which we participated was $12,621,294.

Mr. NEHEMRIs. That’s correct. Now, of that amount, it appears in

the gross-profit account, does it not, $462,315 or about 334 percent of

the spread?

Mr. STANLEY. It appears in that column; yes.

Mr. NEHEMKIs. Thank you, Mr. Stanley.

Now, of the 73 issues managed by Morgan Stanley, am I correct

in understanding that not one issue showed a loss?

Mr. STANLEY. No.

Mr. NEHEMRIs. That is to say, loss to Morgan Stanley & Co.

Incorporated.

Mr. STANLEY. That is correct.

Mr. NEHEMKIS. In fact, it only shows—the only loss shown from

the Morgan Stanley participations is the 1936 Shell Union issue,

which was managed by some other house; is that correct?

Mr. STANLEY. That is correct.

Mr. NEHEMKIS. And your loss on that participation was $32,000,

roughly?

Mr. STANLEY. It was.

Mr. NEHEMKIS. So that this was the only issue out of the 90 man

aged or participated in by Morgan Stanley during these 4 years

that showed a loss?
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Mr. STANLEY. That is correct.

Mr. NEHEMRIs. Now, is this correct, Mr. Stanley, that the gross

profit to Morgan Stanley on the issues managed or co-managed by

it was slightly less than half a point?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. What is your answer, Mr. Stanley?

Mr. STANLEY. That is correct. I have answered.

Mr. NEHEMRIs. Now, was not the gross profit that Morgan Stanley,

on issues managed by others, made, $462,315, or about one-fifteenth

of 1 percent, on the gross spread, of course?

Mr. STANLEY. I can’t follow you.

Mr. NEHEMRIs. Accept it subject to correction.

Mr. STANLY. I will be glad to.

Mr. NEHEMRIs. Now, was not the total spread on the issues man

aged by others $12,621,000, roughtly speaking?

Mr. STANLEY. Yes.

Mr. NEHEMKIs. Is it correct that only two firms ever served as

co-managers with Morgan Stanley?

Mr. STANLEY. I don’t think—

Mr. NEHEMRIs (interposing). Perhaps I can help you if I give

you this question: Have any other firms, other thanBºit & Co.

and Kuhn, Loeb & Co., ever served as joint managers with you?

Mr. STANLEY. I think not.

Mr. NEHEMRIs. What is your answer: “Yes” or “No”?

Senator KING. He said, “I think not.”

Mr. NEHEMRIs. I wasn’t sure. You think not?

Mr. STANLEY. Yes.

Mr. NEHEMKIs. Now, Bonbright & Co., prior to the organization

of your firm, was always associated with utility business, was it not?

Mr. STANLEY. Well, it had done a very large—

Senator KING (interposing). Do you mean exclusively associated?

Mr. NEHEMRIs. I wouldn't—

Senator KING (interposing). Or others?

Mr. NEHEMRIs. I wouldn't say exclusively, but my understanding

is that it was a house that was famous for its utility business.

Did I get your answer, sir? [to Mr. Stanley]

Mr. STANLEY. There are several Bonbright firms that had existed

over a period of years. Those firms had been identified largely with

utility financing, but it had done other business, particularly some of

the firms.

Mr. NEHEMRIs. Now, the

Senator KING (interposing). Pardon me, but there were several

firms by the name of Bonbright?

Mr. STANLEY. Yes, sir. Not more than one at one time, but over a

period of time there were several distinct firms. -

Senator KING. Under the same management or same ownership?

Mr. STANLEY. Different management, Senator.

Mr. NEHEMRIs. I believe you said, Mr. Stanley, that the other co

manager with you was the house of Kuhn, Loeb. Has not Kuhn, Loeb

& Co. been particularly associated with railroad issues. 2

Mr. STANLEY. Well, they have done a great deal of railroad financ

ing. They have done a great deal of other kinds of business over a

long period, too.

r. NEHEMRIs. You feel you can't answer my question in the form

in which it was put to you? -
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Mr. STANLEY. I can’t answer it precisely. I can express the opinion

that they probably have done more railroad business—still, I don’t

know how much.

Mr. NEHEMRIs. I think that is fairly helpful. Was not Morgan

Stanley's total gross profits from security flotations, during this en

tire period that we have been discussing, $12,689,928?

Mr. STANLEY. That is correct—subject, of course, to all the deduc

tions that I have mentioned several times.

Mr. NEHEMRIs. Right. Did not $7,774,286 or a little over 60 per

cent come from management fees?

Mr. STANLEY. Management compensation, yes. We pay ourselves

part of that.

Senator KING. You what?

Mr. STANLEY. We pay ourselves part of that. I don't know if that

is clear, Senator.

Senator KING. No; it is not.

Mr. STANLEY. Well, the management compensation is paid by all

of the underwriters to the management. There might be 10 under

writers and each of the 10 pay something to the management. When

we are one of the 10, as we always are, we pay ourselves that por

tion, you See.

ºtor KING. Oh, you take it out of one pocket and put it in the

Other 4

Mr. STANLEY. That’s right. When we have taken the under

writing, or 20 percent of the underwriting, we pay ourselves 20 per

cent of the total, as managers.

Mr. NEHEMRIs. Will Mr. George Whitney please take the stand,

and will you remain, Mr. Stanley”

Senator, KING. May I ask one question before he does?

Generally speaking, Mr. Stanley, what would be the spenditures

that would be paid out of the gross returns or gross profits?

Mr. STANLEY. The expenditures that any firm would have?

Senator KING. Yes; I am speaking of taxes or whatever they

Were.

Mr. STANLEY. Yes. Well, first, of course, there is the return on

capital, that being the most important thing in the underwriting

business, which, if idle for a long time—or we may be busy at other

periods. The business has peaks and valleys, you know. You do a

lot of business or you don’t do business for a long time. We did a lot

of business in the first 2 years of our existence, and the last year

we haven’t done very much. As I said to Mr. Nehemkis, if we had

been the owner of our preferred stock this past year, we wouldn’t have

received full dividends, because we didn’t earn it.

Senator KING. Well, that is to say, you have to keep available a

large amount of capital which brings no returns whatever?

Mr. STANLEY. Right. We have to keep a staff of people who are

available, if we want to maintain this existing form of investment

machinery for the need of the market, so that they are available to

perform certain expert services to a borrower, and they are compe

tent, experienced men. They have to be kept and paid whether we

are busy or whether we are not. Of course, we have that overhead;

we have rent, we have taxes, all the things that any business has to

pay in the way of expenses.

Senator KING. Have you ever made any computation as to the

amount which might be considered as a profit after meeting all of
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these obligations to which you have referred, taking into account the

idle capital which for some periods would not be used and which,

of course, calls for some compensation, and what would be the ulti

mate amount which would be regarded as a profit?

Mr. STANLEY. Well, you can't—I don't think you can in this busi

ness decide what would be an average return on capital over a period

of time. The business is very “spotty.” An awful lot depends on

where you say “Yes” or “No” as to going into certain issues. For

example, during this period there were certain issues that were

brought out on the market that didn't turn out very well, and the

underwriters had substantial losses. If we had said “Yes” to the

invitation to become an underwriter in those issues, we might not

have had any money at all, or, rather, we might not have had profits

anything like these that Mr. Nehemkis has brought forth, the gross

profits. We didn’t go into those issues, as it happened.

Senator KING. Well, were there many corporations or investment

bankers or companies in the field during the period covered by the

inquiries of counsel?

Mr. STANLEY. I should say “Yes.”

Senator KING. Was the field open to every investment company

to bid for or enter into negotiations with corporations that were

seeking capital?

Mr. STANLEY. The field was entirely open to anyone if the cor

poration wanted to do business with them.

Senator KING. There was no coercion upon your part to compel

them—corporations seeking money—to deal with you?

Mr. STANLEY. No, sir; none at all, Senator.

Senator KING. I suppose the fact, that you made a pretty good

record, as evidenced by Mr. Nehemkis' questions, would bring to Mor

gan Stanley and those with whom they were associated considerable

prestige, and people would have confidence in them and go to them

when they had large flotations to make?

Mr. STANLEY. Well, all of us, Senator, I might say, have been in

the business of investments for quite some time and knew a great

many people in the business and in the big corporations. We had

a certain, or we were supposed to have a certain knowledge of the

business over that period.

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & Co., NEW

YORK, N. Y.—Resumed

ENUMERATION OF FORMER ACCOUNTS OF J. P. MORGAN & Co. UNDERWRITTEN

BY MORGAN STANLEY & CO. INCORPORATED–ACCOUNTS NOT UNDER

WRITTEN

Mr. NEHEMRIs., Mr. Whitney, will you glance at the sheet spread

out on the table there, indicating the originations and participations

of the firm of Morgan Stanley, and run through that list and read

off, if you will, the companies, on that list which were formerly
accounts of J. P. Morgan & Co.'

Mr. WHITNEY. I don’t know anything about that.

Mr. NEHEMKIS. Do as I ask, if you will, Mr. Whitney. You are

a banker and you have testified that you had 25 years' experience

in the banking business. That should be simple for a banker.

Mr. WHITNEY. I think I can try to do that, Mr. Chairman. I

am not sure that I can remember, but I will do my best. This is

a sort of an unrehearsed—do you want me to read them all?
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Mr. NEHEMKIs. Sure. You go down the list and tell me every

one of those accounts which was formerly an account of J. P.

Morgan."

Mr. WHITNEY. All right.

Consumers Power Co., no; Dayton Power & Light Co., no; Illinois

Bell Telephone Co., yes; Ohio Edison Co., no; New York and Queens

Electric Light & Power Co., no; Southwestern Bell Telephone Co.,

yes; New York Edison Co., no; Central Illinois Light, no; Consum

ers Power Co., no; Louisville & Nashville Railroad, yes; New York

Central Railroad, yes, twice; Consolidated Edison Co., no; Pacific

Telephone & Telegraph, yes; Chesapeake & Ohio Railway, yes; Cin

cinnati Union Terminal Co., yes; Chicago & Western Indiana, yes;

Brooklyn Edison Co., yes—I mean, no, on that. What was your

question, whether we did bond issues or

Mr. NEHEMKIs. Whether they were an account of yours.

Mr. WHITNEY. What do you mean by that, may I ask?

Mr. NEHEMKIs. Whether you did any form of financing, bonds,

notes, stocks.

Mr. WHITNEY. Crane Co., no; Niagara Falls Power Co., yes;

Louisville & Nashville Railroad Co., yes; Chesapeake & Ohio Rail

way, yes; Indianapolis Water Co., I wouldn't know; New York

Edison Co., no; Chesapeake & Ohio Railway, yes; General Motors

Acceptance, twice yes; Cincinnati Gas & Electric Co., no; Amer.

ican Telephone & lººp. yes; Central Hudson Gas & Electric,

yes; Argentine Republic, yes; American Telephone & Telegraph

again, yes; Consumers Power Co., no; Pacific Telephone and Tele

graph, yes; Ohio Edison Co., no.

Great Northern Railway, I guess yes; Government of the Dominion

of Canada, yes—that's twice.

Mr. NEHEMRIs. Just keep to the corporate issues—well, go ahead,

since you are doing it, you might as well do it all.

Mr. WHITNEY. You interrupted my crain of thought.

Mr. NEHEMKIS. I’m sorry!

Mr. WHITNEY. Argentine Republic, yes; Johns-Manville Corpora

tion, yes; Philadelphia Electric, yes; Argentine Republic, yes; South

ern Bell Telephone & Telegraph, yes; Crane Co., no; Phelps Dodge,

no; Cincinnati Gas & Electric, no; Standard Brands, no; New York

Telephone, yes; Niagara Electric, twice, yes; duPont, yes; West

chester Lighting, no; Ohio Edison, no; Central New York' Power,
InO.

Consolidated Edison, no; Consumers Power, no; Duluth, Missabe

and Iron Range Railway, yes; Consolidated Edison of New York,

no; U. S. Steel, yes; Mountain States Telephone and Telegraph,

no; Standard Oil of New Jersey twice, yes; Southwestern Beli Tele

phone, yes; Public Service Electric and Gas, yes; New York Steam

Corp., no; Argentine Republic again, yes; Dominion of Canada, yes;

Continental Oil, no—well, a predecessor company, a very different

company we had then.

Mr. NEHEMRIs. That's right.

Mr. WHITNEY. Railway Express, yes; Consumers Power, no; East

man Kodak, no; Inland Steel, no. That wasn’t their business

anyway.

1 “Exhibit No. 1762.”
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Mr. NEHEMRIs. That was a participation.

Mr. WHITNEY. Oh, excuse me!

Mr. NEHEMRIs. I want to get the record straight.

Now, Mr. Whitney, I want to thank you. That was a very refresh

ing experience, because I think you have been overmodest about your

memory heretofore.

Mr. WHITNEY. Thank you!

Mr. NEHEMRIs. Now, Mr. Whitney, all railroad issues that you have

enumerated on that sheet were former J. P. Morgan accounts?

All Telephone issues were

Mr. WHITNEY (interposing). Excuse me, sir, what was that?

Mr. NEHEMRIs. I said all railroad issues that you enumerated—

suppose we make it a little more systematic. I am going to show

you this table of industrial and railroad issues managed or co-man

aged by Morgan Stanley during the period under discussion, and ask

you to look at them and tell me if there is any railroad issue on this

list that was not one that you enumerated a moment ago." -

Mr. WHITNEY. That is correct, except—

Mr. NEHEMRIs (interposing). Just hold it for a moment!

Mr. WHITNEY. May I answer your question?

Mr. NEHEMKIS. Certainly.

Mr. WHITNEY. That is correct, except the Great Northern Railway
was at First National Bank.

Mr. NEHEMRIs. But part of the old trio, that is—

Mr. WHITNEY (interposing). No, no; it wasn't, not a bit! Excuse

me

Mr. NEHEMRIs. All right. . Now, hold that for just a moment.

You see a number of industrial accounts there. All of those accounts

were formerly managed by J. P. Morgan & Co. except—

Mr. WHITNEY (interposing). You mean bond issues?

Mr. NEHEMRIs. Bond issues—except—now, you pick out the ones

that were not managed by J. P. Morgan & Co.

Mr. WHITNEY. Well, Crane, it is down here twice; Phelps Dodge

is here, and Eastman Kodak. Now, let me start again: Crane—

Mr. NEHEMRIs (interposing). Excuse me, but just to get the record

plain on this, these are industrial issues underwritten by Morgan

i. which were not formerly accounts of J. P. Morgan & Co.
Proceed. -

Mr. WHITNEY. Crane Co., the Phelps Dodge Co., the Eastman

Kodak Co., and I think Standard Brands.

Mr. NEHEMRIs. One other, Shell Union Oil.

Mr. WHITNEY. Who?

Mr. NEHEMRIs. Oh, I’m sorry, that is not on your list. But that

is one other account that you people didn’t have.

Mr. WHITNEY. I wouldn’t know—one other. I didn't hear what

you said to start with.

Mr. NEHEMRIs. I said Shell Union Oil was not formerly an account

of J. P. Morgan & Co.

Mr. WHITNEY. Oh, no! And Continental Oil, of course, is so

changed in its present situation, it is really not proper to say

1 See “Exhibit No. 1764–2,” appendix, p. 12295.
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Mr. NEHEMKIs (interposing). With reference to Standard Brands,

is it not a fact, Mr. Whitney, that your firm organized and was

instrumental in setting up Standard Brands?

Mr. WHITNEY. We had something to do with it, but we weren’t

either of the two functions you suggested.

Mr. NEHEMRIs. Now, Mr. Chairman, may it please the committee,

I would like to offer in evidence at this time these two tables from

which we have been working, the source of the data having been

furnished to us by Morgan Stanley & Co., Incorporated, in both

instances.

The CHAIRMAN. They may be received.

(The tables referred to were marked “Exhibits Nos. 1764–1 and

1764–2,” respectively, and are included in the appendix on pp. 12293

and 12295.)

Mr. NEHEMRIs. Mr. Whitney, do you recall any company for which

J. P. Morgan & Co. was formerly principal banker, which has floated

securities through some house other than Morgan Stanley & Co.,

Incorporated?

Mr. WHITNEY. I couldn't possibly answer that question. I never

thought of it before.

Mr. NEHEMKIS. Will you do some thinking about it and send me a

memorandum on it?

Mr. WHITNEY. You mean check up every industrial company

financed during the last few years?

Mr. NEHEMRIs. Somebody in your organization. We would like

the committee to have the benefit of your advice on it."

Mr. Stanley, do you recall any company for which J. P. Morgan &

Co. was formerly principal banker which has floated securities

through some other house than Morgan Stanley & Co., Incorporated?

Mr. STANLEY. I would like to be able to think about it, because I

might miss some. I recall some at the moment; perhaps I can think

of more later. Those I recall are the Connecticut Light & Power

Co., a subsidiary of the United Gas Improvement Co., which sold

securities by Putnam & Co., of Hartford; Cincinnati Union Terminal

Co., which sold some bonds through Lehman Brothers; the C. & O.

Railroad which sold securities through Halsey, Stuart, and Otis &

Co.; the Terminal Railroad of St. Louis, who sold securities through

a syndicate headed by Halsey, Stuart & Co.

Mr. NEHEMRIs. Mr. Stanley, do I follow you correctly that the

three you have mentioned thus far, Terminal Railroad, C. & O.,

Cincinnati Union Terminal and Connecticut Light & Power

Mr. STANLEY (interposing). That is four. I would like to have

the opportunity to think further about it. There may be many

others, I don't know.

Mr. NEHEMRIs. If you will and at your leisure send us a memo

randum, we will be very grateful.”

Mr. STANLEY. I will be very glad to.

Mr. NEHEMRIs. Now, Mr. Stanley, will you glance at the sheet

I am about to show you, the original of which is in evidence, and

* Mr. Whitney, under date of January 26, 1940, submitted the information requested.

It is included in the appendix on p. 12321.

* See letters from Mr. E. H. York, Jr., Feb. 15, 1940; Peter R. Nehemkis, Jr., Esq.,

March 4, 1940; Mr. Harold Stanley, March 12, 1646, in the appendix, pp. 12321–12324.

* “Exhibit No. 1764–1.”
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go over this very quickly and tell me which of these utility, issues

you recognize as having been managed or co-managed by Morgan

Stanley. Just tell me first which of those you recognize as having

been managed or co-managed by Morgan Stanley.

Mr. STANLEY. This entire list purports to be a list of certain utility

issues managed or comanaged by Morgan Stanley & Co., and I have

no doubt it is correct. Some of these companies, of course, sold—I

think in all cases of these groups here the sales were in quite sub

stantial amounts of securities direct by private placement to insti

tutions.

Mr. NEHEMRIs. Substantially you accept the table?

Mr. STANLEY. It seems to be correct. It is subject to check.

UTILITY UNDERWRITINGS BY MORGAN STANLEY & CO. INCORPORATED, WHICH

WERE NOT UNDERWRITTEN BY J. P. MORGAN & CO.

Mr. NEHEMRIs. All of this is subject to check.

Will you pass it to Mr. Whitney Z Mr. Whitney, will you run over

that list and tell me which of those utility accounts were formerly

accounts of J. P. Morgan & Co.' Take them by groups, the first

one being the Consolidated Edison Co. of New York. Were any of

that group formerly Morgan accounts?

Mr. WHITNEY. No.

Mr. NEHEMKIS. Take the next group, Commonwealth & Southern

Corporation, any of that group of companies J. P. Morgan accounts?

Mr. WHITNEY. No.

Mr. NEHEMRIs. Turn to the next, Niagara Hudson Power Cor

poration, were any of those J. P. Morgan accounts?

Mr. WHITNEY. Some of them in part, I mean, in other words, we

had done isolated business for some of these; yes. Some we hadn’t:

Central New York we hadn’t. *

Mr. NEHEMRIs. Will you indicate the ones for which you believe

ºne isolated financing had been done, subject, of course, to
CIneCK : -

Mr. WHITNEY. I would want to check them because I don’t like

guessing on something I haven't checked up, but we did once, many

many years ago, the Niagara Falls Power, and I have an idea it

related to another. Central Hudson I think we did in Drexel. I

wouldn't know: , Buffalo Niagara, we did some, and other people

if I recollect, did some, the Central New York Power, so that f think

}. may have done isolated transactions for Central New York

OWer.

Mr. NEHEMRIs. Will you turn to the next section, Columbia Gas

& Electric Corporation?

Mr. WHITNEY. No.

Mr. NEHEMRIs. United Gas Improvement Co.

Mr. WHITNEY. Through our Philadelphia office; yes, sir.

Mr. NEHEMRIs. Public Service Corporation of New Jersey.

Mr. WHITNEY. Well, back in the 1890's or something like 1900

I guess it was, we did a piece of business for them in J. P. Morgan &

Co. and since then Drexel has,

1 “Exhibit No. 1764-1,”
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Mr. NEHEMRIs. And the last, Indianapolis Water Co.'

Mr. WHITNEY. Mr. Hall tells me that Drexel did.

Mr. Nehruks. The answer is that Drexel handled the last three

leCeS 4
p Mr. HALL. Which three pieces?

Mr. NEHEMRIs. Look at the chart and refer to United Gas Im

provement Co., Public Service Corporation of New Jersey, and

Indianapolis Water Co.—did Drexel handle all those three accounts?

Mr. HALL. They did.

Mr. NEHEMRIs. Mr. Whitney, to return to a former answer of

yours, you said U. G. I. and Public Service Corporation of New

Jersey appear in the J. P. Morgan scheme of things rather remotely

in the past. Don’t they appear latterly somewhat more contem

poraneously than perhaps you intimated?

Mr. WHITNEY. J. P. Morgan & Co.'

Mr. NEHEMRIs. Yes.

Mr. WHITNEY. No, sir; we have never done any broad transac

tion, I don’t think, in New York. In the New York part of our show

I don’t think we have ever done anything for U. G. I., and I say

we did once 40 years ago for Public Service.

Wait a minute, I apologize because I always think in terms of the

New York end. Mr. Hall reminds me that some of these Common

wealth & Southern Corporation issues, subheaded that way, Drexel

did do business with. He had better identify it because I wouldn’t

know.

Mr. NEHEMRIs. I think Mr. Hall had better be sworn.

Mr. WHITNEY. I wouldn't know of my own knowledge at all. I

have forgotten.

Mr. NEHEMKIs (to Mr. Hall). Suppose you take the sheet.” And

will you be good enough to swear this person?

The CHAIRMAN. Do you solemnly swear the testimony you are

about to give in this proceeding shall be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. HALL. I do.

TESTIMONY OF PERRY E. HALL, VICE PRESIDENT, MORGAN

STANLEY & CO., INCORPORATED, NEW YORK, N. Y.

Mr. HALL. There is only one, and that would be the Ohio Edison

under Commonwealth & Southern.

Mr. NEHEMKIS. And you previously indicated, and Mr. Whitney

accepted your statement, that U.G. I., Public Service of New Jersey

and Indianapolis Water Co. had been formerly financed by Drexel’

Mr. HALL. That is correct.

Mr. NEHEMRIs. Mr. Whitney, do you recall when the United Cor

poration was organized?

Mr. WHITNEY. United Corporation—1929.

Mr. NEHEMKIS. Was not the United Corporation organized by J. P.

Morgan & Co. and Bonbright & Co. ?

Mr. WHITNEY. It was.

1 “Exhibit No. 1764–1.”
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Mr. NEHEMRIs. Mr. Whitney, I show you a letter which purports

to be on the stationery of J. P. Morgan & Co., addressed to Lansing

P. Reed, Esq. Will you look at it and tell me if you recognize this

as being your stationery and the kind of file paper that normally

appears in your shop?

Mr. WHITNEY. Yes.

Mr. NEHEMKIs. This is a letter, may it please the committee, from

Mr. Thomas S. Lamont, to Mr. Lansing P. Reed. Can you tell me

who Mr. Lansing P. Reed is or was?

Mr. WHITNEY. He was a member of the firm of Davis, Polk, Ward

well, Gardiner & Reed, who are our counsel.

Mr. NEHEMRIs. I read to you this letter [reading from “Exhibit

No. 1765”]:

At Harold Stanley's suggestion—

I presume he referred to you, sir?

Senator KING. What is the date of that?

Mr. NEHEMRIs. January 2, 1929 [reading] :

At Harold Stanley's suggestion, I am enclosing a batch of advertising circu

lars regarding various investment trusts. He—

Referring again, I presume, to you, Mr. Stanley—

suggested that I call to your particular attention the Utility Equities Corpora

tion and especially the first paragraph thereof which I have marked. In this

connection the names of two other investment trusts occurred to me, the

purposes of which are in a way similar to the one proposed—

Bear this in mind, if you will, Mr. Chairman—

in that they make little if any pretense of diversification, and their purpose

is obviously to insure continued control by the bankers (Lee, Higginson & Co.),

and their clients. These are the Swedish American Investment Corporation

and the Solvay American Investment Corporation. In the circular advertising

the sale of their fixed obligations to the public, no mention is made of

diversification.

Now, I am offering this at this time because of this significant

fact. This document was filed under United Corporation, and when

I paused in my reading, the reference was to United Corporation.

I offer it, sir.

The CHAIRMAN. It may be received.

(The letter referred to was marked “Exhibit No. 1765” and is

included in the appendix on p. 12296.)

Mr. NEHEMKIS. Mr. Whitney, were you not once a director of the

United Corporation?

Mr. WHITNEY. Yes, sir.

Mr. NEHEMKIS. Would you be able to identify for me the report

to the stockholders for the year ending 1934, and while you were

not a director in 1938, I ask you to tell me if the report I show you

for the year 1938 looks familiar to you, and is the report.

Mr. WHITNEY. Well, I can certainly identify the 34 one. I sup

pose it is fair to believe that that is the report that was issued in

1938.

Mr. NEHEMKIS. Before relinquishing these, since I don’t have oc

casion to refer to them later, I would like to read into the record from

the consolidated balance, sheet sent to the stockholders in the year

1938, the investments of the United Corporation in a number of

corporations which we shall have occasion to deal with later, and
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|

which we have in fact already discussed with you [reading from

“Exhibit No. 1766–2"|:

j. of

- otal voting

Companies Shares held ||...

standing

Columbia Gas & Electric Corporation, common stock--- 2, 424,356 19.6

Niagara Hudson Power Corporation, common stock---- 2,351,007 23.4

Public Service Corporation of New Jersey, common stoc 988, 271 13.9

The United Gas Improvement Co., common stock---------- --- 6,066, 223 26.1

The Commonwealth & Southern Corporation, common stock----------------- 1,798, 270 5, 1

Consolidated Edison Co. of New York, Inc., common stock------------------- 203,900 1.5

May I at this time, sir, offer these documents in evidence, as identi

fied by the witness?

The CHAIRMAN. Do you want them printed in the record?

Mr. NEHEMKIs. I think it is rather important, sir, that they should

be printed.

Perhaps we can file them; we can always get access to them.

The CHAIRMAN. That will be better.

Mr. NEHEMRIs. I think I have given the vital information.

The CHAIRMAN. They may be accepted and filed.

(The documents referred to were marked “Exhibits Nos. 1766–1

and 1766–2° and are on file with the committee.)

Mr. NEHEMRIs. Mr. Stanley, is it a pure coincidence that Morgan

Stanley should do all the underwriting for companies whose stocks

have been the principal investment of United Corporation?

Mr. STANLEY. Well, I don’t know what you mean by a pure coinci

dence, but I would say that the reason that we have done business for

the companies, for the subsidiaries of the companies you mentioned,

is because those companies asked us to.

Mr. NEHEMRIs. Is it a coincidence, Mr. Stanley, that Morgan

Stanley has done no underwriting for other utility companies?

Mr. STANLEY. I am not sure that we haven’t.

Mr. NEHEMKIS. Check me if you will. If I am in error, I am al

ways very happy to be so told.

Just a moment before you do that; to the best of your knowledge at

this moment, subject always to your privilege to check, can you give

me an answer to those two questions, yes or no?

Mr. STANLEY. May I have it read, please?

Mr. NEHEMKIS. Read the second question.

(The reporter read the question: “Is it a coincidence, Mr. Stanley,

that Morgan Stanley has done no underwriting for other utility

companies?”)

Mr. NEHEMKIS. Give me the answer to that. You have the privi

lege of checking that later.

Mr. STANLEY. May I have the question again?

(The reporter read the question again.)

Mr. STANLEY. We have done other. -

Mr. NEHEMRIs. What is the answer to the question, is it a coinci
dence or not a coincidence?

Mr. STANLEY. Coincidence to what? I don't get your meaning.

Senator KING. It seems to me that is a dual question. Is it a coinci

dence—that is a question; and was there any underwriting of other

organizations.
-
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Mr. NEHEMRIs. They were two questions, sir, quite.

Senator KING. It seems to me a man would have to be dexterous to

know how to answer it. -

Mr. NEHEMRIs. I will repeat the first question: Mr. Stanley, is it

a pure coincidence that Morgan Stanley should do all of the under

writing for companies whose stocks have been the principal invest

ment of United Corporation? Now may I have your answer? -

Mr. STANLEY. I would say it has nothing to do with the ownership

of United Corporation by these companies.

Mr. NEHEMRIs. You can't answer that yes or no?

The CHAIRMAN. May I suggest, Mr. Nehemkis, that the question

cannot possibly be clear to the witness, because he doesn’t know

what is in your mind as the alternative to a coincidence.

Mr. NEHEMRIs. May I ask the witness if he will pass that; I have

his general answer, and see if he can answer my second question,

which I believe was as follows: Mr. Stanley, is it a coincidence that

Mºjº, Stanley has done no underwriting for other utility com

anleS :
p Mr. STANLEY. But we have done other underwriting.

Mr. NEHEMRIs. Than in that group formerly mentioned?

Mr. STANLEY. Yes; we have. They are on the group you have,

some of them—all of them.

“MORGAN STANLEY & Co., INCORPORATED, HAVE BEEN DOING BUSINESS WITH

THE CLIENTS which FORMERLY HAD PATRONIZED J. P. MORGAN & Co.”

The CHAIRMAN. Doesn’t this all boil down to this state of facts, Mr.

Nehemkis, that the Morgan Stanley firm was incorporated after the

banking law of 1933 had been passed, divorcing underwriting from

banks, and that the Morgan Stanley firm took over the underwriting

function of the old firm of J. P. Morgan & Co., and that it was

established principally by old stockholders or old partners of J. P.

Morgan or Drexel; in other words, that the new investment company

was organized by the owners of the J. P. Morgan partnership for the

purpose of carrying on the business which the banking house could

no longer carry on, and that most of the investment underwriting

business of J. P. Morgan went on over to Morgan Stanley 7 Now,

that i. the situation, is it not, and there is no dispute about that, is

there?

Mr. NEHEMRIs. I think the answers are all in the record.

The CHAIRMAN. There is no dispute about that.

Mr. STANLEY. Only this, sir; we didn't take over anything. We

formed a company to do business of the type of Security business,

investment business, that J. P. Morgan & Co. used to do, and I think

it might tell the whole story of the formation of Morgan Stanley &

Co. if you would permit me to put in the record two very short

announcements made at the time of formation, one by Morgan Stan

ley & Co. and one by J. P. Morgan & Co.

The CHAIRMAN. I think they have already been mentioned, but we

will be very glad to have them.

Mr. Stanley:
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For release morning newspapers September 6, 1935

ANNOUNCEMENT OF MORGAN STANLEY & Co., INC.

A group of partners and staff members of J. P. Morgan & Co. of New York

and Drexel & Co. of Philadelphia, formerly active in the securities business of

the firms, have withdrawn and are forming a new organization for the under

writing and wholesaling of investment securities, to be known as Morgan

Stanley & Co., Inc., Messrs. Harold Stanley, William Ewing, and Henry S.

Morgan, of J. P. Morgan & Co., Messrs. Perry E. Hall and Edward H. York, Jr.,

of Drexel & Co., and Messrs. John M. Young and A. N. Jones, heretofore mana

gers of the Bond and Statistical Departments of J. P. Morgan & Co., are to be

the executive officers of the new corporation. Mr. Stanley will be the President

of the new corporation.

The new securities corporation will have a paid-in capital of $7,500,000,

divided into common and preferred stock. The common shares, which have Sole

voting rights in the election of the directorate, are to be held exclusively by

the officers and staff of the corporation. The preferred shares will be held by

members of this group and by certain individual partners of J. P. Morgan &

Co. The corporation will open its offices for business at No. 2 Wall Street,

New York City, on September 16th next.

For release morning newspapers September 6, 1935

STATEMENT OF J. P. MORGAN & CO.

We have to announce with regret the resignation of the following members

of J. P. Morgan & Co. and of Drexel & Co. who, with other valued members of

our staffs, have, under the name of Morgan Stanley & Co. Inc., undertaken to

Organize and carry on a securities business of the character formerly handled

by our firms: Harold Stanley, William Ewing, Henry S. Morgan, Perry E. Hall,

Edward H. York, Jr.

The withdrawal of these partners and associates, and their formation of a

Separate and independent securities company, is, we consider, a logical step

following upon our firm's decision a year ago, to carry on our banking business

rather than the securities business; thus acting in accordance with the banking

and securities provisions of the Banking Act of 1933, recently confirmed by

the Banking Act of 1935, just enacted. We believe that the members of the

new organization will be able, with the ample experience which they have

heretofore had, to serve usefully the investment interest of the community.

The firms of J. P. Morgan & Co. and Drexel & Co. will continue as heretofore

to carry on their business as private bankers.

The CHAIRMAN. Now you said in answer to my question that J. P.

Morgan & Co. did not transfer this business, or words to that effect?

Mr. STANLEY. Right.

The CHAIRMAN. But as a matter of actuality, though there was no

legal transfer of this business, the new firm of Morgan Stanley &

Co., composed of former partners and associates of J. P. Morgan

& Co., did, as a matter of fact, carry on most of the old J. P. Morgan

investment-banking business?

Mr. STANLEY. It did, as a matter of fact, if I may say, do a very

considerable amount of business with people who had formerly done

business with J. P. Morgan & Co. and with people who Mr. Ewing,

Mr. Hall, and myself had individually done business with.

The CHAIRMAN. And you were not, of course, confined to that busi

ness which had formerly been transacted by J. P. Morgan? You did

other business?

Mr. STANLEY. We did.

The CHAIRMAN. And would do other business that would come

across the threshold?

Mr. STANLEY. We would be very glad to.

124491–40—pt. 23—18
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The CHAIRMAN. But it is a fact, nevertheless, that the great ma

jority of the old business and the old clients followed the Morgan

partners into the new firm.

Mr. STANLEY. A great many of the old clients of J. P. Morgan &

Co. did business with us after we were formed, yes, sir; people we

had known for years.

The CHAIRMAN. Would it be proper to say most of them did?

Mr. STANLEY. Yes; I think so.

The CHAIRMAN. In other words, with very few exceptions, the

new firm of Morgan Stanley & Co. have been doing the business with

the clients which formerly had patronized J. P. Morgan & Co.

I say just as a plain matter of fact; it has no implications of any

kind to my mind at all. It is just a plain matter of fact. That is

what happened.

Mr. STANLEY. Quite right, sir; excepting with very few exceptions

I am not quite sure of the figures. I think there was quite a substan

tial amount of business done with people who had never done business

with J. P. Morgan & Co. before.

The CHAIRMAN. And it would be a simple matter for you and Mr.

Nehemkis to get together and outline what business has been taken

over, what percentage—I shouldn’t use the words “taken over,” what

business is now carried on by Morgan Stanley that formerly had

been carried on by J. P. Morgan. Is that the situation as you under

stand it? [to Mr. Nehemkis].

Mr. NEHEMRIs. No, sir. Mr. Whitney has identified the three

industrial accounts that were new accounts not handled by his firm;

Mr. Stanley has given testimony that the only old accounts that

his firm did not handle were four accounts, three of which his firm

lost through competitive bidding; Mr. Whitney has testified that all

of the utility business that Morgan Stanley has done today was with

companies in which United Corporation, which had been organized

by Mr. Whitney's firm, had heavy investments in; and Mr.š.
if I understand correctly, is a little bit confused by my second ques.

tion that had the word “coincidence” in it, but which simply means

that I find no record of new financing of utility business by Morgan

Stanley & Co. other than accounts that belonged to the United Cor

poration group.

Mr. STANLEY. I testified that United had nothing to do with it.

Mr. WHITNEY. Mr. Chairman, may I make a comment then? I

didn't testify to that. I testified as to the first part of what Mr.

Nehemkis stated but I never had an opportunity, I never was asked

the question about confining this to United Corporation. Mr. Stan

ley's statement and your statement, rather, is absolutely correct of any

understanding of what has happened., United Corporation I can say

unequivocally hasn’t been a factor in this in any possible, conceivable

way.

The CHAIRMAN. I don’t see much difference between what Mr.

Nehemkis has said and what the chairman said, nor what the wit

ness said. I don't see any dispute here.

Mr. NEHEMKIS. I think they are now all in agreement.

The CHAIRMAN. Then what is it all about?

Senator KING. Was the Stanley company that you aided in organ

izing required, compelled, legally or morally, to take over any clients

that formerly had patronized J. P. Morgan & Co.?
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Mr. STANLEY. No, sir.

Senator KING. You had the right to select clients as and when and

where you pleased?

Mr. STANLEY. Absolutely, sir.

Senator KING. And to take over any or all of the former clients

of J. P. Morgan & Co. if they came to you?

Mr. STANLEY. If they were willing to do business with us.

Senator KING. And you went out, as I understood the testimony,

and did obtain other clients in addition to those who had been the

clients of J. P. Morgan & Co.”

Mr. STANLEY. We did.

Senator KING. You were an independent corporation?

Mr. STANLEY. Absolutely, sir.

Senator KING. No strings upon you, so you were not compelled to

take only J. P. Morgan clients but you could take clients from any

source you pleased?

Mr. STANLEY. Absolutely.

Senator KING. And have done so?

Mr. STANLEY. We have.

The CHAIRMAN. Of course, there is perfectly clear from all of the

testimony throughout this hearing a fact which we all knew before,

that J. P. Morgan & Co. were probably the leading bankers in the

United States, if not the world, and that most of the strong corpora

tions in the United States at some time or another passed through

its portals. . J. P. Morgan & Co. did a lot of the financing business.

Now that the Banking Act has separated two functions that were

formerly merged, Morgan Stanley in the investment field has suc

ceeded to a similar dominant position that J. P. Morgan formerly

held.

Mr. STANLEY. Senator, I am very glad to say that some of the for

mer clients have been willing to select us to be their bankers in the

investment field.

Senator KING. I see no impropriety in that.

Mr. STANLEY. I don’t, sir. I am proud of it.

The CHAIRMAN. It isn't a question of impropriety so far as the

question takes note. It is a question of the actual concentration of

the bulk of this business. Now, that carries no implication of wrong

doing or violation of the law, or anything of that kind, but it is a

physical fact that is of tremendous importance in the economic his

tory of the United States.

Mr. STANLEY. Lots of good business we don’t get, Senator, that we

would like to have.

The CHAIRMAN. You are not satisfied with the large proportion

that you now have?

Mr. STANLEY. Well, I would like to do more.

The CHAIRMAN. It was ever thus.

Mr. STANLEY. We haven’t had much since July, Senator. We are

running in the red.

Mr. NEHEMRIs. Mr. Chairman, may I proceed?

The CHAIRMAN. It is now 12:30.

Mr. NEHEMKIS. I don’t know what to do. I promised some of our

witnesses that we would get them back to their families before

Christmas. I am kind of worried.
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The CHAIRMAN. One reason I interrupted was in the hope that it

might clarify the matter and make it unnecessary to go into so much

detail. I really don’t think there is any dispute about this.

Mr. NEHEMRIs. You have done it magnificently and I am not

going to cross-examine. If I may have the committee's indulgence

for 15 minutes more, then I think we can come to a good stopping

oint.

Mr. Whitney, I want to read to you testimony of your senior

partner, Mr. Thomas Lamont, given in connection with the hearings

before the Wheeler Railroad Committee.' I think you recall them,

don't you? -

Mr. WHITNEY. Yes, sir.

PROPORTIONS IN WIHICH PREFERRED STOCK OF MORGAN STANLEY & Co.,

INCORPORATED, IS HELD BY PARTNERS OF J. P. MORGAN & Co.

Mr. NEHEMRIs. Will you follow me as I read?

This is Mr. Lamont [reading]:

We have no interest in the profits of Morgan Stanley & Co.

QUESTION. You get dividends upon preferred stock, do you not?

Answer.—

By Mr. Lamont, who always is the answerer here.

We get interest on our preferred stock.

QUESTION. You get dividends upon the preferred stock, do you not?

Mr. LAMONT. Those are limited dividends, simply a return on capital.

QUESTION. If they make any profits—

Referring to Morgan Stanley—

you get a profit out of the business, do you not?

Mr. LAMONT. No, we do not get a profit out of it.

QUESTION. Through dividends?

Mr. LAMONT. I do not call that a profit Out of the business, I call that interest

On capital.

QUESTION. It comes from earnings, does it not?

Mr. LAMONT. It derives of course from the profit of the earnings of the

business.

QUESTION. It comes from interest upon the earnings?

Mr. LAMONT. Certainly.

QUESTION. The other Way, you had it as a partner, and now you have it from

interest.

Mr. LAMONT. Oh, by no means now. The way you put the question, Senator,

would indicate that we had an interest in the profits of Morgan Stanley & Co.,

whereas we do not. We get interest on capital. The dividend on the pre:

ferred stock is limited to a certain amount, and we have no interest in the

equity.

At this moment Mr. Whitney interposed.

Mr. WHITNEY. The preferred stock is owned by individuals, not by the firm.

Mr. Whitney, in what proportions is it owned?

Mr. WHITNEY. You mean the total amount?

Mr. NEHEMKIS. In what proportions is the preferred stock owned

by individuals?

Senator KING. Of what?

Mr. NEHEMRIs. Morgan Stanley, sir.

1 See “Investigation of Railroads, Holding Companies and Affiliated Com -- -suant to S. Res. 71 (74th Congress), Part 6, pp. 2026–7. panies” pur
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Mr. WHITNEY. Mr. Chairman, I agree that this matter has been

summed up by you completely. The answer to that question is this,

that when these gentlemen we have been talking about this morning

decided to split off from us completely into an independent

Mr. HENDERSON (interposing). May I ask that Mr. Whitney give

us an answer in accordance with our custom, and if he has an ex

planation he may make it.

Mr. WHITNEY. Very well. At the time of the organization there

were, I think, 8 partners of the 16 at that time who contributed in

varying degrees purely for their own accounts, personal accounts,

outside of the firm, the amount of preferred stock that Mr. Nehemkis

introduced this morning.

The CHAIRMAN. Did you say 8 out of 16?

Mr. WHITNEY. Eight out of the sixteen partners.

Mr. STANLEY. There were 17 partners at that time.

The CHAIRMAN. Seventeen persons were partners at that time of

J. P. Morgan & Co., is that right?

Mr. WHITNEY. Yes.

The CHAIRMAN. And of that 17, 8—

Mr. WHITNEY (interposing). I find it is nine—nine contributed

in varying amounts for their own personal accounts.

The CHAIRMAN. Nine of them contributed part of the preferred

stock of Morgan Stanley & Co.'

Mr. WHITNEY. Yes, sir; at the time. There are 8 of the living

partners out of 14 who have no interest whatever in Morgan Stanley,

leaving 6 living partners of J. P. Morgan & Co. who have an interest

of about 44 percent of this nonvoting stock.

The CHAIRMAN. Six out of how many ?

Mr. WHITNEY. Out of 14. The remaining 8 are obviously—

or rather, to put it more accurately, those 6 are obviously the re

maining partners who are the more well-to-do older partners. The

8 of the younger partners, who are more directly charged with

day-to-day operation of the firm have no interest. -

From the inception, Mr. Henderson—perhaps I was putting this

back end to, but from the inception this has been completely sepa

rated. It is not lumped in any way. It is an individual investment

by those individuals. As death and various things come to oper

ate, the preferred stock finds its way into trusts. I, myself, for

instance, transferred it to two trusts of which my family are bene

ficiaries, and I have absolutely no interest in it. In other words,

there has never been anything but a totally individual investment

in the matter, and nothing to do with J. P. Morgan & Co., from the

inception to this day, and as unfortunately death takes its toll, that

percentage is going to further decrease.

The CHAIRMAN. Legally the two are separate entities?

Mr. WHITNEY. Absolutely.

The CHAIRMAN. There can be no question, of course, of that. That

is the legal status of any corporation. But the fact remains, of course,

that those who controlled Morgan Stanley were formerly partners

of J. P. Morgan & Co.

Mr. WHITNEY. Yes, sir, who elected, however, to split off entirely

from us to form a completely independent organization, and what
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Mr. Nehemkis refers to in the testimony before Senator Wheeler

back 2 or 3 years ago, is, of course, the fact that the older partners,

the more well-to-do partners in 1935, did grubstake these partners

and associates, and they got a limited return that has already been

testified to.

While the conversation at that time with Senator Wheeler was a

question of dividends and interest, it is true that it was a grubstake

they put up as an investment to enable the new company to hava

adequate capital. But in the nature of the thing, from its inception,

it was fully acknowledged by the partners who went in that it was

going to be their private investment. That was the theory of it. We

wanted to comply absolutely in every respect with the law. This

money was put up and we were entitled, as capital is, to primary

return, and it took the form obviously of preferred stock rather

than a note, so that “interest” and “dividends” did not get mixed

up in that way. But it was capital, a grubstake given by the old

Morgan partners to the other men who elected to go off in the other

venture, to enable them to do business.

The CHAIRMAN. And while you say the two are distinctly legal

entitles, it nevertheless is true, as Mr. Stanley has testified in answer

to my question, that the great bulk of the investment banking busi

ness of the J. P. Morgan company did find its way to Morgan

Stanley.

Mr. wansºx. Because, as has been testified, it flows with indi

viduals rather than with the name.

The CHAIRMAN. Of course, J. P. Morgan & Co. has never made

any effort to keep business away from Morgan Stanley & Co.

Mr. WHITNEY. Certainly not.

Mr. NEHEMRIs. Mr. Chairman, I regret, and I think you know how

deeply I regret to say it, but Mr. Whitney's answer to my question

is completely unresponsive.

The CHAIRMAN. He probably was led away from the question by

the interruptions. Perhaps you may restate the question.

Mr. WHITNEY. I didn’t mean to be. May I have it again?

Mr. HENDERSON. Mr. Nehemkis will state it.

Mr. NEHEMRIs. I read to you from your previous testimony:

Mr. WHITNEY. The preferred stock is owned by individuals, not by the firm.

My question: In what proportion is it owned, Mr. Whitney? You

testified a moment ago that there were 8 partners who subscribed

originally to preferred stock. Now tell me very simply, did these

8 partners subscribe for preferred stock of Morgan Stanley in the

same interest as their capital interest in the firm of J. P. Morgan
& Co. 2

Mr. WHITNEY. No; certainly not.

Mr. NEHEMKIs. Then tell me how they did it.

Mr. WHITNEY. I am really not meaning to be unresponsive but I

don't know what you mean; in proportion to what? To their means,

I should say.

Mr. NEHEMKIS. Ah! Mr. Whitney, I think you do see

The CHAIRMAN (interposing). Now, now—

Mr. NEHEMKIs (interposing). I withdraw that, I apologize.
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PARTNERS INTERESTS IN J. P. MORGAN & CO. IN RELATION TO THEIR

PREFERRED STOCK INTERESTs IN MORGAN STANLEY & Co., INCORPORATED

Mr. NEHEMRIs. Did the eight partners of J. P. Morgan & Co., who

subscribed for preferred stock in Morgan Stanley & Co., subscribe in

the same proportion as their capital interest in the firm of J. P. Mor

gan & Co.'

Mr. WHITNEY. No.

Mr. NEHEMRIs. In what interest did they subscribe

Mr. WHITNEY. In accordance with their personal inclinations and

IneanS.

Mr. NEHEMKIs. Mr. Chairman, in view of the answer I am con

strained to offer you
Mr. WHITNEY (interposing). Do you still think it is unresponsive,

because I am trying to do the best I can. You say in proportion to

something. It certainly wasn't in proportion to their interest.

Mr. NEHEMRIs. I think Mr. Whitney is trying to do his best. I

tried to frame the question several ways and he doesn't understand,

so I think the appropriate thing for me now is to offer you a table

which contains the answer and I offer you the answer and if Mr.

Whitney desires—

The CHAIRMAN (interposing). By whom prepared?

Mr. NEHEMRIs. It was prepared by the staff of the Investment

Banking Section.

The CHAIRMAN. S. E. C.?

Mr. NEHEMKIS. Correct.

The CHAIRMAN. From what records?

Mr. NEHEMRIs. From the income tax reports of J. P. Morgan & Co.

I offer it, sir.

Senator Kiso Does that show the interest which each of the in

corporators of the Morgan Stanley company—would that show the

interest each incorporator had in that company?

Mr. NEHEMKIS. That will show, sir, the proportionate interest of

the eight partners, I think Mr. Whitney said, who subscribed to stock

of Morgan Stanley in relation to their proportionate interest in the

capital of J. P. Morgan & Co. The purpose of that table is very rele

vant, as you will see upon scrutiny.

Mr. WHITNEY. Mr. Chairman, I finally tumbled to what Mr. Ne

hemkis is getting at, but, of course, a man's individual income taxes

are on his own income, and my answer is even more certain than it

was before that there was no proportion to our capital, because a man

has other funds outside of the firm. If he has income—of course that

goes in the income taxes.

The CHAIRMAN. Let me hand you the exhibit which has been

tendered by Mr. Nehemkis and ask you to look at that and see

Whether or not it refreshes your recollection or enables you to answer

the question.

Mr. WHITNEY. I couldn’t dare do this, because it is put in such

a different way. Of course we haven’t had access to Revenue De

partment, figures... I would have to check it. If it would serve

to elite this, Mr. Steele and Mr. Lamont and Mr. Morgan were

the three–Mr. Steele is now dead—they are the oldest and have

1 “Exhibit No. 1766–3.”
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the three largest interests in our firm. You See, our income, our

capital contributions to our office, and our percentage of earnings

in the profits, if any, and losses, if any, have no relation whatever

to capital.

Mr. HENDERSON. Mr. Whitney, in that connection, as I understand

it (you will correct me if I am wrong), you have two sets of arrange

ments so far as payments out of income are concerned. In the first

case, the capital contribution receives a stated return in proportion
to

Mr. WHITNEY. (interposing). You are talking about us now?

Mr. HENDERSON. Yes, J. P. Morgan & Co. In proportion to the

amount held by the individual partners. Then the balance, if any,

is distributed on an entirely different basis?

Mr. WHITNEY. That is right.

Mr. HENDERSON. It is distributed in accordance with some pre

determination by the partners and does not correspond to the cap

ital contribution. That is one of the ways in which the younger
members are enabled to share in the results of the business that is

created, isn’t that correct?

Mr. WHITNEY. Yes, subject to certain immaterial data, I mean

differentials, but that is substantially correct. If we have a profit

at all, there is a distribution made on quite different arbitrary
grounds as between ourselves, one of which of them is obviously his

return on capital, the other is division of profits, but no relation of

capital among the rest of it. . There is another predivision on still

more arbitrary terms but that is a detail.

Mr. HENDERSON. Mr. Stanley, in Morgan Stanley, preferred stock

is entitled to a ſixed return, is it not?

Mr. STANLEY. It is.

Mr. HENDERSON. And this year you indicated you couldn’t get

it because you didn't earn it?

Mr. STANLEY. Right.

Mr. HENDERSON. And the balance remaining, if any, is distributed

according to basis other than the contribution of capital?

Mr. STANLEY. Well, the balance remaining over

Mr. HENDERSON (interposing). Will the reporter read back the

question I addressed to Mr. Stanley'

(The reporter read back the immediately preceding question of

Mr. Henderson.)

Mr. STANLEY. I don’t think the contribution of capital is involved

Mr. Henderson. Everyone knows what preferred stock is. A pre:

ferred stock has dividends out of earnings and after they get their

full amount they are entitled to, the common stock gets dividends.

Mr. HENDERSON. I think that is the answer, except you have made

it a usual thing. I asked you about your company.

Mr. STANLEY. In our company what I have said is the case.

Mr. HENDERSON. That is, the balance, if any, is distributed accord

ing to the ownership of common stock?

Mr. STANLEY. Quite right, after the distribution of preferred
dividends.

Senator KING. If I understood your answer, Mr. Whitney, there

are the two categories into which the earnings or the profits 3f J. P

Morgan & Co. are placed, and the distribution of those profits are
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not with respect to the number of partners, but some of them have

larger interests than others?

Mr. WHITNEY. In both categories.

Senator KING. In both categories the younger partners perhaps

have less capital, perhaps less of the profits than the older ones who

have for years been interested in the business and furnished the

capital?

r. WHITNEY. Or the other way around in many instances; the

larger capital people have less interest, in the residual profits than

the younger ones because we are less active in the business. But it is

a perfectly arbitrary thing.

But the point in this connection, if I may say so, was whether any

of these presentations of Mr. Nehemkis may tie up mathematically

and that I just don’t know.

The fact is that when it came to grubstake, as I said before, these

gentlemen who were breaking off from our firm, it was done with

no relation to anything except their personal inclination and their

personal means, and if the record will show that clearly, I don't

know how you can make mathematical calculations about anything,

but that was the fact.

Senator KING. And the income-tax returns of individuals, partners,

and those who are in the Morgan Stanley Co., would not reflect the

amount of their interest in the Stanley company?

Mr. WHITNEY. It wouldn't necessarily. It would have nothing to

do with it because it was purely a voluntary contribution of in

dividuals.

Mr. HENDERSON. May I ask a question there, Mr. Chairman?

But the record of the capital contribution of each of the partners

of J. P. Morgan & Co. would be shown in the return of J. P. Morgan

& Co., would it not?

Mr. WHITNEY. Not necessarily, because a man might have very

substantial outside assets.

Mr. HENDERSON. No, I think I said the capital contribution to

J. P. Morgan & Co. by partners would be shown in the return

rendered by J. P. Morgan.

Mr. WHITNEY. For income-tax purposes?

Mr. HENDERSON. Yes.

. Mr. WHITNEY. Oh, no. You are getting me out of my depth on

Income-tax returns, but that isn’t shown.

h. HENDERSON. I am not trying to trap you, Mr. Whitney, on this

thing.

Mr. WHITNEY. The return would be on our income.

Mr. HENDERSON. Just a minute.

(Off the record discussion between Senator O'Mahoney, Mr. Hen

derson, and Mr. Nehemkis.)

Mr. NEHEMRIs. Mr. Whitney, you had an opportunity to examine

somewhat casually the sheet shown you by the chairman, I believe.

If the proportions in which the preferred stock is owned by the part

ners .*J. P. Morgan & Co. is the same as their proportionate interest

in the capital of the firm, it follows, does it not, Mr. Whitney, that

the effect is the same as if the firm of J. P. Morgan & Co. owned the

stock of Morgan Stanley & Co. Inc.?

Mr. WHITNEY. Absolutely not.

Mr. NEHEMRIs. I have no further questions.
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Mr. WHITNEY. May I explain that, Mr. Chairman, because it seems

to me there is an inference in there. We have already testified to

Mr. Senator Wheeler we didn’t have it as a firm. The facts are

cxactly as I stated this morning, that certain individuals did it. It

is well known that Mr. Steele and Mr. Lamont and Mr. Morgan are

the three richest of our partners, probably, and they made the contri

butions in the largest amounts as a matter of public record, but the

inference that Mr. Nehemkis attempts to draw there (because they

contributed the largest amounts in both offices, in ours and in Mor

gan Stanley) is absolutely incorrect because it just isn't so. It was

a voluntary contribution by individual people, subject to deaths, as

has already happened when Mr. Steele died last summer, in which

case stock is already in the hands of his executors and it has been

nothing, never has been anything, but an individual investment by

the individual partners, at their own election, because they happened

to have means to do it.

Mr. HENDERSON. Now, Mr. Chairman, Mr. Whitney's statement was

not directed to the supposition which counsel presented. In view of

the delay, I suggest the statement, presented by counsel, properly

identified by those who prepared it, be introduced into the ...

Sentaor KING. Without further proof of the material, I don’t see

that it has any proper value.

The CHAIRMAN. Now, of course, it has not been identified by any

person on the staff. -

Mr. HENDERSON. We can identify it, just as we have identified

other documents prepared by , the staff. Responding to Senator

King, it is my considered opinion that it does have a real bearing

on the questions and the supposition addressed to Mr. Whitney by
counsel. I ask for its introduction.

Senator KING. If there be no objection, it seems to me, after offer

ing proof as to the amount of capital which any of the partners of

J. Pierpont Morgan had in this new concern

Mr. HENDERSON (interposing). That is exactly what we want to

present.

Senator KING. But to identify that with the income-tax return

would not prove it, because any of them might have income from

various sources, other sources; so it seems to me that the only thing

that is necessary for you, if that is material, is to ascertain—let me

complete my statement—to ascertain the amount of capital of the

Morgan Stanley Co. and by whom subscribed, and if some of the

stockholders are members of J. Pierpont Morgan then you aro
entitled to such inference as that would—

The CHAIRMAN (interposing). May I say that the utmost latitude

is allowed in hearings of this kind. We have not pretended at any

time to enforce the rules of evidence. Many objections could have

been made at any time during the whole proceedings of this com

mittee to testimony—I am not now referring to testimony or evidence

offered by the S. E. C., but on the part of everybody who has come

before the committee. . This committee is sitting, not as a jury would

sit, to pass upon a strict legal question, but in an effort to learn the

fundamental facts about our economic system.

Now, personally, I have no objection to the admission of this

particular instrument. My questions to counsel and to Commis.

sioner Henderson with respect to it, off the record, were all intended
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to point out what I deemed to be its legal weakness as a legal offer of

evidence.

Now, this exhibit, as Mr. Nehemkis has stated, has been prepared

by the staff of the S. E. C. Obviously, that is not binding upon any

of the witnesses before the committee because they had no part in it

and they know nothing about it. It is prepared by your experts

from your examination of income-tax returns. Now, it probably is

accurate, but obviously it has no binding effect.

This exhibit contains first a list of names of individuals presumably

former members or present members of J. P. Morgan & Co. It con

tains a column which is labeled [reading from “Exhibit No. 1766–3”]:

Approximate percentage of capital in J. P. Morgan & Co. * * *. As shown

by the 1938 partnership income tax returns. 2% was paid to partners who died

in that year.

Nsº those calculations were worked out by the staff of the

S. E. C.—

Mr. NEHEMKIs (interposing). On the basis of the partnership return

of the firm.

The CHAIRMAN. Now, the next column shows the [reading further] :

Approximate percentage of Morgan Stanley & Co., Incorporated, preferred stock

in comparison with total held by Morgan partners and their assignees, i. e.,

70,000 shares less 12,500 held by officers of Morgan Stanley & Co., Inc., as of

S/31/39. 8.8% is held by assignees of partners.

The exhibit shows that Charles W. Steele, deceased, held 36.6

percent, approximately, of the capital of J. P. Morgan, and that he

held approximately 34.8 percent of the new firm of Morgan Stanley

& Co. Now, there is a diversion immediately. Thomas W. Lamont

held 34.2 of the approximate percentage of capital in J. P. Morgan

& Co., and he held 34 percent in Morgan Stanley; J. P. Morgan held

9.1 percent of the first, he holds 5.2 percent of the second; R. C. Lef

fingwell, 6.1 percent in the first, 5.9 in the second; F. D. Bartow, 2.9

ercent in the first, 1.7 in the second; J. S. Morgan, 2.2 percent in

the first, 4.9 percent in the second; A. M. Anderson, 1.9 in the first,

1.7 in the second; George Whitney, 1.9 in the first, none in the second;

H. P. Davison, 1.2 in the first, none in the second; Charles D. Dickey,

0.9 in the first, none in the second; Thomas S. Lamont, 0.6 of 1 percent

in the first, none in the second; Edward Hopkinson, Jr., a debit in

terest in the first and none in the second;%. E. Newbold, less

than one-tenth of one percent in the first and none in the second.

Mr. WHITNEY. He is not a partner of ours, Mr. Chairman.

The CHAIRMAN. Edward Starr, Jr., less than one-tenth of 1 per

cent in the first and none in the second.

Senator KING. You say he is not a partner?

Mr. WHITNEY. Neither of those two gentlemen are.

The CHAIRMAN. H. Gates Lloyd, Jr., less than one-tenth of 1 per

cent in the first, 2.9 in the second, this percentage having been ac

quired under the will of Horatio G. Lloyd who had subscribed for

approximately 4.8% of the original issue, and at the time received

approximately 4.9% of the income of J. P. Morgan & Co.

Now, that is the exhibit.
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Mr. HENDERSON. May I suggest, just so the record may be clear,

that we did not contend that heading which you read—that heading

is not partners.

The CHAIRMAN. Yes; there is no title over the column.

Mr. STANLEY. May I say just one word? I couldn’t follow the

things you read then but I understood you to say that Mr. Steele and

Mr. Lamont had thirty-odd percent of the preferred stock of Morgan

Stanley & Co. Yes; the figures you read were, Mr. Steele, 36 percent

of it—I suppose it is preferred stock; it says capital. Oh, wait a

minute—the preferred stock—may I begin again? Memoranda

which you read show Mr. Steele a holder of 34.8 percent of the pre

ferred stock of Morgan Stanley & Co., and Mr. Lamont as a holder of

34 percent of preferred stock of Morgan Stanley & Co., whereas the

fact is that at the end of August 1939. Mr. Steele held 28.5 percent

of the preferred stock of Morgan Stanley and Mr. Lamont held 27.8

percent of the preferred stock of Morgan Stanley & Co. I know

nothing about the figures in J. P. Morgan & Co.

Mr. NEHEMRIs. You will notice, however, that you are reading

from different dates, don't you, Mr. Stanley &

Mr. WHITNEY. Mr. Chairman, may I just say this, that we haven't

any objection to that going in as long as the record shows that income

tax returns of the individual partners have absolutely no relation to

the capital that they may have in the firm except that obviously the

fellows with the bigger capital in the firm probably get more interest

in it than the fellows who have less.

The CHAIRMAN. Well, of course, I read it into the record. It is in

the record.

Senator KING. Mr. Chairman, may I say that the objection which

I suggested a few moments ago was not to the introduction of evil

dence tending to show the interest which any of the partners of the

J. Pierpont Morgan, firm had in the Morgan Stanley company, but

the point that I made was that if you attempted to show the income

of the various individuals, that would not reflect anything as to the

interest which they might have in J. P. Morgan & Co. or this com.

pany, because the income might have been derived from a hundred
other different sources.

The CHAIRMAN. This column purports to show the general income

Senator. KING. So I have no objection, at all to showing whatever

interest of any of the partners of J. P. Morgan have in the Morgan

Stanley company.

Mr. NEHEMRIs. Thank you.

Senator KING. And I think that counsel himself would admit that

to tie it up to an income would not be any basis in determining the

interest they might have in any company.

Mr. WHITNEx. May I say one more word, Mr. Chairman, literally

that the calculations are wrong anyway? [Laughter.]

Dr. J.UBIN. I don't understand what the basis of the table is, what

the table is based upon. The income received by these partners as

revealed by their income tax statements, then computed in terms ºf

holdings—or is it a statement based upon returns from J. P.

Morgan & Co. and stock of the partners—stockholders of the Morgan

Stanley company—in which they specify their holdings of Securities

in either or both of these companies?
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- stand and have him tell

Mr. NEHEMKIS. I’m sorry, I missed the crucial part of the last part

of your question, but I would say from the general import that I got

from it, if it is the pleasure of the committee, perhaps the orderly

way to do this job would be to put the technical man of the staff,

who was charged with the responsibility of preparing this, on the

The CHAIRMAN (interposing). Excuse me, Mr. Nehemkis, but to

answer Mr. Lubin's question, will you please read, as I did, the

heading on the first column?

Mr. NEHEMRIs. I think the Senator is correct. If I just give you

the headings—the first column which the Chairman read is entitled

as follows: “Approximate percentage of capital in J. P. Morgan &

Co.,” and that is predicated upon the 1938 partnership income tax

returns. The second column, Mr. Commissioner, reads as follows:

“Approximate percentage”—approximate percentage, that is where

Mr. Stanley was confused—“of Morgan Stanley & Co., Incorporated,

preferred stock in comparison with total held by Morgan partners

and their assignees,” with appropriate deductions indicated in a

footnote.

Dr. LUBIN. I still don’t feel that you have answered my question,

namely, do these figures taken from the partnership income-tax re

turns, figures showing the incomes of the partners, and using those

figures as the basis, do you compute their holdings of stock or—

Mr. NEHEMKIs (interposing). No, sir.

Dr. LUBIN. Or did this income tax return reveal the actual

holdings?

Mr. NEHEMRIs. The income tax material upon which this is predi

cated shows—and the figures we use—interest on capital.

The CHAIRMAN. But you computed it from the interest?

Mr. NEHEMRIs. That is correct, sir. -

The CHAIRMAN. That is the question which he is asking, the income

tax return which you examined did not show the capital stock?

Mr. NEHEMRIs. No, sir.

The CHAIRMAN. It is a computation?

Mr. NEHEMKIs. Correct, sir.

The CHAIRMAN. In other words, it is a conclusion of the person

who prepared the table?

Mr. NEHEMRIs. That is correct.

Senator KING. And shows the income which is derived from other

Sources?

Mr. NEHEMRIs. No, sir.

Senator KING. That was the point that was not clear when I made

my first objection. If you attempt to link this with the income

which Mr. Morgan or anybody else had in other investments, it would

wholly be irrelevant.

Mr. NEHEMRIs. Right. But we don’t do that.

Mr. WHITNEY. May I point out, Mr. Chairman, that I didn’t get

until this minute that those income tax returns were of 1938; what

bas that got to do with contributions made to the capital stock of

Morgan Stanley in 1935?

The CHAIRMAN. Well, now, the witness is arguing; but, of course,
there has been an awful lot of argument here.

I think it is perfectly clear now.
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The table referred to was marked “Exhibit No. 1766–3” and is

included in the appendix on p. 12296.)

The committee will stand in recess until 2 o'clock, and we hope

to finish at that time.

(Thereupon, at 1:01 p.m., the committee recessed until 2 p.m. of

the same day.)

AFTERNOON SESSION

The hearing was resumed after recess at 2:25 p.m.

Acting Chairman KING. Proceed.

Mr. NEHEMRIs. Mr. Sidney A. Mitchell, take the witness stand,

please.

Acting Chairman KING. Have you been sworn? Do you solemly

swear that the testimony you are about to give in this proceeding

shall be the truth, the whole truth, and nothing but the truth, so help

you God?

Mr. MITCHELL. I do.

TESTIMONY OF SIDNEY A. MITCHELL, PRESIDENT, BONBRIGHT

& CO., NEW YORK, N. Y.

Mr. NEHEMRIs. Mr. Mitchell, will you state your full name and

address, please?

Mr. MITCHELL. Sidney A. Mitchell, Oyster Bay, N. Y.

Mr. NEHEMRIs. Are you associated with the investment banking

firm of Bonbright & Co.2

Mr. MITCHELL. I am.

Mr. NEHEMKIS. Are you a partner of that firm 2

Mr. MLTCHELL. It is a corporation that I am president of.

Mr. NEHEMRIs. President of the corporation. How long have you

been president of Bonbright & Co.?

Mr. MITCHELL. The present Bonbright since it was organized in

December 1938. I was president of a previous Bonbright from the

time it was organized in 1933 until December 1938.

ORGANIZATION OF BONBRIGHT & Co., INC.

Mr. NEHEMRIs. Is it not a fact, Mr. Mitchell, that Bonbright &

Co., a predecessor of the present Bonbright, was instrumentai with

J. P. Morgan & Co. in organizing the United Corporation?

Mr. MITCHELL. It is not a fact, Mr. Nehemkis.

Mr. NEHEMRIs. Do you care to make any additional comment

or enlarge upon that?

Mr. MITCHELL. Yes; the Bonbright, which was organized in 1933

had no connection with any previous Bonbright company. :

Mr. NEHEMKIS.. I merely had in mind Mr. Whitney's testimon

this morning, which was a little bit different from what you sai

but I accept what you say, sir. Has Bonbright & Co. ever been in.

strumental in the financing of Niagara Hudson Power Corporation?

Mr. MITCHELL. The Bonbright 8. which existed #.". to 38

was one of the underwriters of three issues of subsidiaries of the

Niagara Hudson Power Co.



CONCENTRATION OF ECONOMIC POWER 12087

Acting Chairman KING. May I ask a question? Did that first

corporation, that Bonbright company, did it incorporate in 1938

or was it merged into the present? - -

Mr. MITCHELL. No; the present Bonbright—may I start in 1933?

In 1933, the company which up to that time had been known as

Bonbright went out of the investment banking business entirely,

A new corporation was organized at that time, entirely separate and

distinct, and in no way a successor to the one that went out of the

investment banking business in 1933. It is that corporation, Sen

ator, the one that was organized in 1933, which was one of the

underwriters of several bond issues of subsidiaries of Niagara Hud

son Power. -

Acting Chairman KING. But the present company, of which you

are the president, was that organized in ’33?

Mr. MITCHELL. No; that was organized in 1938, December 1938.

Acting Chairman KING. What became of the corporation in 1933?

. Mr. MITCHELL. The corporation that was organized in 1933 was

liquidated in 1938.
Mr. NEHEMRIs. While we are on this historical development of

the yarious Bonbright companies, were you associated with the old

Bonbright company of 1933?
Mr. MITCHELL. I was the vice president of that company from 1926

until 1933.

Mr. NEHEMKIs. Have you always been associated with the various

Bonbright companies?
. Mr. MITCHELL. No; Mr. Nehemkis, because there have been some

Since 1890. Sometime. My first connection with any Bonbright com

pany was in 1923.
Mr. NEHEMKIS. 1923. I think I have those dates fixed now. Was

there any other banking house associated in the financing of Niagara

Hudson Power securities?

Mr. MITCHELL. Do you mean subsequent to 1933?

Mr. NEHEMRIs. Correct.

Mr. MITCHELL. There were a great many.

Mr. NEHEMRIs. Can you tell me whether Schoellkopf, Hutton &

Pomeroy were associated in that financing?

Mr. MITCHELL. I remember they were.

Mr. NEHEMRIs. And can you tell me any other house?

Mr. MITCHELL. Morgan Stanley.

|Mr. NEHEMRIs. Now, Mr. Mitchell, did you ever have occasion to

discuss with any of the officials of Morgan Stanley & Co., Incor

Poºted, the problem of the respective participations in the under

Writings of the Niagara Hudson Power Corporation?

Mr. MITCHELL. I did.

Mr. NEHEMRIs. With whom did you have such discussion.

Mr. MITCHELL. I had those discussions when the first issue—

Mr. NEHEMRIs (interposing). I said with whom?

Mr. MITCHELL. With Mr. Stanley and I believe Mr. Hall.

Mr. NEHEMRIs. Mr. Perry Hall?

Mr. MITCHELL. Mr. Perry Hall.

Mr. NEHEMRIs. Can you identify the period of time about when

you had these discussions?
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Mr. MITCHELL. Very definitely, because they arose when the first

public issue was made of any subsidiary of the Niagara Hudson

Power Co., subsequent to 1933 when our firm—the Bonbright of

1933—when that firm did business, and when we heard that this

financing was about to be done I had a discussion at that time with

Morgan Stanley & Co. as to the position which Bonbright & Co.

might obtain in that financing.

Mr. NEHEMKIs. Mr. Mitchell, did you not also in connection with

this discussion which you have referred to, enter into an informal

agreement or understanding with the two officials of Morgan Stanley

that you have mentioned a moment ago as to the underwriting of

securities of Niagara Hudson system, or as to the proportion of the

amount of underwriting that your company would obtain in such

underwriting?

Mr. MITCHELL. You are referring, I presume, to testimony I gave

in the private hearing of the Niagara Hudson case?

Mr. NEHEMRIs. I am, sir.

INFORMAL UNDERSTANDING RELATIVE TO FUTURE FINANCING OF NIAGARA

HUDSON POWER CO. SYSTEM BETWEEN BONBRIGHT & CO. AND MORGAN

STANLEY & Co., INCORPORATED

Mr. MITCHELL. As I remember, in the autumn of 1938. In order to

have that testimony have the meaning which it should have, it must

be considered against the chronological context—if I may put it

that way—of events. The first discussions I have said which I had

with anyone of Morgan Stanley relating to a subsidiary of the

Niagara Hudson Power Co. was, I believe, in the year 1936, and the

first issue was discussed, the refunding of some bonds of the Niagara

Falls Power Co. My discussion at that time was in connection with

the interest which Bonbright might have in that particular issue.

As a result of those discussions Bonbright received a certain in

terest in that particular issue.

Mr. NEHEMRIs. Do you recall—forgive me for interrupting you—

do you recall what the interest was at this time?

Mr. MITCHELL. I think it was around 10 percent, Mr. Nehemkis.

I don’t remember exactly, but I can get it for you if you want it.

That issue was done. We think we did our job successfully as an

underwriter in those bonds. The next issue that came along was

sometime in 1937. I believe the spring of 1937, but I am not sure,

and it was the Buffalo Niagara Electric Service Co., some such name.

In that issue we also had an interest which I think was not exactly

the same percentage of the total issue, but somewhere nearly the

same. When that issue came on we again discussed the matter with

Morgan Stanley & Co. We pointed out that in the last issue we

had had a certain interest, that we had performed in a certain way

in the last issue; we hoped our interest in that particular company,

which was then under consideration, would be at least as good as it

had been in the preceding one. Fortunately it was.

If I may just finish.

Mr. NEHEMRIs. Yes, sir.

Mr. MITCHELL. I.just want to give you the background of this

particular thing. Then the third issue, came along; it was in, I

believe, the autumn of 1937, and in that issue—that was the Čentral
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New York Power Co.—in that issue we again discussed with Morgan

Stanley what position we might hope to obtain for ourselves, and I

believe that our position again was slightly different from what it

had been before, but nevertheless in the same general neighborhood.

Acting Chairman KING. Were those separate issues?

Mr. MITCHELL. Three entirely separate issues, Senator.

Acting Chairman KING. Of different corporations?

Mr. MITCHELL. Of different subsidiary companies of the Niagara

Hudson Power Co. Now the reason I am saying that, Mr. Nehemkis,

is this. Over a period there from 36 to the end of '37 there were

three different issues of subsidiaries of this company. It so happened

that the discussions about our participation in any one of those issues

was apropos of that particular issue. It so happened that in the

issue we did a certain job and had a certain interest and did a certain

job. As in the second issue, presumably because of our performance

in the first, we were given a comparable interest; we did also a fairly

good job in that. When the third one came the same thing happened,

you see? Now in the autumn of 1938, I believe it was at that time,

I think this is a fact, but you know more about this than I do,

the Niagara Hudson Power Co. applied to be declared not to be a

subsidiary of the United Corporation. We were suddenly told by

somebody that the S. E. C. wanted to hold hearings at 120 Broadway

and would I appear at such a time. I did.

The question then that was asked me was, “Did you ever have any

arrangement with Morgan Stanley or understanding or something

with Mgrgºn Stanley regarding your financing of Niagara Hudson

Power Co.”? I said at that time, “Based upon the history as it had

developed in those three preceding issues done in 36 to the time

of this hearing, that we had’—I believe I used the word—“an in

formal arrangement.”

Mr. NEHEMKIS. That is correct.

Mr. MITCHELL. Subsequently that was in your questionings and so

on; you kept referring to an agreement or an understanding or some

thing of that sort. We discussed—you asked a lot of questions, and

so on, and we discussed this. At the end of the period I think I

stated, or Mr. Lesser, I believe, stated—and I have it here, because

perhaps it is the best explanation of this thing. Mr. Lesser stated

Acting Chairman KING (interposing). Who is Mr. Lesser?

Mr. MITCHELL. He is on the staff of the S. E. C., Senator, and

conducted this private hearing I am speaking of. Mr. Lesser stated,

“Am I correct when I say that your understanding with Morgan

Stanley about Bonbright participation in the future business of

Niagara Hudson, is it an informal understanding based on hope and

expectation and desirability of the continuance of the relationship,

rather than any formally legally enforceable contract?”

The answer was, “You are correct.”

“It is an understanding, isn’t it?” Mr. Lesser said. “It is not only

your feeling but it is their feeling.”

And my answer to that was, “That is what-we hope. If they don’t

share that feeling there is nothing we can do about it. My under

standing with our friends at Morgan Stanley is that if any piece of

Niagara's business comes up that they have anything to say about that

insofar as they have anything to say, and consider, it for the best

interests of the business to so state, that they would suggest to the

124491–40—pt. 23—19
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company that Bonbright and Schoellkopf have substantial interest

in the business, which interest would be identical, but there is nothing

we could do about it if Morgan Stanley won’t do it, and there is

nothing Morgan Stanley can do about it if the company won’t agree.”

Now, that is based on the previous relationships that accrued.

Mr. NEHEMRIs. Thank you very much, Mr. Mitchell, for that very

good explanation of your conversations and the results therefrom.

Now, may I ask you this question: Is it your impression that what

you refer to as “expectation and hope” has materialized insofar as

your house is concerned?

Mr. MITCHELL. No; I was extremely disappointed in the arrange

ment that we made, Mr. Nehemkis.

Mr. NEHEMRIs. Just how were you disappointed?

Mr. MITCHELL. Well, I had hoped very much that we might have

a larger interest in this first issue of subsidiaries than we have.

Mr. NEHEMKIS. So that your hope and expectation was shattered

only insofar as degree was concerned?

Mr. MITCHELL. Yes; I suppose that is right.

Mr. NEHEMRIs. Now, Mr. Mitchell, I am going to show you a table 1

which shows the relative participations in utility issues managed or

co-managed by Morgan Stanley & Co., Incorporated, and it will con

tain the amount of the participation of your firm—I should say your

company, excuse me—and the other company that you spoke of,

Schoellkopf, Hutton & Pomeroy, in a number of issues of Niagara

Hudson, Power Corporation. Would you glance at this for me,

please, Mr. Mitchell?

Senator KING. Does that relate to the issue of 1938?

Mr. NEHEMRIs. Yes, sir. Do you see the percentage participa

tions there, Mr. Mitchell?

Mr. MITCHELL. I see you have under Bonbright 50 percent. Fifty

percent of what?

Mr. NEHEMRIs. Of what Morgan Stanley received.

Mr. MITCHELL. Oh, is that the percentage!

Mr. NEHEMRIs. Yes. Will you run down the various issues and

tell me the amount that your firm received in relation to the amount

Morgan Stanley received?

Mr. MITCHELL. Niagara Falls Power Co.—wait a minute. I had

better start at the beginning of your list. Central Hudson Gas &

Electric Corporation, 4% percent preferred, 340,400—what is that

dollars or shares?

Mr. NEHEMRIs. Dollars—I think there is a dollar sign there.

Mr. MITCHELL. It must be shares. Morgan Stanley—

Mr. NEHEMRIs (interposing). Just give me the percentage

amounts.

Mr. MITCHELL. Morgan Stanley, 100 percent, Bonbright nothing.

Niagara Falls Power Co. 3%'s of 1966, Morgan Stanley 100 percent,

Bonbright & Co., 50 percent. Buffalo Niagara Electric Corporation

3%’s of 1967, Morgan Stanley 100 percent, Bonbright 50.8 percent.

Buffalo Niagara Electric Corporation Serial Debentures of 38-52

(that was done at the same time), Morgan Stanley 100 percent, Bon

bright 50.8 percent. I think those were underwritten pro rata with

the bonds. Central New York Power Corporation, 334’s of '62, Mor:

1 “Exhibit No. 1767–1.”
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gan Stanley 100 percent, Bonbright 49.5 percent. I don't know

anything about these figures; I assume they are correct.

Mr. NEHEMRIs. And you may always have the privilege of correct

ing them if you so desire. While you have that before you, Mr.

Mitchell, will you also give us the percentage participation in rela

tion to the Morgan Stanley amount and Schoellkopf, Hutton &

Pomeroy?

Mr. MITCHELL. They are just the same.

Mr. NEHEMRIs. As yours?

Mr. MITCHELL. As ours.

Senator KING. Who is that?

Mr. MITCHELL. Schoellkopf, Hutton & Pomeroy.

Mr. NEHEMRIs. Would it not appear, Mr. Mitchell, that the hope

or expectation which you spoke of earlier has been realized?

Mr. MITCHELL. Well, no; because I thought you said that I satis

fied you as to the amounts we had in this participation and I told

you I wasn't—

Mr. NEHEMRIs (interposing). You thought you should have more?

Mr. MITCHELL. We hoped to receive more.

Senator KING. May I ask a question? I understood that in the

first issue you referred to, you got 10 percent, and now you got 45?

Mr. MITCHELL. No, Senator; we had about 10 percent of the total

securities issued, underwritten. In Mr. Nehemkis' tabulation is what

our percentage is in relation to Morgan Stanley's, the amount of

bonds underwritten by Morgan Stanley & Co.

Senator KING. And you got 45 percent?

Mr. MITCHELL. And we had about half as much. We underwrote

about half as much as Morgan Stanley underwrote but I believe

Morgan Stanley underwrote only about 20 percent of the total issue.

Senator KING. So that Morgan Stanley didn’t underwrite the entire

amount?

Mr. MITCHELL. No, no, sir; there were a great many underwriters.

imator KING. And you had the same amount that Morgan Stanley

had 2

Mr. MITCHELL. That—no, we had approximately one-half.

The CHAIRMAN. That is, Morgan Stanley had 20 percent, you had

10. and that was the total of 30 percent of the entire issue?

Mr. MITCHELL. That is correct, sir.

Mr. NEHEMRIs. So that I find, Mr. Mitchell, that in four issues,

the Niagara Power Co. 3%'s, the Buffalo Niagara Electric Corpora

tion 3%'s, the Buffalo Niagara Electric Corporation series of deben

tures, and the Central New York Power Corporation 334’s, Bon

bright had substantially half of what Morgan Stanley did, and I

also find that exactly the same percentages apply to Schoellkopf,

Hutton & Pomeroy. Now, do you happen to know, Mr. Mitchell,

whether a similar informal understanding, hope, or expectation ex

ists between Bonbright; Morgan Stanley; Schoellkopf, Hutton &

Pomeroy; and the following houses: Brown Harriman; The First

Boston; Smith, Barney: E. W. Clark & Co., with reference to

Niagara Hudson Power Corporation's financing?

Mr. MITCHELL. Well, Mr. Nehemkis, first, may I say I have no

idea of what there is with these other companies, nor do I think

it is quite right or correct to say a similar understanding and so on,

because what I am trying to make clear to you and that is the only



12092 CONCENTRATION OF ECONOMIC POWER

-

reason I mention this chronological—development of our interests—

is to point out to you that our discussion arose in connection with

the Niagara Power Co. That is the first issue we knew anything

about. In that issue, we had an amount in relation to Morgan

Stanley's, which as I say, is approximately 50 percent. All right;

another issue comes along, we want to have at least as good a posi

tion as we have had in the previous one, but there was no future—

when the interests in the first issue were settled, there was no com

mitment as to any future issue nor is there today any.

Mr. NEHEMRIs. Yes; I think I understand, Mr. Mitchell.

Mr. MITCHELL. I wanted to make that perfectly clear.

Mr. NEHEMRIs. I think I follow you, quite.

Now, Mr. Chairman, may, it please the committee, the reason I

asked the witness whether he had any personal knowledge of a

similar—you embarrass me, Mr. Mitchell—“hope”; I don’t know quite

the word to describe it.

Senator KING. “Expectation.”

Mr. NEHEMRIs. “Expectation,” as between Brown Harriman; First

Boston; Smith, Barney; and E. W. Clark, is that I find that in the

same issues that we have been discussing with this witness, these

houses all always received the same amount; 22.9 percent or 22.8

percent; but it never varies. So I just inquired.

Mr. MITCHELL. Mr. Nehemkis, apropos of that, do you mind if

I interject, as it may perhaps help your question?

Mr. NEHEMRIs. Oh, please do sol

Mr. MITCHELL. Commonwealth Edison Co., with which Mr. Stuart

is very familiar, has been engaged in quite a large refunding pro

gram. I don’t know, it amounts to two or three hundred million.

It was recently completed. The interest that Bonbright, I believe,

had in the first of five or six different individual issues, to carry out

this program, was “X,” say: the interest that Bonbright had in

the second issue was again, “X” percent; the interest that Halsey,

Stuart had in the first was so much, Presumably the underwriters

in the first issue acquitted themselves to the satisfaction of the com

pany and therefore, when it came to having another issue, they

naturally turned to the same underwriters; that is the normal pro

cedure, it seems to me, in any professional relationship, and this is

distinctly a professional relationship.

Mr. NEHEMRIs. Quite. Mr. Mitchell, may I ask you one other

question? Have you always conferred with Mr. Stanley and Mr.

Hall and possibly other officials of Morgan Stanley & Co. each time

a new piece of financing of Niagara Hudson Power arose?

Mr. MITCHELL. We have always discussed it with them; yes. Now,

whether we have had to go and fight hard to have the same position

or not in one issue, as against having to do it in another, I can't

say. I don’t think so. I think we have discussed the matter each

time it came up.

Mr. NEHEMRIs. Yes. Well, as you recall in your mind at this

time, do you have any recollection as to whether you had to discuss

each time exactly what the percentage participation would be?

Mr. MITCHELL. I don't think so. I am sure, for instance, in Com

monwealth Edison, we never did. I think we were merely notified

by Halsey, Stuart what it was and they said this is being done just

like the last issue, and every interest was about the same.
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Senator KING. Did Halsey, Stuart have the entire issue under

written?

Mr. MITCHELL. Commonwealth Edison, Senator, they managed, yes.

Mr. NEHEMRIs. Well, now, in the Niagara Falls Power 3%'s of

'66, do you recall at this time whether you discussed the percentage

participation, what it would be, or was it just taken for granted ?

Mr. MITCHELL. Oh, very much, because that was the first issue,

Mr. Nehemkis, and therefore it was very important for us.

Mr. NEHEMRIs. Now, in the next one, the Buffalo Niagara Electric

Corporation 3%'s, was there any discussion about the percentage

participation?

Mr. MITCHELL. There may have been. I am not sure about that,

although I remember very distinctly in connection with the first piece

of business of that holding company subsidiary.

Mr. NEHEMRIs. But you are not clear about the subsequent ones?

Mr. MITCHELL. I am not; no, I don’t remember.

Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence

this table which we have been discussing. The source is based on

the registration statements relating to the respective issues on file

with the Securities and Exchange Commission.

The CHAIRMAN. It may be received.

(The table referred to was marked “Exhibit No. 1767–1” and is

included in the appendix on p. 12297.)

Mr. NEHEMKIS. I have no further questions, sir, unless the com

mittee desires to examine Mr. Mitchell.

The CHAIRMAN. Do the members of the committee desire to ad

dress any questions to Mr. Mitchell? If not

Senator KING. Any issues to which you have referred, did any

one company underwrite the entire amount and then confer with

others with respect to the allocation of the issue to various invest

ment companies?

Mr. MITCHELL. No, Senator. I believe the—I don't—I assume

that the arrangement was that the company picked out someone with

whom it wished to deal, as the managing underwriter, so to speak,

and after discussion with the company what—I mean after discus

sion with the underwriter, told the underwriter what other under

writers should be included, and there were 5 or 10 or 15, I don’t

remember how many there were, and each of them bought the bonds

directly from the company itself rather than having one of the

underwriters buy them all and sell them to the others.

Senator KING. Was that the plan which is usually adopted, or

has been adopted for years, in connection with the disposition of

securities?

Mr. MITCHELL. Ever since the Securities Act was passed.

Senator KING. But anterior to that time?

Mr. MITCHELL. No; not before that time because then we were able

to have banking groups, and it very frequently happened that one

house would buy the entire issue and then would sell it to a banking

group, of which it was a member.

Senator KING. Was it the custom then for the companies to select

a person, or the banking company, which would be their representa

tive, and underwrite or dispose of the entire issue?

Mr. MITCHELL. Very definitely, Senator.
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Senator KING. That has been the custom for many years?

Mr. MITCHELL. Yes, sir.

Senator KING. There was rivalry between the various banking in

stitutions, was there?

Mr. MITCHELL. Most acute, sir.

Senator KING. For the acquisition, if I may use that term, of the

various issues?

Mr. MITCHELL. Very much so.

Senator KING. And the company, the investment company, that

offered the best terms, was it the custom to have the issuing company

select that organization, that investment company as its represen

‘tative?

Mr. MITCHELL. I don’t think it was so much a question of the invest.

ment company that offered the best terms. I think it was more a

gradual development of a relationship over a period of years. I

think I can explain that perhaps by—

Senator KING (interposing). Rather professional, as you used that

expression?

CONTINUITY OF BANEER RELATIONSHIP

Mr. MITCHELL. It seems so exactly to me. For instance, under—

well, we have done business—the individuals who are now in Bon

bright & Company, have done business—have been the people who

have negotiated contracts, written prospectuses, studied financial

plans and so on, for certain companies over a long period of years.

Now, when those companies have some problem, some financial prob

lem, to do, they come and consult those same individuals. That

happens all the time.

I was rather astounded this morning, for instance, in this hearing,

to see that so much time was being spent in trying to find out

whether or not corporations who had done business with J. P. Morgan

in the past were doing business today with Morgan Stanley & Co.

Senator, I can think of nothing more natural than that; I mean

if, for instance, I should have to employ a counsel and had employed

a certain counsel for 15 years, whose advice on various legal matters

we have had and he has always done, it satisfactorily and knows

the whole background and history, what is more natural than I

should go back to him again? Now, if he happens to be a partner

in the firm of Davis Polk or something, in the beginning of m

relationship, and then subsequently goes out on business for iii.
under another name, with no connection with Davis Polk, that doesn't

mean he isn't the same man that he was before. He is the same

friend of mine who has given me this satisfactory advice. Naturally,

I therefore go to him again.

Senator KING. In that sense, then, it is professional, that is a pro

fessional relation which ensues, much the same as between a client

and his lawyer?

Mr. MITCHELL. Quite right, Senator, and may I add just one

more thing to that point, because it is something I think does concern

the staff of the Securities and Exchange Commission, and that is

this, that it seems to me that the very fundamental principle of the

Securities Act tends to emphasize this continuity of relationship.

For instance, in your A-2, your registration statement under the

Securities Act, responsibility for which we must take as investment
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bankers, as well as the company, there are various questions. Among

them, for instance, is this: Financial changes and so on since the

year 1922. That all has to go in.

Then you have one whole section of the Securities Act where it

says, “Important developments of the last five years.” Well, now,

we are all liable for misstatements and the company is liable for mis

statements. If the company has had a relationship with a certain

banking house, say, or certain individuals, who are now engaged

in the investment banking business, since 1922, an intimate rela

tionship with them, when it comes to prepare this statement—and

the liability for a mistake in this statement is very, great, sir—

when it, comes to prepare this statement, I should think it would

do it with a great deal less worry if it had the assistance in the

preparation of that statement of people who had been intimately

associated with it since the date to which these questions refer.

So, it seems to me there is, first, a professional character, and

always has been, to this business, and it seems to me, second, that

under the present way the business is done, the importance of that

continuity of relationship is emphasized even more than it was prior

to the passage of the Act.

Mr. HENDERSON. Mr. Mitchell, have you read all the testimony

that has been given at these investment banking hearings?

Mr. MITCHELL. I have not, Mr. Henderson.

Mr. HENDERSON. Well, I suggest that you do, because it will, I

think, serve to cure you of any wonder why we have gone into detail

as to continuing relationships. If you will note, as you go through

that record, some of the stubborn resistance to the intimation that

there was a continuity or a continuing group, you will perhaps

realize why the S. E. C. put on the kind of hearing that it did.

I suggest that, and strongly recommend it to you.

Mr. MITCHELL. Thank you.

Mr. NEHEMRIs. Thank you very much, Mr. Mitchell, for having

come down here.

Mr. Chairman, I ask Mr. Alexander to step forward to help me

identify some documents.

TESTIMONY OF HENRY C. ALEXANDER, J. P. MORGAN & Co., NEW

YORK, N. Y.—Resumed

Mr. NEHEMRIs. Mr. Alexander, will you glance at this batch of

material which was prepared by your firm and tell me whether you

recognize it to have been so prepared?

Mr. ALEXANDER. I do.

Mr. NEHEMRIs. What does that material represent? What are

the various subject matters referred to in that material?

Mr. ALEXANDER. The deposits of various corporations at certain

month ends. I think that is over a 5-year period, sir. Also, the

amount of loans made by J. P. Morgan & Co. to the various corpo

rations outstanding as of the end of each of the last 5 years. It

also covers the securities owned by J. P. Morgan & Co. in these com

panies as of the end of each of the last 5 years.

Mr. NEHEMRIs. Thank you very much, Mr. Alexander.

May the documents identified by the witness be filed with the
committee.
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The CHAIRMAN. They may be so filed.

Mr. NEHEMRIs. Mr. Alexander

Mr. HENDERSON (interposing). Just a minute, Mr. Nehemkis.

(Off-the-record discussion.)

Mr. NEHEMRIs. Mr. Chairman, I withdraw my request and I ask

leave of the committee that this material be kept in the files of the

Securities and Exchange Commission.

The CHAIRMAN. Very well.

(The documents referred to were marked “Exhibit No. 1767–2”

and are on file with the Securities and Exchange Commission.)

Mr. NEHEMRIs. Mr. Alexander, I show you a letter addressed to

your firm dated March 6, 1939, requesting certain data from your

firm, and your reply thereto.” Will you examine it and tell me

whether or not it is a true and correct copy?

Mr. ALEXANDER. It is.

Mr. NEHEMRIs. I offer it in evidence.

The CHAIRMAN. It may be received.

(The letters referred to were marked “Exhibits Nos. 1768–1 and

1768–2” ” and are included in the appendix on p. 12298.)

Mr. NEHEMRIs. Mr. Alexander, I show you a table which your firm

has prepared in response to our request, giving the financing by

J. P. Morgan & Co. of Consolidated Gas Co. and subsidiary issues,

together with the profits of your firm. Will you examine this and

tell me whether you caused this sheet to be prepared in response to

our request?

Mr. ALEXANDER. I did, Mr. Nehemkis. . These are participations

by J. P. Morgan & Co. in financing headed by other houses.

Mr. NEHEMRIs. I offer it in evidence, Mr. Chairman.

The CHAIRMAN. Without objection it is so ordered.

(The table referred to was marked “Exhibit No. 1769” and is in

cluded in the appendix on p. 12310.)

Mr. NEHEMKIS. I want to offer one other table which relates to

the subject matter heretofore discussed. This table, Mr. Chairman,

shows the participations of Blyth & Co. in Morgan Stanley issues

relating to Consolidated Edison Co. and certain other issues, together

with the profits of Blyth & Co. in that financing. The data has been

supplied to us by Blyth & Co., and has been identified by Mr. Charles

E. Mitchell at the time he appeared before this committee.

The CHAIRMAN. It may be admitted.

(The table referred to was marked “Exhibit No. 1770” and is in

cluded in the appendix on p. 12312.)

Mr. NEHEMRIs. Mr. Chairman, Mr. Arthur Dean, who represents

Mr. Mitchell's firm, has asked that I correct my statement. I said

the “profits” of Blyth & Co. Mr. Dean requests that the record show

“gross profits” of Blyth & Co.

I now offer a table showing relative participations in utility issues

managed and co-managed by Morgan Stanley & Co., Incorporated,

during the period 1935 to 1939, with reference to Consolidated Edison

and subsidiary financing. The source of this data, may it please the

* For additional information pertinent to the above testimony, see letter of Oc 10,

1939, Irving S. Olds to Peter 1. Nehemkis, Jr., appendix, p. iž836. and i.º.º.º.º.
ber 15, 1939, Peter R. Nehemkis, Jr., to Henry C. Alexander and reply of December 7,
*}}ºº p. #. te of October 26, 1939, submi

. P. Morgan o., under date o Ctober , Submitted a partial f“Exhibit No. 1768–2.” It is included in the appendix on p. 13335. p revision 0
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committee, is based on registration statements relating to the re

spective issues on file with the Commission.

The CHAIRMAN. Without objection the table may be admitted.

(The table referred to was marked “Exhibit No. 1771” and is

included in the appendix on p. 12314.)

Mr. NEHEMKIs. I now offer in evidence, may it please the com

mittee, a table relating to the financing of Consolidated Edison Co.

of N. Y., Inc., and its subsidiaries by Morgan Stanley & Co., Incor

porated, for the period September 16, 1935, to June 30, 1939. This

is predicated upon data supplied by Morgan Stanley & Co.,

Incorporated.

(The table referred to was marked “Exhibit No. 1772” and is in

cluded in the appendix on p. 12315.)

Mr. NEHEMKIs. Mr. Chairman, I had hoped to have the pleasure

of discussing with the committee and with Mr. Leffingwell this after

noon certain data on deposit accounts, and their significance, and so on.

The people at J. P. Morgan & Co., have worked very hard to make this

material available. Mr. Alexander tells me there has been a force of

17 people working night and day for some time. Unfortunately, the

material was made available to us only this morning. While I have

no doubt that it is accurate in all respects, I don’t feel under the

circumstances that I want to ask the committee to discuss it with me

when the staff has not had sufficient time to examine it. So with

the committee's indulgence, may I ask that we defer that phase of

our presentation which we hoped to give you this afternoon until a

later time when we shall have analyzed it.

The CHAIRMAN. Very well.

Mr. NEHEMRIs. Will Mr. George Whitney and Mr. Harold Stanley

return to the witness stand, please?

TESTIMONY OF GEORGE WHITNEY, J. P. MORGAN & CO., NEW

YORK, N. Y.; AND HAROLD STANLEY, PRESIDENT, MORGAN

STANLEY & C0. INCORPORATED, NEW YORK, N. Y.—Resumed

QUESTION OF WHETHER PROCEEDS OF ISSUES UNDERWRITTEN BY MORGAN

STANLEY & Co. INCORPORATED, WERE PLACED ON DEPOSIT WITH J. P.

IMORGAN & CO.

Mr. NEHEMKIs. Mr. Stanley, do you know whether or not several

companies for which Morgan Stanley & Co. has underwritten securi

ties have placed all or part of the proceeds of their issues on deposit

with J. P. Morgan & Co.'

Mr. STANLEY. I don't know as a matter of fact, but I assume some

of them have.

Mr. NEHEMRIs. Did you not, Mr. Stanley, have occasion to under

write an offering in 1938 which for the purposes of the record will

be known as corporation No. 12

Mr. STANLEY. I assume that is the correct date. We underwrote

securities of that corporation, but I don’t know the date.

Mr. NEHEMKIs. Mr. Whitney, will you look at the sheet which Mr.

Alexander has and tell me the amount of the credit entered to corpo

ration No. 17

Mr. WHITNEY. Credits?

Mr. NEHEMRIs. Yes.
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Mr. WHITNEY. You mean from the top of this list?

Mr. NEHEMKIS. Yes.

Mr. WHITNEY. In March '37, $750,000; September 7, same year,

$750,000; another $750,000, March 38; a million dollars in August

'38; $500,750 in September; a million dollars in November; and

$21,084,865.78 in December 38.

Mr. NEHEMRIs. It was that last figure that I was interested in.

Do you know whether that *P. to be the proceeds in part or

in whole of the underwriting by Morgan Stanley?

Mr. WHITNEY. Yes; paid to their account. -

Mr. NEHEMRIs. Mr. Stanley, did not corporation 2 have occasion

to underwrite with you a substantial offering in 1937?

Mr. STANLEY. They did.

Mr. NEHEMRIs. Now, Mr. Whitney, if you will glance at the sheet

before you and tell me the amount of the credit entered to cor

poration No. 2%

Mr. WHITNEY. Well, it was $17,000,000 June '37.

Mr. NEHEMKIS. Is that the amount of the proceeds in whole or in

part of the underwriting that Mr. Stanley referred to?

Mr. WHITNEY. I assume so.

Mr. NEHEMKIs. Could you find out if you are uncertain at this

time?

Mr. WHITNEY. This company had an account with us and they

credited it, I presume that it is. There may have been some other

credits º:
Mr. Nºrs. Mr. Stanley, in connection with corporation No. 3,

did you not have occasion to do a substantial amount of underwriting

for corporation No. 3 in 1937 ?

Mr. STANLEY. We did.

Mr. NEHEMRIs. Mr. Whitney, if you will glance at the correspond

ing sheets and tell me, whether or not the proceeds in whole or in

part of that underwriting were credited to the account of cor

poration No. 3?

Mr. WHITNEY. I find here a credit to that corporation of $48,

750,000; withdrawal, $44,500,000.

Mr. NEHEMKIS. Mr. Stanley, did you not have occasion (when I

say “you,” you understand I mean the corporation) to underwrite

a substantial amount in 1937 for corporation No. 4?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Mr. Whitney, will you look at your sheet and tell

me the amount of the credit entered to corporation No. 4?

Mr. WHITNEY. There are several large credits.

Mr. NEHEMKIs. The first one.

Mr. WHITNEY. $9,951,000 in one month. That is a rather active

account.

Mr. NEHEMRIs. As far as you know, would that represent in whole

or in part the proceeds of that underwriting?

Mr. WHITNEY. I should assume so.

Mr. NEHEMKIS. Mr. Stanley, did your organization have occasion

to do some underwriting in 1937 for corporation 5?

Mr. STANLEY. We did.

Mr. NEHEMKIs. Mr. Whitney, will you look at your sheet and tell

me whether the amount of the credit entered to corporation No. 5 is

the result in whole or part of the proceeds of that underwriting?
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Mr. WHITNEY. Which year?

Mr. NEHEMKIS. '37.

Mr. WHITNEY. I find an entry or credit of $21,700,000; the follow

ing month a withdrawal of $18,000,000.

r. NEHEMRIs. Mr. Stanley, did not your firm have occasion to

underwrite in 1937 for corporation No. 6?

Mr. STANLEY. Correct.

Mr. NEHEMKIs. Mr. Whitney, will you tell me the amount of the

credit to corporation 6?

Mr. WHITNEY. '37 one month a credit of $21,578,000, but that again

is a very active account. I don’t know if all of that is the result of

that credit.

Mr. NEHEMRIs. I am sorry; I didn’t hear your answer.

Mr. WHITNEY. I say I find in one month a credit for that corpo

ration of $21,578,000,* that is a very active account, and I there

fore don't know whether that is the amount of the credit as the

result of this operation.

Mr. NEHEMRIs. Will you get that information for me?"

Mr. WHITNEY: Yes; but there is $53,000,000 deposits and $49,000

000 taken out during the year in that corporation. I don’t know

what the amount of the

Mr. STANLEY (interposing). The issue was $20,000,000.

Mr. WHITNEY. It probably is that plus normal credits.

Mr. NEHEMRIs. Your answer to my question is, “Yes?”

Mr. WHITNEY. I assume that is correct.

Mr. NEHEMRIs. Mr. Stanley, did you have occasion to underwrite

for corporation 7 in 1938?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Mr. Whitney, what is the amount of the credit to

corporation 7 resulting in whole or in part from the proceeds of that

underwriting?

Mr. WHITNEY. There is nothing in these figures of mine—

Mr. NEHEMRIs (interposing). What is the amount of the credit?

Mr. WHITNEY. The largest single month of credit was $9,900,000;

31 months.

Mr. NEHEMKIS. Mr. Stanley, without having me ask the question,

tell me if that isn’t the month in which the underwriting occurred?

Mr. STANLEY. The underwriting occurred in July of that year.

The issue was $81,000,000.

Mr. NEHEMKIS. Mr. Stanley, did you have occasion in 1938 to un

derwrite for corporation 8?

Mr. STANLEY. Yes: we did.

Mr. Nemºrs will you give me the corresponding information,

Mr. Whitney?

Mr. WHITNEY. Well, there are some very big credits, but I think

here is one of $49,876,000.

Mr. NEHEMRIs. Is that the credit resulting in whole or part from

the proceeds of the underwriting?

Mr. STANLEY. I don’t know. The size of the issue was much

larger than that. The issue was twice the size.

* Mr. Whitney, under date of January 26, 1940, submitted the information requested.

It is included in the appendix on p. 12321.
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Mr. WHITNEY. A withdrawal of $44,000,000.

Mr. NEHEMRIs. Do you know, Mr. Whitney, whether the figure

you gave represents in whole or part the proceeds of the underwrit

ing?

Mr. WHITNEY. Certainly not the whole, and while it is a very

active account I should think it is very probable it is a portion of

it; it is a very active account and in that year there were over $80,

000,000 of credits and $93,000,000 of withdrawals.

Mr. NEHEMKIs. Mr. Stanley, did Morgan Stanley & Co. do any

underwriting in the year 1938 for Corporation 9?

Mr. STANLEY. They did.

Mr. NEHEMRIs. Will you examine your sheets, Mr. Whitney, and

tell me the same information that you have been giving me hereto

fore? What is the credit to the account for Corporation 9?

Mr. WHITNEY. No credit around that time at all.

Mr. NEHEMRIs. Check with Mr. Stanley on that again.

Mr. WHITNEY. I can tell you for 38 the only credit was $8,000,000.

Mr. NEHEMRIs. I will ask Mr. Stanley to look at his material

and find out when the underwriting took place.

Mr. WHITNEY. We have a credit for January of $8,000,000 and

nothing in April.

Mr. NEHEMKIs. As to the credit account of $8,000,000, does that

represent in part the proceeds of the underwriting?

Mr. WHITNEY. I haven’t the remotest idea.

Mr. NEHEMRIs. Can you find out?

Mr. WHITNEY. Yes. I will ask the company.

Mr. NEHEMRIs. And you will advise the committee?

Mr. WHITNEY. I will ask the company if they will advise the

committee, or if they will authorize me to advise the committee; I

will do so."

Mr. NEHEMRIs. All right. You don’t have that information?

Mr. WHITNEY. I wouldn’t know. It is just an ordinary credit.

Mr. NEHEMRIs. That is all. Thank you very much.

Senator KING. I would like to ask if the questions are for the pur

pose of indicating that the Morgan Stanley company did consider

able banking with J. P. Morgan & Co. and obtained credits when

they made certain underwritings?

Mr. NEHEMRIs. Not quite, Senator. It simply indicates that a

portion of the proceeds of the underwriting done by Morgan Stanley

& Co. found their way to J. P. Morgan & Co., the bank, and we

merely have been talking about numbers that represent corporations.

Senator KING. I understand, but for the purpose of indicating,

as I understand it, that they did their banking with the Morgan

company?

Mr. NEHEMRIs. That is right.

Senator KING. And when they would underwrite obligations and

incur obligations they would obtain loans or credits from J. Pierpont

Morgan and then would repay the credits which they obtained?

The CHAIRMAN. With respect to these certain companies, Morgan

Stanley & Co. handled certain underwriting and J. P. Morgan & Co.
were bankers.

Mr. NEHEMKIs. That is right.

1 See footnote on p. 12099.
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Mr. STANLEY. May I say that as far as Morgan Stanley is con

cerned we provided certain companies with a certain amount of funds.

They did with those funds what they wanted after they got them.

i. WHITNEY. The only comment I would like to make is that

these were all accounts we had had deposit relations with for varying

lengths of time, sometimes a long time, sometimes not a long time,

and we cleared the transactions. Payment by Morgan Stanley was

made to them in our books and then it was entirely at their disposi

tion. It was purely a bank clearing transaction.

Mr. STANLEY. Paid by check.

Mr. WHITNEY. Paid by check, certainly.

Mr. NEHEMRIs. Mr. Whitney, I’m sorry, I had hoped I was

through, but I want to ask one question which might clarify the issue

a bit. Can you tell me in general whether or not J. P. Morgan & Co.
performs fiscal services of various kinds for corporations who have

occasion to underwrite securities through Morgan Stanley & Co.,

Incorporated?

Mr. WHITNEY. Fiscal? I don’t know what you mean.

Mr. NEHEMRIs. Registrarships, coupons

ſ'. Wºrsº, (interposing). Oh, certainly, but we do it for a lot

01 people.

Mr. NEHEMRIs. That is right, but it just happens that you do it for

corporations that do their underwriting through Morgan Stanley?

Mr. WHITNEY. I would assume we must.

Mr. NEHEMRIs. And you have supplied us with that information?

Mr. WHITNEY. Yes; among others.

Mr. NEHEMRIs. No further questions.

The CHAIRMAN. Are these gentlemen excused?

Mr. NEHEMRIs. They are.

The CHAIRMAN. Are they excused for Christmas?

Mr. NEHEMKIS. For Christmas.

º CHAIRMAN. Merry Christmas, gentlemen, and thank you so

IIlllCh.

Mr. NEHEMRIs. Mr. Russell Leffiingwell, please.

The CHAIRMAN. Do you solemnly swear that the testimony you are

about to give in this proceedingº be the truth, the whole truth,

and nothing but the truth, so help you God?

Mr. LEFFINGwBLL. I do.

TESTIMONY OF RUSSELL C. LEFFINGWELL, J. P. MORGAN & Co.,

NEW YORK, N. Y.

Mr. NEHEMKIs. Mr. Leffiingwell, will you state your full name and

address for the record, please?

Mr. LEFFINGwFLL. Russell C. Leffingwell, Oyster Bay, N. Y.

Mr. NEHEMRIs. And you are a partner of J. P. Morgan & Co.?

Mr. LEFFINGwFLL. I am.

Mr. NEHEMRIs. Were you not former Under Secretary of the

Treasury Department of the United States?

. LEFFINGWELL. I don’t want to be too exact about the words—

Mr. NEHEMRIs (interposing). Assistant Secretary.

Mr. Lºrrisoweſſ. The offiée of Under Secretary had not been

created. I was Assistant Secretary.
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The CHAIRMAN. That was during the administration of Woodrow

Wilson 2

Mr. LEFFINGwBLL. During the administration of Woodrow Wilson

and under the three secretaries of the Treasury who served him, Mr.

McAdoo, Mr. Glass, and Mr. Houston.

Mr. NEHEMRIs. Mr. Leffingwell, will you tell me in what year you

became a partner of J. P. Morgan & Co.?

Mr. LEFFINGwBLL. In 1923, July 1. May I just add further identi

fication? I am a New York lawyer, and practiced law from 1902, in

general practice, until 1917 when I went to the Treasury, and from

1920 to 1923 when I returned to the practice of law.

Mr. NEHEMRIs. Thank you very much, sir.

Mr. Leffingwell, glancing at the sheet which I have made available

to you for your convenience, because I note you have no papers with

you, is it not true that as of September 30, 1939, the total assets of

J. P. Morgan & Co. were $640,000,000-odd?

Mr. LEFFINGwBLL. It is.

INCREASES IN HOLDINGS OF GOVERNMENT OBLIGATIONS BY J. P. MORGAN &

CO. BETWEEN 1934 AND 1939

Mr. NEHEMRIs. A comparison of the first statement published by

J. P. Morgan & Co. on December 31, 1934, with that published on

September 30, 1939, shows that total assets have increased, that total

deposits have increased.

§. KING. Assets or deposits?

Mr. NEHEMRIs. Well, deposits make up the former; they both have

increased. Cash likewise has increased. The holdings in United

States Government securities has increased, State and municipal

bonds have increased, and loans and advances have not increased;

capital has not increased; surplus in partners' balances has not in

creased. Total capital in surplus has not increased. However, in

this period, Mr. Leffingwell, deposits did increase over 60 percent?

Mr. LEFFINGwBLL. I accept your figure.

Mr. NEHEMKIS. Subject to your correction, sir. . Similarly, Govern

ment securities increased over 33% percent, and I note that State

and municipal bond holdings increased over 350 percent.

Mr. LEFFINGwÉLL. I accept it.

Mr. NEHEMKIS. Capital decreased by one-fifth?

Mr. LEFFINGwBLL. I accept that.

Mr. NEHEMKIS. The increase in deposits, I take it, permitted the

large increase in Government securities, would you say?

Mr. LEFFINGwFLL. Excuse me. -

Mr. NEHEMRIs. The question was, did the increase in deposits over

this period of time permit the large increase in holdings of Govern

ment securities?

Mr. LEFFINGwFL.L. Yes, sir; I should think so.

Senator KING. You utilize your profits for the nºisition of Gov

ernment securities so you can get some little interest?

Mr. LEFFINGwBLL. Of course, it all goes into one total; it is not

earmarked, but the increase in deposits is reflected in part.

Mr. NEHEMKIs. Now, most of these Government securities are

wholly tax exempt, are they not, sir?
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Mr. LEFFINGwBLL. Well, I would have to get an analysis of that.

I wouldn't be able to say, because, as you know, the Government

issues a variety of issues, some of which are wholly tax exempt and

some of which are not wholly tax exempt, and I am not at all sure

how that stands in relation to the portfolio.

Mr. NEHEMRIs. Would you make it available at some later date, at

your convenience?

Mr. LEFFINGwFL.L. Yes."

Senator KING. For my information, is it not a fact that the greater

art of the Government securities have been taken up often at the

invitation of the Government by various banks throughout the

|United States, so they can get some little interest upon the deposits,

and the greater part of the forty-odd billion dollars of bonds, the

greater part of those issues, have been taken up by the banks?

Mr. LEFFINGwÉLL. I think that is probably true. Of course, during

the war, Senator, we made a very great º: to get wide distribu

tion of the Government’s obligations through the Liberty Loan or

ganization, and that was, I think, a most important achievement of

the U. S. Treasury during that period. Under these conditions, dif

ferent policies are necessarily followed, and the Government securi

ties tend to be held by the banks.

Senator KING. And insurance companies?

Mr. LEFFINGwBLL. And insurance companies and I suppose other

great companies.

Senator KING. But most of the

Mr. LEFFINGwBLL (interposing). But I have no statistical infor

mation on it. I have no doubt that the Treasury would have—

Mr. NEHEMRIs (interposing). Mr. Leffingwell, I have before me

some calculations which appear on the large sheet that has been made

available to me, and I observe that the total of Government securities,

State and municipal securities, held by J. P. Morgan & Co., for the

year 1934, was, roughly, $257,000,000; that itsº during the

same period were $338,000,000; and for the year 1935, the total of

Government obligations, State and local, were $342,000,000, as com

pared with $473,000,000 of deposits; and for the year

Mr. LEFFINGwBLL (interposing). These figures are not on here, so

I am accepting them as you run along.

Mr. NEHEMKIS. I had expected my assistant to give you one so

you might follow me. Here is a copy.

Mr. LEFFINGwBLL. Thank you.

Mr. NEHEMRIs. I think I was about to come to the year 1936,

that is the third one down, Mr. Leffingwell. The total of Govern

ment, State, and municipal securities was $360,000,000 and the de

posits for the same year $479,000,000. In 1937 the total of State

and local securities was $280,000,000, and deposits $395,000,000. In

1938 I find that the holdings of Government, State, and local securi

ties was $352,000,000 and the deposits with your firm were $521,000,

000; and as of September 30, 1939, the total of your holdings in Gov

ernment securities, State and local, were $386,000,000 and your total

deposits, $590,000,000.

*Mr. Jeſſingwell, under date of February 2, 1940, submitted the information requested.It is iné.ºh."...º.º. º. Q
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Mr. Leffingwell, has it not been contended that the great propor

tion of bank deposits are not being put to use in private industry?

Mr. LEFFINGwELL. I have heard a great deal about that; yes.

Mr. NEHEMRIs. Has there not been an increasing proportion of

bank deposits invested in tax-exempt securities?

Mr. LEFFINGwBLL. Well, of course, that broad question involves

the practice of a great many people and I haven't followed it statis

tically, but there is a plain tendency in your figures which I accept

to an increase in government securities, so far as our bank is con

cerned. I would have to look this subject up in a broader field, but

I wasn’t thinking you were going to ask me about that.

Mr. NEHEMRIs. I’m sorry, but my question is sufficiently general.

Mr. LEFFINGwBLL. I don’t doubt that what you say is so.

Mr. NEHEMKIS. Now, tax exemption makes this kind of invest

ment, that we have been speaking of especially attractive to banks,
does it not?

Mr. LEFFINGwBLL. Well, I should think it made it very attractive

to banks. I should think it made it very attractive to private per

SOI)S.

Mr. NEHEMRIs. In fact, over 80 percent of the earning assets of

J. P. Morgan & Co. as of September 30, 1939, were invested in such

tax-exempt securities?

Mr. WHITNEY. Oh, no; nothing like that.

Senator KING. Can you give a percentage figure?

PROPOSAL BY MR. LEFFINGWELL TO ABANDON POLICY OF TAX EXEMPTION

ON CERTAIN GOVERNMENT OBLIGATIONS

Mr. WHITNEY. No; but that is assuming that all our governments

are tax exempt and, of course, they are not.

Mr. LEFFINGwBLL. You are speaking of a subject that has interested

Inne Nºry much. If I seem to ramble too much, bring me back to

earth.

Mr. NEHEMRIs. No, sir; you are doing very well; it is a pleasure.

Mr. LEFFINGwFL.L. You remind me of what happened to me 22

years ago. Twenty-two years ago I proposed on behalf of Secretary

McAdoo the abandonment of the policy of exemption, exemptin

government securities from taxation, and in the second Liberty bon

bill, authority was given by Congress to issue bonds without exemp.

tion from supertax. That is a rough statement.

Under Secretary McAdoo's authority—I was very green in the

Treasury then; I expounded this question for the Treasury—and I

have always been a firm believer in the policy which I understand

Secretary Morgenthau advocates, of withdrawing tax exemption from

Government securities of future issues. Necessarily, the Treasury

never for a moment contemplated the possibility of removing tax

exemption from outstanding issues which contain a different sort of

obligation. But I have always felt withdrawal of exemption de

sirable—I have always favored it—for future issues of Government

securities.

Now, so far as a bank portfolio is concerned, I say this because I

want you to understand that as to the matter of public policy, I have

never ceased to advocate, either in public life or in private life, the

adoption of a policy of taxing government securities, never.
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Senator KING. Now, you know, Mr. Leffingwell, do you not, that

that is a subject on which there have been sharp differences of

Opinion?

Mr. LEFFINGwBLL. I do; I do indeed, Senator.

Senator KING. Many believe it is to the advantage of the govern

ment itself to issue securities, bonds, of the character which it now

issues, that is, bearing interest, because they will be more salable, they

will bring a higher price in the market, and in the long run, it’s ad

Vantageous to the government. Isn't that one view?

Mr. LEFFINGwBLL. Absolutely, absolutely. And

Senator KING (interposing). So you are not the last word?

Mr. LEFFINGwFIL. I am not the last word.

Senator KING. You are not the last word in that question.

Mr. LEFFINGwBLL. No, but I was afraid I wasn’t going to get in

my first word, Senator. [Laughter.]

Senator KING. Well, I am not deciding whether the last word or

the first word is the better.

Mr. LEFFINGwFLL. I don’t ask anybody to agree with me, but—

Senator KING (interposing). However, while you are on the sub

: ject, Mr. Wilson and his Secretaries of the Treasury, Mr. McAdoo,

: Mr. Houston, Mr. Glass, did not agree with you?

º

Mr. LEFFINGwBIL. Oh, I beg your pardon Mr. Wilson, Mr. Mc

Adoo, Mr. Glass, and Mr. Houston alf supported that policy.

Senator KING. Well, then they didn't carry it out.

Mr. LEFFINGwBIL. That was carried out in the second, third, and
! fourth Liberty Bond issues.

Senator KING. With respect to surtaxes?

r. LEFFINGwFLL. With respect to surtaxes. And the only reason

Why we didn't put it into effect in respect to normal taxes was that

We Were of the opinion in the Treasury, when we were selling bonds

in the denominations of $50 and $100 and $200, that the attempt to

º: normal taxes on them would cost more money than it would
e to.

Mr. MILLER. May I ask a question of Mr. Leffingwell?
Mr. NEHEMkIs. Certainly, sir.

sº. MILLER. In making such large investments of bank portfolios
º:º S. Government obligations, aside from the high-credit standing

tax . obligations, would you say that the tax exemption or the

j contained in these various issues was as important as the
the °tability, the ready marketability, in large amounts? Was that

§ºing or the most important thing?

prº Gwell. Well, frankly, Mr. Miller, I think plainly the

an º of the banker is to invest monies deposited with him safely
its de such a way that he can meet the demands made upon him by

e ...tºrs; in other words, that his first obligation or charge is

ing . and safety of the money entrusted to him, and that the safest

enj Sºn buy, or could buy, is a short-time obligation of the Gov
OWn of the United States; and I should say, speaking only for

invest...”.” that in answer to your question specifically, a liquid
invest thei of a first quality is a consideration that impels bankers to

O p. portfolio in U. S. Government securities.

'ou, Mr §. to stop me if I rambled on to a point where I bored

istened *hemkis. You know, for 4 days I have sat here and

9 other people talk. [Laughter.]
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Mr. NEHEMRIs. It is too much of a privilege, Mr. Leffingwell, to

take advantage of your kind offer.

Mr. LEFFINGwelº. I have given a great deal of thought to the ques.

tion which you asked, Mr. Miller, and which you began, Mr. Nehem

kis, asking. About the question of public policy in relation to tax:

exempt securities, which is no business of mine as a banker—I just

wanted you to know of my philosophy with regard to the subject. I

have the greatest deference for the opinion of others who have a

different view, and I don’t for a minute mean to suggest that I know

all about it. But, unquestionably, our object in buying securities or

in making loans is to see that the moneys that are deposited with us

are safe and liquid. Now, I have an extraordinarily interesting com

ment on that subject that I found in the Federal Reserve Bulletin as

long ago as September 1936. It interested me so much that I thought

I might read you just a sentence.

The growth of large-deposit balances to the credit of individuals and financial

concerns reflects the accumulation of idle funds, awaiting investment, and als0

explains, in part, the active demand for securities.

Now, there is just one other thought—one more quotation—and

that is taken from the then Assistant Director of the Division of Re

search and Statistics of the Federal Reserve System, Mr. Lauchlin

Currie. He attributed that growth of deposits “to the Government's

borrowing and spending program,” and “to the addition to our gold

stock,” which has resulted from the flight of money from Europe.

In addition to those two factors which have led to this expan

sion of deposits, I should add, I think, the devaluation of the dollar

which makes gold worth $35 an ounce instead of $20.67 an ounce.

Obviously, when the gold comes in, more dollars are printed against

it than were under the old arrangement.

This expansion of deposits which is reflected in our statement,

as you correctly said—well, I have a notion that in the 5 years

since we were put out of the investment banking business, our de

posits have about doubled. That is not surprising. I don't know

how it runs through the country, but there is nothing unusual about

it. Bank deposits have increased enormously, and they have in

creased because of these two factors which Mr. Lauchlin Currie,

with authority, mentions, plus the one I mentioned, which is only a

footnote to his. But those things are not in the very nature of the

case things which lead to the revival of confidence and activity in

business if you stop to think about them. We had to go along those

lines. I was in complete agreement with the decision of the Govern

ment to suspend payment or “go off” gold. . I knew of no other solu

tion for the problem than going off gold in 1933. But while there

was the basis for deposit inflation in this high price of gold in terms

of the dollar, it was in the very nature of the case a thing that did

not give confidence. So the very set of circumstances which created

deposits, that same thing tended to sterilize them. It was both a

necessary thing and a sort of “scaring” thing for business, that we

had to go off gold.

Well, similarly, the Government's borrowing and spending pro
gram carried with it, of necessity, a sense of apprehension,É in

many phases it of necessity involved competition with business; so

that the Government's borrowing and spending, which expanded de
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posits, at the same time carried with it this somewhat deflationary

or sterilizing antidote. You had stimulus and depressant at the

same time operating on the economic system.

Now, those things were two. Third, the incoming gold came over

for fear of the war; came over for fear of revolution in Europe; came

over because of Hitler and because of Stalin and because of the dis

tressed condition of the world. That gold that came in created

deposits. But at the same time the thing that brought it here

created fear.

So you have both an inflation of deposits and an inflation of the

public debt. . The three major factors that operated to bring those

about, brought with them a brake, a slow-down. So you have the

extraordinary phenomenon of an immense inflation of deposits, im

mense inflation of public debt, and no inflation at all of prices, and

no recovery of business.

Mr. NEHEMRIs. We were speaking earlier, Mr. Leffingwell, of the

fact

Mr. LEFFINGwBLL (interposing). Must you stop my speech? If I

could have one more sentence or perhaps 2 more minutes.

Mr. NEHEMKIS. I am Sorry, sir; I hadn't intended to be rude.

ADVOCACY BY MR. LEFFINGWELL OF POLICY PERMITTING PRICE INCREASE *

Mr. LEFFINGWELL. Mr. Chairman, am I keeping you too long?

You weren't a bit rude, Mr. Nehemkis; you have been very generous.

I just wanted to complete that thought. Now, we have on the

whole—and this, Mr. Chairman, I know, from what you said in pub

lic and from what I have read in the newspapers of the view of the

committee, you will reject, but I know you will permit me a hearing.

We have had many things pressing toward a higher level of costs for

business. We have had a pressure, one with which I sympathize, for

better wages, a pressure for better working conditions, absolutely

necessary and inescapable pressure for relief and a great burden of

taxation, and yet taxation is wholly inadequate to meet the expendi

tures of the Government.

All these things reflect themselves in the costs of business and, on

the other hand, we have had policies of the Government, well thought

out, intended to prevent inflation, which are directly and effectively

directed toward preventing prices from rising. Now, if business

must meet rising costs, and an extraordinarily heavy burden of taxa

tion, and pay higher wage rates, and provide much better working

conditions, and pay the bills for relief, and at the same time you are

going to keep prices down, then I guarantee to you that business will

go bankrupt, because business cannot forever pay higher taxes, meet

higher costs, and stand the same level of prices.

The CHAIRMAN. What is the conclusion that you say you know that

the chairman would reject?

Mr. LEFFINGWELL. The conclusion is that we must accept the view

that you must either curtail relief, which you cannot do, and must

reduce the tax burden, which you cannot do, or you must consent to

permit prices to rise—or else you must admit that the profit system

*In this, connection see also memorandum subsequently submitted by Mr. Leffingwelland entered in the record as "Exhibit No. 2163,”º, 12338. y gw
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is dead, the capital system is dead, and we are going to have a man

aged economy.

We have had a very much managed economy for 22 years. I was

guilty of trying to manage it somewhat when I was in the Treasury.

We had a managed deflation in 1937 and '38, intended to prevent

inflation, but the effect was drastic deflation.

The CHAIRMAN. Of course, Mr. Leffingwell, some Members of

Congress, particularly those who come from agricultural States,

have been very anxious to bring about a certain rise in prices because

they felt that would be the only way in which the farmer and the

rancher could operate at anything like a profit... I think that the

criticism of price rises recently fill not been directed toward an

adequate compensation for products, whatever they may be, but

toward an undue manipulation of prices to make them—to raise

them out of proportion to what the costs justified.

Mr. LEFFINGwFLL. Well, Senator

The CHAIRMAN (interposing). I didn’t want you, Mr. Leffingwell,

to place any rejection of any policy in my mouth, because I am not

conscious of having rejected anything like that.

Mr. LEFFINGwFLL. I am perfectly delighted to hear it; it is music

to my ears. I was so fearful that you had espoused the cause of

price controls.

The CHAIRMAN. I find a lot of people around the country, and

particularly in some of the financial journals, have assumed my con

clusions for me. I don’t recognize myself frequently in what I

read about the chairman of the committee.

Mr. LEFFINGwÉLL. Then if I have performed no other service

I have performed a great one in getting you to make that state

ment, Senator. I am delighted.

Dr. LUBIN. Mr. Chairman, may I ask a question?

The CHAIRMAN. Certainly.

Dr. LUBIN. It doesn't have a definite bearing upon what Mr.

Nehemkis asked, but bearing upon what Mr. Leffingwell said in

regard to cost. Is it your general opinion that actual labor costs

in terms of unit costs of production are higher today than they

were, let us say, oh, in 1936 or 1928 or 1929?

Mr. LEFFINGWELL. I am afraid I couldn't answer that in terms

of unit costs of production. As I look at the experience of busi

ness in the country, it appears to me that the ratio, that the ratio

of profit is steadily being Squeezed in between those two forces. Is

that not so, sir?

Dr. LUBIN. The reason I asked it was that I think pretty gener.

ally most of us don't distinguish between changing wage rates and

changing labor costs. Such evidence as this committee has had

from various people who are in the operating end of industry gives

pretty definite—leads to the belief pretty definitely that modern

technology, greater efficiency and operation, better distribution

methods, and so forth, have really cut costs rather markedly, and

that the increased wages have more than been offset by the in.

creased productivity of labor during the last decade or two.

Mr. LEFFINGwPLL. I. should undoubtedly accept that. I think

that the really distressing problem is that while we have been get

ting better wages for those fortunate people who are employed, the
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management of our economy has been failing conspicuously for ten

years to get a better pay roll in the pockets of all possible employees.

That is the most distressing phenomenon of our managed money

and Our planned economy, and I think that it is due to the fact that

the wage bill in terms per man is very high and the tax bill is very

high and the burden of indebtedness is very, very high.

The CHAIRMAN. But is the wage bill high in terms of output!

Now, for example, take the automobile industry, a modern auto

mobile is produced at a much lower wage cost in terms of the actual

product than it was 15 or 20 years ago, and that is what has enabled

the motor industry to reduce prices to advantage.

Mr. LEFFINGwÉLL. Of course, that would be an absolutely con

trolling factor if one were to assume that this was a moribund or

obsolete or senescent economy. To my mind it is a juvenile economy.

I realize that there are those who think that the frontiers have met

and that we are aged and exhausted, and that we have no future.

To my mind, this is just an infant sort of a country and I don't

know who is going to invent the next thing, but I know that the

energies, the imagination, of the American people have risen to every

opportunity that has been presented them, and I believe that the

Qportunities of the future are far greater that the oportunities of

e present.

The CHAIRMAN. You are expressing a point of view that the chair

man has frequently expressed.

Mr. HENDERSON. Mr. Leffingwell, in the first days of the hearings

of this committee, my distinguished colleague here, Senator King,

asked me whether I thought that we had stopped growing, and I

lººded, in the vernacular, by saying, “There's life in the old gal
et.

Mr. LEFFINowell. That's splendid, only I don't even think she is

an old gal. [Laughter.]

, Senator KING. Anybody that would despair for this Government

in View of the conditions and confusion in all parts of the world, it

seems to me, is a pessimist of the first water. This Nation has got

$9 lead other nations by its example and I agree entirely with Mr.

*i. the future of this country is better than it has been in

past.

Mr. LEFFINgwell. I really think you ought to give 130,000,000

people a little more rope. I think, going back to the time when I

º official burdens, however insignificant, we got into a phase

"...trying to manage all of us. It was necessary, we had a great big

"...on our hands, and I can be forgiven for thinking we did a

. job. But then we sort of relaxed, and I think we relaxed most

...tedly, as you all do. That went on for 10 years and we

to ...ther major crisis, and we had to manage things again; we had

... nºt drastic things. I have said we had to do that... I cannot
*** with those whom I greatly respect, who criticize that decision:

I think it Was inevitable.

wi. don’t think we ought to go too far. I think we want a

* 9t free enterprise, and I believe in those old-fashioned Ameri

tº: let loose on the plains and the rivers and the harbors, and

the §ps, and I think they will work out their destiny. ...I think
Y will do a superb job all over again, and I really believe the
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relief of the world abroad, the future of mankind, depends on their

having oportunity to do that.

Senator KING. Less regimentation, less discouragement of invest

ment so many of these deposits in the banks drawing only small rates

of interest, such as banks can pay, would be beneficial so it could be

utilized in the expansion of business and in the creation of new

business activities.

Mr. HENDERSON. Mr. Chairman, this committee is contemplating

what we have termed a free-for-all public discussion. I think we have

found candidate No. 1 for that.

Mr. LEFFINGwBLL. Thank you very much; I would be grateful for

the opportunity.

The CHAIRMAN. Of course, I think Mr. Leffingwell's comments

should not be permitted to pass without just another little addition,

There is the implication in what you say that the Government has

undertaken an undue degree of management. You say, of course,

that government has done this in the past. It did it when you were

a part of Government because it had to do so, and there is a tendency

now to say that the Government has done too much of this particular

thing, but it should never be overlooked that during the past 6 years

there has been practically no alternative proposal offered, except upon

i. part of certain unreconstructed Democrats like Senator King

ere.

Now, Senator King from the outset was opposed to the N. R. A.

Take that as an example,

Senator KING. The Supreme Court said I was right—unanimously.

The CHAIRMAN. I was not a member of the Senate at the time, so

I can speak as an observer.

Senator KING. And I think you agreed with me.

The CHAIRMAN. I am speaking now as an observer. The signifi

cant point is that before any inferences may be drawn out of any

policy it must be remembered that that bill was adopted by a prac.
tically unanimous vote, and that there was no division, no political

division, with respect to it. So today when I hear people talking
about Governmentº and too much spending, for ex

ample, as in the case of the W. P. A., I can't forget that when the last

appropriation bill, for example, for W. P. A. was passed there wasn't

a single vote cast against it in the Senate of the United States, for

all the criticisms, and there were only 23 votes cast against it in the

House. So it was a program that was adopted because there was no

alternative program.

In measuring our conclusions we must bear facts like that in mind,
it seems to me.

Senator KING. May I make one addendum ? When Mr. Leffingwell

was in the Government we had a great war on. We called for more

than 2,000,000 men, we had to send ships abroad, we called for lar

expenditures, we contracted a debt up to twenty-six billions of dol

lars in the prosecution of that very great war. So in the prosecu

tion of war, as a rule, economic as well as political laws are silent.

We bow to the necessity and the preservation and protection of our

country, and if we get into another warºš there will be

a system of regimentation which will be very obnoxious, but will be

essential to properly prosecute the war.
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TAX-EXEMPT INCOME TO J. P. MORGAN & CO. AND ITS PARTNERS

Mr. NEHEMRIs. Mr. Chairman, I hate to return to such mundane

matters as Government securities and their attractiveness to banks,

but I suppose one must.

You say, Mr. Leffingwell, that tax exemption makes the kind of

investment you have been describing to us especially attractive to

banks, and I think I commented at the time that about, well, over

85 percent of the earning assets of J. P. Morgan & Co., as of Septem

ber 30, 1939, were invested in such Government securities, and I

think you have already indicated that the same thing is true to a

greater or less degree on the part of banks throughout the country?

Senator KING. That is true, is it not, you indicated that you

thought that?

Mr. LEFFINGwBLL. I accept the figures as to J. P. Morgan & Co.,

but—

Mr. WHITNEY. Eighty percent of our assets would be $520,000,000,

and our total tax exempts are $385,000,000, because unfortunately

at that time we had $200,000,000 of cash which we were not able to

invest in anything. -

Senator KING. The point I was making related to the question of

Mr. Nehamkis, that the banks, generally, throughout the United

States have a very large amount of their deposits held in Government

securities.

Mr. LEFFINGwBLL. I think what I was trying to say (before I

forgot myself and entered into this larger field) in answer to Mr.

- §. is, that after all, the object of the banks is to get a safe

investment for their money and, of course, the safest investment for

this money is Government obligations. And the pertinence of my

general remarks is that there aren't other good loans being offered

to the banks in sufficient volume, and I was attempting to show why

there were not other good loans being offered to the banks in suffi

cient volume.

As far as tax exemption is concerned, under the same conditions

which exist today if the Government were to be selling other taxable

Securities, I should not expect to see the banks' portfolios change.

Mr. NEHEMKIs. This income that is tax exempt to incorporated

banks is not exempt to the stockholders of such bands, is that correct?

Mr. LEFFINGwÉLL. The dividends are not exempt, but of course the

income—

Mr. NEHEMRIs (interposing). I meant dividends. However, Mr.

Leffingwell, whatever is tax-exempt income to the firm of J. P. Mor

gan & Co. is tax-exempt income to the partners personally, is that

not true?

Mr. LEFFINGwBLL. That is correct.

Mr. NEHEMKIS. Are not all of the expenses of J. P. Morgan & Co.

charged against taxable income, pursuant to section 25 (a) (5) of

the Revenue Act?

. Mr. LEFFINGwBLL. I suppose expenses are a deduction from total
InCOIne.

Mr. NEHEMRIs. So there is in most years, Mr. Leffingwell, little if

any income taxable to the partners of J. P. Morgan & Co.?
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Mr. LEFFINGwFLL. Not most years. When years are as bad as some

have been there isn’t any taxable income, but in many years our

taxable income has been very great and our taxes have been very

reat.
g Mr. NEHEMRIs. Mr. Leffingwell, is not substantially the entire in

come of the partners of the firm exempt from Federal income tax?

Mr. LEFFINGwBLL. It depends entirely upon the year, I think.

Mr. NEHEMRIs. In 1938 it was entirely exempt, was it not, sir?

Mr. LEFFINGwBLL. I don’t remember.

Mr. NEHEMRIs. Would you accept my statement, subject to cor

rection?

Mr. LEFFINGWELL. Yes.

Mr. NEHEMRIs. So in 1938, the partners of J. P. Morgan & Co.

paid no income taxes on their earnings of nearly $4,000,000 from

the firm 2

Mr. LEFFINGwFLL. I don’t know whether that is true or not. I

don't know whether the earnings were $4,000,000. I know that if

they paid no taxes it was because there was no taxable income.

Mr. NEHEMRIs. Do you have any comment on that, Mr. Whitney?

Mr. WHITNEY. On this last?

Mr. NEHEMRIs. Yes; do you want to correct it?

Wr. WHITNEY. No. I have a lot on your earlier things. You

must remember, we have to make earnings before taxes are due, and,

of course, our holdings of governments are not wholly tax-exempt.

In running a bank, as Mr. Leffingwell indicated, you have to run

your portfolio on what the market has to offer. The figures you

gave of 85 percent was after the deduction of cash. You could

have made that percentage higher if you had taken out real estate

and other things, like cash, that have no income. Our total assets

tell a different story. On that I can't speak. I would have to look

it up. I don't like to guess, but I am sure all our holdings of gov.

ernments are far from being tax-exempt, except insofar as they are

all tax-exempt on normal income. As to the municipals, yes, that

would be true—$65,000,000. But I am not competent to talk about

taxes, I only know we have to pay them.

Mr. NEHEMKIS. As I said earlier, I deeply regret we can’t have

the pleasure of having Mr. Leſlingwell's discussion on that very vital

problem of the role and function of bank deposits, and I hope that

Mr. Leffingwell will be able to do that with us at some later date
Iº In O.flºº sir. -

The CHAIRMAN. Are there any more questions to be adMr. Leffingwell? Q. dressed to

Thank you very much, sir.

Any other witness this afternoon?

Mr. NEHEMRIs. No, sir.

The CHAIRMAN. What is your program now?

Mr. NEHEMRIs. As I understand, we meet again, with the com

mittee some time after the new year, the date to be fixed by thecommittee, is that correct? y

Senator KING. I suggest we leave it to be fixed by th -

and Mr. Henderson, and then we can give tº:º
witnesses.
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The CHAIRMAN. Thank you very much, Mr. Whitney.

Mr. WHITNEY. We are discharged?

The CHAIRMAN. You are dismissed for the present. I will wish

you a Merry Christmas now.

The committee will stand in recess then, so far as the investment

banking hearing is concerned, until the call of the Chair.

Tomorrow, in this room, the hearing upon certain phases of the

insurance problem, which has been going on in Room 357, will be

resumed. The Chair wishes to urge all members of the committee

who may possibly do so to attend this insurance study.

The committee will now stand in recess.

(Whereupon, at 4:05 p. m., an adjournment was taken subject to

call of the chairman.)





APPENDIX

EXHIBIT NO. 1659–1

[From files of Federal Communications Commission]

In view of any possible attempt of the opposition to the National Bell

Telephone Company or others to buy up a majority interest in Said Company,

and of the danger to the interests of the minority if this should be accomplished

the undersigned hereby agree in respect to the stock in said National Bell

Telephone Co. owned by them and to the amount placed opposite their names

as follows:—

They will not sell any part of said stock except to the subscribers of this

paper unless all of said subscribers agree to sell all of said subscribed Stock

and have the opportunity to do so, at a price satisfactory to each : they Will

not agree to give proxies to vote upon said stock to any other than Some of

the said subscribers.

This agreement is to remain in force until April 1st, 1880, but it may be

terminated at any time with the unanimous consent of the subscribers, but not

without. It is not to be binding unless at least 3,700 shares are subscribed

Boston, April 2nd.

W. H. Forbes, 300 shares; J. Malcolm Forbes, 100 shares; H. L.

Higginson, 635 shares; Y. S. Gardner, Jr., 75 shares; C. E.

Perkins, per W. H. F., 150 shares; Thomas Sanders, 500 shares;

Thomas A. Watson, 300 shares; George L. Bradley, 525 shares;

W. G. Saltonstall, 25 shares; Arthur W. Slake, 100 shares; C. S.

Bradley, 218 shares; Francis Blake, Jr., 325 shares; R. S. Fay,

100 shares; A. Lochranets, 100 shares; J. N. A. Griswold, by

W. H. Forbes, 100 shares; H. S. Russell, by W. H. Forbes,

150 shares; C. C. Jackson, 50 shares; C. Williams, Jr., 50 shares.

BosTon, Dec. 15th, 1879.

We the undersigned, mutually agree to release each other from all the obli:

gations of the above written agreement.

W. H. Forbes, EI. S. Russell, by W. H. Forbes, J. N. A. Griswold,

by W. H. Forbes, C. E. Perkins, by W. H. Forbes, Geo. L

Bradley, T. A. Watson, C. Williams, Jr., Thomas Sanders,

W. G. Saltonstall, H. L. Higginson, R. S. Fay, A. Lochranets,

Francis Blake, Jr., Arthur W. Slake, J. Malcolm Forbes, C. C.

Jackson, John L. Gardner, Jr., C. S. Bradley.

[Presidents File No. 1879. Apl. 2 Agreement Not to sell. Release Room 1124–195 Bwy.

Y C. A T & T. Co. Inv. C. anyst.] 211
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ExEIIBIT No. 1659–2

|From files of Federal Communications Commission]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY AND PREDECESSORs

SCHEDULE 1a.-List of Directors of Predecessors Prior to 1900. With Their Terms

of Office Including Directorships Held by Them in American Telephone and

Telegraph Company

º New Eng-º National | American #:

Name of Dºctºr ºl.%;...] Tº tºSSOC1a- grap

tion) Company ration) Company Company Company

(a) (b) (c) (d) (e) (ſ) (g)

9–9-11 |-------------.

12–16–21 |-----------...

3–31-80 5-0-0)

12–16–21 8–24–28

12– 7 1-------------

8–1–77 2–2–78 || 7–20–78 3–10–79 5–14–80 5–9-00
Sanders, T------------------------ { }}; ; ; 5–26–03 5–26-03 8–7–11 8–7–11

Watson, T. A - --

Bradley, C. S

Cochrane, A ----------------------

Silsbee, G. Z----------------------

Sturgis, J-------------------------

Bradley, G. L.--------------------|----------|--i-º-º: {}: #; 3–26–06 3–26-06

-zu- –20–78 || 3–10–7. 3–31-RO 5–9–00

Bailey, T. B----------------------|---------- { 5–26–03 || 12–31–78 || 4–7–79 || 3–29–21 (A) || 3–30–15(A)

Forbes, W. H. { 1–30–82 | 12–31–78 || 3–10–7 3–31–80 9–2-85
ºwn " " - *-*---------------------|---------- 9–19–87 ### #. º 9–23–97 (A)

- - –31–80 5–9–00
Blake, F., Jr.--------------------- --------------------- { 1–30–82 || 4–12–82 3–28–11 1-19-13

Fay, R. S.-------------------------|----------|----------|---------- {###| ### ---

1–30–82 6–21–80 |__________

Emerson, C-----------------------|---------- { 1–28–84 || 9–13–82 |__________

r 1–30–82 6–21–80 || 4–12–S2 |__

Driver, W. R.---------------------|---------- { 5–26–03 || 5–26–03 || 5–26–03 |___

Whitcomb, C. M-----------------|----------{{}}|…] §

1–27–90 9–10–89 || 4–12–82
Devonshire, R. W. ---------------|---------- { 5–26–03 ſ;: 5–26–03 12–16–21 (A)

--º-y ºn D. J 1 UTC"Cº ---------- 5–14–80 11–30-85
Bowditch, C. P.-------------------|----------|---------- \ 5–26–03 |--------- 3–20–07 (A) || 3–20-07 (A)

Minturn, R. B-------------------|----------|----------|----------|---------- { }#}}|…

Stone, P. S.------------

Perkins, C. P---------------------|----------|----------|----------|----------

French, C. J.----------------------|----------

9–19–87 9–19–87 | 9–16–87 || |
Stockton, H----------------------|---------- { 1-27–90 9–10–90 || 3–10–90 5–14-90

Blake, S------------------------------------|--------------------|---------- { *:::::::::::::::::::

5–8–89 || 12-34-5,
Howe, H. S.-----------------------|---------- ---------|----------|---------- { 12–16–21 3-2-31

(A) Indicates director was in and out during period 2
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SCHEDULE 1a.-List of Directors of Predecessors Prior to 1900 With Their Terms

of Office Including Directorships Held by Them in American Telephone amd

Telegraph Company—Continued

Bell Tel- Bell Tel- - American

ephone .# ephone Nº. Aſſiºn Telephone

Name of Director Company Company l and Tele

(ja: , ºphºne (Corpo- ephone | Telephone graph

tion) Company ration) Companp Company Company

(a) (b) (c) (d) (e) (f) (g)

Sherwin, T-----------------------|----------|----------|----------

W* 9. P-----------------------|----------|----------|----------

9–2–00

Hutchinson, W. S.----------------|---------- 5–26–03

Amory, C. W---------------------|----------|----------|----------

Williams, M---------------------- --------------------------------

Milne, G. D----------------------|----------|----------|----------

Coolidge, T. J., Jr.----------------|----------|----------|----------

* J. M.---------------------|----------|--------------------

ExHIBIT No. 1659–3

[From files of Federal Communications Commission]

AMERICAN BELL TELEPHONE COMPANY

SCHEDULE 1b.-Officers and Members of Eaccutive Committee Years 1885 to 1900,

Inclusive

Fº: Presi- Vice Treas- Auditing

Name J. . | Presi || "... Clerk | Töm.
mittee dent mittee I

(a) (b) (c) (d) (e) (ſ) (g)

Hubbard, C. E.---------------------------

Driver, W. R.-----------------------------

Cochrane, A------------------------------

Hudson, J. E.-----------------------------

Stockton, H------------------------ ------

"...From April 3, 1885 to March 30, 1887, known as the Standing Committee for Auditing the Accounts,

and from March 28, 1899 to March 28, 1901, the Committee on Treasurer's Accounts.
* Pensioned between 1914 and 1917.
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–-------------

ExHIBIT NO. 1659–4

[From files of Federal Communications Commission]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY AND PREDECEssoR ComPANIES

SchEDULE 2.—Per Cent of Equity Ownership by Directors, Other Officers and

Their Family Relations as of Selected Dates From July 9, 1877 to September

16, 1935
y BELL TELEPHONE COMPANY (ASSOCIATION)

Per Cent of Outstanding Shares Held By

D º: Directors,ate standing Othe

shares | Directors 2 ë. Fº: dºs

and Family

Relations

(a) (b) (c) (d) (e) (f)

July 9, 1877--------------------------------

July 20, 1878------------------------------- } 5,000 68.06 ||------------ 31.94 100.00

NEW ENGLAND TELEPHONE COMPANY

February 12, 1878-------------------------- 2,000 100.00 ------------|------------ 100.

March 10, 1879----------------------------- 2,000 28. 20 8.05 5. 40 41.§

BELL TELEPHONE COMPANY (CORPORATION)

July 20, 1878------------------------------- 4, 500 75. 24 1.76 19.82 96.82

March 10, 1879----------------------------- 4, 500 54.25 1.11 19.66 75.02

NATIONAL BELL TELEPHONE COMPANY

March 10, 1879----------------------------- 7,250 55.04 0.10 21.26 76.40

AMERICAN BELL TELEPHONE COMPANY

73,500 12.44

96,021 8. 53 #:
112,971 6.31 11.44

205,000 6.45 10.40

258,863 3.67 5.04

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

March 17, 1905----------------------------- 1,315, 514

March 31, 1910----------------------------- 2,592,894

March 31, 1915----------------------------- 3, 579,779

March 19, 1920----------------------------- 4,420,615

March 17, 1925----------------------------- 8,915, 329

March 14, 1930----------------------------- 13,909,697

September 16, 1935------------------------- 18,662,275

1 Information as of March 31, 1900 and prior dates was compiled from the stock records of the Companies

Data on per cent of outstanding shares held by directors of American Telephone and Telegraph Company,
were obtained from compilations made by the company. y,

* From July 9, 1877 to March 31, 1900, includes percentage of shares held by directors as trustees or agents
From March 17, 1905 to September 16, 1985, the percentages are for shares owned by directors. However.
#;º: of *...*.ºjº.º stock, held by American Beli

elephone Company and voted by Frederick P. Fish, President, were included, the percenta
17, 1905 would be 1865. , the percentage for March

* The per cent of Qutstanding shares held by ſamily relations of directors and other officers of the COIn
panies prior to 1900 is computed on the basis of holdings of individuals with the same surname.
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ExHIBIT No. 1659–5

No, S-26–E

InV. CA

Dept. Treasury

File 012.11

TABLE No. 1.--Stock Outstanding and Number of Stockholders

Average Shares Per

Stockholder 1

Nearest Available Record Date to Annual | Shares Out- Nº.* | Including Excluding

Meeting standing 1 holders . & P. Co., A. & P. Co.,

B. T. S. Co., B. T. S. Co.,

and Trus- and Trus

tees for tees for

Employees Employees

9,234,772 366, 525 25.2 25.1

8,915, 329 349, 191 25.5 25.5

7,472, 728 299, 498 24.9 24.8

7,088,913 256,041 27.7 27.6

5,601,252 197,825 28.3 27.9

4,435, 246 146,490 30.2 29.7

4,420, 615 124, 172 35. 5 34.4

4,419,495 113,860 38.8 38.5

4,358,965 88, 851 49. 1 47.9

3,958,633 73,600 53.8 52.1

3,848,239 66,938 57.5 55.6

3,579,779 61, 512 58.2 56.2

3,446, 377 56, 946 60.5 60.2

3,440, 960 52,080 66.2 63.5

3, 243, 617 49,064 66.2 66.1

2,682,422 40,686 66.2 62. 0

2,592,894 37, 594 68.8 66.8

1,909,205 28,545 66.9 66.9

1, 525, 280 24, 189 63. 1 63. 1

1,315, 514 18, 549 70. 9 70.9

1,315, 514 17, 542 75.0 75.0

1,315, 514 17,055 77. 1 77. 1

1,270,689 16, 121 78.8 78.8

1,097, 164 11,887 92.3 92.3

77,480 9,609 91.3 91.3

621, 271 7,858 79. 1 79. 1

258,863 6,961 37.2 37.2

58,863 6,863 37.7 37.7

258,863 6,886 37.6 37.6

236, 500 6,474 36.5 36.5

215,000 5,778 37.2 37.2

205,000 5,572 36.8 36.8

200,000 5, 247 38.1 38.1

174,995 4, 542 38.5 38.5

150,000 3,945 38.0 38.0

125,000 3,501 35.7 35.7

112,971 2,734 41.3 41.3

100,000 2,066 48.4 48.4

98, 521 1,770 55.7 55.7

98,021 1, 818 53.9 53.9

98,021 1,826 53.7 53.7

96,021 1,607 59.8 59.8

96,021 1,532 62.7 62. 7

59, 500 973 61.2 61.2

59, 500 724 82.2 82.2

59, 500 540 110.2 110.2

"Excluding shares held in name of A. B. T. Co. and treasury stock,
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NO. S.–26–F

Inv. CA

Dept. Treasury

File 012.11

TABLE No. 2.-Financial Interest of Large Stockholders *

|

Holders of 1000 Shares and Over 20 Largest Stockholders

Nearest Availablº; Date to Annual % of Stock % of Stock

eeting o Ol Stoc o 0

Number | Sº | 6′sia. | Shaºs | 6′si.
Held ing Held ing

425 | 1,113,926 12, 1 400,819 4.3

439 1, 136,816 12.8 398,776 4.5

367 902, 206 12.1 306, 779 4.1

385 980, 423 13.8 325, 176 4.6

342 769,601 13.7 231,640 4.1

293 617,419 13.9 173, 635 3.9

327 749, 738 17.0 193,021 4.4

385 906, 407 20.5 202,039 4.6

416 978, 161 22.4 216,884 5.0

391 877,485 22.2 221,421 5.6

389 906, 730 23.6 233,631 6.1

373 877,036 24.5 224,765 6.3

368 904, 223 26.2 234,393 6.8

371 958, 757 27. 9 233,231 6.8

377 981, 522 30.3 58, 8.0

296 698,561 26.0 209,846 7.8

304 740, 102 28.5 221,663 8.6

198 577,056 30.2 258,720 13.6

163 458, 30.0 216, 209 14.2

155 403,465 30.7 192,479 14.6

165 398,580 30.3 149,555 11.4

180 411, 610 31.3 146,367 11.1

176 402, 793 31.7 143,398 11.3

166 375, 312 34.2 140,420 12.8

108 284, 624 32.4 149,766 17.1

82 167,649 27.0 , 541 13.9

25 40, 100 15.5 35,023 13.5

16 28, 313 10. 9 31,819 12.3

23 39, 628 15.3 38. 628 14.9

19 36,516 15.4 37, 462 15.8

18 45, 360 21. 1 47, 120 21.9

14 25,874 12.6 31, 123 15.2

16 28,916 14.5 32,476 16.2

11 22,857 13.1 29, 511 16.9

10 19, 277 12.9 26,853 17.9

7 11,930 9.5 21,730 17.4

11 17, 655 15. 6 23,610 20.9

10 18, 503 18.5 26,380 26.4

11 23, 5 23.9 31,365 31.8

12 22, 23.1 28,651 29.2

11 19,918 20.3 27,263 27.8

13 23,371 24.3 27,953 29.1

9 23,656 24.6 31,841 33.2

8 14,824 24.9 21,648 36.4

8 16, 837 28.3 24, 114 40.5

ii Žáš 46.0 33, 190 55.8
|

! Excluding A. & P. Co., B. T. S. Co., and trustees for employees. Stock outstanding includes shares

carried in these names but excludes holdings of A. B. T. Co. and treasury stock.
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No. S-26–H

InV. CA

Dept. Treasury

File 012.11

TABLE No. 4.—Financial Interest of the Directors

I}08rd of Directors Present Board of Directors

Nearest Available Record Date to % of Number Shares Held

Annual Meeting Number | Shºs L. Stºck, Hºlding
u Held |Outstand-| Stock % of

ing 1 1926–1912| Number Holdings

in 1926

19 50,892 0.6 19 50,892 100.0

19 50,894 ... 6 19 50,894 100.0

19 77,205 1.0 19 77,157 150. 6

19 67, 132 .9 18 , 992 128.7

19 43, 409 ... 8 18 42,323 82.2

19 27, 749 ... 6 17 27,980 54.0

19 38,036 .9 14 27,580 53.2

17 43,471 1.0 12 26, 761 51.6

17 50, 507 1.2 11 27,031 52. 1

17 47, 575 1.2 12 26,654 51.4

17 46,713 1.2 12 26,968 52.0

17 46,451 1. 3 10 26, 565 51.2

25 45,912 1.3 10 25,286 48.7

25 55,677 1.6 9 26, 147 50.4

25 58, 57.1 1.8 9 23,617 45.4

25 55,829 2. 1

18 59,788 2.3

18 25, 511 1.3

18 31,796 2. 1

18 24, 597 1.9

18 29, 193 2.2

18 24,809 1.9

18 24, 553 1.9

18 32,456 3.0

18 12,866 1. 5

15 6, 0 1.0

13 2, 198 .9

13 2,445 .9

13 2,978 1.2

13 4, 542 1.9

13 6,007 2.8

13 5,955 2.9

12 6,818 3.4

12 6,073 3.5

12 5,530 3.7

12 5, 110 4.1

12 5, 615 5.0

12 7,398 7.4

12 7,376 7.5

12 7,556 7.7

12 8, 158 8.3

12 8,089 8.4

12 8, 158 8.5

12 7, 104 11.9

12 8,041 13.5

12 13, 181 22.2

11 9,144

"Excluding shares held in name of A. B. T. Co. and treasury stock.

124491–40–pt. 23––21
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No. S-26–J

Inv. CA

Dept. Treasury

File 012.11

TABLE No. 6.-Degree of Control by Large Stockholders”

Estimated Mini

mum Number of Shares Held By | Shares Held By | Shares Held . By

Stock holders Holders of 1000 20 Largest Stock- Board of Direc.

Owning Majori- Shares and Over holders tors

ty of:

Nearest Available

K. Mº to % of % of % of

nnual Meeting o O o 0 o

shares Vºl.%2. Mººl.%2. Mºyl..º.o.Mº
Out- Annual Majority Voted at Majority Voted at Majority Voted at

tanding *| Meet- Out- Annual Out- || Annual Out- Annual
SUa g ... standing' Meet; standing | Meet; standing | Meet;

g ings 3 ings 3 ings”

8,500 24. 1 37.1 8.7 13.4 1.2 1.7

7, 500 25.5 39.0 9.0 13.7 1.2 1.7

3,000 24. 1 37. 9 8.2 12.9 2.0 3.2

3, 250 27.6 43.6 9.2 14.5 1.8 3.0

1,500 27.4 43.3 8. 3 13.0 1.6 2.4

2,000 27.9 45.2 7.8 12.7 1.2 2.0

1, 750 33.9 52.6 8.7 13.5 1.8 2.7

1, 750 41.0 67.5 9. 1 15.0 2.0 3.2

1,700 44.8 70.3 9.9 15. 6 2.4 3.6

1,500 44.3 66.2 11.2 16.7 2.4 3.6

47. 1 72.9 12.1 18.8 2.4 3.8

49.0 79.8 12.5 20.4 2.6 4.2

52.5 86. 1 13.6 22.3 2.6 4.4

55.7 87.9 13.5 21.4 3.2 5.1

60.5 101.7 15.9 26.7 3.6 6.1

52.1 86.9 15. 6 26. 1 4.2 6.9

57.1 94.8 17. 1 28.4 4.6 7.7

60.4 83.7 27.2 37.5 1.6 3.7

60. 2 78.0 28.4 36.7 4.2 5.4

61.4 78.5 29.2 37.4 3.8 4.8

60.6 72.4 22.8 27.2 4.4 5.3

62.6 77.2 22.2 27.4 3.8 4.7

63.2 75.2 22.6 26.8 3.8 4.6

68.4 77.4 25.6 28.9 6.0 6.7

64.8 97.0 34.2 51.0 3.0

54.0 91.9 27.8 47.5 2.0

- 27.0 --- 1.8

24.6 - 1.8

29.8 - 2.4

31.8 - 3.8

43.8 5.6

30.4 5.8

32.5 6.8

33.8 7.0

35.8 7.4

34.6 8.2

41.8 10. 0 |

52.8 14.8

63.8 15.0

58.6 15.4

55.8 16.6

58.4 16.8

66.2 17.0

7.2. 6 23.8

81.0 27.0

111.6 44.4

1 Excluding A. B. T. Co., A. & P. Co., B.T. S. Co., and trustees for employees.

* Excluding shares held in name of A. B. T. Co. and treasury stock.

* Including unvoted shares in the name of A. & P. Co., B. T. S. Co., and trustees for employees.
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No. S-26–TK

Inv. CA

Dept. Treasury

File 012.11

TABLE No. 7.-Potential Control by Directors

- Shares Held By:

- % of Total

- Nearest Available Record Date to Annual A. & P. Co., to Stock %, ſº
Meeting Roard of B. T. S. Co., Outstand- vote. 2

Directors and Trust- Total ing 1

ees for Em

ployees

* 50,892 51,538 102,430 1. 1 1.7

50, 894 20, 253 71, 147 ... 8 1.2

. 77, 205 113,063 1, 5 2.4

- 67, 132 90, 383 1. 3 2. ()

: 43,409 120, 596 2. 3 3.6

º 27, 749 113,037 2.5 4. 1

38,036 100, 428 4.3 6, 7

43,471 82, 919 1.9 3. 1

50, 507 155, 418 3. 6 5.6

47, 575 174, 501 4.4 6.6

46, 713 174.236 4. 5 7.0

46,451 168, 787 4. 7 7.7

45, 912 65,271 1.9 3. 1

55, 677 100,205 5. 5 8.7

58, 57.1 59,102 1.8 3. 1

55,829 215,661 8.0 13.4

59,788 142,694 5.5 9. 1

25, 511 || ------------ 25, 511 1. 3 1.8

31,706 31,796 2. 1 2.7

24, 597 24,597 1.9 2.4

29, 193 |- 29, 193 2.2 2.7

24,800 |- 24, 809 1.9 2.3

24, 553 ||-- 24, 553 1.9 2.3

32,456 |- 32,456 3.0 3. 3

12,866 12,866 1.5 2.2

6,025 ||-- 6,025 1.0 1.7

2, 198 ||-- 2, 198 ... 8 --

2, 445 |- 2,445 .9 -

2,978 ||-- 2,978 1.2

4, 542 |-- 4,542 1.9

6,007 |- 6,007 2.8

5,955 |-- 5,955 2.9

6,818 |- 6,818 3.4

6,073 6,073 3.5

-- 5, 530 5, 530 3.7

º 5, 110 5, 110 4. 1

- 5, 615 - 5, 615 5.0

7, 398 || - 7, 398 7.4

7, 376 7, 376 7.5

7, 556 |-- 7, 556 7.7

8, 158 - , 158 8. 3

8,089 |-- 8,089 8.4

8, 158 |-- 8, 158 8.5

7, 104 ||-- 7, 104 11.9

8,041 ||-- 8,041 13.5

13, 181 13, 181 22.2

, 144 |------------ 9, 144 |------------

! Excludes holdings of A. B. T. Co. and treasury stock.

*Includes unvoted shares of A. & P. Co., B. T. S. Co., and trustees for employees.

F. H. B.

II. C. H.
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TABLE No. 8.-Estimated Number of Stockholders in Addition to Large Holders

and in Addition to Directors Necessary To Control Annual Meeting—Based

Upon Residual Average Shareholdings”

Estimated Number of Holders Necessary to Control

Annual Meeting in Addition to:

Nearest Availaº§ Date to Annual *:::::::::::
eet. Ing Holders of 20 Largest || Board of Di- A. & P. Co.,

1000 Share; sºcijºs, “jºis" |B.T.S. Co.,
and Over ? and Trustees

for Employ

ees

85,706 108,277 118, 416 116,346

80, 194 103,636 113,290 112,458

67,928 87,238 93,733 92, 275

53,282 73, 132 79,905 78, 765

41,905 57,816 62, 524 59, 413

29,407 41 883 45,408 42, 517

23,796 37,577 y 36,221

14, 273 31,094 34,113 33,077

11, 187 25,885 28,363 , 200

11,098 22,493 24,869 22, 400

7,954 19,377 21,794 19,471

5,271 16,629 18,973 16,769

3,286 14, 552 16,917 16, 592

2,905 14, 537 16, 500 14,434

-------------- 11,605 13,963 13,955

2,331 10,441 12,325 9, 691

848 9, 174 11,052 9,781

2,399 7,446 10,065 0, 065

2,923 6,874 9,012 9,012

2,233 5,309 7,025 7,025

2,877 6,029 7,102 7, 102

2,270 5,640 6,708 , 708

2,445 5,605 6,605 6, 605

1,783 4, 277 5,047 5, 047

142 1,894 3, 115 3, 115

252 1,405 2,249 2, 249

In the computations for this table, unyoted shares, of the A. & P. Co., B.T. S. Co., and trustees for

employees have been included in shares voted at annual meetings, and these holdings as well as those of the

A. B. T. Co. have been excluded in determining average holdings outside of the groups of large holders
indicated.

2 Excluding A. B. T. Co., A. & P. Co., B. T. S. Co., and trustees for employees.

No. S-26–L

Inv. CA

Dept. Treasury

File 012.11
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EXHIBIT NO. 1659–6

American Telephone and Telegraph Company and Predecessor, American Bell

Telephone Company—Long Term Debt Issues—1880 to 1905, Inclusive

[From files of Securities and Exchange Commission]

Selling Com

- - Price peti
Year Principal Net -

Name of Issue ISSued Amount #. Proceeds # To Whom Sold

Amount ding

American Bell Telephone

Company:

Coupon Convertible 6% 1880–1881 $476,000 $100 $476,000 Pro Rata to Stock

Notes. holders.

1881 15,000. 136.33 20, 450 (2)

1881 9,000 140 12,600 (2)

Convertible 6% Coupon | 1882—1883 645,000 100 645,000 Pro Rata to Stock

Notes. holders.

Seven Per Cent Deben- 1888 1,987, 500 100 1,987, 500 Pro Rata to Stock

ture Bonds. holders. -

1888 12, 500 Various 14,002 Lee, Higginson & Co.

Ten-Year Debenture 4% 1898 5,000,000 100.771 5,038, 550 O.

Coupon Bonds. 1899 3,000,000 102.327| 3,069,810 R. L. Day & Co.

1899 2,000,000 101.71 2,034, 200 Estabrook & Co., R.

L. Day & Co. and

Vermilyne & Co.

American Telephone and

Telegraph Company:

Four Per Cent Collateral 1900 000 6,650,000 Kidder, Peabody & Co.

Trust Bonds. 1900 000 2,895,000 DO.

1901 000 4,750,000 Do.

1902 000----------|---------- Do.

1905 000 18,838,000 Do. and Baring Bros.

O., -

Three-Year 5% Gold 1904 420,000,000 97.77|19,554,000 Speyer & Co. and Lee,

Coupon Notes. Higginson & Co.

1 Sold at auction.

* Data not available.
* Delivered to Kidder, Peabody & Co. in exchange for $12,000,000 par value of preferred stock and

$8,000,100 par value of common stock of Western Telephone and Telegraph Company, successor to Erie

º and Telegraph Company. Alternative sale price on the first $7,000,000 of these bonds delivered

to Kidder, Peabody & Co., in case the Erie Company reorganization did not materialize, was 95.

Inº principal amount of Four Per Cent Collateral Trust Bonds pledged as collateral to this

0L6 1SSue.

ExHIBIT No. 1659–7

[From files of Federal Communications Commission]

(Handwritten :) P. F. File. 6/3/08. A. A. M.

LEE, HIGGINson & CoMPANY.,

// State Street, Boston, April 8, 1904.

Personal.

FREDERICK P. FISH, Esq.,

President, American Telephone & Telegraph Co.,

Bostom, Massachusetts.

MY DEAR MR. FISH : I was with Jim Storrow in New York yesterday and

came back last night, in case there should be anything for me to do here about

this bond business.

Of course, we agree with your views entirely that you need a new market,

and we think this can be accomplished by dealing with Speyer. We know as
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well as anybody can that the Telephone securities are as good as can be, but

they have not interested the public yet, outside of New England, very much,

and the company has not got the standing which it deserves and which it will

have by and by. The New Yorkers are always shy of new things from this

part of the country. We think Speyer can help to distribute the securities

elsewhere. -

As regards figures, may I call your attention to the fact that there are

plenty of railroad notes of companies well known to be strong and in good

hands, and these notes sell at 5% and thereabouts. The 4%% notes of the

Pennsylvania road have hung fire terribly. More than that, there are plenty

of railroad notes to come, as everybody knows. If the Telephone company

wants money and wants a new market, it will probably have to pay for it,

just as everybody does who is not well known.

It seems to me, if I were on your board, that I should vote to take money,

if it were offered, in quantities enough to make the company easy and pay the

price needed. It is, after all, a very small matter on short securities. Most

of these railroad notes are two years, and that seems to be a good length of

note; and perhaps they can be made a little longer. If the time could be left

to the bankers, it would be not less than two years; it would be made longer,

if it could be managed, and might give good results.

If you want me today, or if I can offer any advice of value, I am at your

service.

I am speaking to you with perfect frankness, just as I have for the last

thirty years to the directors of the Chicago, Burlington & Quincy Railroad

Co., with whom I have had intimate relations. They were very apt to ask

about the times and about what I thought with regard to this or t'other point,

whether I bought a loan or not; and I always found that by treating them

with entire openness and considering their problems, I got on much better. I

think they recognized that fact, and I think it did them good. At any rate, it

was much easier for me to proceed in that Way, and I can fairly say that we

have dealt with no railroad in the country, in which dealings we have made

less money than with the Chicago, Burlington & Quincy. We always paid

them every penny we could afford for loans and not infrequently paid them

too much.

I do not believe it is wise for a corporation to get the last penny on its bonds

or notes. Notes cannot fall much in price: bonds can fall very heavily. If

the dealers or the investors or both see bonds very heavy on the market, the

next time the company wants money it is remembered and costs more than it

should.

Forgive me for offering my wisdom (?) unasked, and believe me,

Yours truly,

H. L. HIGGINsoN

IXIIIBIT No. 1659–8

[From ſiles of Federal Communications Commission]

MARCH 7, 1902.

Personal.

FRANCIs L. HINE, Esq.,

Vice-President, First National Bank,

2 Wall Street, New York.

MY DEAR MR. HINE :

I am now in a position to assent definitely to the proposition which I dis

cussed the other day with Mr. Baker and yourself.

We will sell to Mr. Baker and his associates 15,000 shares of the stock of the

American Telephone and Telegraph Company, at 153%, with the understanding

that Mr. Baker is to have the option to take 25,000 additional shares of the

stock within a few days after his return from the south, and at the same price,

if he desires to do so. If he concludes that he would like to have 35,000 addi.

tional shares, rather than 25,000, I have no doubt that we shall be able to meet

his views on that point.

It is our expectation to elect Mr. Baker and Mr. Waterbury to the Board of

Directors of the American Telephone and Telegraph Company at the annual

meeting, which will be held on March 25, 1902.



CONCENTRATION OF ECONOMIC POWER 12127

I need not repeat that we understand that it is the purchaser's intention that

this stock is to be held as an investment, although, of course, no binding agree

ment to that effect is to be expected.

I think that I have now stated our entire understanding, and should be glad

to have you confirm my statement and indicate to me when you would like to

have the certificates for the 15,000 shares delivered and the names in which

these shares are to be placed.

Very truly yours,

F. P. FISH, President.

[Source: Private Letter Book I.]

No. 29.

GEO. F. BAKER, President.

II. C. FAHNESTOCK, V. Pres.

FRANCIs L. HINE, V. Pres.

CHARLEs H. STOUT, V. Pres.

C. D. BACR Us, Cashier.

W. G. SNOW, Asst. Cashier.

H. FAHNESTOCK, Asst. Cashier.

GEO. F. BAKER, Jr., Asst. Cashier.

FIRST NATIONAL I3ANK,

New York, March 8, 1902.

F. P. FISH, Esq.

Prest., Am. Tcl. (6 Telegraph Co.,

Boston, Mass.

DEAR MR. FISH: Replying to your favor of the 7th instant, I beg to hereby

confirm the agreement entered into by you with Geo. F. Baker, Esq., namely,

that he and his associates shall accept upon presentation by you at the First

National Bank of New York, 15,000 shares of the stock of the Amecican Tele

phone and Telegraph Company at 153%, and that they shall have the privilege

of accepting 25,000 (Q) 35,000 shares additional at the same price within a few

days after Mr. Baker's return from the South. Also that Mr. Baker and

Mr. Waterbury shall be elected as members of the Board of Directors of the

American Telephone and Telegraph Company at their meeting to be held on

March 25, 1902.

As indicated over the telephone, we should be glad to have a certificate of

100 shs in name of Geo. F. Baker, 100 shs in name of John I. Waterbury, 14,800

shs in name of W. J. Nevius.

(300 shares of the latter to be in six certificates of 50 shares each).

Yours, very truly,

F. L. HINE, V. P.

[Source: President's file 12373. ]

Source: President's file 12373.

GEO. F. BAKER, President.

H. C. FAHNESTOCK, V. Pres.

FRANCIs L. HINE, V. Pres.

CHARLEs H. STOUT, V. Pres.

C. D. BAckUs, Cashier.

W. G. S.Now, Asst. Cachier.

H. FAHINEstock, Asst. Cashicr.

GEO. F. BAKER, Jr., Asst. Cashier.

FIRST NATIONAL BANK,

New York, Mch 25, 1902.

F. P. Fish, Esq. -

Prest., Am. Telephone & Telegraph Co.,

Bostom, Mass.

DEAR SIR: Referring to your letter of March 7th, I hereby accept for myself

and associates the option to purchase 35,000 shares of your stock at 153%, the

same to take effect this date. The arrangement for the delivery of the certifi

cates and payment of dividends as arranged by you with Mr. Waterbury will

be entirely satisfactory. Yours, truly,

GEO. F. BAKER.
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EXELIBIT No. 1659–9

[IFrom ſiles of Federal Communications Commission]

PROPOSED PLAN OF FINANCING

IReport of Messrs. Leverett, Sherwin and Driver. February 16, 1905

FREDERICK P. Fish, President

EDWARD J. HALL,

THOMAs SHERWIN,

C. JAY FRENCH,

Vice Presidents

CHARLEs EUstis HUBBARD, Scorctary

WILLIAM R. DRIVER, Treasurer

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

Boston, February 16th, 1905.

PLAN OF FINANCING PROPOSED BY ME. WATERIBURY AND ASSOCIATES

FREDERICK P. FISH, Esq.,

DEAR SIR: In order that there may be no question as to the exact points

which are discussed in this letter we will briefly summarize the plan under

consideration.

A syndicate to buy—

(a) $15,000,000 of our bonds expiring in ten years instead of 1929.

(b) $35,000,000 four per cent bonds analogous to our present bonds con

vertible into stock at $130 at any time, say, after three years and before

eight years, and to run, say, twenty to twenty-five years.

(c) $50,000,000 of the same type of convertible bonds, if we have the power

to offer them, with an option on the part of the syndicate to take $50,000,000

more of the same kind.

The $100,000,000 which the syndicate are bound to take are to be paid

in installments on fixed dates, the series of installments of the first $50,000,000

being completed in August 1906 and of the installments of the second $50,000

000 in December 1907, with the right to anticipate at any time payment of

any part or all of the first $50,000,000 and at any time after August 1906

payment of any part or all of the second $50,000,000. If payments are antici

pated, the syndicate, at our request, will hold the money until we want it and

allow 3% interest.

Omitting the price to be paid for the bonds, this is the whole of the plan.

The distinctive and controlling feature of this plan is the issue of convertible

bonds, and at the threshold of our inquiry we are met with the question of

the power of this company to issue such bonds, as the indenture of July 1,

1899, under which our present collateral trust four percent bonds are issued,

makes no provision for the issue of convertible bonds.

It has long been laid down by text writers, supported by numerous decisions,

that in the absence of special enabling statutes authorizing a different dis

position of its stock, a corporation, upon the issue of new stock, must dis.

tribute that stock pro-rata to its then existing stockholders. In other words,

each stockholder, upon the issue of new stock, has the right to take a pro

portionate part thereof. Some cases have gone so far as to hold that the stock

holders are entitled to have this new stock at par. Such is not the rule in

New York, according to the recent case of Stokes vs. Continental Trust Co.,

91 N. Y. Sup., 239. But it would seem to be the law in that state that a

stockholder is entitled to take his pro-rata share of new stock at the same

price it may be offered to other stockholders or to others.

This is a general rule of law and subject to exception. For example, it

would not apply in case of the purchase of specific property for stock, where

the corporation is authorized to issue stock for other consideration than

money; nor would it apply in the case of the conversion of bonds into stock,

if the corporation is authorized to issue convertible bonds. Other cases may

be imagined in which the rule would not apply.

But the rule would make strongly against the right of a corporation to issue

convertible bonds unless specifically authorized, except in cases like the one

mentioned below (this company having in the treasury of The American Bell
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Telephone Company $27,000,000 of its old stock which can be disposed of by our

directors as they see fit).

The Stock Corporation Law, section 2, in empowering stock corporations

(among them telephone companies) to issue bonds and secure the same by

mortgage, requires the consent of the holders of not less than two-thirds of the

Capital stock of the corporation, and provides that the directors, under Such

regulations as they may adopt and when authorized by such consent (i. e. Of the

holders of two-thirds of the capital stock), may confer on the holder of any

debt or obligation secured by such mortgage the right to convert the principal

thereof, after two and not more than twelve years from the date of the

morgage, into stock of the corporation. This is the only New York statute upon

this subject affecting this company.

The application of the above to the plan in question is not difficult. So far

as the first $35,000,000 of the bonds is concerned it would not be necessary to

issue new stock in order to enable this company to perform its covenant of

Conversion. The $27,000,000 of stock now held by The American Bell Telephone

Company wold be ample and available for the purpose. But inasmuch as further

new stock would be needed to carry out the remaining features of the plan, it

Would hardly seem necessary to draw upon the stock held by The American Pell

Telephone Company; for all the stock required could be authorized by one vote of

Our StockholderS.

Is action by the stockholders necessary? Not for the first $35,000,000, because

the $27,000,000 of stock needed for the purpose of conversion are within the

Control of the board of directors. But we are of the opinion that it would be

required for the remaining issues for the reasons above given and for the further

reason that such is the express requirement of the enabling statute. The very

fact that it was thought necessary to make such an enabling statute would create

a presumption that such power did no otherwise exist.

We are concerned with the question of power to issue convertible bonds and

not with that of policy, although it might be worth while to consider whether,

if the power exists, it is expedient to issue, without consulting the stockholders,

S0 great an amount of convertible bonds as is contemplated by the plan as a

Whole, with the possible attendant issue of so large a block of stock.

THE PLAN IN DETAIL

Examining the plan in detail, we find that at first an issue of $15,000,000 Of

Our bonds is contemplated, to run ten years instead of until 1929, the date of

payment of our collateral trust four per cent bonds. Can these short term

bonds be issued under the indenture of trust dated July 1, 1899? That indenture

provides for the issue of bonds, all to be substantially of the tenor therein set

forth, except that bonds bearing a less rate of interest than that specified in the

form given in the indenture may be issued thereunder. The exception of the

rate of interest would of itself indicate that all other provisions of the bond are

to remain unchanged and that the time of payment can not be changed. It is at

least doubtful if bonds of a shorter period can be included thereunder by agree

ment with the trustee, as all the bonds already issued would have an interest

in the terms under which the later bonds are to be issued. If short term bonds

are issued a failure to pay these bonds at maturity would be a default under

Which all the securities of the trust might be sold and must be sold at the

request of one-fourth in interest of the bondholders. This is a radical change in

the plan of the trust established by that indenture.

We take it that the $35,000,000 of bonds required by section (b) of the plan

could be our regular collateral trust four per cent bonds if desired. As stated

above the directors have within their control the required amount of stock—

that now in the treasury of The American Bell Telephone Company. Bonds

in the regular form provided by the indenture could be issued, and appended

to each bond a separate covenant on the part of the American Telephone and

Telegraph Company to make the conversion. If the conversion were made, the

bonds when surrendered under the terms of the conversion would come back

into the possession of the American Telephone and Telegraph Company. If

the instrument containing the covenant for conversion was not stamped on the

bonds but made in a separate instrument appended to the bonds, it might be

removed from the bonds and the bonds reissued. But it is to be noted that

the amount of collateral once placed in the hands of the Old Colony Trust

Company, Trustee, to secure these $35,000,000 bonds, must always remain in

its hands and cannot be withdrawn even if it be thought desirable to cancel
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them. Indeed the bonds themselves must, if they are to be used, remain out

standing. New bonds cannot be substituted for them, except under the provision

for mutilated bonds, in the first paragraph of the indenture.

As stated above, it would probably be found more desirable, if convertible

bonds in greater amount than $35,000,000 are to be issued, to issue them all

under a new indenture instead of issuing $35,000,000 under the indenture of

July 1, 1899, and the balance under a new indenture. The indenture of

July 1, 1899, as stated above, makes no provision for an issue of convertible

bonds.

BUSINESS CONSIDERATIONS

There is one serious business objection to the adoption of the convertible

bond feature of this plan. The bonds, when placed upon the market, being of a

greater value, would to a large extent lessen the demand for our collateral

trust bonds, as the market would undoubtedly give preference to the convertible

bonds. This would be an important fact for those of Our present bondholders

who may wish to dispose of their bonds.

Undoubtedly we need not, in Our policy of financing, limit ourselves to our

own serious detriment in order to protect those who have heretofore purchased

our previous issues of bonds, but we should bear in mind, in deciding upon a

policy, that we must Ourselves necessarily be in the market to sell further

issues of our collateral trust bonds; because in May 1907 $25,000,000 of these

bonds will be released by the payment of the $20,000,000 of notes for which

they are now held as collateral. In July 1908 the bonds of The American Bell

Telephone Company will be payable, thereby making the collateral theretofore

held for such bonds available for the issue of $10,000,000 of our collateral trust

bonds. As stated above, this collateral having once been deposited with the

trustee under the indenture cannot be withdrawn; and consequently this com

pany will have $35,000,000 of bonds which it must sell in order to avail itself

of the assets deposited under that indenture.

It would, therefore, seem to be highly desirable, as a business proposition, not

to issue convertible bonds if it can be avoided, as these $35,000,000 bonds would

be available in any Scheme which did not require the issue of convertible bonds.

AVAILABLE ASSETS

Are we in a position to make a contract according to this plan?

The stocks and bonds which this company possesses, including

what we are to receive within a short time, stand on our books

at------------------- -- --- $143,000,000

Of these there have already been deposited with the Old Colony

Trust Company under the indenture of July 1, 1899, (the value

here stated being that at which they stand on our books) ---__ 66, 000,000

Balance_ ––– 77,000,000

Of this the following are not available for deposit under that

indenture:

Western T. & T. Co. (because the indenture of

trust does not permit the deposit of the stock

of this company, as it is not a licensee) ------ $13,000,000

Certain stocks of struggling companies, like the

Cent. N. Y., Cent. Union, N. Y. & Penn., and

Ches. & Pot., which should be kept in hand for

the future financing of these companies_______ 7, 500,000

20, 500,000

Leaving a balance of ----------------------------------- 56

If a new indenture is to be prepared, there may be added to this , 500,000

the following:

Western T. & T. Co. preferred---------________ $12,000, 000

Real Estate----------------------------------- 2,250,000

Long Line Construction------------------------ 31,000, 000

SO. Bell Indebtedness, Say------------------___ 10,000, 000

Other notes, say------------------------------- 4,000,000

— 59,250,000
T

115,750,000
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There is, in addition to the above notes, the notes of the above mentioned

struggling companies amounting to about $10,000,000 but these notes, for the

reason above stated, should, if possible, be kept within the control of this

company.

In order to issue the $100,000,000 of bonds above called for, if a margin

equivalent to the margin provided for in the present indenture of trust be called

for, $133,333,333 of assets would be required therefor. The assets in hand would

hardly be sufficient to furnish this amount of security, not to speak of security

for the $50,000,000 of further bonds on which the syndicate is by the plan to

have an option. For this latter $50,000,000 provision must be made with

Securities that will be obtained in the future. Consequently the option on this

further $50,000,000 should not be available before the expiration of several

years from date.

It is to be noted in this connection that the company has cash in hand suf

ficient to pay all its obligations until the current Summer; that for the two years

succeeding, including the payment of the $20,000,000 of notes maturing in

May 1907, the probable requirements of the company will not be much, if

any in excess, of $70,000,000; and that upon the payment of the above notes

$25,000,000 in bonds will be in hand for the future financing of the company.

RESULT OF PILAN

If, under the above plan, the bonds net this company 89 (90 with, say, 1%

for expenses) and the option to take the stock is exercised at the expiration

of three years from date, the transaction would be equivalent to the sale of

the stock in three years at $115.70 (that is, 89% of 130) with a payment mean

while by this company of about 4%% per annum for the money; or, to state

the transaction in another way, it would be equivalent to a sale of the stock

at 130 and a payment meanwhile by us of 8% per annum on the money. If

the option was exercised at the end of eight years, it would be equivalent to

about 5% 7% for the money, and the rate would increase as if the option were

exercised earlier. The purchaser is free to take the stock or not according to

the state of the market.

CONCLUSIONS

Our conclusions are, that

(1) It would be undesirable, from a business point of view, to issue con

Vertible bonds.

(2) In order to issue convertible bonds above $35,000,000, consent of two

thirds of the stockholders would be required, and this would be difficult to

obtain.

(3) It is much more desirable to issue bonds under the present indenture

of trust, for the present needs of the company, up to, say, a total of $100,000,000.

If more than $100,000,000 of bonds are to be issued, it might be well to con

sider whether it is not advisable to make an issue of bonds under another

indenture of trust which would fall due at Some other date, as the amount

falling due in 1929 would otherwise be excessive and probably burdensome

for the company to finance at one time.

(4) Short time bonds (that is to say, payable in ten years) cannot be issued

under the present indenture.

(5) We doubt the expediency of financing the company for so long a period

of time as the proposed plan contemplates, especially as it would have the

effect of tying up our assets and of rendering more difficult the use of them

in the financing, consolidation, and development of our sub-companies.

(6) In preference to the plan under consideration, we should recommend

the issue this year of a limited amount of stock and bonds, say, one in ten

of stock to present stockholders and $15,000,000 in bonds to be sold to bankers.

Of course it would be preferable to finance for a year or two more if a satis

factory arrangement can be made through a syndicate. A plan for marketing

abroad stock or stock and bonds would be very desirable.

To our minds there is another risk in the proposed plan which should be

had in mind. If a bankers syndicate should be formed under the proposed

plan, who should pool their bonds or place them in trust, the trust so formed,

by exercising the option given for the conversion of bonds, would have the

power to acquire so near an absolute controlling interest in this company as

practically to control the whole assets of the company, which they could use
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for any schemes of financing that they saw fit. In short, having nearly one

half of the entire issued capital stock of the company, they could consolidate

this company with other companies, or make any other arrangment in regard

to its future financing that they saw fit. This is a great and extremely valuable

option and is equivalent, until the bonds are distributed or sold to the public,

to a surrender of the powers of management by the present officers and stock

holders to a body of bankers who may work to the disadvantage of the present

stockholders in the promotion of other schemes of consolidation.

We cannot see in the present condition of the company any urgency which

calls for a method of financing so drastic as this plan.

Respectfully,

GEO. W. LEVERETT,

THOMAS SHERWIN,

WM. R. DRIVER,

The foregoing plan assumes that the convertible bonds to be issued there

under will not be offered to Our stockholders. We understand that it is now

proposed to modify this plan by making an offer of these bonds to our stock

holders. This would remove one of the serious legal objections to the plan.

It would not, however, give authority to the directors to offer the Fifty Mil

lions, on which it is proposed to give the syndicate an option, that is to say,

the third Fifty Millions of the plan, because there is not sufficient stock at

the disposal of the directors to make such a contract. All of the other ob

jections to the plan as stated in the foregoing opinion still subsist. In addi

tion, if say, One Hundred Millions were to be offered to our stockholders at

one time the question of the good faith of the offer would be at once raised

inasmuch as it couldn't be fairly expected that our stockholders would be in º

position to take so large a block at once.

Respectfully,

GEO. V. LEVERETT,

THOMAS SHERwis,

WM. R. DRIVER,

[Source: President's file 17614.]

EXIIIBIT NO. 1659–1()

[From files of Federal Communications Commission]

FEBRUARY 15, 1905.

Mossrs. J. P. MORGAN & Co.,

Broad and Wall Streets, New York City.

DEAR SIRs: We find so many practical and technical difficulties in the scheme

suggested in our conference last Friday, that it will be some time before we shan

be in a position to take the matter up on its merits. Absolutely no time will be

lost in making such investigations as are necessary to a proper Consideration

of the plan.

I shall hope to call on Mr. Steele some time Friday, to talk with him a few
minutes about some of the legal difficulties.

Very truly yours,

F. P. FISH -

[Source: Private Letter Book IV.] , President.

ExHIBIT No. 1659–11

[From files of Federal Communications Commission]

(Handwritten:) P. F. File. 6/3/08. A. M.

º STATES SENATE,

ashington, Feb. 1

Private 5, 1905.

DEAR MR. FISH : I am beginning to think that we ought to raise the

money by the Sale of four per cent collateral bonds without theºj.
We surely can find some one who will buy them at a reasonable price. The.
proposition is intricate and uncertain, and might lead to a great deal Of tro ir

I write you about it now, thinking that you might want to intimate to the.
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in New York that some of your people do not look with favor on their plan, but

of course do as you think best about this.

If you wish to talk with me on the telephone you can call me up at the Senate

any time after 11 o'clock tomorrow or Friday, and at the Arlington Hotel previous

to that or in the evening.

Very sincerely yours,

Mr. F. P. FISH,

15 Dey Street, New York, N. Y.

W. M. CRANE.

EXHIBIT NO. 1659–12

[From ſiles of Federal Communications Commission )

FEBRUARY 20, 1905.

JoBN I. WATERBURY, Esq.,

Manhattan Trust Company, Wall dé Nassau Streets, New York City.

MY DEAR MR. WATERBURY: IKnowing the deep interest you have in securing an

arrangement by which our financial matters may be adjusted for a long time,

I regret to say that the Executive Committee has determined that it is not wise

for us to consider at present the comprehensive scheme of financing submitted to

us by Messrs. J. P. Morgan & Company and Messrs. Kidder, Peabody & Company

at our recent interview. I have so notified those two firms.

There are certain practical and legal difficulties in the way of dealing with

the matter on broad lines at the present time which may ultimately be eliminated

but which now seem to us controlling.

We are submitting to a number of banking houses which have expressed an

interest in our securities a memorandum copy of which I enclose.

Very truly yours,

F. I’. FISII, President.

(Enclosure)

[Source : Private Letter Book IV.]

FEBRUARY 20, 1905.

Messrs. J. P. MoRGAN & Co.,

Broad and Wall Streets, New York City.

DEAR SIRs: Our Executive Committee has given careful consideration to the

proposition which you and your associates made to us a week ago last Saturday

for the purchase from our Company of certain securities to be issued by it.

The Committee has decided that at the present time it is not expedient for the

Company to enter into such a comprehensive scheme of financing as that sug

gested, On the lines proposed.

Thanking you for the pains you have taken in this matter, I remain,

Very truly yours,

F. P. FISH, President.

[Source: Private Letter Book IV.]

FEBRUARY 20, 1905.

GEORGE F. BAKER, Esq.,

First National Bank,

A Wall Street, New York City.

MY DEAR MR. BAKER: After most careful consideration our Executive Com

mittee has determined that we can not take up at present negotiations on the

lines suggested by Messrs. J. P. Morgan & Company and Messrs. Kidder, Pea.

body & Company at our recent interview. There are practical and legal diffi.

culties in the way which seem to us, for a time at least, to be controlling.

I enclose a copy of a memorandum that we are submitting to a number of

banking houses which have intimated a desire to consider any issue of secu

rities that We might make about this time.

I shall hope to see you in New York at an early date.

Very truly yours,

F. P. FISH,

President.

(Enclosure)

[Source: Private Letter Book IV.]
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EXHILIT No. 1659–13

[From files of Federal Communications Commission )

AUG. 14, 1905.

DEAR MR. WINsor : In view of my understanding with my Executive Com

mittee that the entire financial question should go over until fall, I am not

sure that I am at liberty to go so far into the facts and figures with you as

you would like, as per your suggestion at the Exchange Club today. At any

rate, I shall have to bring the question before my Committee.

You will remember that I said, after my return from California, that I saw

no reason why you and I should not talk over your general plan or thought on

the subject (provided we could do so without prejudice or any danger of incur

ring the slightest obligation) for such preliminary consideration would make the

work in the fall, if we take it up, more easy. Dealing with the “facts and fig

ures” as you suggest would go far towards instituting negotiations and a possible

approach to a committal. This, of course, must be avoided.

If you feel that you can not tell me the general nature of your plan, without

going into the figures, it seems to me most probable that everything will have

to go over till fall, as I doubt if my Committee would support me in taking

action now, which might be inconsistent with our conclusion to do nothing at

present. I should have said all this to you this noon but my mind did not work

quickly enough.

Sincerely yours,

(Signed) I'. I’. Fisii.

Itoſ;H.RT WINsor, Esq.

[Source: I'rivate Letter Iłook IV.]

IXIII BIT NO. 1659–14

[From ſiles of Federal Communications Commission 1

WALL STREET, CoRNER NAssau, NEw York,

November 21st, 1905.

IDEAR MR. I’ISH : If you will pardon a running comment which occurs to Mr.

Iłaker and myself after reading over the proposed circular to the stockholders,

you will, I think, have a better notion as to how we are impressed in our efforts

to judge of the draft from the point of view of the stockholder, who, after all, is

the person we desire to reach.

The statement as to the business and operations of the Company might, we

think, be followed by the further statement that the companies are gaining in

those portions of the country in which they have continuously prospered etc. etc.,

omitting any reference to conditions which are generally known to exist.

This followed by a description of the company's investments and advances,

and by the statement that in order to meet the continual increasing demands

for a comprehensive and national service such as only this company can give,

requires constant development of facilities and further outlay.

A statement of the present amount of the issued capital upon which dividends

are paid, and a short table which will show at a glance the outstanding bonds

and debenture notes of all kinds, including The American Bell Telephone Com

pany's bonds.
-

The increased requirements of the company have heretofore been met by
issues of stock or of debentures, or by the issue of debenture notes.

The development of the company has now reached a stage when the Directors

believe that the interests of the stockholders will be best conserved by author.

Izing another form of security that will enable the company to negotiate advan

tageously for additional moneys that are required to meet the enormously in

creasing business of the company, so that it may be prepared to meet market

conditions as they occur, and provide for financing the Company for an ex

tended period should it be found practicable to do so.

The Directors believe that in addition to the right to secure money by the

further issue of stock and of its four per cent. collateral bonds, they should be

authorized to negotiate for the issue and sale of convertible bonds as the money

for the necessary development of the business could probably be obtained at a

better rate than if the Company was confined to the forms of financing to which
#! has heretofore been limited.
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While the present financial condition of the Company is sufficient for all its

purposes until well into 1906, the Directors nevertheless are of the opinion that

action should be taken upon the recommendation in order that the Stockholders

may derive every advantage in securing money for the future purposes of the

Company.

I trust we have met your request as desired, and that if we can be of further

service you will not hesitate to command us.

Yours faithfully,

JOHN I. WATERBURY.

F. P. FISH, Esq.,

Pres’t. Amer. Tel. & Tel. Co., Boston, Mass.

(Enclosure.)

[Source: President's file 15941.]

ExHIBIT No. 1659–15

[From files of Federal Communications Commission]

RNow ALL MEN BY THESE PRESENTs, that the undersigned, stockholder in the

American Telephone and Telegraph Company, does hereby constitute and appoint

Alexander Cochrane, Nathaniel Thayer, John I. Waterbury and William R.

Driver, attorneys of the undersigned, with power of substitution to each, for

and in the name of the undersigned to vote upon all stock of the undersigned

in the American Telephone and Telegraph Company at the special meeting of

the stockholders of said Company to be held on Thursday, the twenty-first day

of December, 1905, for the purpose of acting upon the question of authorizing

the issue of convertible bonds, and at any adjournment of said meeting, with

all the powers the undersigned would possess if personally present. A majority

of such of said attorneys as shall be present and shall act at the meeting (or

if only one shall be present and act, then that one) shall have and may exer

cise all of the powers of all of said attorneys hereunder.

IDECEMBER , 1905.

[From files of Federal Communications Commission 1

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

No. 15 Dey Street, New York, March 12, 1901.

Enclosed please find notice of the Annual Meeting of the Stockholders of this

Company.

It is important that your stock be represented at this meeting, in order that

the presence of a quorum may be ensured.

A blank form of proxy is enclosed, which, if you cannot be present in person,

you are requested to sign and send to some one in your confidence for use, or

to William R. Driver, 125 Milk Street, Boston, if that be more convenient. If

sent to Mr. Driver, the proper United States Internal Revenue stamp will be

affixed and duly cancelled by him.

A stamped envelope is enclosed for use, if you choose to send the proxy here.

CHARLEs EUSTIs HUBBARD, Secretary.

[Subject File No. 012.11. Treas. Dept. A. T. & T. Co., Inv. C. Augat.]

[Subject File No. 012, Treasury Dept. A. T. & T. Co., Inv. C. Augat.]

KNOW ALL MEN BY THESE PRESENTs, That I, the undersigned Stockholder in

the AMERICAN TELEPHONE AND TELEGRAPH CoMPANY., do hereby appoint__________

--------- true and lawful Attorney, with power of substitution, for me and

in my name to yote at the Annual Meeting of the stockholders in said Company,

to be held in New York, March 26, 1901, or at any adjournment thereof with

all the powers I should possess if personally present.

March ------, 1901.

s
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EXHIBIT NO. 1659–16

[From files of American Telephone and Telegraph Company]

DECEMBER 6, 1905.

P. F. 15923

Personal

CHARLES H. DAVIs, Esq.,

25 Broad Street, New York City.

MY DEAR MR. DAVIS : Your letter of December 5 comes to hand today. I am

very glad to hear from you and if you care to call on me in New York next

Tuesday at my office 15 Dey Street, I should like to talk the situation over

with you.

It does not seem to me wise at the present time that we should commit

ourselves to offering to the stockholders any convertible bonds that may be

issued, for the market conditions might be such that the most desirable trade

possible for the Company and the stockholders would be one that could not give

the stockholders the opportunity to subscribe for the bonds.

My own belief however is that if we ever issue such bonds, the conditions

are likely to be such that an offer to the stockholders would be wise and

proper.

Of course you understand that we have no plans for financing at the present

time and there are no negotiations whatever looking to the sale or issue of

such bonds. We simply concluded that it would help the Company very much

to have this form of financing open to it and therefore the Directors ask for

the requisite authority.

Very truly yours,

F. P. FISH, Presidcnt.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY., SPECIAL MEETING OF

STOCKHOLDERS, DECEMBER 21, 1905

IDec. 21, 1905.

“Resolved, That the Directors be and they are hereby authorizod to issue

from time to time, when and as it may be necessary, for the transaction of

the business of the Company, or for the exercise of its corporate rights, privi

leges, or franchises, or for any other lawful purpose of its incorporation, con

vertible bonds of the Company, not exceeding, in the aggregate, one hundred

and fifty million dollars ($150,000,000) in such denominations, at such rate of

interest and for such periods of time as they may determine, and they are

hereby authorized to confer upon the holders Of Such bonds the right to convert

the principal thereof, after two and not more than twelve years from the date

of such bonds, into stock of the corporation at such rate, not less than par,

as the Directors may ſix, and under such regulations as they may adopt.”

ExIIIBIT NO. 1659–17

| From ſilos of ITederal Communications Commission]

DECEMBER 15, 1905.

Porsonal.

W. L. PUTNAM, Esq.,

60 State Street, Bostom.

MY DEAR MR. PUTNAM: I trust that we are to have the support of the Lowell

stock at the special stockholders' meeting in New York. I write this because I

Observe that the proxy has not yet come in.

The proxies generally are coming in, and the more I think the matter over,

and the more I hear of the views of those whose opinion is of value, the more

thoroughly satisfied I am that the Directors should have the power for which

they ask.

Very truly yours,

F. P. FISH, President.

[Source: I’resident's Letter Book 41.1
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DECEMBER 15, 1905.

P. F. 15,961

“ 15,988

GEORGE BARCLAY MOFFAT, Esq.,

5 Nassau Street, New York City

MY DEAR MR. MoFFAT: I regret extremely that I was unable to see you in

New York this week, as I intended. I had so much to do that was unexpected

that I did not have the opportunity to communicate with you.

I sincerely hope that we are to have your support in getting, at our meeting

next Thursday, the power to issue convertible bonds.

The matter has received most careful consideration, and we are all satisfied

that if this additional authority is given to the Directors it will be to the advan

tage of the stockholders and the Company.

I am not able at this moment to put my hand on the letter from you which

I received a few days ago, and I should thank you very much if you would

Write me again upon receipt of this, telling me exactly what is your attitude and

giving me the opportunity of writing you at greater length if you are not

entirely satisfied to advise those with whom you come in contact to act affirma

tively with reference to the proposition that will come before the meeting.

Very truly yours,

F. P. FISH, President.

(Handwritten.) Gov. Crane is trying to see you this afternoon or tomorrow

morning to talk the matter over with you.

[Source : President's Letter Book 41.]

Mr. FISH : Mr. Driver telephoned from New York just now (11:55 A. M.) to

say that Marsden J. Perry had not sent in his proxy (3,750 shares), and that

Francis A. Cranston, Providence, had withdrawn his (1,200 shares). As this

last seems to indicate a change of mind you may want to take notice ofp"M

G. D. M.

December 15, 1905.

[Source: President’s file 15947.]

DECEMBER 15, 1905.

P. F. 15.947

MARSDEN J. PERRY, Esq.,

Providence, R. I.

MY DEAR MR. PERRY: I trust that you are in favor of giving the Directors of

the Company the power to issue convertible bonds, and that you will either be

present at the meeting or send us your proxy.

If you have any doubt as to the advisability of having the Directors in a

position where they can negotiate for the issue of convertible bonds, I shall be

glad if you will do me the favor to give me a chance to talk the matter over

with you.

Mr. Francis A. Cranston, of Providence, who sent in his proxy, has withdrawn

it. I should be very sorry if this meant that he disapproved of the plan.

Perhaps you will take the trouble to call me on the telephone at your

Convenience.

The proxies are coming in well, and, as far as I can judge, those whose

opinion I most value believe with me that the Directors should have the power

to negotiate for the issue of convertible bonds if conditions are favorable to that

sort of security.

Very truly yours,

F. P. FISH, President.

[Source: President's Letter Book 41.]

(Stamped:) Received Dec. 19, 1905 A. B. T. Co.

- AMERICAN TELEPHONE AND TELEGRAPH CoMPANY.,

No. 15 Dey Street, New York, N. Y., Dec. 16, 1905.

Mr. Joseph S. FAy, JR.,

31 State St., Rm. Å06, Boston, Mass.

DEAR SIR: For the purpose of the special meeting of stockholders called for

Thursday, December 21st, it is necessary that two thirds of the capital stock
should act.

Your proxy has not been received.

124491–40—pt. 23 22
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If the proposition meets your approval, and if you do not expect to be present

at the meeting, will you kindly execute and return the accompanying proxy?

As the time is short, I shall be glad if you can find it convenient to give this

your early attention. (Handwritten :) 5440 Shrs.

Respectfully yours,

F. P. FISH, President.

(Handwritten :)

DEAR SIR: I do not approve of the proposed issue because in the Resolution

of the Directors they fail to state that the bonds shall first be offered to the

stockholders. I consider this very important so shall not send proxy.

Yours truly,

J. S. FAY, JR.

(Handwritten :) 15947 Dec. 18, 1905. L. B. 41/372. See L. B. 41/338.

MARSDEN J. PERRY

UNION TRUST COMPANY BUILDING

PROVIDENCE, R. I., December 16, 1905.

DEAR MR. FISH : I most heartily endorse your plan for the issue of convertible

bonds, and supposed I had executed and sent my proxy long ago, but on my

return from New York I find your letter, and the only inference is that I have

neglected my “plain duty”. I, unfortunately, have no influence with Mr. Cran

ston, or I would volunteer to see him and attempt to secure his proxy, but there

are, you know, some men to whom success, even in a moderate degree is an

offence.

Faithfully yours,

MARSDEN J. PERRY.

One enclosure.

(Handwritten :) File

OFFICE OF SETH LOW

30 East 64th Street, New York

DECEMBER 18th, 1905.

DEAR SIR: I have received a second copy of the circular of your Company,

dated November 29th, 1905, and a second request for my proxy, to be used at

the meeting of the Company to be held on the 21st inst. I am not sending my

proxy, for the reason that I do not believe in the plan proposed.

Yours, very truly,

SETH Low.

F. B. FISH, Esq.,

President of the American Telephone & Telegraph Co.,

15 Dey Street, New York City.

EXHIBIT NO. 1659–18

[I'rom files of American Telephone and Telegraph Company]

JANUARY 27, 1906.

P. F. 16078

WILLIAM SALOMON, Esq.,

Messrs. William Salomon & Co., 25 Broad Street, New York.

MY DEAR MR. SALOMON: I was out of town when your telegram was received.

Nothing has been done as yet, but the conditions are such that I must be

very careful in all cases not to give any encouragement to any parties in the

matter referred to.

I very much appreciate your continued interest in our financial affairs, and it

would give me great pleasure to be in a position to utilize your very efficient

Organization and capacity; but there are innumerable considerations that must

be taken into account, and it is entirely impossible for me to say what can or

can not be done.

Thanking you for your telegram, I remain,

Very truly yours,

F. P. FISH, Presi[Source: President's Letter Book 42.] > sident.
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(Handwritten :) 16078. Jan. 30, 1906. LB 42/95. See LB 42/35, 38.

(Handwritten :) File 6/3/08 A. A. M.

WILLIAM SALOMON & CO.

BANKERS

25 Broad Street New York -

JAN. 29, 1906.

Mr. F. P. FISH,

President, American Telephone & Telegraph Co., Bostom.

DEAR SIR: I beg to confirm telegrams exchanged between us and receipt

this morning of your kind letter of January 27th, for which accept my best

thanks.

I shall be much obliged if you will let me know whether you are going to be

in New York within the next few days, so that I might have an interview with

you ; or if you are not going to be here, whether you would permit me to send

one of my partners to Boston to have a talk with you in respect to the matter

referred to.

I understand from your telegram and letter that the matter is still open,

and I would like to learn whether it may be possible to allow me to make for

myself, associated with a satisfactory group, a competitive offer. Your policy

has always been that of allowing competitive tenders to be made and I do

not understand from your letter that it is your intention to follow a different

policy in this instance.

I am

Yours truly,

W. SALOMON.

S. H.

JANUARY 30, 1906.

P. F. 16078

WILLIAM SALOMON, Esq.,

Messrs. William Salomon & Co., 25 Broad Street, New York.

MY DEAR MR. SALOMON : Your letter of January 29 comes to hand this morning

I shall be in New York early next week—probably Tuesday—and should

of course be glad to see you, or any representative of yours at any time.

As you assume, the matter is still Open, but I am not at present in a position

to state whether or not we shall be in a position to allow competitive tenders,

as has been the case heretofore.

In former years I should have given the same answer up to the time when

our policy was determined for the particular case, for I am satisfied that each

time you must deal with the existing situation on its merits.

While, therefore, I should be very glad to talk the matter over with your

representative, I should feel bound to refrain from committing myself in the

slightest degree to any policy, until the time comes for action, when I shall be

forced to adopt and adhere to some definite position.

I greatly appreciate your willingness to participate in our financial arrange

ments, and it would give me great pleasure to deal with your firm if matters

took such a turn as to make it possible so to do. You undoubtedly recognize

the complexities of my position, and I trust that you understand that all that I

am saying is said in the most friendly spirit, but in view of the necessities of Our

business situation.

Very truly yours,

F. I’. FISH, President.

[Source: President's Letter Book 42.]

EXHIBIT NO. 1659–19

[From files of American Telephone and Telegraph Company J

DECEMBER 16, 1905.

P. F. 15922

EDGAR SPEYER, Esq.,

Lothbury, London, England.

MY DEAR MR. SPEYER: I was very glad to receive your cablegram and to

know that you are of the same mind as when I had the pleasure of talking

with you last September.
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Nothing can be or will be done in the way of financing, at any rate for a few

weeks. I should be only too glad if, when the time came, it were possible to

take the matter up on exactly the lines referred to in your cablegram. You

will understand, however, that it may not be in our power to do this.

Meanwhile, nothing is being done, and the whole question is open for such

action as shall seem best and most expedient.

Thanking you for communicating with me on the subject, I remain,

Very truly yours,

F. P. FISH, President.

(Handwritten :) P. F. File. 6/3/08. A. A. M.

WASHINGTON, D. C.,

January 27, 1906.Personal.

Mr. F. P. FISH,

125 Mille Street, Boston.

DEAR MR. FISH :—Mr. Storrow called on me at the hotel last evening. From

what he said I judged that he and his friends would be quite well satisfied

with a two-thirds interest in the proposed syndicate providing Mr. Morgan

would withdraw his objections to Mr. Speyer. I presume that he will make

this known to you when he sees you. That being the case, Mr. Winsor ought to

be able to induce Mr. Morgan to withdraw his objections. I will call you on

the telephone Tuesday.

Sincerely yours,

W. M. CRANE.

(Handwritten :) File. 6/3/08. A. A. M.

S–MC

LEE, HIGGINSoN & CoMPANY.,

44 State Street, Boston, February 1, 1906.
FREDERICK P. FISH, Esq.,

President, American Telephome dº Telegraph Co.,

119 Milk Street, Boston, Mass.

DEAR SIR: In order that there may be no misunderstanding about our posi

tion, I beg to say that, representing a syndicate formed by Messrs. Speyer & Co.

of New York and ourselves, we would be glad to have an opportunity to bid on

such new securities as the Telephone Company may contemplate issuing.

At present, we do not know sufficient details as to the character of the securi

ties and the amount to be issued, to formulate an offer.

If the Company should desire us to consider the characteristics to be given

the new securities, and to advise the Company as to our opinion, either with

or without a bid, we shall be glad to do this.

If we should purchase an issue of securities from you, we should make an

especial effort to interest European investors; and perhaps it may be of inter

est to you to know that we should have directly associated with us, and pre

pared to join with us in offering the Securities abroad, among others, the follow

ing banking interests:

England (London): Speyer Brothers.

Holland (Amsterdam) : Teixeira de Mattos Brothers.

North Germany (Berlin): Deutsche Bank.

South Germany (Frankfort-on-Main) : Lazard Speyer-Ellissen.

We are ready to make an offer for these securities on short notice, if we

are put in a position by the Company to do so.

Very truly yours,

LEE, HIGGINSoN & Co.

ExHIBIT NO. 1659–20

THIS AGREEMENT, made this 8th day of February, 1906, between the American

Telephone and Telegraph Company, a corporation of the State of New York
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(hereinafter called the Company), party of the first part, and J. P. Morgan &

Company, Kuhn, Loeb & Company, Kidder, Peabody & Company and Baring

Brothers & Company, Limited, (hereinafter called the Bankers), of the second

part,

WITNESSETH:

The Company is about to make an issue of bonds amounting to one hundred

and fifty millions dollars, dated March 1, 1906, payable to bearer, or if regis

tered to the registered holder at the office or agency of the Company in New

York, New York, or Boston, Massachusetts, in gold coin of the United States

of America, of the present standard of weight and fineness, on the first day

of March, 1936, with interest at the rate of four per centum per annum,

payable at either of the offices or agencies aforesaid in like gold coin, semi

annually on the first days of March and September in each year, to the holders

of the coupons thereto annexed, on presentation and surrender thereof; which

bonds are to be convertible at the option of the holder into common stock of

the Company at any time after three years and within twelve years from the

date thereof at the rate of one share of stock for $140 of the principal of

such bonds under suitable conditions. The bonds are to contain a provision

that in case the Company shall at any time before the expiration of the period

of convertibility issue, sell or permit to be sold, any stock in addition to the

present Stock outstanding in the hands of the public (amounting to $131,551,400)

except in exchange for convertible bonds, the rate of conversion thereafter

shall be determined by adding to the sum representing the value of said

$131,551,400 of stock at $140. per share, the sums actually received in cash

for all such additional stock issued or sold, not including stock issued for

convertible bonds, and dividing the aggregate of such sums by the said 1,315,514

shares of present outstanding common stock, increased by the number of shares

of such additional stock issued or sold, exclusive of the stock issued for con

vertible bonds. Both principal and interest of said bonds shall be payable

without deduction for any tax or taxes which may be imposed by the laws of

the United States of America, or of any State, county or municipality therein,

and which the Company may be required to pay or deduct therefrom.

They are to contain a further provision that they may be redeemable by

the Company at any time after eight years from the date thereof at 105

per cent. and accrued interest, on giving notice of such intention to redeem

by publication thereof for twelve weeks in two newspapers of the City of New

York and the City of Boston, Massachusetts, and also in London, and, if

requested by the Bankers, in two Continental centres. They shall be redeem

able in whole, or from time to time in part, and if in part the bonds to be

redeemed shall be drawn by lot in the usual manner. -

Whenever such right to redeem shall be exercised the holder of the bonds

to be redeemed shall have the privilege of converting the same in accordance

with the terms of the bonds at any time (not later than March 1, 1918) up to

thirty days before the day of redemption.

The bonds are to contain a provision for the registration of the principal

thereof, in New York City and Boston, Massachusetts, and for the certifi

cation thereof, by some Trust Company; and a provision relieving the officers,

directors and stockholders of the Company from any liability of any kind

with respect thereto.

It is therefore agreed by and between the parties hereto as follows:

FIRST. The Company agrees to sell to the Bankers, and the Bankers agree

to purchase from the Company, One hundred million dollars of such issue at

the price of 95 and accrued interest; less a commission of 2% per cent. On

the par value of said bonds, said bonds to be taken and paid for as follows:

Bonds of the par value of $10,000,000 on each of the following dates: April

15th, 1906, July 15th, 1906, October 15th, 1906, January 15th, 1907; bonds of

the par value of $30,000,000 on April 15th, 1907; and bonds of the par value

of $10,000,000 on the following dates: July 15th, 1907, October 15th, 1907, Janu

ary 15th, 1908.

The Bankers are to have the right to demand the delivery of said $100,

000,000 of bonds in any sums prior to the date or dates so specified, on paying

therefor the purchase price.

If the engraving and printing of said bonds shall not have been completed

before the day of delivery, receipts shall be issued therefor as a temporary

Substitute.

SEcoRD. In consideration of said agreement of purchase, the Bankers shall

have the option to purchase the balance of said issue, amounting to $50,000,000,

s
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-

until October 1st, 1908, at 98% and accrued interest, less a commission of 2%

per cent. upon the par value of the bonds, but in the event of the exercise of

such option prior to January 2nd, 1908, the said bonds shall not be delivered

until that day.
-

THIRD. The Company shall not issue any unsecured bonds or notes in addi.

tion to said issue of convertible bonds (except obligations payable in less

than one year and to an aggregate amount not exceeding $10,000,000), unless

there be paid into the treasury of the Company additional money from the

sale of stock, in which case the Company may issue additional unsecured

bonds or notes to an amount equal to the money SO paid into the treasury

of the Company. This provision shall be included in the bonds if the Bankers

so elect.

FourTH. If the Company shall hereafter execute any mortgage on its prop

erty and franchise, or any new collateral trust indenture covering collateral

now owned by the Company or acquired with the proceeds of said bonds, it shall

provide for the security of the convertible bonds herein provided for on equal

terms with any other obligations secured thereby ; but this shall not prevent the

issue of collateral trust four per cent. bonds, under the present indenture secur

ing them, to the amount now permitted thereby in view of the amount of

collateral already deposited.

FIFTH. If at any time ninety-five per cent, of said bonds shall have been

redeemed or converted, the restrictions of the two preceding paragraphs of this

agreement shall cease to be operative.

SIXTH. The liability hereunder of each of said four firms of bankers shall

be limited to one-third of the aggregate obligations of the Bankers.

SEVENTH. The said bonds and the trust indenture, as to their form and

legality, shall be subject to the approval of the counsel of the respective parties.
Dated, February 8th, 1906.

AMERICAN TELEPHONE & TELEGRAPH CoMPANY.,

By F. P. FISH, President.

J. P. MoRGAN & Co.

KUHN, LOEB & Co.

IKIDDER PEABODY & Co.

BARING BROTHERs & Co., LTD.

by KIDDER PEABODY & Co.

FEBRUARY 13, 1906.
Messrs: J. P. MoRGAN & CoMPANY.,

KUHN, LOEB & CoMPANY.,

KIDDER, PEABODY & CoMPANY.,

BARING BROTHERs & CoMPANY, LIMITED.

GENTLEMEN: Referring to the agreement dated February 8, 1906, between

this Company, and yourselves, touching the issue by this Company of Thirty

Year Convertible Four Per Cent Gold Bonds, dated March 1, 1906, and amounting

to $150,000,000, I understand that you have agreed that article Third of said
agreement shall be modified to read as follows:

“THIRD, During the term of said bonds the Company shall not have out

standing at any one time unsecured bonds or notes in excess of $150,000,000
(except obligations payable in less than one year and to an aggregate amount

not exceeding $10,000,000), unless there be paid into the treasury of the Com.

pany additional money from the sale of stock, in which case the Company may

issue additional unsecured bonds or notes to an amount equal to the money so

paid into the treasury of the Company. This provision shall be included in the

bonds, if the Bankers so elect.”

Will you kindly write me a letter confirming your agreement.

Very truly yours,

F. P. FISH, President.

NEW YORK, Feb. 13, 1906.
The AMERICAN TELEPHONE & TELEGRAPH COMPANY.

DEAR SIRs: Referring to your favor of even date herewith, we accept the

modification therein proposed of our contract of February 8th, 1906, sº that
Paragraph Third of said contract shall read as follows: -

“During the term of said bonds the Company shall not have outstanding at

any time unsecured bonds or notes in excess of $150,000,000 (except obligations
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payable in less than one year and to an aggregate amount not exceeding

$10,000,000), unless there be paid into the treasury of the Company additional

money from the sale of stock, in which case the Company may issue additional

unsecured bonds or notes to an amount equal to the money SO paid into the

treasury of the Company.

“This provision shall be included in the bonds if the Bankers so elect.”

Yours truly,

J. P. MORGAN & Co.,

KUHN, LOEB & Co.,

KIDDER, PEABODY & Co.,

I3ARING BROTHERS & Co., LT'D.,

By KIDDER, PEABODY & Co.

EXHIBIT No. 1659–21

AMERICAN TELEPHONE & TELEGRAPH CoMPANY–CoNVERTIBLE BONDs SYNDICATE

Referring to the Agreement between the undersigned and the American

Telephone & Telegraph Company, dated February 8th, 1906, providing for the

purchase from that Company of $100,000,000 face value of Four per cent. Con

vertible Gold Bonds and for an option upon $50,000,000 additional of such

bonds, it is agreed between the undersigned that the business under said agree

ment is divided in the following proportions:

J. P. Morgan & Co., Twenty-five (25) per cent.

J. S. Morgan & Co., Five (5) per cent.

Ruhn, Loeb & Co., Twenty-two and one-half (22%) per cent.

Kidder, Peabody & Co., Twenty-five (25) per cent.

Baring Brothers & Co., Limited, Twenty-two and one-half (22%) per cent.

Dated, New York, February 14, 1906.

J. P. MORGAN & Co.,

KUHN, LOEB & Co.,

KIDDER, PEABODY & Co.,

BARING DROTHERs & Co., LT'D.,

By KIDDER, PEABODY & Co., Atty's in fact.

(“Handwritten:) Accepted. J. S. Morgan & Co.

EXIIIBIT No. 1659–22

[From files of Federal Communications Commission |

APPENDIX 10

AMERICAN TELEPHONE & TELEGRAPH COMPANY CONVERTIBLE FOUR PER CENT GOLD

Bonds SYNDICATE AGREEMENT FEBRUARY 15, 1906.

J. P. Morgan & Co., Kuhn, Loeb & Co., New York; Kidder, Peabody & Co., Boston;

Baring Brothers & Company (Limited), London.

AGREEMENT, made the fifteenth day of February, 1906, by and between J. P.

MoRGAN & CoMPANY, KUHN, LOEB & CoMPANY, KIDDER, PEABODY & CoMPANY and

BARING BROTHERs & CoMPANY, Limited (hereinafter collectively called the “Bank

ers”), parties of the first part, and THE SUBSCRIBERS HERETO (hereinafter called,

severally, “Subscribers,” and, collectively, the “Syndicate”), parties of the second

part:

WHEREAS, The American Telephone & Telegraph Company (hereinafter called

the “Company”) has made with the Bankers an agreement, whereby, among

other things, the Company is to sell, and the Bankers are to purchase, upon the

terms in said agreement provided, one hundred million dollars ($100,000,000)

face value of Convertible Four Per Cent. Gold Bonds of the Company of the issue

described in the statement of the Company, dated February 12, 1906, of which a

copy is annexed hereto; and

WHEREAS, the Subscribers desire to form a syndicate to purchase said bonds

from the Bankers at 94% per cent. of their face value together with accrued
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interest, said bonds to be paid for on the following dates, with the right to antici

pate any of the payments, viz.:

$10,000,000 bonds on April 5, 1906,

$10,000,000 “ “ July 5, 1906,

$10,000,000 “ “ October 5, 1906,

$10,000,000 “ “ January 5, 1907,

$30,000,000 “ “ April 5, 1907,

$10,000,000 “ “ July 5, 1907,

$10,000,000 “ “ October 5, 1907,

$10,000,000 “ “ January 5, 1908.

Now, THEREFORE, in consideration of the premises and of their mutual promises,

the parties hereto agree and the Subscribers severally agree, each with the others,

and with the Bankers, as follows:

I. Each Subscriber shall indicate in his subscription hereto the total amount

face value of convertible bonds for the purchase of which he is or shall be bound

on account of the maximum Syndicate obligation to purchase $100,000,000 face

value of convertible bonds at 94% per cent. of their face value and accrued inter

est; and, to the extent of the purchase price of the bonds so indicated in his

subscription, each Subscriber will make to the Bankers cash payment for the

purposes herein indicated, when and as called for by the Bankers, without ref.

erence to the receipt or the possession by the Bankers or by the Subscribers of

any of the said convertible bonds. The several Subscribers shall be called upon

to make payments of cash, in respect of their several subscriptions, only ratably

according to the several amounts thereof, but to the full extent of his own under

taking each Subscriber shall be so responsible regardless of performance or non

performance by any other Subscriber. In the same proportion each Subscriber

shall be entitled to share in the benefits, and shall bear any loss, resulting to the

Syndicate under this agreement, except as otherwise herein provided. Nothing

in this agreement contained shall constitute the parties hereto partners, or shall

render any of the Subscribers liable to contribute more than the amount of his

subscription. Originals hereof shall be signed by the Bankers and retained by

them, but counterparts may be signed by the Subscribers, and all shall be taken

and deemed one original instrument.

II. In the same manner as other Subscribers, the Bankers may severally

become Subscribers hereto ; and, as such Subscribers, they shall be liable for all

subscriptions by them made, and in all respects entitled to the same rights and

benefits as any other Subscriber. The Bankers may severally purchase or be

interested in the purchase of any of the convertible bonds herein mentioned,

and may deal with the Syndicate in the same manner as other persons. Any

Subscriber hereto may, on his own account, make any agreement with any other

Subscriber or with any other person, syndicate or corporation. This agree

ment shall bind and benefit ratably, not only the parties hereto, but their

respective successors, Survivors, assigns, executors and administrators. All

rights and powers of J. P. Morgan & Co., of Kuhn, Loeb & Co. and of Kidder,

Peabody & Co. hereunder shall vest in the copartnership firms now bearing

those names, respectively, and in the successors thereof as from time to time

constituted, without further act or assignment. Any of said Bankers may

delegate any of their powers and authority under this agreement to any of the

other Bankers. Nothing herein contained shall be construed as creating any

trust or obligation whatsoever in favor of any person or corporation other

than the Subscribers, nor any obligation in favor of the Subscribers except

as herein expressly provided. The term “convertible bonds” whensoever herein

used shall be deemed to include receipts or certificates issued for payments on

account of the purchase price of such bonds.

III. Each Subscriber in his subscription hereto shall give an address, to which

notices, calls or other communications may be sent; and any notice, call or other

communication addressed to any Subscriber at the address so given, and either

left at such address or mailed, shall be deemed actually given to such Sub

scriber, and shall be sufficient for all the purposes hereof. If any Subscriber

shall fail so to furnish his address to the Bankers, he shall not be entitled to

any notice of calls, or any other notice hereunder, and he shall be deemed to

assent to any action of the Bankers. The Bankers may issue to the several

Subscribers receipts in respect of payments made hereunder, of such tenor

and form as they may deem suitable. Such receipts, and all rights and obli:
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gations hereunder of the respective Subscribers may be made transferable in

Such manner and on such terms and conditions as the Bankers may prescribe;

but no transfer hereunder shall be valid unless assented to in writing by the

Bankers, and, unless otherwise expressly provided in such assent, the transferor

shall continue liable for the payment of the unpaid part of the transferred

Subscription until the same shall be fully paid.

IV. The Bankers, in their discretion, may release any Subscriber. In case

any Subscriber shall fail to perform any of his undertakings hereunder, or

Shall be released by the Bankers, other Subscribers may be received to take

the share of the Subscriber so failing to perform his undertakings or so released.

In case of the failure of any Subscriber or his transferee to perform any of

his undertakings hereunder as and when called for by them, the Bankers, on

behalf of themselves and of the Syndicate shall have, and at their sole and

exclusive option may exercise, the right to exclude such Subscriber or his trans–

feree from all interest in or under the Syndicate; and, in their discretion,

Without any proceedings either at law or in equity, in such manner and on

Such terms as they shall deem expedient, they may, for the benefit of the

Syndicate, dispose of such participation hereunder or of any interest or right

Of such Subscriber or of his transferee hereunder, and thereupon all interest

and right of such defaulting Subscriber or his transferee hereunder shall cease

and determine. At any public sale hereunder of any interest or right of any

Subscriber or his transferee, the Bankers, or any party hereto, may purchase

the same for their or his own benefit, without accountability; but notwith

standing any sale, whether public or private, the defaulting Subscriber shall

be responsible to the Bankers for the benefit of the Syndicate for all damages

resulting from any such failure on his part, not exceeding the amount unpaid

on his subscription hereto with lawful interest.

W. The Bankers shall have full power, in their discretion, from time to time,

to make with the Company any additional agreements, relating to the pur

chase and sale of the convertible bonds herein mentioned, as, in the exercise of

their unlimited discretion, they may deem expedient, and also, from time to

time, to modify and perform said agreement with the Company and any other

agreements they may make with the Company hereunder, as they may deem

expedient. The Bankers shall be under no responsibility in respect of the form

Or Validity of the convertible bonds or of any receipts or certificates, nor for

the delivery of bonds by the Company in exchange for any receipts or certificates

Which may be issued for payments on account of the purchase of bonds, nor

# ". performance of any agreement contained in any such receipts or cer

CateS.

, WI. The Bankers shall have authority, from time to time and at any time, to

ºncur Such expenses as they may deem proper in carrying out, or in endeavor

ing to carry out, this agreement, or in connection with the preparation, execu

tion or examination of the securities which may be the subject of this agree

"ent, or in doing any act or thing which they may deem to be in the interest

"f the Syndicate, and all such expenses shali constitute and shall be a prior

charge in their favor upon any and all moneys and bonds, by them received

. held hereunder. Any and all moneys by them received hereunder shall be

eld by them as Bankers in general account. They shall also have power and

authority finally to fix and to pay all compensations of depositaries, brokers,

". and counsel, or others; and in the expense account may be included

b ºrs' commissions to the Bankers or any of them on sales or purchases of

0nds at the rate usually paid.

º: The Bankers shalf have full power, as in the exercise of their unre

fromº discretion they shall deem to be for the best interests of the syndicate,
erms ime to time, during the life of the Syndicate, in such manner, upon such

any aº for such prices as they shall deem expedient, to sell and dispose of

Sale º all bonds that may be subject to this agreement. In case of any such

3S in."ºls thereof shall become and be subject to this agreement; and,

Of this. used and finally distributed by the Bankers under the provisions

dischar §teement, the same shall be accepted by the Syndicate in full and final

tºº, of any and all obligation and liability of the Bankers hereunder.

On such . life of the Syndicate the Bankers, in such manner, at such prices,

power,#. and in such amounts as they may deem expedient, shall have

or reº...ºut of the Syndicate, to make purchases of the convertible bonds

* Certificates representing bonds or rights which may be accorded
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to stockholders to subscribe for bonds, and they may resell any such bonds,

receipts, certificates or rights which they may have purchased; and, in their

discretion, they may make any further undertakings of any kind with any

persons concerning any such bonds, receipts, certificates or rights. They may

apply towards any such purchases any sums realized from any sales of Con

vertible bonds of the Company under any provision of this agreement; and they

may make advances, or may procure loans, and may secure the same to such

amounts and in such manner as from time to time they may deem expedient

for any of the purposes of this agreement.

VIII. The Syndicate shall continue until July 1, 1907, unless sooner terminated

by the Bankers, and it may be extended thereafter from time to time by the

Bankers, in their discretion, but not beyond July 1, 1908. No Subscriber shall

be entitled to receive any of the convertible bonds or the proceeds thereof, which

may be subject to this agreement, until the termination of the Syndicate. In

the meantime in their discretion, the Bankers may retain all or any of such

convertible bonds or may deliver to any Subscriber his proportionate part

thereof. In the latter case such Subscriber shall hold the same subject to

sale by the Bankers, and shall return the same upon the call of the Bankers

at any time before the termination of the Syndicate. No Subscriber shall,

prior to the termination of the Syndicate, sell or contract for the sale of any

of the convertible bonds subject hereto. Nothing herein shall be construed to

prevent any Subscriber or any of the Bankers from dealing in any manner with

bonds not subject to the provisions of this agreement. The Bankers shall be

the only and final judges as to whether at any time it is to the interest of

the Syndicate to proceed further under this agreement; and, whenever they

may deem expedient, they may abandon the objects contemplated by this agree

ment and all further proceedings hereunder. In such event all cash and con

vertible bonds by them received and then held for account of the Syndicate,

and the proceeds of such bonds, shall remain charged with the payment of

all expenses and liabilities by them incurred hereunder, and shall be applied,

first, to the payment of any and all expenses incurred by the Bankers under

any provision of this agreement, and, secondly, to the repayment to the Sub

scribers, ratably, of all amounts of such convertible bonds or cash held by the

Bankers subject to this agreement (so far as the same may be sufficient for

that purpose). After the complete performance of the entire obligation of the

Syndicate hereunder, but not before the date set from time to time for the

termination of the Syndicate as above provided, unless otherwise determined

by the Bankers in the exercise of their unrestricted discretion, and upon sur.

render of the certificates and receipts issued hereunder by the Bankers, which

Surrender by any Subscriber shall constitute a final release and satisfaction of

all his claims hereunder, the Syndicate shall be entitled to receive the profits

of the purchase, use, sale and disposition of the convertible bonds which shall

be or become subject to this agreement. The Bankers shall make no charge for

their services hereunder, but shall be entitled to retain for themselves, without

accountability to the Subscribers, the difference between the aggregate net price

at which the Bankers under their said contract are to acquire said bonds from

the Company and the aggregate price at which, under this agreement, the

Syndicate is to receive bonds or the proceeds of bonds; the Bankers being en

titled to retain also any other benefits accruing to them under their said con

tract with the Company.

IX. The Bankers shall be the sole managers of the Syndicate, and in behalf of

the Syndicate they may make any and all arrangements, including the purchase

or sale of any of the securities of the Company, and may perform any and all

acts, even though not herein provided for, which in their opinion shall be or

become necessary or expedient in order to carry out the purposes of this agree.

ment, or to promote or to protect what they shall deem to be the best interests of

the Syndicate. The enumeration of specific powers elsewhere in this agreement

shall not be construed as in any way abridging the general powers by this article

conferred upon, or reserved to the Bankers. The Bankers shall not be liable

under any of the provisions of this agreement nor for any matter connected

therewith, except for good faith in performing the obligations by them herein

expressly assumed; and no obligation not herein expressly assumed by them shall

be deemed to be implied. In consideration of the irrevocable rights in them

yested hereunder, and the promises of the several Subscribers, and upon the

terms and conditions herein contained, the Bankers have become parties to, and

in good faith will endeavor to consummate the purposes of, this agreement.



CONCENTRATION OF ECONOMIC POWER 12147

IN WITNESS whereoF, the Bankers, parties of the first part hereto, have sub

scribed originals hereof, and the parties of the second part have subscribed said

Originals or counterparts thereof, as of the day and yoar first above written.

J. P. MORGAN & CO.

KUHN, LOEB & Co.

IKIDDER, PEABODY & Co.

BARING BROTHERS & Co., LTD.

Iły KIDDER, I’EABODY & Co.

ExIII):IT No. 1659–23

| From files of American Telephone and Telegraph Company. Memoranſlum initialled by

J. P. Morgan, IKuhn, Loeb & Co., IRobert Winsor, F. I’. I’ish, and W. M. Crane. 1

With 10171

In investing, caring for and depositing the money received from the sale of

bonds the company shall exercise all reasonable precaution, in consultation with

the bankers and with their cooperation to deposit and use so much of it as it

shall from time to time not require for the current purposes of its business, in

such a way and in such places as not to disturb or disarrange money market

conditions and the Company will seek to meet the reasonable suggestions of the

Bankers in respect to the employment of the funds. It is understood that the

bankers will not suggest deposits unless such deposits will receive interest at the

rate Of three per cent. per annum.

(Initialed :) J. P. M.; K. L. & Co.; R. W.; F. P. F.; W. M. C.

IEXHIBIT NO. 1659–24

100 Million 4%. Convertible Gold Bonds Offered February 15, 1906

Syndicate Joint Allotments made by K. L. & Co. and J. P. M. & Co. Bonds

American Exchange Natl Bank------------------------------ 175,000

Asiel & Co------------------------------------------------- 70,000

Adams Express Co----------------------------------------- 150, 000

Bank of British North America_____________________________ 70,000

Simon Borg & Co------------------------------------------- 70,000

Blair & Co------------------------------------------------- 250, 000

BOrSSWain & Co -- ---------------------------- 40,000

Bank of Montreal------------------------------------------ 100,000

J. S. Bache & Co------------------------------------------ 150, 000

Blake Bros. & Co.------------------------------------------- 150,000

George F. Baker_____________ -- ------------------- 400,000

C. D. Barney & Co ----_____ ---- ---- 150, 000

Brown Brothers & Co. ---- 150,000

I3ank of New York, N. B. A - - - 150, 000

IBankers Trust Co-_____ - 150 000

George P. Butler & Bro--------------------_____ 120,000

Thomas Branch & Co--------------------------------------- 250,000

Citizens Saving & Trust Co. at Cleveland____________________ 40, 000

Cuyler Morgan & Co.—— ------------ -- 250, 000

Commercial Natl Bank, Chicago 70,000

Central Trust Co-_______________ 500,000

Chase National Bank--------------------------------------- 150,000

Clark Dodge & Co------------------------------------------ 70,000

Tominick & Williams--------------------------------------- 150,000

DeHaven & Townsend______________________________________ 40, 000

A. G. Edwards & Sons, St. Louis_____________________________ 70,000

ºquitable Trust Co----------------------------------------- 120,000

Emanuel Parker & Co-_____________________________________ 70, 000

Fidelity Trust Co., Balti____________________________________ 40,000

A. B. Leach & Co------------------------------------------- 120, 000

Fifth Avenue Trust Co--____________________________________ 40, 000

Fahnestock & Co --_____________________------------------- 70, 000

H. C. Frick------------------------------------------------ 200,000
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100 Million 4%. Convertible Gold Bonds Offered February 15, 1900–Continued

Syndicate Joint Allotments—Continued. Bonds

Harvey Fisk & Sons - 3,300,000

Francis Brothers & Co., St. Louis 1.

First National Bank, N. Y. 5,000,000

First National Bank, Chicago >

Guaranty Trust Co 100,000

IRobert Garrett & Sons, Balti 70,000

H. P. Goldschmidt & Co.——- 70,

Goldman Sachs & Co 150,

P. J. Goldhart & Co -- 200,

Hanover National Bank– 250,

N. W. Halsey & Co - 250,

Herdelbach Ickelhurner & Co.'------------------------------ 350,

Henderson & Co 75,

Hudson Trust Co., Hoboken___ 120,

A. A. Housmann & Co
- 100,

E. H. Harriman___ 1,000,

Hallgarten & Co -- -- 150,

Herzfeld & Stern
- - 150,

Halle & Stieglitz---------- 70,

Industrial Trust Co., Providence____________________________ 250,

Kean Van Cortlandt & Co 150,

Rudolph Keppler & Co.— 25,

Knauth Nachod & Kuhne 120,

Kountye Bros 300,

Kingsley Mabon & Co-------------------------------------- 40,

Kissell Kinnicutt & Co------------------------------------- 120,

Ladenburg Thalmann & Co.—— 250,

Lehman Bros.--- 150,

Liberty National Bank 150,

Mackay & Co---------------- 200,

Thos. L. Manson & Co.—— 120,000

Maitland Coppell & Co 100,000

Merchants National Bank_ 70,000

Morton Trust Co --- 250,000

Mercantile Trust & Deposit Co., Baltimore------------------- 100,000

John Monroe & Co 70,000

Morristown Trust Co--------------------------------------- 70,000

Moore & Schley 120,000

Moffat & White___ ----
--- 225,000

Morgan & Bartlett------- ---- 70,000

Manhattan Trust Co---------- - 1,250,000

Robert H. McCurdy --- -- --- 70,000

E. Naumburg & Co------------------------------------------ 25,000

National Bank of Commerce, N. Y--------------------------- 500,000

Newport Trust Co., Newport, R. I.--------------------------- 20,000

National City Bank 250,000

New York Trust Co 150,000

Plympton Gardiner & Co - 150,000

Phenix National Bank-------------------------------------- 40,000

Potter Choate & Prentice----------------------------------- 400,000

Probst Wetzlar & Co.----------------------------------------- 120,000

Post & Flagg----------------------------------------------- 40,000

Redmond & Co--------------------------------------------- 150,000

John D. Rockefeller---------------------------------------- 2,500,000

IRhodes & Co ---- ---- 70,000

J. & W. Seligman & Co.------------------------------------- 400,000

J. S. Smithers & Co---------------------------------------- 350,000

Sternberger Sinn & Co 40,000

Edward Sweet & Co----- 70,000

Strong Sturgis & Co ---- ---- - 50,000

Scholle Bros
- 70,!

Sutro Bros. & Co 70,

* So in original.
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100 Million A'ſ, Convertible Gold Bonds Oſſered February 15, 1900–Continued

Syndicate Joint Allotments—Continued.

William Salomon & Co--------------------------------------

Standard Trust Co-----------------------------------------

John A. Stewart-------------------------------------------

Schafer Bros.-----------------------------------------------

Spencer Trask & Co ------

Title Guaranty & Trust Co----------------------------------

U. S. Mortgage & Trust Co--------------------------------

U. S. Trust Co---------------------------------------------

L. von Hoffmann & Co. ---

Van Emburgh & Atterbury_

Windsor Trust Co------------------------------------------

Werner & Brown

In Philadelphia:

Brice Monges & Co

Thomas A. Biddle & Co.————

Bank of North America___

Commercial Trust CO

Erwin & Co

Fourth Street National Bank TTTTTTTTTTT-

Farmers & Mechanics National Bank_______________________

George S. Fox & Sons--------------------------------------

R. Glendenning & Co

Germantown Trust Co--------------------------------------

Girard Trust CO__

Newburger Bros. & Henderson______________________________

W. H. Newbold's Son & Co

Philadelphia National Bank

Philadelphia Trust Safe Deposit & Insurance Co---________

Sailer & Stevenson

Winthrop Smith & Co

Toland Bros. & Co--

Townsend Whelan & Co

Foreign :

Amsterdamsche Bank, Amsterdam

Banque de Paris et de Pays Bas, Paris

Baseler Handelsbank, Basel

Bank für Handel & Industrie, Berlin

Banque Federale, Zurich

Comptoir National, Paris.__

Commerz & Disconto Bank,

Direction der Disconto Gesel

Dresdner Bank

Norddeutsche Bank in Hamburg

National Bank für Deutschland, Berlin

Societe Generale, Paris–

Schweizensche Kredit Anstalt, Zurich

SWiss BankVerein

Von Speyr & Co., Basel

Hamburg-----------------------

lschaft, London Agency---________

M. M. Warburg & Co., Hamburg-----------------------------

Total Joint List----------

J. P. M. & Co. List

Ackermann & Coles---------

Robert Bacon

Bank of California_________

Bertron Storrs & Griscom

W. N. Cohen----------

Columbia Trust Co

Citizens Central National Bank

Franklin Trust Co., Brooklyn

Bonds

250,000

70,000

70,000

40,000

250,000

70,000

100,000

120,000

500,000

150,000

100,000

40,000

40,000

100,000

70,000

70,000

40,000

70,000

100,000

40,000

70,000

70,000

100,000

40,000

40,000

140,000

70,000

70,000

70,000

70,000

70,000

250,000

700, 000

70,000

350,000

100, 000

100,000

100,000

250,000

1,400,000

750,000

150,000

250,000

250, 000

300,000

125,000

420,000

Harvey Fisk & Sons (See Joint List)________________________

First National Bank, Chicago (See Joint List)

German American Insurance Co

35, 170,000

50,000

100,000

S00, 000

50,000

25,000

70,000

100,000

120,000

200, 000

250,000

100,000
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100 Million #9% Convertible Gold Bonds Oſfered February 15, 1900–Continued

J. P. M. & Co. List—Continued. Bonds

Isaac W. Hellman------------------------------------------ 300,000

James H. Hoyt–––––––––––––––––––––––––––––––––––––––––––– 150,000

Keech Loew & Co------------------------------------------ 70,000

D. P. Kingsley___ ---------------------- ----------- 20,000

Knickerbocker Trust Co------------------------------------- 1,000,000

L. C. Ledyard 200,000

Col. C. W. Larned-––––––––––––––––––––––––––––––------------ 7,000

M. Martin, Jr.---------------------------------------------- 50,000

E. It. Morse & Bro–––––––––––––––––––––––––––––––––––––––––– 250,000

Morgan, Harjes & Co--------------------------------------- 300,000

National Park Bank–––––––––––––––––––––––––––––––––––––––– 150,000

Paine & Wilson--------------------------------------------- 40,000

John D. Rockefeller (See Joint List) ------------------------ 1,500,000

Arthur P. Sturgis------------------------------------------ 25,000

Francis L. Stetson------------------------------------------ 100,000

H. McK. Twombly------------------------------------------ 100.000

Union Trust Co. (See Joint List) ---------------------------- 150,000

L. C. Weir-------------------------------------------------- 50,000

J. P. Morgan & Co------------------------------------------ 3, 588,000

Kuhn, Loeb & Co------------------------------------------- 4,915,000

Kidder, Peabody & Co.--------------------------------------- 5,000,000

Kidder, Peabody & Co. for New England____________________ 25,000,000

J. S. Morgan & Co------------------------------------------ 2,000,000

London----------------------------------------------------- 18,000,000

Total Bonds---------------------------------------------- 100,000,000

EX III BIT NO. 1659–25

FREDERICK P. Fis II, President.

EDWARD J. [IALL

THOMAS SHERWIN -

CHARLES P. WARE

Vice Presidents.

CHARLEs EUsTIs II UBdAird, Scorctary.

WILLIAM R. DRIVER, Treasurer.

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY.,

Boston, January 7th, 1907.

CHARLEs STEELE, Esq.,

% Messrs. J. P. Morgan & Company,

Wall & Broad Sts., New York City.

DEAR SIR : At the request of Mr. Fish I send herewith a copy of the two

(2) agreements and of the memorandum between this Company and the

Bankers touching the issue of notes and convertible bonds.

I have not been able to find Mr. Frederick B. Snow this afternoon and

send on these papers to you without conference with him.

Yours very truly,

GEO. W. LEVERETT.

MEMORANDUM made this eighth day of January, 1907, between the American

Telephone and Telegraph Company, (hereinafter called the Company), of the

first part, and J. P. Morgan & Company, Kuhn, Loeb & Company, Kidder,

Peabody & Company, and Baring Brothers & Company, Limited, (hereinafter

called the Bankers), of the second part, to accompany an agreement of this

date between the Company and the Bankers modifying the agreement between

the parties hereto dated February 8, 1906.

As payments become due from the Bankers for the balance of the One

hundred million dollars convertible bonds which have been purchased by

them, the Company will at the request of the Bankers issue to the Bankers

for said payments and in lieu of an amount of such bonds not exceeding

$25,000,000, face value, notes of the Company to an amount equal to 89%

per cent of such face value of the said bonds, payable at such dates as the

Bankers may request but not more than one year from their date; upon
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maturity of such notes the Bankers shall take and pay for the convertible

bonds in lieu of which said notes may have been temporarily issued.

The net price to be paid by the I3ankers for said notes shall be such a

price that the actual cost to the Company of the money received, taking into

account the respective rates of interest of the notes and bonds and the time

that will elapse before their maturity, shall be the same as if the taking of

the convertible bonds had not been postponed.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

By F. P. FISH, President

J. P. MORGAN & Co.

KUHN, LOEB & Co.

KIDDER PEABODY & Co.

BARING BROS. & Co., LTD.

By KIDDER PEABODY & Co., Atty's.

THIS AGREEMENT made this eighth day of January, 1907, between the Ameri

can Telephone and Telegraph Company, a corporation of the state of New

York, (hereinafter called the Company), of the first part, and J. P. Morgan

& Company, Kuhn, Loeb & Company, Kidder, Peabody & Company, and Baring

Brothers & Company, Limited, (hereinafter called the Bankers), of the second

art,D WITNESSETH :

Referring to the agreement between the parties hereto dated February 8,

1906, as modified by letters dated February 13, 1906, in which the Bankers

agree to purchase $100,000,000 convertible four per cent bonds of the Company

dated March 1, 1906, out of a total issue of $150,000,000, and under which they

have the option to purchase the balance of said issue amounting to $50,000,000,

the parties hereto agree as follows:

1. The Bankers agree that a substantial amount of the convertible bonds pur

chased by them under the agreement of February 8, 1906 shall, within sixty

days, be offered for public subscription and be distributed.

2. Said agreement of February 8, 1906, as modified, is further modified by

reducing the option price for said balance of said issue of convertible bonds,

amounting to $50,000,000, from 98% per cent, less 2% per cent commission, to

90 per cent, less 2% per cent commission, upon the par value of the bonds.

3. Three and a half million dollars shall be allowed to the Syndicate which

has purchased the One hundred million dollars convertible bonds from the

Bankers as a reduction in the price to be paid for said bonds by the Syndicate.

Of the foregoing amount Five hundred thousand dollars will be furnished by

the Bankers and Three million dollars by the Company, to be paid to the Bankers

pro rata as payments are made by the Bankers for these bonds. The pro

rata amount due in respect of bonds already paid for by the Bankers under

said agreement of February 8, 1906 shall be deducted from the payment due

from the Bankers on January 15, 1907.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

By F. P. FISH, President.

J. P. MORGAN & CO.

KUHN LOEB & Co.

ISIDDER PEABODY & Co.

BARING BROS & Co., LT'D.

By KIDDER PEABODY & Co., Atty's.

THIS AGREEMENT made this eighth day of January, 1907, between the Amer

ican Telephone and Telegraph Company, a corporation of the state of New

York, (hereinafter called the Company), of the first part, and J. P. Morgan &

Company, Kuhn, Loeb & Company, Kidder, Peabody & Company, and Baring

Brothers & Company, Limited (hereinafter called the Bankers), of thf Second

art,
p WITNESSETH:

Referring to a proposed issue by the Company of $25,000,000 five per cent notes

to be dated January 1, 1907, maturing on the average in three years, and re

deemable at the option of the Company at 102 and accrued interest, the parties

hereto agree as follows:



1215.2 CONCENTRATION OF ECONOMIC POWER

The Bankers will purchase forthWith at 93 per cent and accrued interest,

less a commission of 2 percent upon the par value, said $25,000,000 of five per

cent notes and will take the same as follows: $5,000,000 of notes forthwith and

the remaining notes in lots not exceeding $5,000,000 each as called for by the

Company after ten days notice, but the Bankers reserve the right to take the

whole or any part of the remainder at any time.

Said notes shall be made payable in gold and at such dates not exceeding five

years and not less than One year from January 1, 1907 as the Bankers may

request, provided however that the average date of maturity of all of said

notes shall be three years from their date.

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY.,

By F. P. FISH, President.

J. P. MORGAN & Co.,

KUHN, LOEB & Co.,

KIDDER, PEABODY & Co.,

BARING BROS. & Co., LTD.,

By KIDDER, PEABODY & Co., Atty’s.

KIDDER, PEABODY & Co.,

115 DEvoNSHIRE ST., P. O. Box 7,

Boston, January 12, 1907. G.

PRIVATE

Messrs. J. P. MORGAN & Co.,

New York, N. Y.

DEAR SIRs: We have your letter of January 11th.

Mr. Fish has taken up the matter of bringing his letter down to date, and

will try to have it accomplished so that Mr. Winsor can take it over with him on

Monday night.

We enclose herewith three sets of Agreements signed by the Telephone Com

pany, Kidder, Peabody & Company and Baring Brothers & Co., Ltd., and shall

be much obliged if you and Messrs. Kuhn Loeb & Co. will sign these papers,

each of you retaining one of the sets and forwarding the third to us.

Very truly yours,

KIDDER PEABODY Co.

ICnclosure.

KIDDER, PEABODY & Co.,

115 DEvoNSHIRE ST., P. O. Box 7,

Boston, January 16, 1907. S.

MY DEAR STEELE: I enclose herewith redraft of the Telephone Coupon Note

and the original draft of the Registered Note. The issue of the Registered

Note has made it necessary to change some of the language in the Coupon Note,

which had already been sent to you for approval.

If both Notes meet your approval, will you kindly return them tomorrow,

so that there may be as little delay as possible in getting them from the

Bank Note Company.

I also enclose the original draft of the Coupon Note, which we sent you
before.

Very truly yours,

ROBERT WINSOR.

CHARLEs STEELE, Esq.,

Messrs J. P. Morgan & Co., New York, N. Y.

ExHIBIT NO. 1659–26

[From files of Federal Communications Commission]

ExCERPTS FROM “THE WALL STREET JOURNAL”

July 19, 1906–On sale of but three bonds, American Telephone & Telegraph

4's declined Monday 2% points to 90%. This was coincident with the third



CONCENTRATION OF ECONOMIC POWER 12153

call on the convertible syndicate which came as a reminder that seven more

calls are to be expected in regular sequence. The sharp decline in the old

bonds at this time is to be attributed merely to lack of buying power in the

market.

July 23, 1906.-The third and last call for 1906 upon the American Tel. &

Tel. Co. $100,000,000 4% convertible bond syndicate will be made early in

October. The taking up of this third block of bonds will give the syndicate a

total of $30,000,000 bonds.

There is no present intention of offering the Telephone bonds, and it is safe to

assert that no offering will be made until the general tone of the bond market

has shown a marked improvement.

The total number of calls on the Syndicate is nine, One call being for a greater

amount than 10%, sufficient to make the difference between 90% and the price

which the syndicate paid for its securities.

Boston—The American Tel. & Tel. has borrowed about $5,000,000 for three,

four, five, and six months. The financial demands upon the company for tele

phone expansion are very heavy, and must be complied with as far as necessary.

The next call for 10% upon the telephone underwriters does not mature

until Oct. 15, and the company in putting Out its notes at this time is practi

cally anticipating that call.

October 25, 1906.-The dividend rate of the American Telephone & Telegraph

Co. stock was increased recently from 7% Wo to 8% per annum, and yet the

price of the stock is only 137% now as compared with the high of the year of

144%. There is room for inquiry as to the decline in the price of this security

especially in view of the increase of the dividend rate.

In the first place, it may be noted that the increase in the dividend rate at

this time must have been made mainly to help the market for the $100,000,000

of new convertible bonds. The earnings were satisfactory, but the bonds were

awaiting a market, and as the increase in the dividend rate presumably made

them more attractive to the investors by increasing the importance of the con

vertible feature, it is only reasonable to assume that this matter had something

to do with the decision to increase the dividend.

The question immediately suggests itself, however, Has the move accom

plished its purpose? As far as the price of the stock in the market is con

cerned, it may be said that the effect has not been great because the stock is

actually selling several points lower than it was last January. Any beneficial

effect on the price by the dividend increase must be measured by the advance

from 130, the low of the year registered on July 18, to the present price, 137 /3.

The stock is still 2% points below the price at which the bonds may be

converted, so that at present conversion would not be profitable.

* x × sk x *: *k

It is clear to those familiar with the telephone situation that the $100,000,000

of bonds sold by the company in the early part of the year must soon be

distributed. They have been in the hands of the bankers now for more than

six months, and meantime the period for which the financing made provision is

getting shorter and shorter. In the natural course of events, it will only be

about two years before more financing will be necessary.

January 17, 1907–Boston—The avidity with which the investment public

recently absorbed $25,000,000 of American Telephone short term notes speaks

well for the credit of the company. This means much for the success of the

flotation of the convertible bonds when the bankers decide to offer them. At

the proper time they will be offered at a figure which will insure their success

ful absorption beyond peradventure.

January 31, 1907.-The announcement is made that subscription lists for

$40,000,000 American Telephone & Telegraph Company's convertible 4 per cent.

bonds will be opened on February 5 at the offices of J. P. Morgan & Co., and

Kuhn, Loeb & Co. of New York, and Kidder, Peabody & Co. of Boston. A

simultaneous issue of bonds will be made by Baring Bros. & Co., and J. S.

Morgan & Co. in London, and Hope & Co. in Amsterdam.

(Excerpt from the “Commercial and Financial Chronicle” of March 30, 1907)

(1) On Thursday, Kidder Peabody & Co. will take up from the subscribers

and pay them 91 and interest for the amount of bonds thus far sold for

Syndicate account. The next payment, 30%, on account of the syndicate

will be payable at the office of Kidder, Peabody & Co., April 15. (2) Underwrit

124491–40—pt. 23 23
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ers of the 4% convertible bonds are today in receipt of checks from the syndi.

cate managers taking up one-tenth of the entire amount of bonds allotted to

them. This means that the amount of convertible bonds recently sold Was

probably slightly in excess of $10,000,000.

(Continuing “Wall Street Journal” quotations)

June 1, 1907.-BosToN.—” * * President Wail feels that a closer similarity

between the amount of stock and bonds issued than now exists should prevail

and any new issue of bonds would, of course, simply tend to emphasize the

preponderance in favor of the aggregate amount of bonds issued.

Added to this is the fact that the convertible bonds are still very largely

in the underwriters' hands, only about 10% of the entire $100,000,000 having

as yet been taken by investors.

Under these circumstances it will probably be easier for the company to

finance its requirements by making an attractive appeal to its large and con

stantly growing constituency of stockholders.

* * *: * * sº º

At 92% for the bonds the stock would have to recover but four or five points,

to 121 to 122, to make the speculative feature of the convertible bonds imme

diately attractive, under the reduced conversion price.

It has been said that One reason for the proposed issuance of stock at

this time was that the syndicate which purchased the convertible bonds had

not been willing to live up to its contract even at the reduction in price which

was made last January and that the new money was required to supply the

deficiency in payments on account of the bonds. * * *

December 18, 1907.-BoSTON.—There have been more or less persistent rumors

for the last two weeks that some of the American Telephone syndicate con

vertible bonds were being quietly marketed. General market conditions and

the offering of several good sized lots have tended to lend color to this report.

It is understood that none of the bonds held by the syndicate have been or

will be sold except by general participation. The bonds have been pooled

in such a way that no syndicate member even were he so disposed could safely

offer any portion of his holdings.

There has undoubtedly been trading in the bonds which were sold to in

vestors in the early part of the year, about $10,000,000 having been disposed

of at that time. It is also possible that there has been some selling by syndi

cate members who paid for their bonds in full in the first few installments

and who have had the right at all times to sell their holdings as these bonds

were not included in the pool agreement.

April 4, 1908.-BosTON.—About eight months ago the American Telephone Co.

made the important statement that it would require no new financing until

the first of January, 1909. If general conditions make it desirable, the Amer

ican Telephone Co. can get along comfortably until January 1, 1910, without

the issuance of additional securities.

This announcement should be pleasing to investors who have been wonder.

ing how the underwriters of American Telephone convertible fours proposed

to distribute their unsold balance of $90,000,000 bonds to investors soon enough

before the beginning of next year to enable the company to put out additional

security by that time.

The situation in regard to the convertible bonds is far less urgent than pop

ularly supposed. Between $20,000,000 and $25,000,000 of the bonds are held

by English and continental bankers who are not worrying about the marketing

of the bonds.

There appears to be developing a real investment demand for American

Telephone securities in England. Last year English bankers took over 30,000

shares of new stock. * * *

June 2, 1908–Boston-The American Telephone & Telegraph Co. $100,000,000

4% 30-year convertible bond syndicate has been dissolved, thus anticipating by

one month the date when the syndicate agreement formally expires.

According to the terms of the syndicate agreement the syndicate was to expire

on July 1, 1907, with the privilege of renewal for one year thereafter, but under

no conditions could the Syndicate's life be extended beyond July 1 next. Notice

extending the Syndicate to July 1, 1908, was sent to the underwriters on June

17, 1907.

It is doubtful if in the recent history of American finance an important bond

syndicate has never been dissolved with so large a proportion of its bonds undis.
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tributed to the public. Of the entire $100,000,000 bonds but a triſle over

$10,000,000 have been placed among investors. The remaining $90,000,000 are

still in the hands either of the primary or junior underwriters, and the embargo

against the sale of these bonds is now removed by the breaking up of the

syndicate.

Were the entire $90,000,000 undistributed bonds hanging over the American

bond market the situation might easily be one of apprehension. Fortunately,

however, so many of the bonds are held by English and continental bankers

that a conservative estimate places the total amount of bonds held by bankers in

the United States at not exceeding $50,000,000.

In the original allotment foreign underwriters were assigned through Baring

Brothers, $25,000,000 of the bonds. In the past four or five months foreign

bankers and investors, attracted in part by the excellent showing of earnings

made by the Telephone Co., have been buying up syndicate participations at

prices fractionally under the board prices for the bonds. It is estimated that

fully $15,000,000 of the bonds have been absorbed through this buying. Adding

together the three items of the $25,000,000 originally allotted to foreign investors,

the $10,000,000 sold to the public in January, 1907, and the $15,000,000 purchased

in the last few months gives a total of about $50,000,000 bonds which may be

considered as having been permanently removed from the bond market in the

United States. -

The breaking up of the syndicate at this time is in fact an expression of

confidence in the fundamental strength of the bond market and the continuance

of easy money conditions. It is assumed that underwriters who have carried

their bonds for the past two years and a half will not be in a hurry to sacrifice

them at the present level of prices when by waiting a few months better results

might be obtained.

EXHIBIT No. 1659–27

[From files of Federal Communications Commission I

MAY 29, 1908.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY CONVERTIBLE FOUR PER CENT.

GOLD BONDS SYNDICATE

DEAR SIRs: In accordance with the powers conferred on the Bankers by

Article Eighth of the Syndicate Agreement, it has been decided to terminate the

above Syndicate on June 1st.

The Syndicate obligations having been ſulfilled, there is no further liability

on the part of participants, and we beg to notify you that the bonds you have

heretofore held subject to the control of the Syndicate Managers are now free.

The final account shows a small debit balance, which the Managers have

decided to assume.

Yours very truly,

J. P. MoRGAN & Co., BARING BROTHERS & Co., Ltd.,

London.

New York. RIDDER, PEABODY & Co.,

KUHN, LOEB & Co., Bostom.

New York.

EXHIBIT NO. 1659–28

THEO. N. VAIL, President CHARLEs EUSTIS II UBBARD, Secretary

EDWARD J. HALL WILLIAM R. DRIVER, Treasurer

BERNARD E. SUNNY } Vice Presidents

CHARLEs P. WARE

AMERICAN TELEPHONE AND TELEGRAPH COMPANY,

Boston, September 26, 1908.

Messrs. J. P. MoRGAN & CoMPANY.,

KUHN, LOEB & CoMPANY.,

KIDDER, PEABODY & CoMPANY, and

BARING BROTHERS & CoMPANY, LIMITED.

DEAR SIRs: Referring to the option which you hold, expiring October 1, 1908,

to purchase $50,000,000 of the thirty year convertible four per cent gold bonds

º
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of this Company, we beg to say, that if at this time you were to avail of that

option it might prove to be, taking all things into consideration, detrimental to

the best interests of this Company.

In consideration, therefore, of your refraining from taking up that option,

or any part thereof, we offer you the right to take at any time between October

10, 190S and February 1, 1909, both dates inclusive, the whole or any part of

$50,000,000 of such convertible four per cent gold bonds of this Company at the

price named in the existing option, that is to say, at 90% of the face value

thereof, less 2% 96 commission, with accrued interest. And this Company agrees

that you may exercise from time to time during said period said option in

part, provided the amount of said bonds which you elect to take at any one

time shall not be less than $5,000,000 par value.

Very truly yours,

THEO. N. VAIL, President.

[Copyl

J. P. MoRGAN & Co.,

WALL ST. CORNER BROAD,

New York, September 30, 1908.

THEODORE N. VAIL, Esq.,

President, AmCrican T'clephone dº T'clograph Company,

Boston, Mass.

DEAR SIR: We beg to acknowledge receipt of your favor of September 26th,

and to say that the arrangement therein suggested is satisfactory to us, and

we therefore accept the offer therein contained upon the conditions mentioned.

Very truly yours,

J. P. MoRGAN & Co.,

KUHN, LOEB & Co.,

KIDDER, PEABODY & Co.,

BARING BRos. & Co., LTD.,

By KIDDER, PEABODY & Co.,

Attys.

NEW YORK AND BosTon, Novem -

THEODORE N. VAIL, Esq., ber 27, 1908.

President, American Telephone & Telegraph Company,

Boston, Mass.

DEAR SIR: Ikeferring to your letter of September 26, 1908, and our reply

thereto, dated September 30, 1908, we beg to confirm that we purchase at 87%%

and interest the $50,000,000. Convertible 4% Gold Bonds of your Company

therein referred to. Payment for the bonds to be made on or before Maji

1909, at our option. -

Yours very truly,

[Confidential]

KIDDER, PEABODY & Co.

115 Devonshire St., P. O. Box 7, Boston—

56 Wall Street, P. O. Box 214, New York

BosTon, Scptember 29, 1908. S.

MY DEAR PERKINs: Enclosed please find letter from the American T

sº Co., to yourselves, Kuhn, Loeb & Co., ourselves and }...".
& CO., -

-

Will you please write a letter, tomorrow, to be signed b Our

Messrs Kuhn, Loeb & Co., accepting the conditions of the êoº.i. :
forward to us for our signature, for ourselves and Messrs Baring Bros & Co

Ltd., that me may hand the same to the Company. - --

Very truly yours,

Robert WINsor.

P.S.–Though of course they realize it just as well as we do, i -

theless, be as well to remind Messrs Kuhn, Loeb & Co. of theº:.
keeping this matter confidential as possible. Ince o

GEORGE W. PERKINs, Esq.
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KIDDER, PEABODY & Co.

115 Devonshire St., P. O. Box 7, Boston—

56 Wall Street, P. O. Box 214, New York

BosTON, September 26, 1908. S.

MY DEAR PERKINs: Enclosed is form of letter which 4 +Héefsłahé APF Wºtti!

the Company will be prepared to sign on Tuesday, after his the Executive

Committee meeting.

Please let me know, before three o'clock on Monday, if you or Mr. Schiff

have any suggestions.

EHastily yours,

IROBERT WINSOR.

GEORGE W. PERKINs, Esq.,

Messrs J. P. Morgan dº Co., New York, N. Y.

(Handwritten :) Sunday—I brought this home last night and have talked

With Mr. Vail on the telephone today, hence the pencil changes—It. W.

Enclosure.

ExHIBIT NO. 1659–29

[From files of Federal Communications Commission |

JANUARY 15, 1907.

Hon. W. MURRAY CRANE,

United States Senate, Washington, D. C.

MY DEAR SENATOR CRANE: I enclose a copy of a letter received from Mr.

Waterbury, which I think is entitled to serious consideration.

Very truly yours,

F. P. FISH, President.

(Enclosure)

[Source: President's Letter Book 46.1

UNITED STATES SENATE,

Washington, Jam. 16, 1907.

Mr. F. P. FISH,

President, 125 Mille St., Boston.

DEAR MR. FISH : Your letter of the 15th instant is received with enclosed copy

of one from Mr. Waterbury which I have read with interest. I agree with

him that it would be well to have such a committee appointed and I further

think that Mr. Baker and Mr. Coolidge would be excellent selections for two

members of such committee. Mr. Vail should in my opinion be made a member

of that Committee also, and I hope that he will be chosen. I presume that

You Will call this matter to the attention of the Executive Committee today so

that prompt action can be taken.

Sincerely yours,

W. M. CRANE.

UNITED STATES SENATE,

Washington, January 21, 1907.

Mr. F. P. FISH,

125 Milk Street, Bostom, Mass.

DEAR MR. FISH : I shall appreciate it very much if the Committee will, at its

meeting Wednesday, take favorable action on the letter that you received from

Mr. Waterbury, recommending the appointment of a Committee on Organization,

etc., and I suggest that that committee be composed of Messrs. Coolidge, Baker,

Waterbury and Vail. I am sure that they could make suggestions that would

be of value to the Committee and of assistance to you. Many of the larger and

stronger companies should be consolidated with the smaller and weaker Com

panies. For instance New York and companies up state; and the same changes

should be made in other parts of the country. This Committee could devise

Some way for the bringing about of the proper consolidation and do work that
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the President really does not have time to do. Their report of course would

be made to the executive Committee and before any action was taken would

have to be satisfactory to that Committee. Other suggestions that they might

make would also be helpful and I earnestly hope that some action will be taken.

Sincerely yours,

W. M. CRANE.

[Source: I’resident's ſile 1GS25.1

[Source: President's ſile 16851]

[Copyl

A. T. & T. Co., Executive Committee,

January 23, 1907.

Resolved: that Messrs. Crane, Baker, Coolidge, Vail and Waterbury be re

quested to serve as a special committee to consider the organization of the

Company and its relation to the associated Companies and to report to the

Executive Committee with recommendations, said Special committee to have

authority to employ experts.

This letter also sent to the following: T. J. Coolidge, Jr., Ames Building,

Boston; T. N. Vail, Lyndonville, Vermont; G. F. Baker, % First National Bank,

2 Wall St., New York City; W. M. Crane, United States Senate, Washington

D. C.

(Handwritten :) P. F. 16852, 16851, 16850, 16892, 16895.

JANUARY 24, 1907.

Personal.

John I. WATERBURY, Esq.,

% Manhattan Trust Company, 20 Wall Street, New York.

DEAR SII:: At the meeting of the Executive Committee held yesterday the

following resolution was passed:

“Resolved, That Messrs. Crane, Baker, Coolidge, Vail, and Waterbury be

requested to serve as a special committee to consider the organization of the

Company and its relation to the associated companies and to report to the

Executive Committee with recommendations, said special committee to have

authority to employ experts.”

I sincerely hope that you will be willing to serve on the committee.

Very truly yours,

F. P. FISH, President.[Source: I’resident’s Letter Book 46.1 •

(Handwritten :) Soe L. B. 46/395–16S50, 16851, 16852, 16895.

P. O. R. R. Exp. Tel., Lyndonville, Vt.

THE HOUSE, SPEEDwell FARMs,

Lyndon, Vermont, Jany. 25, 07.

MY DEAR MR. FISH : I shall be pleased to serve on the committee if I can in

any Way serve the Company or assist you. I suppose notification will be sent,

of the first meeting, stating time and place.

THEO. N. VAIL.

UNITED STATES SENA

Washington, JanuarMr. F. P. FISH, g y 30, 1907.

125 Milk Street, Boston, Mass.

DEAB M5. Fish: I presume that you have been informed that the recently

appointed Committee will meet in New York Friday afternoon and Saturday,
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I cannot be present Friday but hope to attend the meeting Saturday. When in

New York yesterday I had a short talk with Mr. Waterbury but was unable to

See Mr. Baker.

Sincerely yours, W. M. CRANE.

Wall Street. [Source: President's ſile 16S51]

Corner

Nassau.

New York,

APRIL 2ND., 1907.

Soo Ex. Com. IV. {;

F. P. FISH, Esq.,

President, American Tel. & Tel. Co., Boston, Mass.

DEAR SIR: Referring to the outline organization submitted by the undersigned,

and acknowledging your favour of the 29th ult., presenting important suggestions

with respect thereto, the Committee desires to say that they have given the sub

ject further consideration and are of the opinion that the subject should be dealt

with by the Executive Committee directly.

That Committee is in close contact with the affairs and administration of the

Company, with opportunities for observation, and prompt consideration of all

matters affecting the organization which may not be enjoyed by the special

Committee.

To facilitate consideration of the subject by the Executive Committee, and

enable it to meet the increased labour imposed, the undersigned recommend that

the said Committee be increasod in number not to exceed seven including the

President, and, as the subject, as so clearly set forth in your letter, demands

consideration in every particular and from every point of view, the Committee

may appoint a Chairman in order that the organization may be formulated with

out interfering with the regular business of the Company.

Inasmuch as the By Laws will have to be amended to permit such increase of

number the undersigned recommend, pending an amendment to the By Laws,

that the Board appoint one or more Associate Members of the Executive Com

mittee to attend its meetings and assist in determining a plan of organization

and in the consideration of any other matters concerning the interests of the

Company, and to unite with the Executive Committee in reporting to the Board.

Yours very truly,

GEO. F. BAKER.

JOHN I. WATERIBURY.

W. M. CRANE.

THEO. N. VAIL.

T. JEFFERSON COOLIDGE, Jr.

FREDERICR P. FISEI, I’residcnt. CHARLEs EUSTIS FIUBBARD, Secretary

EDWARD J. HALI, WILLIAM R. DRIVER, Treasurer

THOMAS STIERWIN }. Vice I’residcnts

CHARLES P. WAIRE

AMERICAN TELEPHONE AND TELEGRAPII CoMPANY.,

Boston, Apr. 23, 1907.

To the Board of Directors of the American Bell Telephone Co.

GENTLEMEN: I hereby tender my resignation as President of your Company

and request that the same be accepted not later than May 1, 1907.

Very Respectfully Yours,

FREDERICR. P. FISII.

FREDERICR. P. Fish, President. CHARLEs EUSTIs EIUBBARD, Secretary

EDWARD J. HALL WILLIAM R. DRIVER, Treasurer

THOMAS SHERWIN }. Vice Presidents

CHARLES P. WARE

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY.,

Bostom, Apr. 23, 1907.

To the Board of Directors of the American Bell Telephone Co.

GENTLEMEN: I hereby tender my resignation as a member of your Board ano

request that the same be accepted not later than May 1, 1907.

Very Respectfully Yours,

FREDERICK P. FISFI.

[Source: President's file 17093.]
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EXHIBIT No. 1659–30

[From files of Federal Communications Commission]

[Copy]

THEODORE N. VAIL, Esq., MAY 8TH, 1907.

President, American, Telephone & Telegraph Co.,

125 Mille St., Boston, Mass.

IDEAR SIR: Our interest in the success and prosperity of your Company in

duces us to repeat to you what We have already said, Verbally, to your prede

cessor, Mr. Fish.

We consider it of vital consequence to the financial welfare of the Company

that no expenditures should be entered upon in the near future, except such as

are absolutely necessary, no matter what the prospective profits on other ex

penditures may be, the credit of the Company being of paramount importance,

Very truly yours,

(Signed) J. P. MoRGAN & Co.,

(Signed) KUHN, LOEB & Co.

(Signed) KIDDER, PEABODY & Co.

16 MAY 1907.

MANHATTAN TRUST COMPANY.,

20 Wall Street, New York, N. Y.

GENTLEMEN : Iły virtue of the authority given me by vote of the Board of

Directors of the American Telephone and Telegraph Company, I hereby appoint

you as the New York agent for the registration of the stock of said Company,

such appointment to date June 1, 1907, and your services as such agent to begin

on that day.

And I enclose a certified copy of the vote above mentioned.

Yours very truly,

THEO. N. VAIL, President.

[Source: President's Letter Book 48.]

GUARANTY TRUST COMPANY OF NEW YORK, 16 MAY, 1907.

30 Nassau Street, New York, N. Y.

GENTLEMEN : By virtue of a vote of the Board of Directors of the American

Telephone and Telegraph Company, passed May 14, 1907, I beg to notify you that

I have appointed the Manhattan Trust Company as the New York agent for the

registration of the stock of the American Telephone and Telegraph Company,

such appointment to take effect June 1, 1907, your duties in that regard ceasing

on May 31st.

Thanking you for your past services, which have been in every way satisfac

tory, and with the hope that the relations have been as agreeable to you as they

have been to this Company, I am,

Yours very truly,

THEO. N. VAIL, President.

[Source : President's Letter Dook 48.1

John W. Castles, ºresident; Alexander J. Hemphill, vice president; George Garr Henry

vice president : Max May, manager; foreign department; Wm. C. Edwards, treasurer'.

E. C. Hebbard, secretary : F. C., Harriman, assistant treasurer; R. C. Newton, trust
officer; R. W. Speir, manager, bond department

London Office, 33 Lombard Street E. C. Committee : Arthur John Fraser, Cecil F. Parr

I’. C. Wise. Cable addresses: New York, Fidelitas—London, Garritus -

GUARANTY TRUST COMPANY OF NEW YORK

28 Nassau Street, New York

Capital $2,000,000. Surplus $5,500,000

NEw York, May 21, 1907.

Mr. THEODORE N. VAIL,

President, American Tclephone and Telegraph Company,

Boston, Mass.

DEAR SIR: We have your letter of the 16th of May, saying that your Board of

Directors had changed the registration of your stock from this Company to

another in this city.
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As you also state that our services have been Satisfactory in every way, would

you be good enough to tell us why this change was made? We at all times have

done everything we could to cement friendly relations, and as it is so seldom

that changes of this kind have been made from us, naturally, we would like to

find out the reason for it, if consistent for you to Say.

Yours truly,

J. W. CASTLES, President.

MAY 29, 1907.

P. F. 17150.

J. W. CASTLEs, Esq.,

President, Guaranty Trust Company of New York,

28 Nassau Street, New York.

MY DEAR SIR: Replying to yours of May 21, I can only say that conditions

sometimes arise in the business world which result in change, even with the most

pleasant and cordial relations, without in the least possible way implying or

indicating anything that is disparaging or unfriendly.

Very truly yours,

THEO. N. VAIL, President.

[Source: President's Letter Book 48.] -

FEBRUARY 4, 1908.

Hon. W. MURRAY CRANE, Washington, D. C.

HENRY S. Howe, Bostom, Mass.

JoBIN I. WATERBURY, Esq., New York City.

GENTLEMEN : It seems to me that we must, if any change is to be made, consider

Soon the names of some possible additions to our directory. Personally, I think

that it would be an exceedingly good plan if Mr. Winsor or some other of the lead

ing members of the firm of Kidder, Peabody & Co., Mr. Henry L. Higginson, of

Lee, Higginson & Co., Mr. N. W. Harris of the firm of N. W. Harris & Co.,

and possibly Mr. J. P. Morgan, Jr., or Mr. Steele, of the firm of J. P. Morgan &

Co.—could be induced to join.

There have been suggested to me by various shareholders the names of A. Ise

lin, Jr., of New York, J. J. Mitchell of Chicago, John Claflin of New York, Corne

lius Wanderbilt, of New York—all of whom are well known. Other names sug

gested have been T. de Coppet, of de Coppet and Doremus, Brokers, large dealers

in odd lots; A. M. White of Moffat and White, W. L. Roosevelt, an uncle of Theo

dore Roosevelt and connected with the Chemical Bank; Henry W. DeForrest,

trustee of Mrs. Sage's property.

I merely submit the latter names as I have been requested to by others.

Very sincerely yours,

THEO. N. VAIL, President.

[Source: I'rivate Letter Book VI.]

JANUARY 20, 1909.

Hon. W. MURRAY CRANE,

1915 Massachusetts Ave., Washington, D. C.

DEAR SENATOR: I was talking last night with Mr. Howe in regard to the com

ing election, and the filling of the vacancy in the Directory. I think if we could

get a good Chicago man, a good Philadelphia man, and some good New York man

outside of the present group, that it would be a good plan. Mr. Herbert Terrell

Seems to me to be as good a man as we could get from New York, and I think

he would be willing to serve. If we could get Mitchell of Chicago, it would be

a good thing, and my second choice would be Smith who is one of the Directors

of the Chicago Telephone Company. I think, however, that Mitchell or a man

like him would probably be of more benefit to the Company. In Philadelphia, I

am not so well posted, and do not know the groups of people sufficiently to sug

gest. Have you any idea or suggestions to make in respect to that?

I am very much in hopes that you will come over Tuesday as I have a very

important matter that I would like to talk over with you and before I talk very

generally.

Very sincerely yours,

THEO. N. VAIL, President.

[Source: Private Letter Book VI.]
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MARCH 19, 1909. S.

MY DEAR MR. ELLIs : I am writing this, after a conversation with Mr. Wail,

President of the American Telephone & Telegraph Company.

The Meetings of the Directors of that Company are held in Boston, on the

third Tuesday in each month. The New York Directors are in the habit of

coming to these Meetings at least three or four times a year.

There is no demand upon the Directors for the reading of papers, either be.

fore or after these Meetings. The Statistics, of course, are sent, at regular

intervals, to each Director.

We all of us sincerely hope that you can see your way to signifying your

willingness to giving this concern the value of your judgment and of your name,

It is of national importance that the character of this Directorship should be

of the highest possible grade, and, from the other point of view, I believe that

the connection would be not only a profitable, but a creditable one to yourself.

Very truly yours,

(Sgd.) IRoBERT WINSOR.

IRUDULPH ELLIS, Esq., Personal,

325 Chestnut Street, Philadelphia, Pa.

[Source: President's file 17921.]

EXIIIBIT No. 1659–31

[Special delivery]

KIDDER, PEABODY & Co.

115 Devonshire St., P. O. Box 7, Boston–56 Wall Street, P. O. Box 214,
New York

BosTON, March 20, 1909. S.

MY DEAR MR. VAIL: I am very much pleased that Mr. Rudulph Ellis has

accepted the position as Director on the Telephone Company.

I had hardly stopped my talk with you, today, when I received the infor.

mation, direct.

I enclose herewith copy of the letter which I sent him yesterday afternoon.

Very sincerely yours,

ROBERT WINSoR.

P. S.—My information about Mr. Terrell is that he is a man of ability, and

of wealth, but that he is not well known and that his name among the Board

of Directors would not have meaning to the general public.

(Handwritten :) Mr. Vail wrote Mr. Ellis 2/23/09. Copy herewith—T. D. B.

Enclosure.

THEODoRE N. VAIL, Esq.

Nov. 19tPI, 1909.

GEO. F. BAKER, Esq.,

2 Wall Street, New York, N. Y.

MY DEAR MR. BAKER: Referring to your conversation with Senator Crane,

I wish to say that it would relieve us of Some embarrassment and produce

unanimous action on the part of our Board if I should recommend the election

of one of the members of Mr. Morgan's firm at the December meeting, and the

remaining one at the annual meeting in March.

There are but two vacancies on the Board, and no increase can be made

except by the shareholders.

A long time ago with the consent of our Board I asked Mr. J. J. Mitchell of

Chicago to joint our Directorate, and he some time since signified his willing.

ness to serve, and our Board think that he should be elected to fill the other

vacancy.

I would appreciate it if you would consult with Mr. Morgan and advise me

if this course meets with his approval, and if it does, I will see that it is

carried out.

Sincerely yours,

THEO. N. VAIL.

[Source: Binder entitled “T. N. Vail Personal May 27 1907 to Jan. 21, 1911."]
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ExHIBIT NO. 1609–32

APRIL 10, 1910.

Mr. H. P. DAVISON,

% J. P. Morgan & Company,

Cor. Wall & Broad Sts., N. Y.

MY DEAR MR. DAVISON : I was in hopes that you would have arrived boforo

my departure, but I understand you are not expected for a week or so yet.

Everything seems to be going smoothly and apparently with less friction. In

regard to the directorship, I acted as you suggested. I did not propose Mr.

Morgan's name, but instead put in dummy Director to await his pleasure, all

of which I trust will be satisfactory. Whenever, in the opinion of Mr. Morgan,

Jr., it will be wise for him to take the position of Director, we should be very

glad to appoint him.

I trust you have had a pleasant trip and have come back with renewed health

and vigor.

I hope to return about the middle of June.

Yours sincerely,

THEO. N. VAIL.

TNV-AMD.

[Source: Binder entitled “T. N. Vail Personal May 27 1007 to Jalu. 21, 1911."|

EXHIBIT NO. 1659–33

MARCH 27TH, 1905.

DEAR MR. CoolTDGE: Both Mr. Cook and myself have given a great deal of

thought to the work which has been done and which should now be done, in con

nection with The Mackay Companies, and I think it will throw light upon the

situation to state the facts as I understand them.

Originally, as you know, we started to get all the stock of the Commercial

Cable Company, and for the time being we postponed our efforts towards ob

taining control of the American Telephone and Telegraph Company. The task

of acquiring the Commercial Cable Company stock naturally fell to Mr. Cook

and myself. None of us believed that we would be able to gather in all of the

Commercial Cable Company stock for a long time to come, but by indefatigable

work we succeeded, and the result speaks for itself. That part of the work of

the organization that Mr. Cook and myself started to accomplish, has now been

completed.

To come now to that part of the work which you and Mr. Waterbury under

took to accomplish, namely, the getting in of the Bell Telephone stock, the first

thing to be considered was the formulation of a plan which would be fair to all

parties and which would bring about the result. You and Mr. Waterbury did not

Suggest any plan that seemed workable, and finally Mr. Cook and I devised the

plan of issuing 15 Mackay preferred shares for 8 Bell Telephone shares. That

plan was submitted to all four of the trustees, and approved. I recommended,

as you are aware, that exchange to my mother for her holdings of Bell Tele

phone Stock, and I also accepted it in behalf of my holdings. She and I turned

in, Week before last, over $800,000 of Bell Telephone stock on that basis.

That immediately raises the question as to what you and your father and

Mr. Waterbury are willing to do in regard to your holdings of Bell Telephone

Stock. It certainly seems to me that if you and he approved the plan and voted

for it, and were quite willing that my mother and I should turn in our Bell

Telephone shares on that basis, you should also turn in yours on the same

basis, especially as the getting in of the Bell Telephone stock was yours and

Mr. Waterbury's part of the purpose of The Mackay Companies. I accord

ingly would like to know how you stand in regard to the matter. Are you

and your father and Mr. Waterbury willing to do the same as I and my mother

did, namely, turn in your Bell Telephone stock for Mackay preferred on the

Same basis mentioned above?

After you and your father and Mr. Waterbury have turned in your holdings,

We can then start in to persuade other Bell Telephone stockholders to do the

Same, and I think that I can be of assistance in that direction.

I have within the past few days talked this matter over with Mr. Water

bury. Accordingly I am also writing you on the same subject, as I feel very
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keenly in regard to the whole situation, and I am strongly of the opinion that,

as the great body of Commercial Cable stockholders expected that something

would be accomplished in the way of The Mackay Companies acquiring stock

in the American Telephone and Telegraph Company, and as you know, many

of them turned in their holdings on that expectation, we should proceed at

once without further delay towards bonding all our energies in bringing about

the second part of the original scheme.

Very truly yours,

(Signed) CLARENCE H. MACKAY.

T. JEFFERSON COOLIDGE, Jr.,

Boston, Mass.

EXHIBIT No. 1659–34

OLD COLONY TitusT COMPANY

P. O. Box 363

BosToN, March 30, 1905.

CLARENCE H. MACKAY, Esq.,

2.53 Broadway, New York, N. Y.

DEAR MR. MACKAY : Your lotter of March 27th I have read with great care,

and note that your understanding of the situation seems to me, if you will

pardon me for saying so, confused by the rapid progress of events, in which the

original purpose of the creation of The Mackay Companies is overlooked.

The form of organization of the Companies was suggested by me to you,

Mr. Cook, Mr. Waterbury, and, I think, Mr. Ward, at one of our early meetings,

and after careful consideration we decided to form The Mackay Companies, for

the protection of your interests and the interests of the other stockholders of

the Commercial Cable Company against possible loss of control by purchase of

a bare majority by the Gould, or Rockefeller, or any adverse interest. This

was repeatedly and clearly laid down by you and our friends at our meetings,

and was the reason why the form of Massachusetts trust suggested by me was

favorably received and adopted, after discussion as to its scope and bearings

with the gentlemen named above, and by us with Mr. Olney.

A collateral consideration to the holding together of the control of The Com

mercial Cable Company was that it would permit, and probably facilitate, oppor

tunities of entering into closer relationship with the American Telephone &

Telegraph Company. What form this closer relationship might take was never

decided, nor even seriously considered, but the theory upon which we progressed

was that we should show the advantage of cooperation and the joint use of

poles and offices to the Telephone Company, and by joint use demonstrate that

large savings would be made to both companies, naturally resulting in increased

value of The Commercial Cable shares, and the result of such working together

along these lines would be a more intimate and correspondingly valuable relation

ship. It was suggested that the relationship might become so close that some

form of amalgamation might eventually become possible, and in that case that

you might become a factor of importance in the larger field.

Mr. Waterbury and I, in the full belief that it is desirable for The Commercial

Cable Company and the Telephone Company to work more closely together, have

discussed the matter many times, and, as you have been frequently advised,

always with the favorable appreciation of the Telephone people, who, however,

properly declined to take affirmative action, appreciating the inadvisability of

antagonizing the Western Union interests. There has, however, been a sub
stantial advance on the lines of relationship indicated, both in the West and

South, through the joint use of pole lines and otherwise, to our advantage, and
everything has been satisfactory.

No one appreciates more than I do the efforts on the part of yourself and
Mr. Cook in acquiring the Commercial Cable Company stock within the time in
which it was done.

I cannot quite agree with you that Mr. Waterbury and I did not present a

plan with respect to acquiring an interest in the Telephone Company. Such a

plan was presented by Mr. Waterbury, at considerable length in detaii, and with

the reasons why it was believed that the plan presented was the best that could

be made and would afford most satisfactory results in the speediest manner.

You will recall quite a long discussion upon it at Mr. Waterbury's house, and
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that Mr. Cook and yourself—he very emphatically—opposed the plan, which

involved taking an interest in a syndicate which was to acquire stocks and bonds

in financing the Telephone Company, and that I argued at considerable length

the advantages which would follow should we act favorably upon the plan pro

posed, and the very slight risk, if any, that would be run by The Mackay Com

panies in authorizing us to proceed to carry it into effect. You and Mr. Cook

opposed it, and the matter was dropped. The first step in financing has since

been carried out successfully and without the Mackay Companies participating

in it.

I was surprised some time ago when Mr. Cook raised the question seriously

of an exchange of Mackay Companies shares for American Telephone & Tele

graph shares, as it showed that he did not appreciate that the Telephone

stockholders had not been previously prepared to consider any such proposition.

I did not see any object in controverting the suggestion at the time it was made,

as it was merely a suggestion.

When Mr. Cook suggested an exchange of your mother's shares as a Ineans

of getting an interest in the Telephone Company, and you stated that your

mother would be satisfied with the fixed income of the Mackay preferred shares,

I very gladly voted to authorize the exchange on behalf of The Mackay Com

panies up to 10,000 shares of Telephone stock. I thought then that it was

desirable for The Mackay Companies to get in ten thousand shares of Stock in

this way, if they could be obtained, and therefore voted for it, but without

expressing my opinion as to the feasibility or desirability of getting in any large

amount of stock on these terms. You suggest that I “approved the plan and

voted for it”. I do not understand that any formal plan was before the

trustees. The question before them was whether it was for the interests of The

Mackay Companies to exchange on the basis of fifteen Mackay preferred for

eight shares of Telephone a limited amount of stock. This I voted for and

approved, but I did not seriously consider anything beyond this actual vote.

We might pick up from time to time a certain amount of Telephone stock on

these lines, but as for making any campaign, it is in my judgment entirely

unfeasible at this time. From the point of view of The Mackay Companies,

if it were possible to exchange any very large amount of preferred stock for

Telephone stock which it is not in my opinion at this time we should have to

Carefully consider the effect on our Companies of even a temporary reduction

in the Telephone dividend. On a small purchase I felt that this could be

disregarded.

At the risk of repeating, perhaps, what I have already said above, I must say

that as the plan presented to you and Mr. Cook by Mr. Waterbury and myself

at Mr. Waterbury's house was not accepted, and we failed to acquire an interest

in the Telephone Company under circumstances which could have made us a

real factor in the general situation, I am decidedly of the opinion that we

cannot now approach the subject and present it in a way which will be favor

ably received and which can succeed. In other words, in view of existing con

ditions it seems to me that it is not now feasible to take any steps looking

towards securing a substantial financial interest in the Telephone Company or

looking towards closer financial relationship, but I think we should follow the

original plans outlined, and try, through the business management of our com

pany (The Commercial Cable Co.), to secure continually a closer and closer

Working arrangement.

Yours very truly,

T. JEFFERSON COOLIDGE, Jr.

ExHIBIT No. 1659–35

APRIL 3RD, 1905.

DEAR MR. Coolidge : I have yours of the 30th, and the tone of your letter as

Well as the statements contained therein are, frankly speaking, nothing short

of amazing to me.

Let me at once begin by stating that my mind has not been confused in any

Way by any events that have transpired since my first meeting with you, and

the subsequent formation of The Mackay Companies, and that I have a very

clear understanding of everything that has taken place; and further, as you

have mentioned Mr. Ward's name in connection with our first meetings, when

he was present together with Mr. Waterbury and Mr. Cook, I find that he has

identically the same understanding of the situation as I have.
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In order that I may refresh your memory, let me begin by stating the differ.

ent events that have occurred. Mr. Waterbury, at his own solicitation, when

my father was alive, had several interviews with him with a view of bringing

together the Commercial Cable Company and the American Telephone and Tele:

graph Company. That was before I knew anything that was going on and

before you entered the situation. After my father's death, and on my return

to New York, I met Mr. Waterbury through Mr. Ward, and the matter Was

again broached. He suggested that he would like you to join, and discuss the

general situation. I told him I would be very pleased to meet you any time,

and one day, you may remember, Mr. Waterbury, yourself and Mr. Ward

lunched with me down-town, in the Postal Telegraph Building. The question

of bringing these properties together was discussed in an informal way. Both

you and Mr. Waterbury were very strongly of the opinion that this should take

place and that some plan should be devised. At the very outset both Mr. Ward

and I stated that it would be almost impossible to outline a general form of

contract between the two companies, and the most feasible way of attaining

the end was by obtaining control of the American Telephone & Telegraph

Company. You may remember 1my obtaining for you and Mr. Waterury a mass

of figures showing how savings could be made. Both of you concurred, after

seeing these statements, as to the desirability of bringing both these properties

together; and while no definite plan could then be formulated as to how and

when the control of the American Telephone and Telegraph Company could be

obtained, the idea was firmly fixed in all our minds that the control of that

company was the essential feature of the success of our plans. Permit me to

state that the fundamental basis of The Mackay Companies, with its broad

powers, was for bringing your and Mr. Waterbury's influence to bear on the

American Telephone & Telegraph Company situation; otherwise, I would never

have considered its inception for one moment. I could very easily and with

very little trouble have placed my companies in trustees’ hands, composed

entirely of my own people. You and Mr. Waterbury were practically strangers

to me at that time, and it was you who came to me.

The control of the Commercial Cable Company was only a part of the

scheme, and your statement that this was the basis of the plan formulated

under the name of the Mackay Companies I cannot agreee with. The plan of

The Mackay Companies following certain laws of the State of Massachusetts

was suggested by Mr. Cook, who I remember distinctly telling you that we

ought to take the plan that had been followed by the Massachusetts Electric

Companies, and you may recollect sending both Mr. Cook and myself copies of

their organization. When this form was finally decided upon, Mr. Olney and

Mr. Cook, after several meetings, drew up the deed of trust under which we

are at present operating. The main object was the giving of broad powers to

the Trustees so that they might acquire not only Commercial Cable stock, but

also as much as possible of the $130,000,000 Bell stock without losing control

of our own organization. As further proof of the intent to acquire Bell stock

you will remember we at Once prepared a Trust Agreement to secure bonds to

be issued to buy Bell stock. The first draft of that document was sent to you

January 7, 1904, and recited on its face that Bell stock and Commercial Cable

Company stock were deposited under it as security. You will recollect that

you at that time wrote several letters to Mr. Cook making changes and elaborat

ing that Agreement. This Agreement was prepared in four languages and was

intended for use on a large Scale.

There has been no substantial advance in the way of joint use of pole lines,

etc., with the American Telephone and Telegraph Company. On the contrary,

we have to pay more than the usual price for the line to Salt Lake City, and

in other parts of the country, we have not as yet been able to make any progress

worth mentioning.

I note your statement that you and Mr. Waterbury presented a plan for the

Mackay Companies becoming interested in the American Telephone and Tele

graph Company. That plan, as Mr. Cook and I understand it, was that The

Mackay Companies should underwrite $37,500,000 of the bonds and stock of the

latter company, Chiefly bomds. You and Mr. Waterbury were in favor of The

Mackay Companies underwriting that amount, but no provision was made or

suggested for taking up the bonds, if the underwriters had to respond. If the

Mackay Companies had underwritten $37,500,000 of these American Telephone

and Telegraph. Company bonds, and the bonds, had not been sold by the

bankers, and The Mackay Companies had been called upon to respond, it would

have meant the ruin of The Mackay Companies, because we certainly 'could not
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have raised such an enormous amount of money. I do not think you could

find any conservative shareholder in The Mackay Companies who would be in

favor of Such an underwriting. Moreover the plan had no particular advantage

to The Mackay Companies, because of the $150,000,000 of stock and bonds only

about $25,000,000 was to be stock, and one-fourth of that would have been

$6,250,000, which certainly would not go far towards giving us the control of the

$155,000,000 of capital stock of the American Telephone and Telegraph Com

pany, as such capital stock would then have been.

At the meeting of the trustees on February 28th, the suggestion was made

that we sell Mackay preferred and buy Bell shares. You and Mr. Waterbury

Opposed it. Then I presented the plan as stated in my former letter, of ex

changing 15 Mackay preferred for 8 Bell shares. I note your statement that

you did not seriously consider anything beyond acquiring the 10,000 Bell

shares. You certainly are wrong in that, because you will recollect that I

Stated that I hoped to obtain a large amount of Bell on the same terms, and

in discussing the plan you suggested that we issue part preferred and part

COmmon, as to quote your own words, you “considered the latter might be more

marketable than the preferred.” The objection Mr. Cook and I made to that

Was that it so increased our outstanding common shares as to render difficult

and improbable any increase in the dividend on the common shares, and you

admitted that that was true. As to the suggestion that we should carefully

Consider the fact of a possible reduction in the dividend on the Bell stock, you

will recollect that you mentioned that also at the meeting, and Mr. Cook

suggested that we could afford to take chances on that, and that he had con

fidence in the future of the Bell stock, and that you acquiesced in that view. I

think I represent over five-sixths of the preferred and common shares of The

Mackay Companies, and it seems to me that if those five-sixths are willing to

take the chances on a reduction of the Bell dividend your people can afford

to do so. Finally, the fact that several weeks ago, you agreed to obtain for me

a list of the shareholders in the American Telephone and Telegraph Company

holding 100 shares or more, shows that we all have expected to acquire Bell

stock; and in further proof, you will remember when we were all present, Mr.

Waterbury told us that he had had a talk with Mr. Baker with a view to acquir

ing Mr. Baker's Bell Stock.

I note your conclusion that inasmuch as your plan for The Mackay Companies

underwriting $37,500,000, of bonds and stocks, was not accepted, you do not

think we can now approach the subject and present it to the Bell shareholders

in any way in which it can succeed. This certainly is true, if you and your

father and Mr. Waterbury refuse to turn in your own stock. You cannot expect

the other Bell stockholders to do what you refuse to do. Your suggestion

that we confine our arrangements to securing a closer working arrangement

with the American Telephone and Telegraph Company would accomplish nothing,

judging from the experience of the past year; because, as stated above, we get

nothing out of the Bell Company except what we pay for at a high price. In

other words, your conclusion practically is that The Mackay Companies stop

Operations, excepting the routine of receiving dividends on its holdings of stock

in other companies and paying dividends on its shares. I cannot acquiesce

in any such policy.

This brings us back to the original question as to whether you and your

father and Mr. Waterbury are willing or decline to turn in your Bell shares

On the same basis on which my mother and I turned in ours. If you decline

to do so, it seems to me that, in view of the disinclination on the part of

the Trustees to even make an effort to acquire Bell stock, the shareholders in

The Mackay Companies should be asked to elect a new board of Trustees.

I should be obliged for an answer at your earliest convenience.

Yours very truly,

(Signed) CLARENCE H. MACKAY.

T. JEFFERSoN CooDIDGE, Jr.

EXHIBIT No. 1659–36

OLD COLONY TRUST COMPANY

Ames Building

APRIL 11, 1905.

DEAR CLARENCE: I have discussed Mackay Co. affairs with Mr. Waterbury

. in consideration of my poor health he has advised me to resign as a

TuStee.
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I agree with him and therefore am writing you that you may know of my

intention to resign at an early day.

With best wishes to you & to Mr. Cook & full conſidence in the success of the

Mackay Companies.

Yours sincerely,

T. JEFFERSON CoOLIDGE, Jr.

ExIIIBIT NO. 1659–37

APRIL 12TH, 1905.

DEAR JEFFY : I had a long interview with Mr. Waterbury the evening before

last, and I was about to write you when your letter arrived in the morning's

mail. I am very sorry to learn that you have decided to resign as a Trustee

of The Mackay Companies, but frankly speaking it is very much better for you

to do so and lay up for awhile and give yourself a chance to come around. A

man cannot be expected to do good work if he is under the weather.

A little rest and care, I am convinced, is all that you need, and that we shall

soon see you back in the saddle again. I appreciate your good Wishes for the

future and welfare of The Mackay Companics and let me assure you that your

interests will be safe guarded.

Sincerely yours,

(Signed) CLARENCE H. MACKAY.

EX HIBIT NO. 1659–38

WALL STREET, CoRNER NAss.AU, NEw YorFº

JUNE 20th, 1905.

MY DEAR MR. MACKAY : Now that the agreement of December 9th, 1903 has

been satisfactorily modified, and the COntrol has passed to the shareholders of

the Mackay Companies, I deem it proper for me to tender my resignation as

Trustee, which I herewith enclose.

In so doing I beg to assure you that I am in no wise withdrawing the interest

I feel, and shall always have, in the purposes and success of the Mackay Com

panies. I have no firmer conviction than of the sound basis on which it was

formulated : and no doubt as to its future under the conservative methods on

which it was established, and which under your management and the efficient

Officers of the Cable Company I am sure will prevail.

I may add that my decision has been reached after much deliberation, and

most careful consideration of such differences, regarding methods and not pur

poses, as have arisen concerning which my own knowledge and experience of

affairs has led me to conclusions different from my associates. I therefore feel

that I should not continue as Trustee when I might be in full accord with the

wishes of others.

I had intended to present my resignation in person, but the immense pressure

of attending to details and arrangements for an early sailing tomorrow will

prevent me from doing so.

With sincerest wishes for your welfare and continued success, believe me,

Yours faithfully,

JOHN I. WATERBURY.

CLARENCE H. MACKAY, ESQ.,

Pr. The Mackay Companies.

EXHIBIT NO. 1659–39

JUNE 20, 1905.

MY DEAR MR. WATERBURY: I beg to acknowledge your letter of this date,

which I have just received, enclosing your resignation as Trustee and officer

of The Mackay Companies, with the request that same shall take effect July

11th, 1905.

I appreciate your good wishes for the future welfare of The Mackay Com

panies, and in return let me assure you that your interests, as well as those that

you represent, will be watched over and zealously safeguarded.
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Regretting that I have not been able to say good-bye in person, before

you sail, believe me, my dear Mr. Waterbury,

Faithfully yours,

(Signed) CLARENCE H. MACKAY.

JOHN I. WATERBURY, Esq.,

Manhattan Trust Company.

EXHIBIT NO. 1659–40

OLD COLONY TRUST COMPANY

P. O. BOX 363

BOSTON, July 3, 1905.

CLARENCE. H. MACKAY, Esq.,

253 Broadway, New York, N. Y.

DEAR CLARENCE: I have delayed handing in my resignation as a director

of the Commercial Cable Company as I thought it better not to make my

dropping out any more abrupt than possible. I am sailing for Europe, however,

On the 11th of July, and as you are probably considering names for the trustees

Of the Mackay Companies and would like vacancies on the Commercial Cable

Company board at the same time I hand you herewith my resignation as a

director of the Commercial Cable Company. You have my best wishes, both

for yourself and your companies. Kindly accept my resignation at the first

opportunity.

Yours sincerely,

T. JEFFERSON COOLIDGE, JR.

(Enclosure.)

EXHIBIT NO. 1659–41

JULY 6th, 1905.

DEAR JEFFY : I have yours of July 3rd, enclosing your resignation as Director

of the Commercial Cable Company, and according to your request it will be

placed before the Board at its next meeting.

I regret that you seem to think that I would wish to have your place filled

On the Cable Board. Nothing was further from my mind. However, I suppose

you know your own mind best, and your request will be complied with.

Hoping that your trip abroad will be beneficial in every respect,

Very truly yours,

(Signed) CLARENCE. H. MACKAY,

T. JEFFERSON CooDIDGE, JR.,

Old Colony Trust Company,

Ames Building, Boston, Mass.

EXHIBIT NO. 1659–42

OLD COLONY TRUST COMPANY

P. O. Dox 363

BosTon, July 7, 1905.

CLARENCE H. MACKAY, Esq.,

253 Broadway, New York, N. Y.

DEAR CLARENCE: I am very much obliged to you for your kind letter, but as

I have resigned as trustee of The Mackay Companies I am not likely to give

a proper amount of attention to the management of the Commercial Cable

Company, and therefore thought it best to resign as director.

I should have returned, at the same time that I handed in my resignation,

the frank which was given me as a director. I enclose it now.

With best wishes to Mrs. Mackay and yourself, I am,

Yours sincerely,

T. JEFFERSON COOLIDGE, Jr.

(Enclosure.)

124491–40—pt. 23—24
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EXHIBIT NO. 1659–43

OLD Colony TRUST COMPANY

P. O. Box 363

BoSTON, January 2, 1906.

I'. P. FISH, Esq.,

American, Telephone dº T'clograph Company, 125 Mille Street, Boston, Mass.

DEAR MR. FISH : You have probably been informed that some 14,000 shares of

American Telephone & Telegraph Company stock were transferred to Mr.

Clarence H. Mackay last week. This is in accordance with the previous infor

mation that Mr. Mackay or the Mackay Companies was buying additional stock.

Apparently this has nothing to do with stock owned by Mrs. Mackay or Mr.

Vail, so that the Mackay interests must now have over 20,000 shares if this is

COrrect.

Yours sincerely,

T. JEFFERSON Coolidge, Jr.

ExIIIBIT NO. 1659–44

[Source : I’resident's Boston files]

253 BROADwAY,

New York, March 1st, 1906.

IT. I’. FISH, ICsq.,

President, American T'clºphon C & Telegraph Company, Bostom, Mass.

DEAR MR. FISH : As you are aware, Mr. Vail for several years has represented

our holdings of stock in the American Telephone & Telegraph Company, but

owing to his absence, he has not been able to take much interest in the com

pany, and I understand that he is quite willing to retire whenever desired. In

view of the large amount of stock which I own and represent, I would suggest,

if agreeable to you, that Mr. George M. Cumming, President of the United States

Mortgage & Trust Company, who was formerly a Vice-President in your company,

should be substituted for Mr. Vail at the coming annual meeting of your stock

holders. I have been a director in the United States Mortgage & Trust Com

pany for some time past, and have become well acquainted with Mr. Cumming.

I have the highest opinion of his ability, as well as integrity, and I think that

he not only would be a fit representative of my people's interests, but would

also be an additional source of strength to the Telephone Company itself.

Faithfully yours,

CLARENCE H. MACKAY,

ExHIBIT No. 1659–45

MARCH 2, 1906.

('LARENCE. H. MACKAY, Esq.,

President, Postal Telegraph-Cable Co.,

253 Broadway, New York City.

MY DEAR MR. MACKAY : Your letter of March 1 comes to hand today.

There are some reasons why it is more difficult than you can imagine to comply

with your request at the present time. I will, however, consider the matter and

talk it over with my people. You will undoubtedly hear from me again on the

subject.

Always wishing to do what we can to meet your views, and with warm regards,

I remain,

Very truly yours,

F. P. FISH, President.

[Source: President's File 42.]

ExHIBIT No. 1659–46

253 BROADwAY,

New York, March 3rd, 1906.

MY DEAR MR. FISH : I appreciate your favor of yesterday and your personal

inclination to comply with my request that Mr. Cumming be substituted for Mr.
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Wail to represent us as a director in your Company. I think you will agree with

me that this request is very reasonable, for the following reasons:

This is not asking for a new Trustee, but is merely to substitute for Mr. Vail

(who is no longer in position to actively represent us,) the President of a promi

nent New York Trust Company, whose personal and financial Standing is the

highest, and who was formerly Vice-President of your Company, and whose rela

tions with you, I understand, are cordial.

The Mackay Companies, which Mr. Cumming would represent, is among the very

largest of your stockholders.

By the large acquisition of Telephone stock by The Mackay Companies during

the past six months, the market value of the stock has been maintained at

about 140. This aided in two ways: first, to sell your $100,000,000. of bonds at

a fair price, and, second, to maintain the figure at which the bonds are con

vertible into your stock at 140, instead of a less figure, as it probably would

have been if your stock had dropped to 130, as at one time it did. The value to

your company of The Mackay Companies acquiring your stock was clearly

recognized in recent statements issued in regard to your issue of bonds, promi

nence being given to the fact that The Mackay Companies, and I personally,

and others, had recently purchased 25,000 shares of your stock.

It seems to me that such things as the above should be recognized, and that

a request that Mr. Cumming be substituted in the place of Mr. Vail to represent

us, is a reasonable One.

Yours very truly,

CLARENCE. H. MACKAY.

F. P. FISH, Esq.,

President, American Tel. (£ Tel. Co., Boston, Mass.

[Source: President's Boston ſiles.]

EXHIBIT NO. 1659–47

MARCH 5, 1906.

Personal.

CLARENCE H. MACKAY, Esq.,

President, Postal Telegraph-Cable Co.,

253 Broadway, New York City.

MY DEAR MR. MACKAY : As I wrote you, I shall have to give very careful con

sideration to your suggestion, and doubt if it is possible to act upon it at the

annual meeting, much as we should like to meet your views wherever we can.

The fact is that up to within the last six months none of our people had any

idea that Mr. Wail represented your interests on our Board. He was selected

by my associates on the Executive Committee, with my own hearty cooperation,

On the assumption that he himself was a large stockholder in the Company, and

because of his old and intimate relations with the affairs of the Bell organi

Zation.

Under these circumstances, it does not seem as if he ought to be dropped

from the Board, at least until his return to the United States, when the matter

can be taken up with him face to face.

I have not consulted with any of my people as yet, for I have been away and

have had no opportunity to do so. I write you upon the subject, however, that

if you have anything further to say in addition to your full and complete letter

of March 3, you may write me in time to have the matter before me on Wednes

day morning of this week.

Very truly yours,

F. P. FISH, President.

[Source: Private Letter, Book V, 1

EXHIBIT No. 1659–48

[Source: President's Boston files.]

253 BROADWAY,

New York, March 6th, 1906.

MY DEAR MR. FISH : Until I read your letter of yesterday, I was unaware

that Mr. Vail was abroad.

I, of course, expected to obtain from Mr. Vail his approval of the change

in the directory, before any such change should be made, but I wished at first
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to obtain your approval. Mr. Wail, as you know, was made a director in

your company about eight years ago, and that was long before you or I occu

pied our present respective positions. I am surprised that you should not

have known that Mr. Vail represented our interests, because certainly, since

my father's death in July, 1902, I have often heard it mentioned. Inasmuch

as you prefer to take the matter up with him personally, it will be entirely

satisfactory to me to await his return, especially as your board of directors

have power to accept a resignation and substitute a new director to fill the

vacancy. If Mr. Vail should not return for a considerable length of time, it

might be well for either you or myself to communicate with him in regard

to the subject.

Yours very truly,

CLARENCE H. MACKAY.

F. P. FISH, Esq.

President, Amcrican Tel. & Tel. Co.,

Boston, Mass.

ExIIIBIT No. 1659–49

MARCH 7, 1906.

Personal.

CLARENCE H. MACKAY, Esq.,

President, Postal Telegraph-Cable Co.,

2.5.3 Broadway, New York.

MY DEAR MR. MACKAY : I thank you for your note of March 6, which comes

to hand this morning, and am very glad that the matter can remain open

for discussion after Mr. Vail's return.

You are in error in believing that Mr. Vail became a Director in our

Company about eight years ago. He was first elected on March 25, 1902, and

I was perfectly familiar with the conditions under which he was selected.

Very truly yours,

F. P. FISH, President.

[Source : Private Letter Ibook V.

ExIIIBIT No. 16.59–50

[Source: President's Iłoston ſiles]

Telephone : 1022 London Wall. Telegraphic address: “Tracollone, London.”

62, LoNDON WALL,

London, E. C., April 14, 06.

DEAI, MR. Fisii : I am in receipt of some copies of letters which have passed

between yourself and Mr. Mackey. IIe thinks I do not represent his interests

and wants another person in my place on the Board—I have always considered

myself as a representative of all the shareholders. I do not understand that

Mr. Mackey has any interests in the policy of the company—not common to all

shareholders. If he has then certainly I do not represent them. As to my

absence, had I considered for one moment, that my usefulness to the Co., little

as it may be, was only attendance at the Board meetings—I should have retired

long ago. As to the individual interest in certain of the shares standing in my

name, that is a personal matter between Mr. Mackey and myself or the Mackey

estate which I will not go into–Of one thing however you may feel quite sure

and that is that I am the absolute owner of a very respectable number of

shares, quite enough to qualify me as “Director"—and far greater than the average

holding in the Co.

In view of what has taken place, I will try, briefly, to explain that which has

been the subject of some comment, my position as to the telegraph business and

the acquisition of the Postal system—From the very beginning of the “Telephone”

business, so far as I have had to do with the policy of the Co. it was directed
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toward the ultimate absorption of the “Telegraph” business—I do not remember

that I was alone in this, and as I believe and understand, this policy still exists.

I think Mr. Cochrane will recall a remark made by me—when the Western

Union agreement was signed—to the effect that, if we were in the position I

hoped we would be at the termination of the contract, that we should ask the

W. U. for half of its capital stock for the privilege of continuing in business as

One of our subordinate companies. Since that time the “Postal” has come

prominently into the field. There is however a marked difference in the

position and the business of the two companies.

The purpose of the Western Union is a domestic telegraph business—with

till international cable business incidental to it—

. The purpose of the “Postal” in the collection and distribution of an interna

tional cable business—with a domestic telegraph business incidental to it—

Any fight over the domestic telegraph business would result in disaster to

the net earnings of the “Western Union” while it is doubtful if it would be

ºularly noticeable in the make up of the balance sheet of the “Mackey
S.

The best time and the best way for the Telephone Co. to enter into the tele

*"ºph field once determined—It would have its own way.

"rom the nature of the business—the Executive Administration of the tele

graph business should be distinct from that of the telephone business. Although

"...physical property might be the same.
To build up an efficient administration takes time and costs money—at the same

ºpense these are many reasons why it would be better policy to buy—particu

ºly if you were getting something that could not be easily reached in any
Other Way-I do not claim to be stating any thing new—nor any thing in any

Y.jºins from the views of many if not all of the principal telephone

S.

For the above reasons I have thought that when the time was decided upon

Start on the telegraph field—and if conditions were the same, that it would

§". Policy to acquire the Postal system, if it could be got as I believe it
orga at a cost which was fully represented by useful property, utilizing the

0p ...toº to carry on the telegraph business and also use it to handle the

K. telephone business—

e§ ºne further steps to be determined very largely by the attitude taken by

to

sº tº me that now the financial position of the company is settled and

COme W. the market for its securities is widening, that the time will soon

now th . this question will come to the front—whether the above plan is

quest. eSt Or whether it could be carried out on the lines laid down may be 8.

must ..ºpily it is not the only course open. The conditions at the time

terestsjº determine the course. It may perhaps needless to say that the in

I am v. the Co. must surely be the determining factor— -

position . Sorry to have taken up so much of your time—but I wished my

rane and 9 be fully understood. Will you kindly show this letter to Mr. Coch

to Senator Crane,

W - THEO. N. VAIL.

*y sincerely,

EXHIBIT NO. 1659–51

Personal APRIL 23, 1906.

Hon. wº

º jºy CRANE,

Y States Senate, Washington, D. C.

which I. SENATOR CRANE: I enclose a copy of a letter from Mr. Vail about

viºla like to talk with you when I next have the pleasure of seeing you,

truly yOurS,

*nclosure F. P. FISH, President.

ource: -

*ivate Letter Book V.]
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EXHIBIT No. 1659–52

APRIL 23, 1906.

Personal.

HENRY S. Howe, Esq.,

89 I'ranſclim Street, Boston.

MY DEAR MR. Howe: I enclose a copy of a letter from Mr. Wail which will

interest you. Please return the copy to me, as I have other uses for it.

Very truly yours,

F. P. FISH, President.

Enclosure.

[Source: Private Letter Book V. J

ExHIBIT No. 1659–53

WASHINGTON, D. C., April 26, 1906.

Mr. F. P. FISH,

15 Dey Street, Now York, N. Y.

DEAR MR. Fish : Referring to your letter of the 23rd instant, with copy of

letter received by you from Mr. Vail, I shall be glad to talk with you about this

when I see you. I presume and hope that you have no intention of having Mr.

Vail retire from the Board.

Sincerely yours,

W. M. CRANE.
[Source : President's Boston ſiles.]

ExHIBIT No. 1659–54

253 BROADwAY,

New York, July 5th, 1906.

MY DEAR MR. FISH: Regarding our conversation of last Friday, I find by

referring to your letter of March 7th that Mr. Vail was elected to your board

on March 25th, 1902, which was prior to my father's death in the same year.

Very truly yours,

CLARENCE H. MACKAY,

F. P. Fish, Esq.,

President, Amcrican Tel. & Tel. Co., Boston, Mass.

[Source: President’s Boston files.]

EXHIBIT No. 1659–55

Oct. 10, 1906.
FINANCE COMMITTEE OF THE MACKAY COMPANIES :

GENTLEMEN : In reply to your request for my opinion as to what effect a

combination of the Western Union Telegraph Company and the American Tele

phone and Telegraph Company would have upon the telegraph business, I have

to say,

The combined influences of the Western Union Company and the American

Telephone Company would be very great and would undoubtedly be hurtful

to the Postal Company's interest. -

Such a combination would permit

The pole and wire facilities of both companics to be utilized, maintained and

operated more efficiently and at a minimum cost.

Wires of both companies could be used to a considerable extent for both

telegraphy and telephony, saving both companies from the necessity of stringing
additional wires for some time to come.

The telegraph company has pole lines and wires to points not now reached

by long distance service, which could be utilized by the telephone company and

save expenditure of large sums of money for extensions, such as now con

templated by the telephone company to the Pacific Coast and elsewhere.

The use of the telephone wires for telegraph purposes would afford the

telegraph company many more telegraph circuits for the handling of its business.
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A similar use could be made by the telephone company of at least a portion of

the telegraph company's wires, saving expense in construction and extension

of lines.

Rights of way and pole privileges exchanged: Additional and superior rights of

Way On railroads.

Saving of expense for station linemen by using them for both properties.

Saving in pole rentals.

A combination telegraph and telephone service would be very attractive to the

railroad companies and would no doubt influence railroad contracts.

Leased wires could be better maintained on account of the increasod number

of wires and routes.

Inventions owned or controlled by the telephone company could be used to

advantage for telegraph purposes.

In the handling of telegraph business many economies could be effected which

would reduce the cost of Operation Sufficiently to enable the telegraph rates to be

reduced.

Many telephone pay stations could be utilized for the collection of telegrams,

without any increased expense.

The telegraph company could close up many of its telegraph offices in hotels,

and probably a number of branch offices in the larger cities, thereby saving rental

and operating expense.

Rents in smaller cities and towns might be saved by occupying offices jointly,

Operating expenses could be reduced by employment of combination managers.

Telephones could be used for calling messengers for district service, etc., thereby

Saving expense of installing messenger callboxes.

In case the telegraph operators should strike, telephone could be used to some

advantage for the handling of telegrams. This feature could be used as a strong

argument against demands for increased wages.

Rather the strongest argument appealing to the telephone company would be

the probable effect upon the public concerning the financing of competing tele

phone companies. The Bell Company would be rid of its fear of Western Union

influence favoring such competing telephone companies. If the telephone company

can make it difficult to finance competing Companies, it would discourage new

enterprises and make existing telephone competition much easier to deal with.

Just what effect such a combination between the Western Union and Bell inter.

ests would have upon the cable business, it is difficult to foretell. Inventions and

improvements owned by the telephone company might be utilized to reduce the

Cost of operating and handling business over the ocean cables.

The foregoing is an opinion of what advantages of such a combination would

accrue to the Bell Telephone and Western Union.

Such a combination could be used to cause The Mackay Companies to lose

money on both its landlines and cables, and thereby force The Mackay Companies

to its own terms.

The Postal Company now has about 12,400 offices reached only by telephone from

Which it exchanges telegrams. Of these about 8,000 are Bell telephone stations.

These 8,000 telephone stations which now form a part of the Postal System are at

points where the Western Union Company have no offices. These undoubtedly

Would be taken away from us.

Many other favors we are now enjoying from the Bell Company, such as ex

change of pole line facilities and joint occupation of underground conduits in the

cities throughout the country, might be withdrawn.

I think it safe to say that there is no likelihood of the Bell Telephone Company

leasing or taking over the Western Union property on the 4% guarantee.

There are many reasons why a combination between the Bell Telephone and

Postal lines would be a greater advantage and more desirable to the telephone

Company.

If an arrangement can be brought about by which the telephone company would

take the Postal lines on a long term lease and a contract with the Commercial

Cable Company for the collection and delivery of cablegrams, it would be to the

great advantage of all concerned.

I consider such a combination the salvation of the Postal property and the

removal of a possible drag upon The Mackay Companies.

I estimate that $2,000,000 is the maximum net earnings we can expect under the

most favorable conditions on our present plant at present rates.”

*The rates have been increased since this was written.
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I strongly recommend that efforts be directed towards obtaining from the tele

phone company a guarantee of $2,000,000 per annum and a fair proportion of any

excess net earnings over $2,000,000 from the operation of the Postal plant.

Such an arrangement, if made, would place the Western Union Company at the

mercy of the combination and would place the combination in position where it

could, if desired, dictate terms and obtain the control of the Western Union prop

erty at a low price.

Very respectfully,

WM. H. BAKER,

Wice Prest. & Geml. Mgr.

[Source: Folder, “Western Union Statistics and Suggestions,” T. N. Vail's file.]

ExHIBIT NO. 1659–56

[Source : Folder, “Western Union Statistics and Suggestions,” T. N. Vail's file]

[Copy attached to letter of Oct. 10, 1906]

While a combination of the telephone and telegraph might still require sepa

rate organizations for the conduct of the telephone and telegraph business, it

would seem possible and practicable to consolidate the local companies of the

telephone in one organization with one management located at New York or

Boston, and do away with the corps of officials of the local organizations, thus

effecting uniform methods of Operation and management and great saving in

expense, inasmuch as each local organization now maintains a managing staff

of presidents, vice presidents, secretaries, treasurers, general managers, elec

tricians, engineers, &c., &c., all of whom are paid liberal salaries.

It is thought that such a combination of local telephone companies would

result in a saving equivalent to a large percentage of the dividend now paid

by the parent company.

If such a combination of the local companies could be effected, the parent

company could afford to sell some of its present holdings in the local companies

to prominent local firms and individuals, thus recovering local influence, which

has, to a certain extent, been acquired by the opposition companies.

The most competent of the officers of the local Organizations could either be

made members of the Board of Directors of the parent company or members

of an advisory committee.

Four men to be selected as the representatives of the Telephone Company in

charge of four territorial divisions, to be known as the Eastern, Western,

Southern, and Pacific divisions.

Those appointed to the advisory committee would be practical Working men,

conversant with the details of the business, and would prove of great assistance

to the Board of Directors.

A combination of the local companies with uniform management and methods

would result in many other economies.

The telegraph business would be incidental to the telephone business and would

place the companies in position to handle it more efficiently and at minimum cost.

WM. H. BAKER.

EXHIBIT NO. 1659–57

CLARENCE H. MACKAY,

President.

THE MACKAY COMPANIES,

(Boston, Massachusetts.)

253 BROADWAY,

NEw York, Dec. 24th, 1906.

MY DEAR MR. FISH : We would like to have a list of the stockholders of your

Company, with their addresses, in order to send to them a copy of the regular

annual report of The Mackay Companies, which will be issued February 15th.

Inasmuch as The Mackay Companies is by far the largest stockholder in your

Company, we think it desirable that your stockholders should know who we

are, and our condition, and We think it to the advantage of both institutions

that this should be done.
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I trust there will be no objection to this, especially as we understand that

you will necessarily prepare such a list next month. We are quite willing to

pay any expense connected with the preparation of the same.

Very truly yours,

CLARENCE H. MACKAY.

F. P. FISH, Esq.,

President, American Tcl. dº Tel. Co.

EXHIBIT NO. 1659–5S

Personal. DECEMBER 28, 1906.

CLARENCE H. MACKAY, Esq.,

The Mackay Companics, 253 Broadway, New York.

MY DEAR MR. MACKAY : I will see that you have a list of the stockholders

of our Company, as requested in your letter of December 24.

Allow me to say that it seems to me unwise, under the present condition of

public sentiment, to advertise the fact that one large corporation is interested

to a substantial extent in the stock of another. I sincerely hope that you will

refrain from emphasizing the fact of your holdings in the stock of our Com

Dany, in the interest of both of Our companies.

Do you not agree with me that this course is Wise?

Very truly yours,

F. P. FISH, President.

[Source: President’s Letter Book 46. J

EXHIBIT No. 1659–59

THE MACKAY COMPANIES

(Boston, Massachusetts)

253 BIROADWAY

CLARENCE II. MACKAY,

I’resident.

NEw York, Deccmber 31st, 1906.

MY DEAR MR. FISH : I am pleased to receive your favor of the 28th inst.

stating that you will see that I have a list of your stockholders as requested.

I hardly think you will object to the very brief way in which our annual report

Will refer to your Company. Last February in our report we stated that we

Were one of the largest stockholders in your Company, and the effect was very

good indeed. I think the public will welcome a closer alliance of the telegraph

With the telephone. In Europe they are operated together for public convenience.

Moreover, it is necessary for us to explain to our stockholders in a general way

the purposes for which our outstanding preferred shares have been largely

Increased during the past year.

If agreeable to you, will you kindly request your Treasurer to insert in the

list of stockholders the holdings of those who own one thousand shares or over?

Yours very truly,

F. P. FISH, Esq. CLARENCE H. MACKAY.

EXHIBIT NO. 1659–60

TRUSTEES

CLARENCE. H. MACRAY. CLARENCE. H. MACKAY, President.

WILLIAM W. Cook. GEORGE G. WARD, Vice President.

GEORGE G. WARd. EDWARD C. PLATT, Treasurer.

DUMONT CLARRE. ALBERT IRECK, Secretary.

EDWARD C. PLATT. WILLIAM W. Cook, General Counsel.

THE MACKAY COMPANIES

(Boston, Massachusetts)

253 BIROADWAY

NEW YORK, February 1st, 1907.

FREDERICK P. FISH, Esq.,

President, American Telephone and Telegraph Co.,

Boston, Mass.

MY DEAR MR. FISH : The Trustees of The Mackay Companies have requested

me to write you and call your attention to the fact that The Mackay Companies
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owns over 70,000 shares of stock in your company and is by far the largest

stockholder, its holdings being over four times those of your next largest stock

holder. In view of this great interest which The Mackay Companies now has

in your company, the Trustees feel that we should have three representatives

on your Board, and they have designated Mr. Dumont Clarke, Mr. Pliny Fisk,

and myself as their choice for such positions.

As you, of course, are aware, not one of your eighteen Directors, excepting

Senator Crane, owns over 2,000 shares of your stock in his own right; at least

that is what your books show, and we submit that it is proper that a stockholder

who owns over 70,000 shares should be given representation on your Board.

We would also call your attention to the fact that while your company con

trols the New York Telephone Company, yet the Western Union Telegraph Com

pany which owns only 20% of the stock of the New York Telephone Company,

has five out of the thirteen directors of that company. We submit that The

Mackay Companies with its large holdings of stock in your company should

have representation. We consider that we are entitled to it and expect that

it will be granted.

Yours very truly,

CLARENCE H. MACKAY,

President.

[Source : I’resident's Boston filos. I

EXHIBIT NO. 1659-61

FEB. 10, 1907.

IDEAR MR. ITIS II :

The Mackay Cos have nerve.

Their interests are opposed to ours and of course at this time cannot secure

representation.

I see no reason for more than acknowledging receipt of letter at this time

but later on it may be well to record the fact of divergence of interests &

actual injury to the Shareholders as a whole from any representation of

Mackay Cos.

Yours sincerely,

T. JEFFERSON Cool.IDGE, Jr.

[Source: Prosident’s Boston files.]

EXHIBIT NO. 1659–62

FEBRUARY 13, 1907.

CLARENCE H. MACKAY, Esq.,

President, The Mackay Companies, 253 Broadway, New York.

MY DEAR MR. MACKAY: I have just returned from the west and am only now

able to answer your letter of February 1.

I have not consulted with any of my Executive Committee or my Directors

on the subject of your letter, but take the liberty of expressing at once my own

personal views on the subject therein referred to.

Speaking personally, I should be glad to consult with your Company or with

any of our large stockholders on the subject of Directors. We have a clear

common interest in desiring the best available men for the position, and we

cannot get too much help in Selecting them. I feel, however, that each and

all of the Directors should represent each and all of the stockholders, and

that it is unwise to have any stock interest specifically represented on the

Board.

If you will allow me to go a little farther, it seems to me that at the present

time it would be a very great mistake for one large corporation to have a defi.

nite and specific representation on the Board of another large corporation. This

probably would be true under any conditions, but is, in my opinion, of special

weight in a case like the one we are now considering, where the two companies

are to some extent competitors, and where your Company is interested in such

a large number of other companies, including some of our most aggressive

competitors.

I shall bring the matter before our Executive Committee and shall of course

be governed by their views.
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I should personally be glad to consult with you with reference to the make-up

of the Board, although, as I now look on it, not on the theory that your Com

pany, as a stockholder, is entitled to specific representation.

Allow me to add that I should regard it as an honor to have the three gen

tlemen whom you name on Our Board of Directors, in so far as their character,

standing and personality are concerned.

I shall later write you again on the subject.

Wery truly yours,

F. P. FISIT, President.

[Source : President's Letter Book 47.]

EXHIBIT NO. 1659–63

[Source : President's Boston ſiles;

CLARENCE H. MACKAY,

President.

THE MACKAY COMPANIES

(Boston, Massachusetts)

253 BROADWAY

NEW YORK, February 19th, 1907.

FREDERICK P. FISH, Esq.,

President, American Telephone and Telegraph Co., Bostom, Mass.

MY DEAR MB. FISH : I am surprised to receive your letter of the 13th instant,

because it is a new theory to me that, inasmuch as a director should represent

all stockholders, a large stockholder should not, by reason of his large holdings,

be entitled to name one or more directors. I gather that such is your reasoning,

but it seems to me that that would mean that it would be better if the directors

owned no stock whatsoever, which, of course, is contrary to the theory on which

Corporations, as well as co-partnerships, are Organized.

In reply to your mention that we are interested in some of your most aggres

sive competitors, I would say that we own stock in six so-called independent

telephone companies, our largest holding being in the Michigan State Telephone

Company (and even that company is considered your ally), and our holding in

that company is worth less than thirty thousand dollars, while our holdings in

your company are worth nearly ten millions of dollars.

We repeat that we are entitled to representation on your board and shall not

be content until we get it. We own more stock than all your directors combined.

We have men on our staff who were experts on poles and wires before the

telephone was invented. We conduct our affairs without extravagance or waste,

and we know where our money is coming from before we spend it. We believe

Our influence in these respects would do your company no harm.

There is another thing more important vastly than the above. We think you

will agree with us that you will want several hundred millions of dollars fresh

money during the next ten years in your business. How are you going to get

it? There are various ways in which we can help you very substantially, and

We have every reason for helping you, but how can we help you when you slam

the door in our faces as you seem inclined to do?

Yours very truly,

CLARENCE II. MACKAY,

President.

[Source: President's Boston ſiles.]

EXHIBIT NO. 1659–64

WALL STREET, CORNER NASSAU, NEW YORK

FEBRUARY 21, 1907.

MY DEAR MR. FISH : I am in receipt of your favour of the 20th, advising that

Mr. Drum is in town, and have written him as you suggested.
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I also have your favour referring to the subject of Directors, and will bear

your suggestion in mind.

I have also received your letter enclosing copy of letter to you. The letter

is an amusing screed, and the suggestion one which I think should be firmly

dealt with in the interest of our Own Company.

I trust you are very well. Kindly let me know when you are to be in New

York again, and very greatly oblige,

Yours faithfully,

JOHN J. WATERBURY,

F. P. FISH, Esq. :

[Source: I’resident's Boston ſiles.]

EXHIBIT No. 1659–65

UNITED STATES SENATE,

Washington, Feb. 21, 1907.
Mr. F. P. FISH,

President, 125 Mille St., Boston.

DEAR MR. FISH : Your letter of the 20th instant is received enclosing copy of

one which you received from President Mackay. If you have not already

replied to the same I wonder if it would not be better to simply write Mr.

Mackay that you would refer the matter to the directors and that you would

advise him definitely later on. This course might serve to prevent an un

pleasant and disagreeable correspondence.

Sincerely yours,

W. M. CRANE.
[Source : President's IBoston ſiles.]

EXHIBIT NO. 1659–66

FEBRUARY 25, 1907.
CLARENCE H. MACKAY, Esq.,

President, The Mackay Companics, 253 Broadway, New York.

MY DEAR MR. MACKAY : Your letters of February 1 and February 19 have

been submitted to members of our Board of Directors for consideration, and

they will give the matter careful thought and authorize me to communicate

with you in a few days.

Very truly yours,

F. P. FISH, President.
[Source : President's Letter Book 47.]

EXHIBIT No. 1659–67

MARCH 6, 1907.
JoFIN I. WATERBURY, Esq.,

20 Wall Street, New York City.

MY DEAR MR. WATERBURY: At its meeting this morning, the Executive Com

mittee resolved informally to ask Mr. Nathaniel Thayer, yourself and myself to

consider the question of Directors. Mr. Thayer will be glad to help in the matter

and plans to call on you at eleven-thirty Friday morning.

I shall be in Albany tomorrow. My address will be Ten Eyck Hotel. I do not

want to be in New York Friday unless it is necessary. However, if you will tele

graph me at the Ten Eyck Hotel that you think I should come to New York
tomorrow night, I will do so.

The general feeling of the Executive Committee was that it would be better

not to have bankers selected but first class commercial men of high standing,

if we can get them ; also that preference should be given to those who are active
in New York rather than in Boston.

Very truly yours,

F. P. Fish, -
[Source: Private Letter Book V.] President
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EXHIBIT No. 1659–68

DALTON, MAss., March 9, 1907.

Mr. F. P. FISH, President,

Boston.

DEAR MR. FISH : Referring to our talk on the telephone to-day, I regret that I

cannot attend the meeting Monday afternoon called for the purpose of consid

ering the advisability of inviting Messrs. Pliny Fiske, Schoonmaker and McLean

to become members of the A. T. & T. Co. board. I know of the first named

gentleman by reputation, but the other two I have never heard of, and I trust

that the directors will make very careful inquiry before extending an invitation

to them. The directors ought, in selecting new associates, if possible invite Such

men as either have a thorough knowledge of the business, or that are at present

or likely to become heavily interested in the Company. Possibly some one may

have assurance that such may be the case with the gentlemen named. Person

ally I would like to know more about them, and will make careful inquiry at

first opportunity.

I would like very much to have Mr. Cutler of New York become a member

of the board, provided that he would be willing to serve, as his knowledge of

the telephone business and reputation in New York would be of much value

to the Company.

Sincerely yours,

W. M. CRANE.

[Source: President's Boston Files.]

EXHIBIT NO. 1659–60

MARCH 11, 1907.

Hon. W. MURRAY CRANE,

Holland House, New York City.

MY DEAR SENATOR CRANE: All the Directors who are accessible met at my

office this afternoon and considered the question of the vacancies on our

Board. Mr. Thayer and myself reported that Mr. Schoonmaker and Mr.

McLean had been named as desirable men and that it seemed, on the whole,

Wise to offer a position on the Board to one of the gentlemen suggested by

Mr. Mackay in his letters, which you have seen. It was the general opinion

of those present that of the men suggested by Mr. Mackay, Mr. Dumont

Clarke was the best qualified, all things considered.

Your suggestion that Mr. Cutler should go on the Board was cordially

received by all of us.

The Directors present finally united in suggesting that you, Mr. Thayer, Mr.

Waterbury, and myself take the responsibility of selecting the gentlemen who

Shall be asked to become Directors.

There seemed to all of us some objections, not personal in character, to Mr.

Pliny Fisk, the chief objection being that he is so active in Wall Street. It

Seemed to us as if a bank president of the type of Mr. Clarke would, on the

Whole, add more strength to the Board.

I suggest that you see Mr. Waterbury tomorrow and talk the matter over

With him. I sincerely hope that you will let nothing interfere with your

being in Boston on Wednesday, when we shall have a large number of im

portant meetings in the afternoon. Wednesday forenoon Mr. Thayer will be

Very glad to talk matters over with you.

From a telephone conversation with Mr. Waterbury, I judge that he is

inclined to think that just at this time it might be better to take a strong

man not associated with our Company rather than Mr. Cutler. The more the

Subject was discussed this afternoon, the more all present seemed to agree

that Mr. Cutler would be as likely to strengthen the Board as anyone who could

be Suggested. Among other things, it was suggested with great force that

if he were on the Board, other New York men might be attracted to it and

that such New York men as were on the Board would, through him, be in a

position to get at the telephone business, in whole or in part, much more

easily and completely than if there were no Director in New York thoroughly

acquainted with telephone affairs.

As the easiest way of getting at the result, I think that I shall send to
Mr. Waterbury a copy of this letter which I am writing to you.

Very truly yours,

F. P. FISH, President.

[Source: Private Letter Book VI.]
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ExIIIBIT NO. 1659–70

MARCH 22, 1907.

DEAR MR. MACKAY : It is the opinion of those whom I am obliged to consult

that it is not wise to elect upon our board too large a representation of another

and to some extent a competing corporation. In this view I am obliged to

agree. It seems particularly inexpedient to elect the President of that Company

one of our Directors, much as we should regard it as an honor to have him on

our board if the conditions of public sentiment were different.

We very much regret that Mr. Dumont Clarke was not inclined to accept our

invitation to allow us to elect him as one of Our Directors.

Sincerely yours,

(Signed) FREDERICK P. FISH.

CLARENCE II. MACKAY, Esq. :

[Source : President's Letter Book 47.]

EXHIBIT NO. 1659–71

JULY 14, 1908.

JoBIN I. WATERBURY, Esq.,

20 Wall Street, New York City.

MY DEAR MR. WATERBURY: There are a great many Statistics and reasons

why it would be advantageous to this company to acquire the Western Union

Telegraph Company which I think would be rather unwise just at present to

put on paper.

As far as the question between acquiring the Western Union and the Postal

is concerned, while originally I was very strongly in favor of acquiring the

Postal, it was at the time the Postal was capitalized at its true value and

could have been acquired at that capitalization. The principal thing that the

telephone company wants in acquiring a telegraph company is the organization.

If it were not for the difficulty and expense of building up an organization

which would extend over the whole country and which is necessarily distinct

in certain lines from the telephone company, then the telephone company could

probably equip itself for telegraphing as cheaply by building lines as by pur.

chasing. In doing that, however, it would still leave formidable competitors

in the field, which it is much better to remove.

It is practically impossible under present conditions to build up a rival

telegraph company. The Postal Company may be considered as a telegraph

adjunct to a cable company, created and supported for the purpose of deliver.

ing and collecting its cable messages, incidentally doing a telegraph business,

Whether it is profitable or not under the conditions that exist is not a momen

tous question, as the profits on the cable business of the Postal Company are

fully equal to taking care of both the cable and telegraph.

The Western Union, on the other hand, is more purely a telegraph company

with a cable adjunct and under the conditions I doubt whether the Western

Union derives any profits whatever from their cable business. The reason,

therefore, for acquiring the Western Union, to begin with, rather than the

Postal, is that we can get a system which will be immediately of more benefit

to the telephone company than the Postal, and probably at less cost to the

telephone company. Had the telegraph business of the country been undis.

turbed, it would have shown relatively, as great, if not greater growth, than

the business of any other public service corporation, and would have had

sufficient increase in net profits to have taken care of all the increased capitali

zation created by all the companies. As it is, while the growth of the gross

revenue has been considerable, the net revenue has actually decreased.

When the telephone business was in its developmental state and during the

protracted negotiations between the Bell and the Western Union, it was pro

posed and for a time seriously considered by a large number of those in the

Bell interests, to divide the telephone business—the Bell, taking the exchange

business and limit it to a 15-mile radius, the Western Union to take the extra.

territorial business as it was then called—that is, all business from points

within to points without the 15 mile radius, and all business between the dif.

ferent exchanges. This would embrace all of what is now known as the toll

and long distance business. While this business was as yet undeveloped, both
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as to practicability or public demand, yet I had conceived a system embracing

all subscribers and all exchanges forming a harmonious, universal and inter

dependent system controlled by one interest and one policy. I therefore opposed

giving the Western Union this toll line business and finally won over to my

side all of the dissenting elements of the Bell interests. Had the Western

Union taken the toll line business, it would have been the controlling factor

of the toll line business, and instead of a vanishing net revenue would have

Continued its expansion and held its relative position in the business field,

providing it had managed its business with foresight, and by contract and other

legitimate methods, kept control of the toll business. The development of the

toll and long distance telephone business has destroyed completely as to net

revenue and largely as to gross revenue, the short distance telegraph business,

and it has cut very largely into the middle long distance business, taking all

that class of business which can afford the cost. With long distance busi

neSS, COst is largely a secondary consideration—embracing as it does some

of the elements and advantages of the “telegraph” in its message and answer,

the “mail” or “letter” without limit as to scope and extent, and of “travel”

as to its quality of personal interview. The result has been the loss to the

telegraph company of the greater part of its most profitable business.

An analysis of the business of the Western Union will show that in the past

twenty years, which covers the development of the toll line telephone business,

the net profits, after deducting the telephone revenue, have decreased very

largely. During this same period, the Western Union has expended in con

Struction many millions of dollars, about half of which has been taken from

the so-called net revenue, and half provided by new capital.

I think you will agree with me that any expenditure for construction pur

poses which does not produce an increase of net revenue should not be capi

talized, particularly if in the net revenue existed little or no margin after the

payment of charges and dividends.

Under existing conditions, the Western Union can take care of necessary but

unprofitable construction, and probably earn for dividends estimated on a safe

basis, from a million and a half to two million dollars a year, not including

its telephone revenue. During periods of great business activity, this would

probably be increased temporarily.

Another cause of trouble in the future with the telegraph company is their

competition for rights of way on railroads and privileges in hotels and public

places. In the past twenty years, the relative expense of these items alone

have fully doubled. Telegraph men who thoroughly understand the situation

estimate that from two millions to five millions a year could be saved in these

last two items alone. A large saving could also be made in the joint manage

ment of the plant department—that is, maintenance and construction—in the

right of way department. The time is coming when it will be necessary for

the telegraph company to absolutely own their right of way the same as rail

roads through the country between all the larger towns.

It has been suggested that the Western Union would ultimately have to be

reorganized. I do not think that this, under any conditions which may arise

in the near future anyway, is likely to come about, as under the existing condi

tions the Western Union could always earn enough to maintain itself and pay

its fixed charges. A destructive competition by reducing the prices of messages

between the larger towns would probably wipe out net earnings from the busi

ness, but no competition that exists or is possible except the telephone compe

tition, can reach over 40%, and probably not over 30% of the total business

of the Western Union, for while it is a fact that 80% of the telegraph business

of the country originates or ends in a few of the larger cities, yet not in my

opinion, to exceed 30% of it is between those large cities. This fact was the

cause of all the failures in the past of telegraph promoters, who depended upon

the business alone and not upon other reasons.

The telephone company reaching about twice as many points in the United

States as the telegraph company by their wires, of course would not have this

trouble to contend With.

The success of Mr. Gould and the Postal Telegraph Company was entirely

due to other reasons.

The reason why this matter should be taken up immediately is that if the

Western Union were controlled by the telephone company, all its lines could be

utilized to a greater or less extent for toll lines and long distance telephone

business. The telephone company will be obliged to spend a great many millions

of dollars, fully as many as the telegraph company will cost, to provide toll
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line facilities which could be largely avoided if it had the use of the Western

Union facilities, or the control rather—as the mere use without the absolute

control—would be of no account.

If the acquisition is delayed and this expenditure is made, then there would

be an unnecessary duplication of plant which it would take years to utilize.

The only objection that I can see to the immediate acquistion is that it might

affect the distribution and absorption of the convertible bonds among and by

the investment public, and thus affect the future credit of the telephone com

pany. There nover will be a time, however, when the telephone company from

its standpoint along will be as independent of the money market as it is today.

The only question to be considered is whether the one balances the other; that

is a matter that the financial people can better (letermine for themselves.

So far as business is concerned, all is showing well.

Five months of operating companies show—

Gross revenue-------------------------- $48, S14, 700----increase-- $3,009,300

Operating Expense---------------------- 36,038, 400---- “ —— 1,974,700

Net_ 12, 776, 300–––– “ — 1,034,600

Misc. Earnings 2,057, 600--__ “ -- 185,600

Total Net------------------------ 14, 833, 900 ––– “ —- 1,220,200

In the operating increased expenditure, $1,367,800 was due to appropriation for

maintenance partly unexpended, and $213,800 to taxes.

Tho A. T. & T. CO. Will show for the Six months :

1907 1908

Earnings- $9,736,659 $11,792,527

Expenses- 1,032, 570 1,073,77.

Net------ - 8,704,089 10,718,757

Not Traſſic------------------------------------------------------------------ 1,832, 114 1,995,855

Total not 10, 536,203 12,714,622

Interest------------------------------------------ 3,439,792 3,871,676

Balance--------------------------------------------------------------- 7,096,411 8,842,945

The construction account of the associated companies is for the first five

months largely inside the estimate and the allotments.

The cutting off of undesirable business—by enforced collections and more

rigid supervision has made room for a better class of subscribers, giving an
increase in revenue.

The toll line business is less in many cases than last year but that fluctuates

with business conditions, except that the normal growth as a rule takes care

of any reduction from other causes.

The revenue of the A. T. & T. Co. has not been brought about by any increase

in dividends as they are in all cases at the same rate as last year. The rate

of interest was increased last year and this has had a small effect on the

increase; otherwise, it is a legitimate and not forced increase.

Very sincerely yours,

THEO. A. VAIL, President.

EXHIBIT NO. 1659–72

(Fekschal).

Nov. 24th, 1909.

CLARENCE H. MACKAY, Esq.,

President, Postal Telegraph-Cable Co., 253 Broadway, New York.

DEAR MR. MACKAY : Yours of the 23d instant received.

The matter will receive immediate attention, and when I return to New York

will take up the matter again. Meantime, if you could have gotten together

all the matters of which you spoke to me, we will take them up and try and

dispose of them.

Sincerely yours,

THEO. A. WAIL ident.[Source: President's Letter Book 9.1 , Presid
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ExHIBIT No. 1659–73

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY

15 Dey Street

NEW YORK, Nov. 30th, 1909.

Personal.

CLARENCE H. MACKAY, Esq.,

President, Postal Telegraph-Cable Co.,

253 Broadway, New York.

MY DEAR MR. MACKAY : Your letter of November 27th was forWarded to Ille

in the country, and I have just returned and hasten to answer.

We regret very much that you feel compelled to take this action, but under

stand your reasons therefor. Any step looking to the protection of your own

interests would of course be also to our own favor—therefore I have no Sug

gestions to make. I would, however, like to see you before you make your plans

and dispose of the matter, as I think it possible it may result to Our mutual

advantage.

Sincerely yours, THEO. N. VAIL, President.

EXHIBIT No. 1659–74

DEC. 22d, 1909.

CLARENCE H. MACKAY, Esq.,

253 Broadway, New York.

MY DEAR MR. MACKAY: If agreeable to you, I will be glad to meet you at the

Hotel Gotham (55th St. & Fifth Ave.) to-day at 4.30 o'clock.

Sincerely yours,

THUO. N. VAIL.

[Source: Binder entitled “T. N. Vail Personal May 27, 1907 to Jan. 21, 1911."|

EXHIBIT No. 1659–75

DEC. 23RD, 1909.

MY DEAR MR. VAIL: According to our conversation of last evening, I took

up the question of the selling of our telephone holdings with my associates this

morning, and they take the same view as previously held, namely, that in view

of the fixed charge against us of 4% on our preferred shares, we are not

justified in selling at less than the figure mentioned; namely, 143 plus the

current dividend. As a matter of fact, we believe that if we cared to withdraw

entirely for the present, we would have no trouble to sell this stock at 150 or

better during the course of the coming year. However, we have no inclination

to do that, for the present at least.

As to the other matters, I have had a talk with Mr. Nally, and he will take

them up in detail with Mr. Hall at once. Will you kindly so inform Mr. Hall?

With the compliments of the season,

Yours very sincerely,

(Signed) CLARENCE. H. MACKAY.

THEODORE N. WAIL, Esq. :

ExHIBIT NO. 1659–76

CLARENCE. H. MACKAY,

President.

THE MACKAY COMPANIES

(Boston, Massachusetts)

253 BROADWAY

NEw York, February 18, 1910.

THEODORE N. VAIL, Esq.,

President, American Telephone and Telegraph Co., New York.

MY DEAR MR. VAIL: Confirming our talk over the telephone this morning

The Mackay Companies and The Commercial Cable Company give you the

124491–40–pt. 23 25
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option for ten days from date to purchase the 82,906 shares of American Tele

phone and Telegraph Company's stock which they own in the aggregate, at

the price of one hundred and forty-three dollars ($143) per share, plus a

proportion of the present accruing dividend thereon, figuring it from January

1st to the date of payment, each month being taken by itself.

Yours very truly,

CLARENCE H. MACKAY, President.

[Source : Boston President's ſiles, Postal Telegraph-Cable Co., Folder 11.]

EXHIBIT NO. 1659–77

CLARENCE II. MACKAY,

President.

THE MACKAY COMPANIES

(Boston, Massachusetts)

253 BROADWAY

NEw York, February 19th, 1910.

THEODORE N. VAIL, Esq.,

President, American Telephone and Telegraph Company, New York.

MY DEAR MR. VAIL: In reply to your favor of yesterday inquiring as to the

terms of payment in case you exercise your option, I think there will be no

difficulty about it. With a substantial payment down, the balance might re

main on the usual time collateral notes. The rate of interest would correspond

to the dividend you would be receiving, which figures out a trifle over 5% ºf on

the purchase price—the same basis as the option. When you get that far

along, if you will indicate to me your wishes, I think I can arrange it to your

satisfaction, inasmuch as we have no present use for the money.

Yours very truly, -

CLARENCE H. MACKAY, President.

[Source: Boston President's files, Postal Telegraph-Cable Co., Folder 11.]

ExHIBIT No. 1659–78

[From files of Federal Communications Commission )

WILLIAM A. GASTON, President

THE NATIONAL SHAWMUT BANK

Capital and surplus $8,000,000

Boston, MAss., April 27, 1909.

THEODORE N. VAIL, Esq.,

President, American Telephone & Telegraph Company,

15 Dey Street, New York, W. Y.

DEAR SIR: I enclose at the request of Mr. Robert Winsor, a letter to the

National Bank of Commerce, requesting that Bank to transfer from our funds

with them tomorrow morning after clearing, $7,500,000, to the credit of Messrs.

Kidder, Peabody & Company. The funds necessary to transfer we are charging

against the American Telephone & Telegraph Company, understanding that a

voucher will be given us tomorrow morning by the Assistant Treasurer of your

Company, as stated by Mr. Winsor over the telephone.

Yours very truly,

WILLIAM A. GASTON, President.

[Source: Former Boston files, room 1124.]

[Source: Former Boston files, room 1124]

Boston, MAss., June 24th, 1909.

Mr. T. L. CHADBOURNE, JR.,

30 Pine Street, New York.

DEAR SIR: In consideration of the efforts heretofore made and hereafter to be

made by you to acquire for me Western Union Telegraph Company capital
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stock, I agree to purchase through or from you, shares of said Company up to

but not exceeding in the aggregate one hundred thousand (100,000), and to pay

you for the same Seventy-five Dollars ($75) per share, plus Five Dollars ($5)

per share commission. All stock which you acquire you will deliver to me

in accordance with the terms of this letter.

I agree to take such stock from you from time to time as you purchase the

same, the stock to be tendered by you and taken by me at the office of Kidder,

Peabody & Co., in New York City, in blocks of not less than ten thousand

(10,000) shares at a time, unless I instruct you from time to time to make

smaller deliveries. You, however, will always report to me the net price paid

by you upon each purchase made by you within twenty-four hours after making

Same.

It is understood that I shall retain one-half of the difference between the net

cost to you of all stock you may acquire and Eighty Dollars ($80) per share,

paying you the balance. Your net cost above to include commissions paid by

you, but you are to pay no commission above the regular New York Stock

Exchange rate.

The above and foregoing offer to purchase stock from you will remain open

for three months from the date hereof, and your favorable reply will consti

tute a contract between us subject to written modifications only.

Very truly yours,

(Handwritten :) Endorsement: Referring to the above proposition accepted by

Mr. Chadbourne today. I agree to take all of said stock (not exceeding 100,000

shares) you may offer to me at $75.00 per share plus $5.00 commission.

THEO. N. VAIL,

For the Am. Tel. & Tel. Co.

JUNE 24.

[Carbon copy of letter of Robert Winsor (for Kidder, Peabody & Co.) to T. L. Chad.

bourne, Jr., and Mr. Vail's endorsement.]

[Source: Former Boston files, room 1124)

Mr. Robert WINSOR, - JUNE 24TH, 1909.

Boston, Mass.

DEAR SIR: Replying to your proposition of June 24th, 1909, respecting purchase

of Western Union Telegraph Company Capital Stock, up to but not exceeding one

hundred thousand (100,000) shares, the same is accepted by me.

Very truly yours,

[Carbon copy of letter from T. L. Chadbourne, Jr., to Robert Winsor (for Kidder, Pea

body & Co.) accepting proposition as stated in his letter of June 24, 1909, herewith.]

Room 1600, 195 BROADWAY,

Mr. W. SHELMERDINE, New York, N. Y., March 30, 1937.

American Telephone and Telegraph Company,

195 Broadway, New York, New York.

DEAR MR. SHELMERDINE: In your letter of March 29, 1937, you state with

respect to the advance of over $22,000,000 by American Telephone and Tele,

graph Company to Kidder, Peabody and Robert Winsor in 1909, that “we

feel that the records already made available to the Commission's investigators

indicate what the Diamond State and the American Company received as a

result of the transaction in question.”

As the records made available to Commission staff do not clearly indicate

the consideration received for this advance to Kidder, Peabody, are you pre

pared to state definitely that Diamond State Company and American Telephone

and Telegraph Company received in exchange for this sum, stock of Western

Union Telegraph Company? If so, will you kindly indicate indicate how

many shares of stock were so acquired.

Very truly yours,

N. R. DANIELIAN,

Financial and Utility Erpert,

Telephone Investigation.

c/c John H. Bickley, Chief Accountant.

NERD : mb.
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

195 BROADWAY NEW YORK

April 14, 1937.

Mr. N. R. DANIELIAN,

Financial and Utility Earpert, Telephone Investigation,

Federal Communications Commission,

New York, N. Y.

DEAR SIR: Referring to your letter of March 30 relative to acquisition of

Western Union stock, the data summarized in the attached statement have

been obtained from the records of the several companies involved in this

transaction, which records have previously been made available to members

of the Investigating Group of the Commission.

The records do not contain the definite statement that Western Union

stock was received for the money in question, but they appear to justi

a conclusion that the American Company in the end acquired Western Union

stock for the amount of approximately $22,000,000 advanced to Kidder, Ped:

body and Company and Robert Winsor, such shares being part of the total

acquisition by the American Company from Atlantic and Pacific Company of

295,572 shares @ $85 per share for a total amount of $25,123,620, which evidently

included acquisitions in addition to those related to the advances in question.

We shall be glad to make these records available for your inspection if you

SO desire.

As a result of further exhaustive search in the last few days among some

old papers in the files sent here from Boston, we have found a few additional

papers having a bearing on this transaction. Included is a letter dated April

27, 1909 from the President of The National Shawmut Bank to Mr. Wail rek

ative to a transfer of $7,500,000 to the credit of Kidder, Peabody and Company.

Another is a carbon copy of a letter dated June 24, 1909 from Robert Winsor

of Kidder, Peabody and Company to T. L. Chadbourne, Jr., agreeing to purchase

shares of Western Union stock not exceeding 100,000 shares, to which Mr.

Vail added an endorsement agreeing on the part of the American Company tº

take the stock so acquired at a price of $75 a share plus $5 commission.

Assuming that you would want to review these papers, we are forwarding

them herewith. The usual form of receipt covering them is also enclosed for

your signature.

Yours truly,

W. SHELMERDINE.

Enclosure

DATA FROM VARIOUS RECORDS RE ACQUISITION OF WESTERN UNION STOCK

On April 28, 1909 the American Company vouchered and paid to Kidder,

Peabody & Co. $21,660,902, the voucher reading “amount advanced on account

of loan to Diamond State Company to be accounted for.”

On April 29, 1909 $1,406,084 was repaid by Kidder, Peabody & Co. leaving a

balance of $20,254,818.

On April 29, 1909 the American Company vouchered and paid to Robert

Winsor of the firm of Kidder, Peabody & Co. $1,945,378, the voucher reading

“advance on account of loan to Diamond State Company to be accounted for."

On April 30, 1909 a journal entry was made on the books of the American

Company charging Diamond State Company with $22,200,196 for “demand note

of Diamond State Co. dated May 1, 1909 with interest at 5% per annum given

in settlement of cash advanced during April, 1900” and crediting Kidder, P

& Co. with $20,254,818 and Robert Winsor with $1,945,378.

On June 1, 1909 the American Company paid to Diamond state Company

$41,092.68 and returned to the Diamond State Company that company's note

for $22,200,196 in return for which the American Company received a d

note of the Diamond State Company dated May 1, 1909 for $22,241.288.68.

A report of the Diamond State Company headed “Stocks and Bonds Owned

June 30, 1909" shows an item of $22,241,288.68 under “Purchase of Securities
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as per vote of Executive Committee.” Neither the books of the Diamond State

Company nor the votes of that company's Board of Directors or Executive

Committee have been located and we do not find any other Diamond State

Company report or record which gives additional information in respect of

these transactions.

On November 16, 1909 the Executive Committee of the American Company

approved a loan of $22,625,000 made November 15, 1909 to the Atlantic and

Pacific Telephone and Telegraph Company evidenced by 4% demand notes of

that company and the cash book of the American Company shows the following

entries relating to this transaction :

On the credit Side:

Atlantic and Pacific Tel. and Tel. Co.—Loan –––––––––––––– $22,625,000.00

On the debit Side: ---

Diamond State Co.—Notes------------------------------- 'S20, 150,000.00

44 “ “ —Interest --__________________________ 109,631. 25

44 “ “ —C. D. & P. Notes____________________ 800,000.00

44 “ “ -Interest –––––––––––––––––––––––––––– 5, 880. 00

21,065, 511. 25

Two checks drawn on the National Shawmut Bank :

One for -- --- --------------- $59,488.

One for------------------------------------ 1, 5 )

1, 559, 4SS. 75

$22,625,000. 00

1 This amount represented the balance of Diamond State notes held by A. T. and T. at

this date.

Kidder, Peabody & Co. in a letter dated November 15, 1909 acknowledged

receipt of the check for $1,500,000. The amount of $59,488.75 was entered as a

receipt on the Atlantic and Pacific cash book.

The Atlantic and Pacific Company by journal entry charged the total amount,

$22,625,000, to the Diamond State Company and credited the Diamond State

Company from the cash book with the $59,488.75 received from the American

Company. By further journal entries acquisitions of Western Union Company

stock were recorded by the Atlantic and Pacific Company as follows:

Number | Price per
Date Purchased Consideration of Shares | Share Amount

Nov. 15, 1909----------------- Account of Diamond State Co. credited 266,068 $85 $22,615,780

Nov. 23, 1909----------------- 4%. Demand Notes to A. T. & T. Co. 28,665 85 2,436, 525

$2,300,000. Cash to Robert Winsor

$136,525.

Dec. 15, 1909----------------- 4% Demand Notes to A. T. & T. Co---- 839 85 71,315

Total (three entries)---|------------------------------------------| 295,572 |---------. $25,123,620

A transcript of the account with the Diamond State Company in the ledger

of the Atlantic and Pacific Company follows:

Diamond State Company

| 1909 1909

Nov. 15 º:é, Jul. 1 || $22,625,000.00 || Nov. 15 W. U. Stock-- Jul.1 $22,615, 780.00

- . CO.).

Nov. 16 || Cash---------- 3 50, 268.75 || Nov. 15 Cºl.§6. 2 59,488.75

- ... CO.

Dec. 15 | Securities Bal- Jul.1 300.00 || Dec. 15 Cash---------- 2 300.00

$22,675, 568.75 $22,675, 568.75

On December 20, 1910 the records show that the American Company pur

chased from the Atlantic and Pacific Company the 295,572 shares of Western

Union stock at its cost to Atlantic and Pacific Company, $85 per share,

($25,123,620) cancelling notes of the Atlantic and Pacific Company in like amount.
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EXHIBIT NO. 1659–79

[From ſiles of Federal Communications Commission )

[Copy |

SEPT. 29TH, 1915.

N. T. GUERNSEY, Esq.,

General Counsel.

MY DEAR MR. GUERNSEY: This Company has been requested to participate in

the proposed loan to Great Britain and France, which is now being placed in

this country, on the grounds that this loan is necessary to the continuance of the

present industrial conditions created by the state of affairs in Europe.

It is urged that our interest in this situation should Warrant our serious

consideration, and if no objection is found, to a possible participation.

Please consider this seriously from a legal standpoint whether or not we are

warranted should we desire to participate in this loan.

Sincerely yours,

(Sgd.) THEO. N. VAIL.

(Handwritten :) Papers filed with Mr. Buckland 10/7/15. if 604608.

[Source: Mailing Department files. }

NATIIANIEL T. (; UERNSEY,

General ('0 unsel.

CHARLES I). N. COLE,

General A (torney.

THOMAs J. PERKINs,

Assistant Attorney.[Copy | ey

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY (MR.)

15 Dey Street

NEW YORK, October 1, 1915.

TIIEODORE N. VAIL, Esq.,

I’resident.

MY DEAR MR. VAIL: I have before me your note of the 29th ultimo, with

reference to the participation of this company in the proposed loan to Great

Britain and France, and have carefully considered the question from the legal

point of view.

Under its charter, this company has not the right to engage in the business of

loaning money. As incidental to its general powers, it, however, has the right

from time to time to temporarily invest such surplus funds as it may have on

hand. Under this incidental pºwer the cºmpany, if it had an idle surplus, might

invest in the securities to be issued in furtherance of this loan. The question

becomes then one of fact, viz., has the company idle surplus funds for which it is

in good faith seeking a temporary investment, and is this such an investment as

the company would seek for such funds?

The assumption that a failure of the loan would affect business conditions

here and therefore indirectly affect our business goes hardly to the question

whether the company has the power to make investments of this character, but

rather, (granting the existence of this power as I have stated it) to the question

whether the company Should make this particular investment. It may properly

be a factor in the determination of that question, just as would be the rate of

interest, the term of the loan, the fact that the bonds are to be listed, and other
like matters.

Yours sincerely,

Sgd) N. T. GUERN[Source : Mailing Department files. | (Sgd) G SEY.

OCTOBER 1st, 1915.

HENRY S. Howe, Esq., - 5

89 Franklin Street, Boston, Massachusetts.

MY DEAR MR. Howe: The question of our Company participating in the loan

to England and France has been before the Executive Committee and will again
be called to their attention at the next meeting.
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I asked our General Counsel to prepare an opinion on the matter, and beg to

enclose herewith copy of the same for your consideration.

Sincerely yours,

(Sgd) THEODORE N. VAIL, President.

(Handwritten :) Above letter sent to the following : Ledyard, Lewis Cass;

Adams, Charles Francis; Waterbury, John I. ; Crane, W. Murray; Baker, Geo. F.

[Source: Mailing Department files.]

23 WALL STREET,

New York, August 21, 1916.

DEAR MR. VAIL: Aside from being very gratifying to us, it also would be very

helpful to the general cause if you could see your way clear to buy say

$5,000,000 of the new British Two Year Loan. You know it will net a shade

better than 5% 7% and is as good and refined as gold. Any financing in connec

tion with this will be looked after with pleasure.

Sincerely yours,

H. P. DAVISON.

T. N. WAIL, Esq.,

15 Dey Street, New York City.

[Source: Executive Dep't., files in room 2632.A..]

D.25

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY.,

195 BROADWAY,

New York, Aug. 22, 1916.

MR, MILNE:

Our present estimates indicate that without any extraordinary expenditures

We shall have cash at Dec. 31, 1916, of $15,000,000 to $18,000,000 of which

about $9,000,000 will be immediately required in January for interest and divi

dends. Any extraordinary expenditures as for British 2 yr. loan or for exten

sons to 195 Broadway, or for Chicago Tunnel property will have to be Spe

\ly financed and in any case we shall have to finance by next January or

February for ordinary requirements.

DUBOIS.

[Source: Executive Dept’t., files in room 2632A. J

[Copy J

AUGUST 23, 1916.

H. P. Davison, Esq.,

C/o Messrs. J. P. Morgan and Company,

23 Wall Street, New York, N. Y.

DEAR MR. DAVIsoN : I am sending you a copy of a memorandum from Mr.

DuBois, in reference to yours of August 21st.

I will take up the matter at our meat Eaccutive Committee meeting or so

Soon as I can personally confer with some of the members.

Very sincerely,

(Sgd.) THEO. N. VAIL, President.

(Handwritten :) To Mr. Bethell from Mr. Vail.

(Handwritten :) Sept. 11, 1916. Mr. Vail & Mr. Bethell say to file—matter

is past before any meeting is held over.

Enclosure:

[Source: Executive Dep't., files in room 2632A.]
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J. P. MORGAN & Co. MORGAN, GRENFELL & Co.

Wall St. corner Broad. London.

New York. MORGAN, HARJES & Co.

DREXEL & Co. Paris.

T'iladelphia.

NEw York, Nov. 2, 1916.

THEODORE N. VAIL, Esq.,

President, American Telephome dº Telegraph Co.,

15 Dey Street, New York.

MY DEAR MR. VAIL: Before Mr. Davison left today to be absent until Mon

day, I understand he had some conversation with you about the possible pur

chase by the Telephone Company of $5,000,000 of the British Government

Three and Five Year 51%º Notes, but that no decision on the matter could be

reached until next week.

Inasmuch as we are closing the books on Saturday morning, we are sub

scribing for $5,000,000 of the bonds, divided equally between the two maturi

ties and will hold these until your meeting next week, when if you wish to

make a purchase on the basis of the issue prices we shall be glad to turn the

notes over to you. If you decide not to take any action in the matter it will be

quite satisfactory to us to keep them for our own account.

Yours very truly

T. W. LAMONT.

AMA/HPC.

[Source: Executive Dep’t., files in room 26:32A.)

Nov. 4TH, 1916.

T. W. LAMONT, Esq.,

Cor. Wall and Broad Street,

New York City.

MY DEAR MR. LAMONT: Yours of November 20 has been received. I told

Mr. Davison that it was doubtful if we were in a position to tie up that amount

of cash for any period.

Much to my regret, further consideration makes it impossible for me to
recommend the matter to our Committee.

Sincerely yours,
-

(Sgd.) THEO. N. WAIL, President.
[Source: Secretary's files.]

Form V 12

ExECUTIVE DEPARTMENT CORRESPONDENCE FILE

AMERICAN TELEPHONE AND TELEGRAPH. COMPANY

15 Dey Street, New York

(Handwritten :) 2d & final papers. 11/24/16 Copy sent to Mr. Guernsey.

T D. B.

NovembH.R. 23, 1916.
Messrs. J. P. MoRGAN & Co.,

23 Wall Street,

New York, N. Y.

GENTLEMEN: In anticipation of its needs for funds for some time to come,

the American Telephone & Telegraph Company would like to have you and

your associates make us an offer for about $80,000,000 30-year Collateral Trust

5% Bonds, to be callable at 105 and accrued interest on any interest date

and to have provision for an annual sinking fund of 1% of the maximum

amount of bonds at any time issued to be used in the acquisition of bonds up

to or at the callable price.

The collateral originally deposited would be stock of our subsidiary, licensee
and connecting companies, which have been continuously dividend paying

over a long period and will consist of :

New England Tel. & Tel. Co. stock---------------------_______ (240)

New York Telephone Co. stock (850)

Southern Bell Tel. & Tel. Co. stock--------------------------- (215)

Southwestern Bell Tel. System stock-------------------------- (350)

Pacific Tel. & Tel. Co. stock - (230)
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to be pledged and maintained at 133% ºo value for each 100% par of bonds

and in the proportion that the number in brackets opposite each company's

name bears to the total of the numbers (1885). By mutual consent, these

proportions might be varied and other stocks substituted. The valuation would

be determined by agreement between you and ourselves, failing which, by

arbitration.

The trust deed would be drawn in favor of some New York Trust Company

to be mutually satisfactory and would follow substantially the lines of the

old 4% collateral indenture of 1899, without the limitations as to mortgages

by subsidiary companies, and without the stipulation of the deposit of propor

tionate shares of securities of sub companies. The details of the indenture

would be such as would be mutually satisfactory.

The aggregate amount of bonds of the American Telephone & Telegraph

Company outstanding at any time shall not exceed the par value of the then

outstanding capital stock of the Company.

We should be glad to have you make us a proposal to purchase the above

bonds for delivery on or shortly after December 1st, at such time as might be

mutually satisfactory.

Sincerely yours,

(Sgd.) THEO. N. WAIL, President.

[Source: Executive Dep’t., files in room 2632A.]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

TrEASURY DEPARTMENT

In response to request of March 16, 1937, of N. R. Danielian of the Federal

Communications Commission as to the date on which the A. T. & T. Co.

received the proceeds from the sale of the Thirty Year 5% Collateral Trust

Bonds of 1946, and also as to the bank balances on the day prior and on the

day of the receipt of the money from the sale of the 30 Yr. 5s of 1946, in

the banks on which the checks were drawn by A. T. & T. Co. for the Com

pany's participation to the extent of $20,000,000 in a loan * to the British Gov

etnment on December 14, 1916, the following data are provided :

1. A total of $75,733,333.33, which included interest for 12 days at 5%, was

received by A. T. & T. Co. from J. P. Morgan & Co. on December 13, 1916,

from the sale of the Company's 30 Yr. 5% Bonds of 1946, $49,226,666.67 of

which was credited to the Company's account with J. P. Morgan & Co. and

the rest, $26,506,666.66 was credited to the Company's account with National

Shawmut Bank of BOSton.

2. A. T. & T. Co. bank balances in banks on which the checks were drawn

for the Company's participation in loan to British Government were as follows:

Balance at close Balance at close

Bank of business on of business on

12/12/16 12/13/16

J. P. Morgan & Co--- $1,296, 200. 57 $22,014, 817, 21

Bankers Trust Co---- 1,696, 895. 26 5,373,031. 92

1st Nat. Bk. of N. Y- 1, 312, 186. 48 5, 012, 186. 48

Nat. Bank of Commerce.-- 1, 503, 666.79 5,303,666.79

Columbia Trust Co------------------------------------- - 1,014,964. 20 3,014,964. 20

Guaranty Trust Co--------------------------------------------- 1,458,142.67 4, 958, 142.67

National City Bank-------------------------------------------- 1,024,030.05 4,624,030.05

MARCH 22, 1937.

1 Repayment of this obligation which was a demand loan was made February 5, 1917.
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Duplicate voucher

Voucher No. 12 95

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

December 14th, 1916.

P. To J. P. MORGAN AND COMPANY.,

Wall Street, New York.

For participation of this Company in a spe

cial 6% demand loan to the British Gov

ernment, as arranged With you by |

President Vail-------------------------- 20,000,000.00 116 20, 000,000.00

(Handwritten :) This rate changed to 5% in Jan. 1917. See Voucher Clerk's

File #190. |

Loan to be made on December 14, 1916.

X.

Entered notes receivable book—F. J. S. Tunison.

Ex. Com. 190.

(Handwritten :)

(Copy to Mr.— 3–12–37.)

Twenty million----------------------------------------------- 20, 000,000. 00

[Source : Comptroller's Dep’t.]

[Source: Comptroller's file]]

[Copyl

NM

December 14, 1916.

Messrs. J. P. MoRGAN & Co.,

Wall & Broad Sts., New York, N. Y.

DEAR SIRs: I enclose herewith cheques as noted below amounting to $20,000

000. in payment of the participation of this Company of $20,000,000. in your six

per cent. demand loan to the British Government, as arranged with you by

President Vail. -

Kindly send to me your acknowledgment of this payment, and oblige

Yours very truly,

G. D. M., Treasurer.

Enclosures.

J. P. Morgan & Co.--------------------------------------- $3,000, 000

Bankers Trust Co --------------------------------------- 3,000, OOO

First Nat’l Bank, N. Y---------------------------------- 3,000, 000

Nat’l Bk. of Commerce, N. Y---------------------------- 3,000, O00

Columbia Trust Co-------------------------------------- 2,000, 000

Guaranty Trust Co-------------------------------------- 3,000, 000

National City Bank–––––––––––––––––––––––––––––––––––––– 3,000, 000

$20,000, 000

(RETURN to CoMPTRoDIER's FILE 422A)

[Copyl -

DECEMBER 20, 1916.

I hereby certify that the following is a true and correct copy of a resolution

adopted by the Executive Committee of the American Telephone and Telegraph

Company at a meeting held December 20, 1916:

Resolved: that the action of the president in taking in behalf of the Com

pany, on December 14, 1916, a participation of $20,000,000 in a special 6 per cent.

demand loan to the British Government secured by the deposit with J. P.

Morgan and Company, as trustees, of American securities having an estimated

value equal to the face amount of the loan, and in addition, of the obligations

of foreign governments having an estimated value of 33% per cent. of said

amount, be ratified and approved.

(Signed) A. A. MARSTERs,

Secretary.

[Source: Comptroller's Department, file 422A.]
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J. P. MORGAN & CO. MORGAN, GRENFELL & Co.

Wall St. corner Broad. London.

New York. MoRGAN, HARJES & Co.

DREXEL & CO. Paris.

Philadelphia.

NEW YORK, December 30th, 1916.

AMERICAN TELEPHONE & TELEGRAPH Co.,

New York City.

DEAR SIRs: We enclose herewith our check to your order for $60,000, being

interest at the rate of 6% per annum to January 1st, 1917, on your participa

tion of $20,000,000. in a special demand loan to the British Government.

Kindly acknowledge receipt.

Yours very truly, J. P. MoRGAN & Co.

Enclosure.

(Handwritten :) Post from cash.

[Source: Secretary's files. }

NM

JANUARY 2, 1917.

MESSRS. J. P. MORGAN & Co., 836299

Wall St. cor. Broad,

New York, N. Y.

GENTLEMEN: I have your favor of the 30th ult. enclosing cheque to the order

of this Company for $60,000. covering interest at the rate of 6% per annum to

January 1, 1917 on our participation of $20,000,000. in a special demand loan

to the British Government.

Yours very truly,

, Treasurer.

[Source: Secretary's files.]

Return to Comptroller's File 422B

Mr. U. N. BETHELL, JANUARY 24, 1917.

Senior Vice President.

DEAR SIR: We are advised by Messrs. J. P. Morgan and Company that the

rate of interest on our participation on December 14, 1916 to the extent of

$20,000,000. in the loan to the British Government has been reduced from 6%

to 5% per annum effective January 9, 1917.

The resolution of the Executive Committee of December 20, 1916 approves the

rate of 6%.

This is submitted for appropriate action by the Executive Committee.

Yours truly,

, Comptroller.

HBS/R

[Source: Comptroller's Department, ſile 422B. )

J. P. MORGAN & Co. MORGAN, G RENFELL & Co.

Wall St. corner Broad. London.

New York. MORGAN, IIA R.J ES & Co.

DRExEL & CO. Paris.

Philadelphia.

NEW YORK, February 5th, 1917.

Strictly confidential.

AMERICAN TELEPHONE & TELGRAPH COMPANY.,

New York City.

DEAR SIRs: We credit your account today $20,101,666.67, being repayment

of your participation of $20,000,000 in a special demand loan to the British

Government with interest at 6% per annum to January 9th, 1917, and there

after at 5% per annum.

Yours very truly,

J. P. MoRGAN & Co.

(Written in :)

Int:

8 ds. © 6%---------------------------------------- 26,666.67

27 ds, (G) 5%-------------- ------- - ------- 75,000.

101,666.67
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EXHIBIT NO. 1659–80

[From files of Federal Communications Commission]

OCT. 21ST, 1918.

Hon. NEWTON D. BAKER,

ScCretary of War, Washington, D. C.

MY DEAR SIR: Some two years ago, at your request, we gave Mr. Walter S.

Gifford a leave of absence from his duties here in order that he might serve

for a time as Director of the Council of National Defense.

The changes in our organization made necessary by war service of many

of our people and the carrying out of our obligations under our agreement with

the Post Office Department with respect to Federal control of the telephone

service make it necessary that we strengthen Our force along lines in which

Mr. Gifford is particularly qualified by his past experience with us to take an

important part.

If it is possible for him to be spared from his present work for the Govern

ment, I would respectfully request that he be released so that he can return

to us at as early a date as your convenience will permit.

Sincerely yours,

THEO. N. VAIL, President.

[Source: Binder entitled “T. N. Vail, Corp. Corr. Aug. 1, 1918 to Dec. 16, 1918."]

EXHIBIT NO. 1659–81

[From ſiles of Federal Communications Commission]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

DIRECTORs' MEETING, JUNE 18, 1919

Resolved: that Mr. U. N. Bethell be and is hereby given leave of absence

for one year, with pay, and that during such period the powers and authority

heretofore possessed by him as Vice President be suspended.

[Source: Secretary's files.]

[Source: Secretary's files.]

AGREEMENT BETWEEN U. N. BETHELL AND A. T. & T Co., JUNE 20th, 1919

U. N. Bethell agrees: -

(1) To render such services to the Bell System within the State of New

Jersey as may be reasonably required by the A. T. & T. Board of

Directors or its Chairman, between July 1, 1919, and June 30, 1920.

(2) To resign any office or position that he may hold in any Bell company

when so requested by the A. T. & T. Board of Directors or its Chair.

man, and waive all claim for compensation for services rendered

after July 1, 1919, in connection with any such office or position.

(3) To transfer and deliver to A. T. & T. upon signing of this contract, the

following securities:

1 Share Cleveland Telephone Co.

10 Shares Central Union Telephone Co.

150 Shares Chicago Telephone Company.

150 Shares (Preferred) Michigan State Tel. Co.

37 Shares Mountain States Telephone Co.

100 Shares New England Tel. & Tel. Co.

200 Shares (Preferred) Western Electric Co.

(4) Relinquish and surrender all claims that he now has or may hereafter

have against or upon any company in the Bell System under or be.

cause of the plan for disability benefits and pensions of such con

pany.

In consideration of the foregoing, and in payment of traveling and incidental

expenses incurred or to be incurred by U. N. Bethell on the Company's account,

–
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to June 30, 1919, A. T. & T. Company agrees to pay to U. N. Bethell salaries in

full as heretofore fixed by the various companies in the Bell system to June

30th, 1919.

(2) To pay to U. N. Bethell, at the First National Bank in Montclair, N. J.,

without any deduction for taxes imposed by the State of New York, the sum of

$155,600,000, payable as follows: Upon signing this contract, $65,600; July 1st,

1919, $7,500; August 1st, 1919, $7,500; September 1st, 1919, $7,500; October 1st,

1919, $7,500; November 1st, 1919, $7,500; January 1st, 1920, $15,000; February 1st,

1920, $7,500; March 1st, 1920, $7,500; April 1st, 1920, $7,500; May 1st, 1920, $7,500;

June 1st, 1920, $7,500.

(3) To buy from an insurance company or companies, acceptable to U. N. B.,

and deliver to him on or before July 1st, 1919, a policy or policies in his favor

and behalf, providing for the payment to U. N. B., or his assigns, an annuity or

annuities, aggregating $30,000.00 per year payable in equal monthly installments

at the end of each month after July 1st, 1920, during the life of U. N. B.

(4) To defend U. N. B. at its expense in actions brought by C. H. Wenner,

now pending, and in any action or proceeding that may be brought against

U. N. B., by any one else, except the Company itself, because of any action of

U. N. B. as director or officer of any Bell Company, or when acting in any

other capacity by the authority of the Board of Directors of the A. T. & T.

Company.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

EXECUTIVE CoMMITTEE, JULY 2, 1919

Resolved: that the officers be authorized to purchase, for $64,800, the follow

ing shares of capital stock: Shares ;

The Cleveland Telephone Company --________________________ 1. {{

Central Union Telephone Company___________________________. 10 “

Chicago Telephone Company –––––––––––––––––––––––––––––––– 150 “

Michigan State Telephone Co., preferred-----------__________ 150 “

The Mountain States Tel. & Tel. Co-------------------------- 37 & 4

New England Tel. & Tel. Co---------------------------------. 100 * *

Western Electric Co., Inc., preferred --______________________. 200 44

[Source:- Secretary's files.]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

ExECUTIVE COMMITTEE, JULY 2, 1919

Resolved: that the Company will, at its own expense, defend any actions now

pending or hereafter brought against Mr. Union N. Bethell growing out of or

based upon any action by him as director or officer of this Company, or of any

other company constituting a part of the Bell System, or upon anything done

by him in any other capacity by authority of the Board of Directors of the

American Telephone and Telegraph Company (except any such action brought

by this Company or any such other company), and that it will indemnify and

save the said Union N. Bethell harmless as against all such actions.

[source: Secretary's files.]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

ExECUTIVE COMMITTEE, JULY 2, 1919

Resolved: that the full pay granted to Vice President Bethell by resolution of

the Board of Directors dated June 18, 1919, during his leave of absence, shall

be construed to include, in addition to his salary as Vice President of this Com

pany, the salaries paid to him by associated and subsidiary companies of the

Bell System at the rates in effect on said date, upon the discontinuance of such

salaries by said companies, and that the payments to be made to Mr. Bethell by

virtue hereof and of said resolution shall include his salaries for the full

month of June, 1920.

[source: Secretary's files.]
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Duplicate voucher Voucher No. 7, 6

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

July 3rd, 1919.
15S.–01

To U. N. BETHELL,

New York :

For purchase of following shares of capital stock:

Shares

Cleveland Telephone Co-____________ 1 “

Central Union Tel. Co---------------- 1() “

Chicago Telephone Co--------------- 150 “

Mich. State Tel. Co.—Pref___________ 150 “

Mtn. States Tel. & Tel. Co-__________ 37 “

New England Tel. & Tel. Co-________ 100 “

Western Elec. Co., Inc.—I’ref________ 200 “ 64, 800.00 106 64,800.00

Ex. Com. 313. D. L. F.

Entered stock book. B. Ronan.

Sixty four thousand eight
hundred––––––––––––––––––––––––––––––––– 64,800.00

[Source : Comptroller's Dep’t. I

EXHIBIT NO. 1659–82

D2SA

[From files of Federal Communications Commission]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.,

December 19, 1924.
Mr. HENRY S. Howe,

89 Franklin Street, Boston, Massachusetts.

My DEAR MR. Howe: With reference to the problem before the Commit”

which was appointed at the Tuesday meeting, f think it may be worth whº

to tell you in some detail what I have had in mind, which led me to suggest

the present consideration of the subject and the appointment of a Committee.

Considering it first as an organization problem. This business of ours is in."

class by itself. I will not rehearse figures with which the Committee is entirely

familiar, but will emphasize one or two things.

Among the 180 odd corporations which the Company directly and indirectly

controls are, of course, large and small operating companies. There is a mill"

facturing company with sales, I think, equalling or exceeding any other electrical

manufacturing company in 1924. There are foreign manufacturing companiº

employing about 15,000 people and producing merchandise this year to the

value of about $40,000,000. There are other kinds of business, including really

corporations and even a small railroad. It is a very large and somewhat ""

plicated business. The whole nation is interested in the efficiency of its Operº

tion as well as about 350,000 stockholders and as many employees. The ºl

ness has history and policies and character and morale which would be ".

ardized if you ever again had to go outside of the organization for a President

We have, I believe, a very efficient and effective organization with all of the

elements of self-continuation. Since the election of Mr. jewett on Tuesday, !

can say that in our headquarters' organization there is either a younger ºf *

older man technically qualified and experienced, who could carry on, at least

temporarily, the work of any department if that department's chief W*

removed. -

That is true as to the position of chief responsibility, assuming that either

Mr. Gifford or I could carry the load without the other. However, it see"

reasonable to me that, before I lose the ability to carry the load, to avoid 4

situation where our dependence would be solely upon him, Mr. Gifford shº!

be put in a position to be thinking about and finally establishing in position

someone to take over the responsibility in the event of anything* to

him. -

You will see that I am greatly impressed with the responsibilities of the p0SE

tion and the desirability of providing for a succession from within "

organization. -

--
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D28A

Then there is the question of finances and public relations. Because Mr. Wail

had arranged for the election of a President when he was supposed to be well

and vigorous, there was hardly a ripple of anxiety about the administration

of the business when he died . It seems to me that we should try to avoid

anything like a change in administration. It should be a continuous adminis

tration and the transfer of authority and responsibility should be made at the

right time and in the right way as well as to the right man. I have always

believed that for the benefit of this business, the change should be gradual—

that the President should become Chairman of the Board at the summit of his

powers and then as he becomes less necessary to the business, should gradually

fade from the picture while his successor is as gradually filling it.

Finally, there is the personal side of the subject and that is the side which

prompted me particularly to ask special study of it by a committee. There is no

more important question can come before the Directors than the administration

and it seems to me that it demands impersonal consideration. I am personally

interested and being personally interested, it seems proper that I should avoid

making an official recommendation, but should put the Directors in the way of

coming to an independent conclusion. Mr. Gifford and I will be glad to be

questioned. I have asked Mr. Houston to answer any questions without reserve.

I would suggest the consideration of the following questions but, of course,

Without the suggestion of limiting the Committee to them :

Is the plan of a gradual change desirable?

Should we take some action soon?

If so, when should we change the By-laws so as to provide for a Chairman

of the Board?

When should we elect him?

Should there be any division of authority and responsibility and if so, what

should it be?

What, if any, readjustment of salaries should be made?

I am sending a copy of this letter to Messrs. Adams and Alexander.

Yours very truly,

[Source: H. B. Thayer's personal files.]

AMERICAN TELEPHONE AND TELEGRAPH COMPANY.

December 29, 1924.

Mr. HENRY S. Howe,

89 Fram/clim Street, Boston, Massachusetts.

DEAR MR. Howe: I have arranged for the dinner at the University Club for

Tuesday evening, January 6th and have spoken to Mr. Alexander about it and

find that he is free for that evening. I assume that you have similarly arranged

With Mr. Adams about it. I will put the time for the dinner at 7:15 P. M. so

that you would not have to hurry from your train. Mr. Alexander has since

told me that he has heard from you and that that hour is satisfactory.

I think it can be arranged very easily so that you will have an opportunity

to talk with Mr. Gifford and Mr. Houston by themselves. If Mr. Gifford is to

take a larger part of the responsibility, it seems to me that his views as to how

things should be set up should be given a good deal of weight and I am sure

that he Would be embarrassed in discussing such a subject in my presence and

that is why I suggested and why I think it is really important that you should

We SOme discussion of the matter with him.

As I mentioned in the meeting, Mr. Houston, besides being a Director of the

Ompany, is, although not directly a part of the American Telephone and Tele

8taph Company's organization, in such close connection with it that he has an

ºpportunity to see the workings of the machine and would be able to consider

the whole subject quite impersonally, so, looking forward to seeing you and Mr.
Adams at dinner Tuesday evening, January 6th at the University Club at 7:15

#. and counting on your passing my invitation to dinner along to Mr. Adams,

Yours very truly,

[Source: H. B. Thayer's personal files.]



12200 CONCENTRATION OF ECONOMIC POWER

JUNE 11, 1923.

Mr. GEORGE F. BAKER,

2 Wall Street,

New York City.

MY DEAR MR. BAKER: I enclose a suggestion for a letter which will indicate

the general character of what I had in mind. -

I shall be very grateful for whatever you may be able to give us and I am

sure that it will be of very great help to Mr. Houston.

Yours very truly,

H. B. TIELAYER.

DEAR MR. Houston : Mr. Thayer tells me that you are going abroad with a

view to making European bankers better acquainted with the Soundness of the

American Telephone and Telegraph Company’s stock and securities and the

securities of its Associated Companies and he suggested that I give you a letter.

If you need an introduction to any of my banker friends abroad, perhaps this

letter Will Serve.

I have been a Director and member of the Executive Committee of the Tele

phone Company for over twenty years. I have been very much interested in

its policies and operations and that interest, together with a considerable finan

cial interest and my duties as Director, has led me to study it with more than

ordinary care. Its policies have been sound and have been justified by results.

Its organization seems Self-perpetuating. Men have come and gone but the

steady progress of the company has not been impeded. . It has been a great

gratification to me to see the Company established as it is, firmly in the Good.

will of the Public and its stock and securities among the premier investments.

You can quote me as saying that I have confidence in the Company's future

so far as one may foresee the future.

to be excellent." By reason of the conservative financial and business policies

which have always been followed by the management, the financial structure

of the Bell System is exceptionally strong, and its earnings are Satisfactory,

and I know Of no reason why they should not continue to be so. The manage

ment seems to be self-perpetuating. Men have come and gone but the steady

progress of the Company has not been impeded.

I hope you will feel at liberty to use this letter in any way you Imay see

fit.

With best wishes for a pleasant and satisfactory trip, I am

Very sincerely yours,

-

-

-

D. F. HoustoN, Esq.,

President, Bell Telephone Scourities Company,

105 Broadway, New York, N. Y.

[Source: H. B. Thayer's Confidential Company file.]

EXHIBIT No. 1659–83

[From files of Securities and Exchange Commission]

AMERICAN TELEPHONE AND TELEGRAPH CoMPANY

105 BROADWAY, NEW YORK

Exchange 3–98.00

DECEMBER 12

Mr. LLOYD C. MATHERs, , 1939.

Securities dº. Eacchange Commission, Washington, D. O.

DEAR MR. MATHERS: In accordance with your verbal request of yesterday, I

am sending you herewith photostat copies of the following items: -

Letter F. P. Fish to Charles II. Davis—12/6/05

Letter F. P. Fish to Edgar Speyer—12/16/05

Letter W. Murray Crane to F. P. Fish—1/27/06

Letter Lee Higginson & Co. to F. P. Fish–2/1/06

1 So in orgiinal.
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Copy of informal agreement (2/8/06), initialed by J. P. M., K. L. & Co.,

R. W., F. P. F. and W. M. C.

Copy of stockholders' resolution approved by stockholders at meeting De

cember 21, 1905, authorizing the Board of Directors to issue $150,000,000

convertible bonds.

Very truly yours,

W. SHIELMERDINE.

Enclosures.

ExHIBIT NO. 1660

[Letter from Leon Henderson, Commissioner, Securities and Exchange Commission, to

Hon. J. Lawrence Fly, Chairman, Federal Communications Commission]

DECEMBER 1, 1939.

HoN. J. LAWRENCE FLY,

Chairman, Federal Communications Commission,

Pennsylvania Ave. & 12th St., N. W., Washington, D. C.

DEAR MR. FLY: As you are no doubt aware the Securities and Exchange Com

mission has been directed by the Temporary National Economic Committee,

established pursuant to Public Resolution No. 113, 75th Congress, to conduct

hearings before the Committee on investment banking. In this connection we

intend during the week of December 11 to present aspects of the financing of

American Telephone & Telegraph Co. We should like very much to offer in

evidence certain exhibits prepared by the Federal Communications Commission

at the time of its investigation of American Telephone & Telegraph Co. It is

my understanding that the exhibits which we propose to use are all matters of

public record.

The bearer of this letter, Mr. Jay Blum, a member of the Staff, would like

to pick out the exhibits which we propose to use. These exhibits are to be

found, I believe, in Exhibit 2097–A, Docket 1. If it meets with your approval

could Mr. Blum tag the exhibits we want and request a member of your Staff

to examine them and then permit us to make photostats.

Your courtesy and cooperation will be deeply appreciated.

Sincerely yours,

LEON HENDERSON, Commissioner.

EXHIBIT No. 1661–1

[Memorandum from Investment Banking Section, Monopoly Study, Securities and Ex

change Commission to Henry C. Alexander |

MEMORANDUM FOR HENRY C. ALEXANDER, Esq., RE: AMERICAN TELEPHONE &

TELEGRAPH CO. FINANCING

In connection with our study of the financing of the Telephone System, this

memorandum has been prepared to aid you in making available to us certain

data and other information from your files.

(1) It is our understanding that a telephone group under the leadership of

J. P. Morgan & Co. came into existence about 1906 or 1907 and that the

financing of the American Telephone & Telegraph Co. and its associated

companies was handled by this group until 1934. Would you be good

enough to provide us with the following information as to the make-up

and history of this group:

(a) How did this group come to be formed?

(b) The names of the members of the original group and the percentage

interest of the participants in the financing.

(2) It is our understanding that the make-up and percentage interest of the

members of the telephone group changed from time to time. Will you

therefore indicate the changes in the composition and percentage interest

of the participants of the group. It is to be noted that the changes in

the group after 1920 have already been furnished us in the historical

memoranda on the financing since 1920.

Will you be good enough to make available to Mr. W. S. Whitehead. any

memoranda, letters or other documents which bear upon the foregoing questions?

Dated: Washington, D. C., November 15, 1939.

124491–40—pt. 23—26
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ExHIBIT No. 1661–2

[Prepared by J. P. Morgan & Co.]

Feb. 13, 1906 American Tel. & Tol. Co. Convertible 4% due 3/1/36- $100,000, 000

Nov. 27, 1908 American Tel. & Tol. Co. Convertible 4% due 3/1/36–

Participants:

The original contractors consisted of—

J. P. Morgan & Co.

Kuhn, Loeb & Co.

Kidder, Peabody & Co.

Baring Brothers & Co., Ltd.

each with a several liability of one-fourth and a liability

for a total not exceeding one-third of the aggregate obli

gation.

By agreement with the four original contractors dated

February 14, 1906, J. S. Morgan & Co. accepted a partici

pation.

By agreement between J. P. Morgan & Co. and the First

National Bank (lated March 6, 1907, the First National

Bank accepted a participation.

Upon final settlement of the account in 1908 the fol

lowing percentages prevailed—

Kidder, Peabody & Co----------------------- 25%

J. P. Morgan & Co-------------------------- 18%

Baring Brothers & Co., Ltd ----------------- 22%

Kuhn, Loeb & Co.---------------------------- 22%

J. S. Morgan & Co-------------------------- 5

First National Bank------------------------- 614

100%

Nov. 20, 1906 Pacific Tel. & Tel. Co. 1st Mtge. & Coll. Trust 5%

30 Yr. S. F. Bonds dated Jan. 2, 1907––––––––––––––––––––––––––

J. P. Morgan & Co. accepted an interest from The Bank of

California of San Francisco of 8% in the above offering.

Jan. 8, 1907 American Tel. & Tel. Co. 3 Yr. 5% Notes dated Jan. 1,

1907, due Jan. 1, 1910_____

Participants:

Kidder, Peabody & ('o. and } 47%

Baring Brothers & Co., Ltd., London_____________ 2%

Kuhn, Loeb & Co.-------------------------------- 22%

J. S. Morgan & Co------------------------------ 5

J. P. Morgan & Co.------------------------------- 25

100%

Sept. 29, 1909 New York Tel. Co. 30 Yr. 4% (4 Bonds_____________

J. P. Morgan & Co. accepted a participation from Kidder,

Peabody & Co. of 10% in the above offering made by Kidder,

Peabody & Co. and Baring Brothers & Co., Ltd., London.

The said 10% of J. P. Morgan & Co. was further divided,

V1z. :

J. P. Morgan & Co.-------------------------------- 4%

First National Bank------------------------------ 2

National City Bank–––––––––––––––––––––––––––––– 2

J. S. Morgan & Co---------- 2

10%

Mar. 14, 1910 New York Tel. Co. 30 Yr. 4%% Bonds__________

J. P. Morgan & Co. accepted a participation from Kidder,

Peabody & Co., of 25% in the above offering made by Kidder,

Peabody & Co. and Paring Ibrothers & Co., Ltd., London.

The said 25% of J. P. Morgan & Co. was further divided,

Viz:

J. P. Morgan & Co.------------------------------- 10%

First National Bank–––––––––––––––––––––––––––––– 5

National City Bank––––––––––––––––––––––––––––––– 5

Morgan Grenfell & Co---------------------------- 5

25%

50,000, 000

$10,000, 000

$25,000, 000

$25,000, 000

$10,000,000
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Dec. 9, 1908 Chicago Tel. Co. 1st Mtge. 5% Bonds due Dec. 1, 1923_ $5,000,000

J. P. Morgan & Co. accepted from Lee, Higginson & Co. a

2% participation in the above issue. -

Dec. 6, 1910 Western Elec. Co. 1st Mtge. 5% Bonds ----_________ $6,250,000

J. P. Morgan & Co. accepted from Lee, Higginson & Co. a

4% participation in the above issue.

Jan. 25, 1911 American Tel. & Tel. Co. 5% 96 Notes dated 2/1/11

due Nov. 1/11--------------------- - --- $8,000,000

Missouri & Kansas Tel. Co-_____________________ $3,500,000

Iowa Tel. Co __ 2, 500,000

Nebraska Tel. Co------------------------------- 2,000, 000

$8,000, 000

Participants: -

Guaranty Trust Co--_________________________ 25%

Bankers Trust Co-___________________________ 12%

First National Bank, N. Y____________________ 12%

National City Bank–––––––––––––––––––––––––– 12.1%

National Bank of Commerce___________________ 12%

Mercantile Trust Co-_________________________ 12%

Astor Trust Co. — - 3%

U. S. Mortgage & Trust Co-___________________ 3%

Liberty National Bank________________________ 3%

Chemical National Bank—--------------------- 2%

100%

May 27, 1912 and Nov. 22, 1912 New York Tel. Co. 1st & Gen’l.

Mtge. 4%º Bonds_______ --------------------- sº

J. P. Morgan & Co. accepted from Kidder, Peabody & Co. a

10% participation in the above issue. The said 10% partici

pation was further divided as follows:

Morgan Grenfell & Co---------------------------- 2%º

J. P. Morgan & Co------------------------------ 7 %

10%

Jan. 10, 1913 American Tel. & Tel. Co. 3 Months 6%. Notes dated $7,500,000

Jan. 10, 1913, as follows:

American Tel. & Tel. Co-________________________ $3,500,000

Northwestern Tel. Exchange Co-----____________ 2,500,000

Iowa Tel. Co----------------------------------- 1,000, 000

Cleveland Tel. Co------------------------------ 500,000

$7,500,000

Participants:

National Bank of Commerce____________________ 26%%

Guaranty Trust Co----------------------------- 26%

Bankers Trust Co------------------------------ 20

First National Bank, N. Y_____________________ 16%

Liberty National Bank------------------------- 314,

J. P. Morgan & Co----------------------------- 6%

100%

Jan. 8, 1913 American Tel. & Tel. Co. 20 Yr. Conv. 4%% dated

Mar. 1, 1913–––––––––––––––––––––––––––––––––––––––––––––––– $67,000,000

(These Bonds were offered to stockholders for subscrip

tion. $1,556,300 Bonds were unsubscribed for and taken by

group.)

Participants:

Kidder, Peabody & Co. and } 35%

Baring Brothers, Ltd., London ſt------------~~~~~~

Kuhn, Loeb & Co--------------------------------- 15

Morgan Grenfell & Co---------------------------- 5

First National Bank, N. Y------------------------ 10

National City Co--------------------------------- 10

J. P. Morgan & Co.——–––––––––––––––––––––––––––––– 25
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Oct. 7, 1913 Nebraska Tel. Co. 6 Months 5%% Discount Notes

dated 10/10/13_____ - $3,500,000

Oct. 7, 1913 Iowa Tel. Co. 6 Months 5%% Discount Notes dated

10/10/13 - 1, 500,000

Oct. 7, 1913 Northwestern Tel. Exchange Co. 6 Months 5%% Dis

count Notes dated 10/10/13–––––––––––––––––––––––––––––––––– 2,500,000

Oct. 7, 1913 Southwestern Tel. & Tel. Co. 6 Months 5%% Dis

count Notes dated 10/10/13– - - --- 2,500,000

Participants:

Kidder, Peabody & Co. and } 35%

Baring Brothers, Ltd., London ſ------------~~~~~~~

Kuhn, Loeb & Co 15

Morgan Grenfell & Co.---------------------------- 5

Lee Higginson & Co------------------------------ 3%

First National Bank, N. Y------------------------ 10%6

National City Co --- - –– 10%6

J. P. Morgan & Co------------------------------- 20%

100%

Feb. 21, 1914 Southern Bell Tel. & Tel. Co. 30 Yr. 1st Mtge. S. F.

5% due 1/1/41 -- - ----------------------- $5,000,000

Participants:

Itobinson-Humphrey Ward Law & Co------------ 40%

Kidder, Peabody & Co. and—------------------- } 18.9

Baring Brothers & Co., Ltd., London------------ -

Kuhn, Loeb & Co------------------------------ S. 1

Morgan Grenfell & Co.-------------------------- 2.7

Lee, Higginson & Co--------------------------- 6.

First National Bank, N. Y---------------------- 6. 075

National City Co 6.075

J. P. Morgan & Co----------------------------- 12. 15

100%

Mar. 31, 1914 Northwestern Tel. Exchange Co. 2 Yr. 5% Coupon

Notes dated 4/15/1914 $7,500,000

Mar. 31, 1914 Nebraska Tel. Co. 2 Yr. 5% Coupon Notes dated

4/15/1914--------------------------------------------------- 4,000, 000

Mar. 31, 1914 Iowa Tel. Co. 2 Yr. 5% Coupon Notes dated

4/15/1914--------------------------------------------------- 2,500,000

Mar. 31, 1914 Cleveland Tel. Co. 2 Yr. 5% Coupon Notes dated

4/15/1914--------------------------------------------------- 2,500,000

Mar. 31, 1914 Missouri & Kansas Tel. Co. 2 Yr. 5% Coupon Notes

dated 4/15/1914--------------------------------------------- 7,500,000

Mar. 31, 1914 Cumberland Tel. & Tel. Co. 2 Yr. 5% Coupon Notes

dated 4/15/1914 – ---- 6,000, 000

- - $30,000, 000

Participants:

Kidder, Peabody & Co. and—--------------------- } 35%
Baring Brothers & Co., Ltd., London_-____________. o

Kuhn, Loeb & Co - 15

Morgan Grenfell & Co---------------------------- 5

First National Bank, N. Y------------------------ 11%

National City Co-------------------------------- 1114

J. P. Morgan & Co------------------------------- 22%

100%

May 25, 1914 Ohio State Telephone Co. Preferred Stock___________ $3,000,000

J. P. Morgan & Co. accepted from Otis & Company, Cleveland,

Ohio, a 15% participation in the above issue.
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Jan. 5, 1916 American Tel. & Tel. Co. 2 Yr. 4%% Notes dated

2/1/16 $50,000, 000

Participants:

Kidder, Peabody & Co. and –––––––––––––––––––} 331.4%

Baring Brothers, Ltd., London------------------ 4 /0

Kuhn, Loeb & Co 1414

Lee, Higginson & Co--------------------------- 5

Morgan Grenfell & Co.------------------------- 4%

First National Bank, N. Y--------------------- 10}}

National City Co------------------------------ 10},

J. P. Morgan & Co----------------------------- 21%

100%

Dec. 1, 1916 American Tel. & Tel. Co. 30 Yr. 5% Coll. Trust Bonds

dated Dec. 1, 1916, due Dec. 1, 1946–––––––––––––––––––––––––– $80,000, 000

Participants:

Kidder, Peabody & Co. and --____________----- 31.1% 7.

Baring Brothers & Co., Ltd., London____________. 2 */0

Kuhn, Loeb & Co------------------------------ 13%

Morgan Grenfell & Co.------------------------- 4%

First National Bank, N. Y--------------------- 10%

National City Co------------------------------ 10%

J. P. Morgan & Co.----------------------------- 2014

Lee, Higginson & Co---------------------------

Harris, Forbes & Co--------------------------- 5

100%

Jan. 5, 1918 Cumberland Tel. & Tel. Co. 1 Yr. 6% Notes dated

2/1/18, due 2/1/19------------------------------------------ $6,000, 000

Jan. 5, 1918 Iowa Tel. Co. 1 Yr. 6% Notes dated 2/1/18, due

2/1/19 ------------ 4,000, 000

Jan. 5, 1918 Nebraska Tel. Co. 1 Yr. 6% Notes dated 2/1/18, due

2/1/19 --- --- 5,000, 000

Jan. 5, 1918 Northwestern Tel. Exchange Co. 1 Yr. 6% Notes

dated 2/1/18, due 2/1/19 -- ___ 10,000,000

Jan. 5, 1918 Southwestern Bell Tel. Co. 1 Yr. 6% Notes dated

2/1/18, due 2/1/19––––––––––––––––––––––––––––––––––––––––––– 15,000, 000

$40,000, 000

Participants:

Kidder, Peabody & Co. and --_________________} 31% 9%

Baring Brothers & Co., Ltd., London____________ 2 */0

Kuhn, Loeb & Co------------------------------ 13%

Lee, Higginson & Co.--------------------------- 5

Harris, Forbes & Co--------------------------- 5

Morgan Grenfell & Co------------------------- 4%

First National Bank, N. Y____________________- 10%

National City Co 10%

J. P. Morgan & Co.——–––––––––––––––––––––––––– 2014

100%

June 19, 1918 American Tel. & Tel. Co. 7 Yr. 6% Conv. Bonds

dated 8/1/18, due 8/1/25–––––––––––––––––––––––––––––––––––– $48,367, 200

(Bonds were offered to stockholders for subscription.

$37,522,600. Bonds were unsubscribed for and taken up by

Syndicate.)

Participants:

Kidder, Peabody & Co. and –––––––––––––––––––
Baring Brothers & Co., Ltd., London___________-} 31% 9/o

Kuhn, Loeb & Co---------------- -

Lee, Higginson & Co--------------------------

Harris, Forbes & Co---------------------------

Morgan Grenfell & Co-------------------------

First National Bank, N. Y_____________________

National City Co------------------------------

J. P. Morgan & Co----------------------------
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Jan. 8, 1919 New York Tel. Co. 30 Yr. S. F. 6% Debentures

dated 2/1/19, due 2/1/49 ----------------- $25,000, 000

Jan. 8, 1919 American Tel. & Tel. Co. 5 Yr. 6% Notes dated 2/1/19,

due 2/1/24-------------------------------------------------- 40,000, 000

Participants:

IKidder, Peabody & Co. and ------------------- 31% 9.
Baring Brothers & Co., Ltd., London______------ 2 */o

Kuhn, Loeb & Co.------------------------------ 13%

First National Bank, N. Y__________----------- 10%

National City Co------------------------------ 10%

Harris, Forbes & Co-------------------------- 5

Lee, Higginson & Co-------------------------- 5

Morgan Grenfell & Co------------------------- 4% |

J. P. Morgan & Co.---------------------------- 2014

100%

July 3, 1919 Tri State Tel. & Tel. Co. 3 Yr. 6% Notes due

July 1, 1922 ---- $1,250,000

J. P. Morgan & Co. accepted from the National City Co.

a participation of 10% º in the above issue.

Sept. 29, 1919 American Tel. & Tel. Co. 3 Yr. 6% Notes dated

10/1/19, due 10/1/22__________________ --- $50,000,000

Participants:

Kidder, Peabody & Co------------------------ 31%º

Kuhn, Loeb & CO 13%

Lee, Higginson & Co--------------------------- 5

Harris, Forbes & Co--------------------------- 5

Morgan Grenfell & Co.------------------------ 4%

First National Bank, N. Y___________________- 10%

National City Co----------------------------- 10%

J. P. Morgan & Co---------------------------- 2014

100% -

EXHIBIT NO. 1662

[From the files of Kuhn, Loeb & Co. I

Copy of TELEGRAM SENT to KIDDER PEABODY & Co., FoR MR. WINson,

Boston, MAss., FERY. 8, 1906

It was not proper to ask us to sign an agreement involving such large re

sibility without giving us an opportunity to carefully consider its con

I signed it in the expectation that it had received your own and the MI

Morgans careful scrutiny. I now find that the following rectifications 11

made before the agreement is delivered to you. Add a clause that each

of the second part liability shall not exceed thirty percent of the total lia

further that the Company shall also advertise redemption and other

in London and at least two continental centres and shall furnish the B

such data and statements as they may require for the purpose of any I

issue at home and in Europe. Stock in Company's treasury cannot -

sidered as Outstanding its sale at a lower price than 140% would ha

same effect, than the sale of new stock, any disposition of stock beyond

one hundred thirty odd millions in public hands must therefore be co

a new issue and affect the conversion price in the manner agreed upo

prohibition against issue of unsecured obligations beyond one hundré

fifty millions need cover the entire period during which the Bonds

remain unconverted nor should it be permissible to increase unsecured in

ness until the twenty seven millions stock being the amount beyond the hund

thirty odd millions actually outstanding in hands of public are first disposed

Jacob H. Scarry,
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EXHIBIT No. 1663

[From the files of J. P. Morgan & Co.]

JAN. 8th, 1913.

(Hand written :) Confirmed—1/10—#19/1636.

FIRST NATIONAL BANK,

2 Wall Street, New York City.

DEAR SIRs: Herewith we enclose to you copies of two communications of this

date to Mr. Theodore N. Wail, I’resident of the American Telephone and Tele

graph Company, in which is therein stated we offer, on behalf of ourselves

and our associates, to purchase and take at par any and all convertible bonds

of that Company described in such communication which shall have been

offered to the stockholders to the amount of 20% of their several stockhold

ings, and shall not have been taken by them, we to receive, for ourselves

and our associates, as compensation for such taking, the sum in cash equal

to 2% of the principal sum of all the bonds so offered to stockholders.

An understanding upon the terms of this communication was reached with

the President and members of the Executive Committee of the Company, and

we are expecting to receive from the President a formal confirmation thereof.

of which we will send you a copy.

It is understood between us that you are associated with us and others and

are interested in this purchase, compensation and expenses, to the extent of 10%

thereof.

Later a formal contract will be prepared, in which you, ourselves and other

associates will be parties on the one side and the Telephone Company on the

other side.

Yours very truly,

Signed : J. P. MoRGAN & Co.

P. S.—It is probable that we will have to make some modification of the

percentage of allotment. As, however, we are not in a position to state the

definite percentage today, we would appreciate it if you will confirm as above,

subject to further advice.

(Handwritten :) Same to National City Co. Confirmed 1/13–19/2219.

EXHIBIT NO. 1664

[From the files of Kuhn, Loeb & Co. 1

J. P. MoRGAN & Co. MORGAN, GRENFELL & Co.

Wall St. corner Broad. London.

New York. MORGAN, H.A.R.JES & Co.

DRExEL & Co. Paris.

Philadelphia.

NEW YORK, January 6, 1916.

Confidential.

Messrs. KUHN, LOEB & Co.,

52 William Street, New York City.

GENTLEMEN: We beg to hand you herewith copies of letters which have passed

between ourselves and the American Telephone & Telegraph Company covering

the purchase, on the terms therein mentioned, of certain notes of its Associated

Companies.

We have offered Messrs. Lee, Higginson & Co., and they have accepted, a 5%

interest in this purchase on original terms.

If you desire to have the interest of 15% of the remainder in this purchase

for yourselves, kindly let us have your confirmation at your early convenience.

Yours very truly,

HPD–H1

Enclosures.

J. P. MORGAN & Co.
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ExHIBIT No. 1665

[From the files of J. P. Morgan & Co.]

[Copy)

Confidential.

NEw York, November 27, 1916.

AMERICAN TELEPHONE & TELEGRAPH Co. 30 YEAR Collate:RAL TRUST 5% Bonds

Messrs. IKIDDER, PEABODY & Co.,

15 Wall Street, New York, N. Y.

DEAR SIR : IReferring to our letter of the 24th instant, in regard to an interest

in the purchase of $80,000,000 of the above mentioned bonds, we beg to confirm

our understanding that, at the request of Mr. Wail, President of the Company,

we have agreed to include Messrs. Lee, Higginson & Co. and Messrs. Harris,

Forbes & Co. in the purchase on original terms.

This will make your interest in the above business 31%% instead of 35%,

as previously advised.

We shall be glad to have you confirm that this is agreeable to you.

Yours very truly,

J. P. MORGAN & Co.

ExHIBIT NO. 1666

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange
Commission]

Participations on “original terms” in Telephone financing headed by J. P. Morgan
dº O'o. 1906–1919

& #3 || 3 || 2: •e s Ts

£3 : 3 | F. § 3 3 || 9 |º
#3 || 3 | #3 * | #3 | •e 1 a

-> º;- P. asº -

3.e3 || 3 || 8 : | dºs I o 5 | #o "c bo T. B. O G-R 3 -

Issue *ā -g| # 33 : § -

B g";3| 3 || ZZ || 3 || 53 || 5 || 5 |*
c c - c E. - c E. -
c s TC. c. º. 3 - - C - : ºr. T

E 5 §35,iſ P. £ : | 8 5 & 3
-: º >4 -, ſº Z |>. $4 - I -

A. T. & T. Conv. 4s of $100,000,000 2/13/06

1936. §§§ {};} 47%. 18% ºl....... 5 22%|-_____

A. T. & T. 5s of 1910----- 25,000,000 1/1/07 47%. 25 ------------ 5 22%l______

A. T. & T. Conv. 4%S of 67,000,000 3/1/13 25 10 10 5 15 ||-----III.

1933.

A.T. & T. Sub. Cos. 5%s 10,000,000. 10/10/13 || 35 | 20%| 10%6 10546 || 5 || 15 334||----

of 1913.

A.T. & T. Sub. Cos. 5s of 30,000,000, 4/15/14 || 35 22%| 11% 11% | 5 || 15 -----. --
1916.

A.T. & T. 4%s of 1918---| 50,000,000 2/1/16 || 33%| 21%| 10:340 10%g| 4%| 14%| 5 |__.
A. T. & T. 5s of 1946----- 80,000,000 12/1/16 31%| 20%| 10% 10% 4%| 1335 5 º

A. T. & T. Sub. Cos. 6s | 40,000,000 1/5/18 31%| 20%| 10% 10% 4%| 1395 s 5

of 1919.

A. T. & T. Conv. 6s of 48,367,200 8/1/18 31%| 20%| 10% 10% 4%| 1335 5 5

1925.

New York Telephone Co. 25,000,000 2/1/19

6s of 1949. 31%| 20%| 10% 10% 4%| 1334 5 s

A. T. & T. 6s of 1924----- 40,000,000 2/1/19

A. T. & T. 6s of 1922- - - - - 50,000,000. 10/1/19 31%| 20%| 10% 10% 4%| 13%| 5 5

1 Successors to J. S. Morgan & Co.

Source: Compiled ſrom data supplied by J. P. Morgan & Co.
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ExHIBIT NO. 1667

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission]

SUMMLARY STATEMENT OF PARTICIPATIONS BY J. P. MORGAN & Co. IN ISSUES OF

“ASSOCIATED” COMPANIES HEADED BY OTHERS

(1) On November 20, 1906, J. P. Morgan & Co. accepted an 8% interest in an

issue of $10,000,000. Pacific Telephone & Telegraph Co., first mortgage

and collateral trust 5%, 30 year Sinking Fund Bonds, dated January 2,

1907, from the Bank of California of San Francisco.

(2) On September 29, 1909, J. P. Morgan & Co. accepted a participation of 10%

in an offering of $25,000,000, 30 year 4%º Bonds of the New York Tele

phone Co. from Kidder, Peabody & Co. and Baring Brothers & Co., Ltd.

of London. This 10% was further divided, as follows:

J. P. Morgan & Co------------------------------------------- 4%

First National Bank–––––––––––––––––––––––––––––––––––––––––– 2

National City Bank––––––––––––––––––––––––––––––––––––––––––– 2

J. S. Morgan & Co - --- 2

10%

(3) On March 14, 1910, J. P. Morgan & Co. accepted a participation of 25%

in an issue of $10,000,000 30 year, 4%º Bonds of the New York Tele

phone Co. from Kidder, Peabody & Co. and Baring Brothers & Co., Ltd.,

of London. The 25% interest was further divided, as follows:

J. P. Morgan & Co------------------------------------------- 10%

First National Bank––––––––––––––––––––––––––––––––––––––––– 5

National City Bank–––––––––––––––––––––––––––––––––––––––––– 5

Morgan Grenfell & Co.---------------------------------------- 5

25%

(4) On December 9, 1908, J. P. Morgan & Co. accepted a participation of 2%

in an issue of $5,000,000 First Mortgage 5% Bonds due December 1, 1923

of the Chicago Telephone Co. from Lee, Higginson & Co.

(5) On December 6, 1910, J. P. Morgan & Co. accepted a participation of 4%

in an issue of $6,250,000—5% First Mortgage Bonds of the Western Elec

tric Co. from Lee, Higginson & Co.

(6) On May 27, 1912, and November 22, 1912, J. P. Morgan & Co. accepted an

interest of 10% in an issue of $15,000,000 and L 2,000,000 4%% First and

General Mortgage Bonds of the New York Telephone Co. The Morgan

participation was further divided 2% 7% to Morgan Grenfell & Co. and

71% 7% to J. P. Morgan & Co.

(7) On February 21, 1914, J. P. Morgan & Co. participated in an issue of

$5,000,000 5% First Mortgage Sinking Fund Bonds of the Southern Bell

Telephone Co. The participants in the issue were:

Robinson-Humphrey Ward Law & Co------------------------ 40. 0

Kidder, Peabody & Co. and

Baring Brothers & Co., Ltd. Lond–––––––––––––––––––––––––– 18.9

Kuhn, Loeb & CO------- ------------- ___ 8.1

Morgan Grenfell & Co.------------------------------------- 2.7

Lee, Higginson & Co.--------------------------------------- 6. O

First National Bank, N. Y--------------------------------- 6. O75

National City Co------------------------------------------ 6.075

J. P. Morgan & Co.---------------------------------------- 12. 15

100. O

(8) On May 25, 1914, J. P. Morgan & Co. accepted a participation of 15% in

an issue of $3,000,000 of Ohio State Telephone Co. preferred stock from

Otis & Co. of Cleveland.

(9) On July 3, 1919, J. P. Morgan & Co. accepted a participation of 10%%

in an issue of $1,250,000 3 year 6% Notes, of the Tri-State Telephone &

Telegraph Co., due July 1, 1922, from the National City Co.

[Source: From data supplied by J. P. Morgan & Co.]
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“ExHIBIT No. 1668,” appears in Hearings, Part 22, appendix, p. 11827

ExHIBIT NO. 1669

[Telegram from R. S. Peterson, Halsey, Stuart & Co., Inc., to H. L. Stuart]

CHICAGO, IL.L., December 15, 1939.

H. L. STUART,

Care Old Caucus Room, Schate Office Building:

In TNEC hearing December thirteen Nehemkis tried to show me we had

something to say about placing paying agency public service northern Illinois

by reading into record interoffice memorandum from Buck to Shrader dated

August seventeen nineteen thirty eight but did not read into record pencil nota

tion across face of letter by FKS reading as follows: quote Answered by wire

we will have nothing to say about it and Chase can do whatever they like.

unquote Without Shrader's notation such letter in record not consistent with

facts and conveys wrong impression which you may wish to clear up if opportu.

nity presents itself today.

R. S. PETERSON.

“Ex IIIBIT No. 1670" appears in Hearings, Part 22, appendix, p. 11795.

EXHIBIT No. 1671

[From the files of the representative of the old firm of Kidder, Peabody & Co.]

American Telephone Proprietary Interests

Am Am.

Tel 5% Conv. Tel Tel

Mar. Note: 4%’s | Stock | Sub. Jan. Dec. Sept. May

1906 Jan April | Dec. Notes | 1916 1916 1918 1920

1913 1913 Aug.

1914

J. P. Morgan & Co---------| 25 |--------|--------|--------|--------

Kuhn, Loeb & Co -

J. S. Morgan & Co

1st Nat’l Bank, N. Y.

Nat’l City Bk, N.Y

Harris, Forbes & Co --

Lee, Higginson & Co.

Guaranty Trust Co

Bankers Trust Co

New England_ _ _ _ _ _ _ _

Kidder, Peabody & Co.

Baring Bros. & Co. Ltd

Estabrook & Co-- - -

Old Colony Trust Co

R. L. Day & Co-----. ------

N; º; N, ; N.E. N.E. N.E. N.E. I.N.E. N. E. N. E.

NEW ENGLAND -

R. L. Day & Co------------

Estabrook & Co---

Old Colony Trust Co

Hayden, Stone & Co -

F. S. Moseley & Co .

Kidder, Peabody & Co -

Baring Bros & Co. Ltd ----- 15 10 11

1 Gave Hayden 1/9th.

(Handwritten:) Compiled for R. W. Aug. 16/20.
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EXIIIBIT No. 1672

[From the files of the representative of the old firm of Kidder, Peabody & Co.

(Sept. 19, 1918)

Proprietary Interests American Telephone & Telegraph Company

J. P. Morgan & Co -- 25 %

First National Bank–––––––––––––––––––––––.----------------------- 10 %

Kuhn, Loeb & Co ---------------------------------- 13% Wo

National City Bank_______ -------------- ---- 10 %

Harris, Forbes & Co., Inc._____________________ 5 %

Lee Higginson & Co----------------------------------------------- 5 %

Kidder, Peabody & Co."--------------------------------------------- 31% 7%

1 100 %

º,* cº---- *}}}}} Kidder, Peabody & co--------- 19.50% 61. 905

Qld Colony Trust Co-ITIII 4. '76 Old Colony Trust Co-_________ 4. 9% 12. 698

Estabrook & Coll____ 2. 50% Estabrook & Co.————— – 2.50% 7. 937

R. L. Day & Co --- 2. 50% R. L. Day & Co - 2. 50% 7. 937

Hayden, Stone & Co - 1.66% Hayden, Stone & Co.—— 1. 66% 5. 269

F. S. Moseley & Co -- 1. 34% F. S. Moseley & Co.—— 1. 34% 4. 25%

31. 50% 31.50% 100.000

Italic indicates pencil figures.

ExHIBIT No. 1673

[From the files of the representative of the old firm of Kidder, Peabody & Co.]

NEW YORK, May 5th, 1920.

“Original terms” group on future purchases of A. T. & T.' securities as

agreed to, at “the Library,” this morning between J. P. M., H. P. D. & R. W.

K. P. & Co. to manage N. E. & J. P. M. & Co. the rest of the country.

J. P. M. & Co----------------------------------------- 20

First-------------------------------------------------- 1()

City--------------------------------------------------- 1()

K. L. & Co-------------------------------------------- 1()

Harris, F. & Co--------------------------------------- 5

L. H. & Co-------------------------------------------- 5

Guaranty Tr------------------------------------------ 5

Bankers ---------------------------------------------- 5

70.

K. P. & Co-------------------------------------------- 15

O. C. Tr---------------------------------------------- 3

Estabrook -------------------------------------------- 2%

Day -------------------------------------------------- 2%

Moseley –––– ---- -------------- 114

Hayden, S. & Co--------------------------------------- 1%

First ------------------------------------------------ 2

Shawmut - 2

30

100%

Negotiations to be joint but both free to talk with the Co. and to help them in any

Way in their power.

T

("Meaning purchase or underwriting of A. T. & T. or Sub-Co. securities.)
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ExHIBIT No. 1674

[From the files of the representative of the old firm of Kidder, Peabody & Co.]

sº ºn Ferºsºftware ºr

sellinºsate.

º ºrietary interests

ºr seasº. - Cº. sº

ºld cºcºyºtº - -

y

º:
ºº: -

sº

z. z º… Jºzº . . .
- ºº2.2× - - - Jºr 2.2. Zºe
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ExHIBIT NO. 1675

[From the personal effects of the late Robert Winsor]

23 WALL STREET, NEw YoFK, August 17th, 1920.

MY DEAR MR. WINsor: You were good enough to suggest that I make the

adjustment of the 94 of 1% in the telephone allotment which is to be given

up by some one to furnish another 34 of 1% to Kuhn Loeb & Co. I find almost

insurmoutable difficulties in taking this out of any of Our New York associates.

I am also handicapped by not knowing the considerations which affected the

original division of 70% to New York and 30% to Boston.

If you have no objection, I will tell Kuhn, Loeb & Co. that they are to have

a 10% ſo interest in the group and we can leave for adjustment between Mr.

Davison and yourself whether that is to come from J. P. Morgan & Co. or from

Kidder, Peabody & Co., or, if from both, in what proportions. Mr. Davison will

be home in about two weeks.

Yours very truly,

DWIGHT. W. MORROW.

Robe:BT WINSOR, Esq.,

Messrs. Kidder, Peabody & Co., 18 Broad Street, New York City.

EXHIBIT NO. 1676

[From the personal effects of the late Robert Winsor]

AUGUST 18, 1920.

DEAR MORROW : I have your note of yesterday, and am quite willing that the

matter about which you write should be left for adjustment between Mr. Davison

and myself after his return in September.

Very truly yours,

IROBERT WINSOR.

DwigHT W. MoRROW, Esq.,

23 Wall St., New York, N. Y.

“ExHIBIT No. 1677” appears in full in the text, p. 11903

ExHIBIT NO. 1678

[From the personal effects of the late Robert Winsor]

OCTOBER 1, 1920.

MY DEAR MoRRow: I have your letter of September 28th, and confirm the

arrangement as to the division of the additional Telephone allotment to be

given up to Kuhn, Loeb & Co.

I am most thankful that things went along all right on the Pennsylvania

issue.

Very truly yours,

ROBERT WINSOR.

DwigHT W. MoRRow, Esq.,

Messrs. J. P. Morgan & Co., New York, N. Y.

(Hand-written matter on margin reads:) I've just been called up by your

friend C. C. and he certainly showed (and in a financial matter) again, an

awfully level head.



12214 CONCENTRATION OF ECONOMIC POWER

ExHIBIT No. 1679

| From the files of the representative of the old firm of Kidder, Peabody & Co. 1

ExIIIBIT No. 1680–1

[From the files of the representative of the old firm of Kidder, Peabmemorandum by Clifford M. Brewer] ody & Co. Pencil

MEMORANDUM

JAN.

To Southwestern Bell. - 31/24,

1A. K. P. } sº

34 J. P. M. & Co. ſºº

balance 7s divided as usual to proprietors.



CONCENTRATION OF ECONOMIC POWER 12215

EXHIBIT NO. 1680–2

[From the files of the representative of the old firm of Kidder, Peabody & Co.]

JANUARY 25, 1924.

At the time of the purchase of Southwestern Bell Telephone First 5%,

Series “A”, of 1954, the Proprietary Profit was distributed on a different basis,

in accordance with letter from J. P. Morgan under date of January 25th, 1924,

as per following extract:

“We are forming a Syndicate in which we shall participate to purchase these

bonds from ourselves and associates at 91% and accrued interest and to offer

them for public subscription at 93%9% and accrued interest. In accordance

with our discussion at the meeting at which the above purchase was reported

verbally today, we plan to charge a managing commission of one-eighth per

cent on the principal amount of bonds to be issued. After full consideration

of the matter and in line with the understanding that the decision as to the

allocation of this one-eighth percent would be left to us, we have thought it was

advisable to charge it against the profit of the original purchasers.”

The above method to be followed in all subsequent telephone issues, i. e.,

1% of issue, less '4% for Managers' commission.

14 of said 1/3 to go to K. P.

% of “ 1/3 to go to J. P. M.

leaving 7% 7% to be divided among the Proprietors. -

[The above paragraph had been crossed out in pencil.]

-

New England Proprietary Interests

Old Colony Trust Co."-------------------------------------------------- 3%

Estabrook & Co.------------------------------------------------------- 2%

R. L. Day & Co------------------------------------------------------- 2%

F. S. Moseley–––––––––––––––––––––––––––––––––––––––––––––––––––––––––– 1%

Haystone Securities––––––––––––––––––––––––––––––– - 1%

First National Bank––––––––––––––––––––––––––––––––––––––––––––––––––– 2

National Shawmut Bank––––––––––––––––––––––––––––––––––––––––––––––– 2

Kidder, Peabody & Co------------------------------------------------- 14%

29%

(Handwritten footnote:) February 17/30—As per J. R. Chapin Old Colony

Consolidated with First Natl. & check for 5% interest was sent to First Natl.

Bank on American Tel. & Tel. 5% Deb. due 1965.

ExHIBIT No. 1681–1

[Letter from J. P. Morgan & Co. to Investment Banking Section, Monopoly Study, Securi

ties and Exchange Commission

- J. P. MORGAN & CO.

Wall St. corner Broad, New York

NEw York, December 5, 1939.

PETER R. NEHEMRIS, Jr., Esq.,

Special Counsel, Monopoly Study, Investment Banking Scetion, Securitics

º and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIS :

In reply to your telegraphic request of November 30, 1939, I enclose herewith

a schedule regarding American Telephone & Telegraph Company and associated

company financing from January 1, 1920, to June 16, 1934.

Yours very truly,

IIENRY C. ALEXANDER.

Enclosure.
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ExHIBITNo.1681-3

[TableaccompanyingExhibitNo.1681-1]

AmericanTelephone&TelegraphCo.andAssociatedCompaniesJanuary1,1930toJune16,1984.1

--SellingSyndicateor

OriginalGroupOurTotal

§:ShareGroupFº

AmountofofManag-vernead,
DateofISSueTitleofISSueIssueingCom-AmountAmountExpenses

missionOurNetOurNetSalaries&ofOurProfitofOurProfitTaxes

InterestOInterest

Sept.30,1920||BellTelephoneCo.ofPa.25-Yr.1st&Ref.7%S.F.“A”10/1/45---------$25,000,000$5,000,000$50,000$785,000$24,013.15$74,013,15

Jan.8,1921|NorthwesternBellTelephoneCo.1stMtge.20.Yr.7%“A”2/1/41-30,000,0006,000,00060,000955,000||34,693.3094,693.30

Nov.12,1921|NewYorkTelephoneCo.Ref.Mtge.20-Yr.6%“A”10/1/41.----------|50,000,00010,000,000100,000|1,722,000||45,103.79145,103.79

May2,1922PacificTelephone&TelegraphCo.Ref.Mtge.30-Yr.5%“A”5/1/52----|25,000,0005,000,00050,000720,50013,027.9563,027.95

May25,1922||NewEnglandTelephone&TelegraphCo.1stMtge.30-Yr.5%“A”6/1152..]35,000,0007,000,00070,0002,235,000||39,145.64109,145.64

Jan.11,1923||BellTelephoneCo.ofPa.25-Yr.1st&Ref.5%1/1/48---------------------5,000,0007,000,00070,0002,260,000||31,670.99101,670.99

June14,1923IllinoisBellTelephoneCo.1st&Ref.Mtge.5%“A”6/1/56-50,000,00010,000,000100,0003,042,000||44,019.52144,019.52

Nov.3,1923||AmericanTelephone&TelegraphCo.20-Yr.S.F.5%%11/1/43--100,000,00020,000,000200,000||5,015,000|84,015.75284,015.75

Jan.25,1924|SouthwesternBellTelephone&TelegraphCo.1st&Ref.Mtge.

“A”2/1/5450,000,000||$46,875.00||10,000,00087,5003,000,00052,765.00187,140.00

Mar.27,1924||WesternElectricCo.Inc.20-Yr.5%Debs.4/1/44--------------|35,000,000,500.007,000,00060,000|1,805,000||25,668.16123,168.16

Jan.8,1925AmericanTelephone&ºCo.35-Yr.S.F.5%Debs.1/125,000,000|164,062.5025,000,000206,250|8,000,000|126,587.25496,899.75

Sept.16,1925||BellTelephoneCo.ofPa.1st&Ref.Mtge.5%“C”10/1/60-------50,000,000||56,250.0010,000,00085,0003,540,000||63,346.57204,596.57

May13,1926NewEnglandTelephone&TelegraphCo.1stMtge.4%%5/1/61.--40,000,000||45,000.008,000,00068,0002,610,000||49,407.03162,407.03

Oct.18,1929|SouthernBellTelephone&TelegraphCo.1stMtge.S.F.5%1/1/41-32,000,000||33,000.006,400,00055,2004,940,000|72,672.90160,872.94

Jan.13,1930AmericanTelephone&TelegraphCo.35-Yr.5%Debs.2/1/65---------------150,000,000|168,750.00||30,000,000255,000||10,271,000|194,796.14618,546.10

Total---------------------------------------------------------------$832,000,000sº437.50|$166,400,000$1,516,950$50,900,500$900,933.14$2,969,320.46

1Correctedtable,subsequentlysubmitted.
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ExHIBIT No. 1682

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Bankers' gross commissions on issues of American Telephone and Telegraph. Co.

and associated companies managed by J. P. Morgan & Co. or Morgan Stanley

& Company Incorporated, 1906–1939

1906–1919

Y Principal §: Pºlºear rincipa rea ross

Company Issue ISSued Amount P; Commis

Points sions

American Tel 30 year 4s of 1936------ 1906 $30,000,000 (1) (1

American Tel. 30 year 4s of 1936- _| 1907 60,000,000 (1) §
American Tel. 3 year 5s of 1910- - 1907 25,000,000 (1) 1)

American Tel. 30 year 4s of 1936– 1908 10,000,000 (1) §
American Tel. - 30 year 4s of 1936- _| 1908 36,000,000 (1) (1)

American Tel. 30 year 4s of 1936-- ---| 1909 14,000,000 (1) (1)

American Tel. 20 year 4%s of 1933 ---| 1913 67,000,000 2.00 || $1,340,000

American Tel. 30 year 5s of 1946------| 1916 80,000,000 3. 50 2,800,000

American Tel. 2 year 4%s of 1918-----| 1916 40,000,000 (1) 1)

American Tel. - 7 year 6s of 1925- - 1918–19 48,367,200 || 3.00 1,45\,\\\\

New York Telephone Co-- 30 year 6s of 1949– 1919 25,000,000 (1) ()

American Tel. & Tel. Co-- 5 year 6s of 1924-- 1919 40,000,000 2.25 900,

American Tel. & Tel. Co--------- 3 year 6s of 1922------- 1919 50,000,000 2.25 1,125,000

Sub-total 1906–1919---------|------------------------|--------- $525, 367,200 ||-------- * $7,616,015

1920–1930

Bell Telephone Co. of Pa--------- 25 year 7s of 1945------| 1920 $25,000,000 4.50 || $1,125,000

Northwestern Bell Telephone Co- 20 year 7s of 1941- 1921 30,000,000 4. 50 1.35ºm

New York Telephone Co--------- 20 year 6s of 1941 - 1921 50,000,000 || 4.00 2, ºn

Pacific Telephone & Telegraph 30 year 5s of 1952------ 1922 25,000,000 3.00 750,0m
O.

New England Tel. & Tel. Co----- 30 year 5s of 1952------ 1922 35,000,000 3.00 1,050.00.

American Tel. & Tel. Co 1923 100,000,000 || 3.75 3,750m

Bell Telephone Co. of Pa-- 1923 35,000,000 || 3.00 i.oºm

Illinois Bell Telephone Co--------| 35 year 5s of 1958– 1923 50,000,000 3.25 i.tºm

Southwestern Bell Telephone Co- 30 year 5s of 1954- 1924 50,000,000 3. 50 1. 750,000

American Tel. & Tel. Co--------- 35 year 5S of 1960 1925 125,000,000 || 3.50 4,375um

Bell Telephone Co. of Pa--------- 35 year 5s of 1960 - - 1925 50,000,000 3.00 1,500m

New England Tel. & Tel. Co----- 35 year 4%s of 1961 1926 40,000,000 3.00 1,200 m

Southern Bell Tel. & Tel. Co----- 12 year 5s of 1941 -- 1929 32,000,000 2.75 "sºm

American Tel. & Tel. Co--------- 35 year 5S of 1965------ 1930 150,000,000 || 3.00 4,500m

Subtotal 1920-1930----------|------------------------|--------- $797,000,000 |________ $26,905,000

1935–1939

Illinois Bell Telephone Co-------- 35 year 3%s of 1970----- 1935 $43,700,000 2.

Southwestern Bell Tel. Co-------| 29 year 3%s of 1964----| 1935 4,000,000 2.% *:::::::
Pºpe Telephone & Telegraph 30 year 3%s of 1966----| 1936 30,000,000 2.00 600,000

O.

American Tcl. & Tel. Co--------- 25 year 3%s of 1961----| 1936 150,000,000 2.00 3,000,000

American Tel. & Tel. Co--------- 30 year 3%s of 1966----| 1936 140,000,000 || 2.00 2.sº

Pacific Tel. & Tel. Co------------ 30 year 3%s of 1966 1936 ,000,000 2.00 500,000

Southern Bell Tel. & Tel. Co----- 25 year 3%s of 1962- 1937 42, 500,000 2.00 sºon

New York Telephone Co--------- 30 year 3%s of 1967 1937 25,000,000 2.00 soºooo

Mountain States Tel. & Tel. C 30 year 3%s of 1968 1938 27,750,000 2.00 555,000

Southwestern Bell Tel. Co. – . 30 year 3s of 1968 1938 28,900,000 2.00 sºon

Southern Bell Telephone Co- 40 year 3s of 1979 1939 22,250,000 1.50 #: 750

Sub-total 1935–1939---- 9, 100

Grand Total 1906–1939------ sº:##
-

1 Not available.

2 Incomplete.

Source: Data supplied by Federal Communications Commission,

Stanley & Co. Incorporated.

J. P. Morgan & Co., and Morgan

“EXHIBIT No. 1683" introduced on p. 11892, appears in Hearings, Part 21
-

appendix, p. 11380
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EXHIBIT NO. 1684

[From the files of J. P. Morgan & Co.]

$25,000,000 BELL TELEPHONE COMPANY OF PENNSYLVANIA TWENTY-FIVE YEAR

FIRST AND REFUNDING MoRTGAGE 7% SINKING FUND GOLD BONDs SERIEs “A”

SYNDICATE.

Under date of September 29th, 1920 (hand written), we entered into a con

tract with the Bell Telephone Company of Pennsylvania under the terms of

which we agreed to purchase, for account of ourselves and associates, $25,

000,000. of the Company's 25-year First and Refunding Mortgage 7% Bonds,

Series A, at 90% and accrued interest. We formed a Syndicate under the

same date to purchase the bonds from us at 91% and accrued interest and

to offer them at 95 and interest. Selling commissions of 11%"ſo were allowed

on confirmed allotments, on which commmission participants were permitted

to reallow 14% to dealers or banking institutions. The Syndicate expires

December 1st, 1920. The books of the issue were opened September 30th, 1920

and closed the same date at 1.00 P. M. with subscriptions of $68,402,300. Allot

Iments Were made as follows: -

$100 to $1,000 inclusive, in full.

$1,100 to $100,000 44 30%, minimum $1,000.

$100,000 up 44 20% 44 $30,000.

and allotment letters were sent out on October 5th calling for payment on

0ctober 14th.

1% profit accruing to the original Group was paid on October 26th in the

following proportions:

Names - Percentage

Kidder, Peabody & Company------------------------------------------ 29%

Kuhn, Loeb & Company 10%

Lee Higginson & Company--------------------------------------------- 5

Harris, Forbes & Company____ -- - –– 5

First National Bank, N. Y---------------------------------------------- 10

§. City Company------------------------------------------------ 10

§uaranty Trust Company---------------------------------------------- 4%

kers Trust Company --- ---- ---- 4%

* P. Morgan & Company----------------------------------------------- 20

As the issue had not been formally ratified by the stockholders, the proceeds

of the bonds were not immediately available to the Company. The American

Telephone & Telegraph Company borrowed $11,000,000 from us, repayable

December 9th. It was originally arranged that they should pay 7% interest

On the loan and should be allowed 7% interest on an account to be set up for

an amount equal to the loan and 3% interest on the balance of the funds.

Mr. Porter objected to having an account on the books bearing interest at

such a high rate, and it was finally figured that, by charging 5% on the loan

and allowing 4% on the entire proceeds, practically the same amount of interest

WOuld accrue.

EXHIBIT NO. 1685–1

[From the files of Kuhn, Loeb & Co.]

J. P. MoRGAN & Co.,

Wall St. corner Broad,

Drexel, & Co.,

Philadelphia.

Mongas, GRENFELL & Co.,

ondon.

MoRGAN, HARJEs & Co.,

Paris.

NEW YORK, September 29, 1920.

Messrs. KUHN, Loeb & Co.,

52 William Street, N. Y.

DEAR SIRs: We beg to advise that we have today purchased for account of

Qurselves and associates $25,000,000 Bell Telephone Company of Pennsylvania,

25 Year First and Refunding Mortgage 7%. Sinking Fund Gold Bonds, Series

A, at 90% and accrued interest.
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We are forming a syndicate, in which we shall participate, to purchase these

bonds from ourselves and associates at 91% and accrued interest, and offer

them, for the account of the syndicate, for public subscription, at 95 and accrued

interest.

Your interest in the purchase on original terms is $2,687,500. We have alloted

you, in the distributing syndicate, a participation of $750,000.

Will you be good enough to confirm that the foregoing is in accordance with

your understanding?

Yours very truly,

J. P. MORGAN & Co.

AMA AOR

(Handwritten): $2,687,500–10% ºa.

ExHIBIT No. 1685–2

[From the files of Kuhn, Loeb & Co.]

Original Terms

Confidential SEPT. 30, 1920.

Messrs. J. P. MoRGAN & COMPANY.,

23 Wall Street, New York.

DEAR SIRs: We beg to acknowledge receipt of your letter of the 29th instant,

advising us that you have purchased for account of yourselves and associates

$25,000,000. Bell Telephone Company of Pennsylvania 25-Year First and Re

funding Mortgage Seven Per Cent. Sinking Fund Gold Bonds Series “A” at

90%º and accrued interest, also that you are forming a syndicate to purchase

these bonds from yourselves and associates at 91%% and accrued interest, and

that the bonds are to be offered for account of the syndicate for public sub

scription at 95% and accrued interest.

We note that our interest in the purchase on original terms is $2,687,500.
We hereby confirm that all of the above is in accordance with our under.

standing.

Expressing our appreciation of your able handling of this transaction, we
rema1n,

-

Yours very truly,

LS : L

EXHIBIT No. 1686–1

[Letter from J. P. Morgan & Co. to Investment Banking Section, Monopoly S -

ties and ExchangeÉ. poly Study, Securi

J. P. MoRGAN & Co.

Wall St. corner Broad, New York

NEw York, October 30, 1939.
SECURITIES AND ExCHANGE COMMISSION,

Washington, D. C.

(Attention of Mr. David Ryshpan.)

DEAR SIRs: There are enclosed herewith summaries of the following issues:
The Bell Telephone Company of Pennsylvania 25 Year First & Refunding

Mortgage 5% Gold Bonds, Series B.

New England Telephone and Telegraph Company First Mortgage 4%% Gold

Bonds, Series B, dated May 1, 1926, maturing May 1, 1961.

Northwestern Bell Telephone Company Twenty-Year 7% First Mortgage Sink.

ing Fund Bonds, Series “A.”

Bell Telephone Company of Pennsylvania First and Refunding Mortgage 5%

Gold Bonds, Series “C”, dated October 1, 1925 and due October 1, 1960.

Southwestern Bell Telephone Company First and Refunding Mortgage Thirty.

Year 5% Gold Bonds, Series “A”, due February 1, 1954.

American Telephone and Telegraph Company Thirty-five Year Sinking Fund

5% Gold Debentures, dated January 1, 1925 and due January 1, 1960.

American Telephone and Telegraph Company 20-Year Sinking Fund 5%%Gold Debenture Bonds, dated November 1, 1923, due November 1, 1943. o
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Bell Telephone Company of Pennsylvania Twenty-five Year First and Refund

ing Mortgage 7% Sinking Fund Gold Bonds Series “A.”

Illinois Bell Telephone Company First & Refunding Mortgage 5% Gold Bonds,

Series “A”, due June 1, 1956.

The Pacific Telephone and Telegraph Company Refunding Mortgage Thirty

Year 5% Gold Bonds, Series “A”, dated May 1, 1922 due May 1, 1952.

New England Telephone and Telegraph Company First Mortgage Thirty-Year

5%. Gold Bonds, Series “A.”

New York Telephone Company Refunding Mortgage Twenty-Year 6% Gold

Bonds, Series A.

Yours very truly,

J. P. MORGAN & Co.

EXHIBIT NO. 1686–2

[From the files of J. P. Morgan & Co.]

(Stamped:) Please Return to Syndicate Department.

THE BELL TELEPHONE COMPANY OF PENNSYLVANIA 25-YEAR FIRST & REFUNDING

MORTGAGE 5% GOLD BONDS, SERIES B–INTEREST JANUARY & JULY

On January 10th, 1923, we purchased from The Bell Telephone Company of

Pennsylvania $35,000,000 of their First & Refunding Mortgage 5% Series “B”

Gold Bonds, dated January 1st, 1923, at 95%"/6 and accrued interest. Asso

ciated with us in this purchase on original terms were the following for the

amounts shown:

Kidder, Peabody & Co------------______________________ $10,412, 500

Kuhn, Loeb & Company--------------------------------- 3,762, 500

Lee, Higginson & CO------------------------------------ 1, 750, 000

Harris, Forbes & Co------------------------------------ 1, 750, 000

First National Bank------------------------------------ 3, 500,000

National City Company--------------------------------- 3, 500,000

Guaranty Company------------------------------------- 1,662, 500

Bankers Trust Company-------------------------------- 1,662,500

J. P. Morgan & Co-------------------------------------- 7,000, 000

$35,000, 000

On the same day a distributing syndicate was formed to purchase these

bonds at 96%% and accrued interest and to offer them for public subscription

at 98% ºa and accrued interest. Selling commission of 34% was allowed par

ticipants on confirmed allotments, out of which 34% was permitted to be given

up to dealers, banking institutions and insurance companies only. No arrange

ments were made for withdrawals.

The usual provision regarding commissions on bonds purchased in the market

for syndicate account was included. We arranged with the Company to take

any part of the outstanding $24,405,700. Bell Telephone Company of Pennsyl

vania First & Refunding Mortgage 7% Bonds, Series “A”, (which are to be

called for payment at 107% on April 1) at 107.78% and interest in payment

for the First & Refunding 5% Bonds allotted. This price was equivalent to

a 5% interest basis from January 24th to April 1st, 1923, computed on the

redemption price of 107%9%.

The subscription books opened at our office on January 11th and closed at

11:05 A. M. the same day, the subscriptions totalling $152,051,600 bonds.

Because of the large total subscriptions, the allotment was made on an arbi

trary basis and on January 12th, 1923, participants were notified of their allot

ments. Payment was made on January 24th at 98% and interest, against de

livery of J. P. Morgan & Co. Interim Receipts.

The Syndicate was to expire March 15, 1923 but on March 14th participants

were notified that the syndicate was extended for thirty days from March 15th.

This extension was made necessary because we did not receive the temporary

bonds from the Company until April 1st. At the same time, the participants

were also notified that the Syndicate restrictions as to the sale of the bonds

would not be in effect after March 15th.
The profit of 1% accuring to the Purchasers was paid on April 5th. Checks

in payment for the commission of 94%, and profit of 1.1374% due participants,

were mailed on April 11, 1923 and the Syndicate dissolved.
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(Stamped) : Please return to syndicate department.

$40,000,000 NEw ENGLAND TELEPHONE AND TELEGRAPH COMPANY FIRST MORTGAGE

4% 96 GOLD BONDs, SERIES B, DATED MAY 1, 1926, MATURING MAY 1, 1961

On May 12, 1926, we purchased from the Company, for account of ourselves

and associates, $40,000,000 of the above Notes at 91%. 76 and interest. The

Original Group consisted of the following for the amounts shown :

J. P. Morgan & Co---------------------------- 20% $8,000,000

Kidder, Peabody & Co.------------------------ 29.75% 11, 900,000

Kuhn, Loeb & CO 10. 75% 4, 300, 000

Lee, Higginson & Co.-------------------------- 5% 2,000,000

Harris, Forbes & Co---------------------------- 5% 2,000,000

First National Bank–––––––––––––––––––––––––– 10% 4, 000, 000

National City Company----------------------- 10% 4,000, 000

Guaranty Company of N. Y_____________________ 4.75% 1, 900, 000

Bankers Trust Company---____________________ 4.75% 1, 566, 000

A managing fee of 5% of the gross spread of 3%, amounting to $60,000 was

charged against the Original Group Profit. Kidder, Peabody & Co. received

one-quarter of this fee; $15,000.

On the same day a Distributing Syndicate, composed of 540 participants, was

formed to purchase these Notes from the above Group at 92%º and interest,

and to offer them for public subscription at 94%º and interest.

A Selling Commission of 94% was allowed participants on confirmed allot.

ments. Participants were permitted to reallow %% to other dealers, banking

institutions and insurance companies only.

No arrangements were made for withdrawal. The usual clause regarding

commission to be deducted from bonds repurchased in the open market for

Syndicate Account was also inserted in the agreement.

Subscription books opened at our office at 10:00 o'clock A. M., May 13th, and

closed at 10:10 o'clock A. M. the same day, with subscriptions totaling

$240,312,500 Bonds.

An arbitrary allotment was made on May 13th and the participants notified.

Payment for Bonds allotted was made at our office on May 26th, 1926, at

94%% and interest, against delivery of temporary Bonds in the denominations

of $1,000., $500. and $100, each.

The net profit accruing to the original Group was paid on May 28, 1926.

We made a total allotment of $39,838,500. Bonds, leaving a baiance ºf

$161,500. Bonds for sale.

We sold for account of Syndicate Account $250,500. Bonds at 94%% and

interest less 34%, leaving Syndicate. Account short $89,000. Bonds, which were

transferre, from Syndicate Repurchase Account. We purchased in the open
market $160,500. Bonds.

After the transfer from Repurchase Account of the $89,000. Bonds, there

remained in Repurchase. Account $71,500. Bonds. We sold $50,000. of these

at 94%% and interest less 4%, and $21,500. Bonds were sold through the

Stock Department at 94%º and interest.

The commission on $160,000. Bonds was withheld from participants.

On July 8th, the commissiºn of 44% and a profit of 1.1348% were paid
participants and the account closed.

Following is an analysis of the distribution of the gross spread of 2%:

Commissions of 94% on $39,678,500 bonds_____________ $297,588.75 - 74397%

Expenses transferred to Syndicate A/c________________ 47, 269. 33 - 1181.7%

Loss in trading –—— ---- -- 1, 175. 76 . 0029.4%

Cash transferred to Syndicate Expenses Reserve

Account—- -- --- - 46. 16 .

Net profit paid participants–––––––––––––––––––––––––– 453,920.00 1.º:

Total -- - – $800,000.00 2.0000
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:

(Stamped :) Please Return to Syndicate Department.

NoRTHwÉSTERN BELL TELEPHONE COMPANY Twenty-YEAR 7% FIRST MoRTGAGE

SINKING FUND BONDS SERIES “A” SYNDICATE

Under date of January 8th, we and our associates purchased from the Company

$30,000,000, Northwestern Bell Telephone Company 20-year 7% First Mortgage

Sinking Fund Series “A” Bonds at 92 and accrued interest. The Bonds were dated

February 1st; interest payable February and August. On January 8th we formed a

syndicate at 93 and interest to offer the bonds at 96% and interest, less 1% ‘ſo com

mission on allotments up to the amount of participation, and 4% additional com

mission on amounts allotted in excess of participation. Out of these commissions,

participants were permitted to reallow a commission of 14%. The Bonds were

offered on January 10, 1921; subscriptions were received to an amount of $91,611.400

As subscriptions in small denominations were reported in what seemed to us an

excessive proportion to the whole, allotment was made on a flat 30% basis instead

of being scaled, as was theretofore our custom. Allotment letters were sent out on

January 12th, calling for payment on January 19th at 96%, less 12 days' dis

count at the rate of 7% per annum. We credited the Company's account on

our books for the purchase price and the Company drew checks on us. Pend

ing the payment to the Company, we had advanced $5,000,000. to the American

Telephone & Telegraph Company and this advance was repaid on the 19th.

Associated with us in the purchase on the original terms were the following:

Percent- Original

age Group (6) 92

Kidder, Peabody & Co---------------------------------------------------------- 29, 75 $8,925,000

Kuhn, Loeb & Co.---------------- 10. 75 3, 225,000

Lee,#. & Co--------------------- 5. 1,500,000

Harris, Forbes & Co---------------------- 5. 1,500,000

First National Bank, New York--------- 10. 3,000,000

National City Company---------- 10. 3,000,000

Guaranty Company of New York 4.75 1,425,000

Bankers Trust Company-------- 4. 75 1,425,000

J. P. Morgan & Company 20. 6,000,000

The 1% profit accruing to this Group was distributed on Monday, February

-

Stamped: Please Return to Syndicate Department.

$50,000,000 BELL TELEPHONE CoMPANY OF PENNsy LVANIA FIRST AND REFUNDING

MoRTGAGE 5% GOLD BONDs, SERIES “C.” DATED OCTOBER 1, 1925, AND DUE

OCTOBER 1, 1960

On September 16th, 1925, we purchased from The Bell Telephone Company of

Pennsylvania $50,000,000 of the above Bonds at 97% and interest.

Associated with us in the purchase, on original terms, were the following:

Kidder, Peabody & Co.—-------------------------- 29.75% $14,875, 000.00

Kuhn, Loeb & Co.-------------------------------- 10. 75% 5,375,000.00

Lee, Higginson & Co 5.00% 2,500,000.00

Harris, Forbes & Co -- 5.00% 2,500,000.00

The First National Bank of New York____________ 10.00% 5,000,000.00

The National City Company______________________ 10.00% 5,000,000.00

Guaranty Company of New York_________________ 4.75% 2, 375,000.00

Bankers Trust Company------------------------- 4.75% 2, 375,000.00

J. P. Morgan & Co------------------------------- 20.00% 10,000, 000.00

100.00% $50,000, 000.00

On September 16th, 1925 a Syndicate was formed to purchase these Bonds

from the Original Group at 98% and interest. The Syndicate offered these

Bonds for public subscription at 100% and interest.
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Participants were allowed a commission of 34% on confirmed allotments. Out

of this commission, participants were permitted to reallow 4% to dealers, bank

ing institutions and insurance companies, only.

No arrangements were made for withdrawals.

The usual clause regarding commissions to be deducted on bonds repurchased

in the open market for syndicate account was also inserted in the agreement

Subscription books opened at our office at 10.00 o'clock A. M., Thursday,

September 17th, 1925 and closed at 10.05 o'clock A. M., the same day, with

subscriptions totalling $321,521,500.

An arbitrary allotment was made on September 17th and participants notified

Payment for the bonds allotted was made at our office on October 1st at

par, against the delivery of temporary bonds.

A managing fee of 5% of the gross spread of 3% ($75,000.) was charged

against the profit accruing to the Original Group. We paid one-quarter of this

amount ($18,750.) to Messrs. Kidder, Peabody & Co.

The profit of 1%, less the managing fee due to the members of the Original

Group, was paid on October 7th, 1925.

We allotted a total of $49,989,700. Bonds, the balance being sold in the Open

market for Syndicate account.

On November 10th, 1925, the commission of 84% and a profit of 1.1608% were

paid to participants and the account closed.

The following is an analysis of the distribution of the gross spread of 2%:

Commission of 84% on $49,989,700. Bonds___________ $374,922.75= .74%

Expenses transferred to Syndicate Account_________ $44,628. 15= .08%

Cash transferred to Syndicate Expenses Reserve Acct $68,00– .00014%

Net profit paid participants 1.1608%--------------- $580,400.00=1.1608).

Total__ -- - *$1,000, ois. 90=2.00004%

*Including Gain in Trading--------------------- $18.90= .00004%

(Stamped :) Please Return to Syndicate Department.

$50,000,000. SouTHwi'sTERN BELL TELEPHONE COMPANY FIRST AND REFUNDING

MoRTGAGE THIRTY-YEAR 5% GoLD BONDs, SERIES “A,” DUE FEBRUARY 1, 1954.

On January 25th, 1924, we purchased from the Southwestern Bell Telephone

Company $50,000,000 of the above Bonds at 90% and interest. The Original

Group was composed of the following:

Kidder, Peabody & Co ----------. ---------------- 29.75% $14,875,000

Kuhn, Loeb & Co -------------------- –––––––––––––– 10. 75 5,375,000

Lee, Higginson & Co ----- –––––––––––––––––––––––––– 5.00 2,500,000

Harris, Forbes & Co.-------------------------------- 5.00 2,500,000

The First National Bank of Now York_______________ 10.00 5,000,000

The National City Company-----. ----------------- 10.00 5, 000,000

Guaranty Company of New York______ _____________ 4. 75 2, 375,000

Rankers Trust Company_____ - - - -------------------- 4.75 2,375,000

J. P. Morgan & Co--- ----------------------------- 20.00 10,000,000.

–"

100.00 $50,000,000
— —

On the same day, a Distributing Syndicate was formed to take over *:

Bonds at 91% and interest and to offer them for public subscription at 98%"

and interest (5.45% yield).

A commission of 1% was allowed to syndicate participants on confirmed allº

ments. Participants were permitted to reallow a commission of 14% to dealeº

banking institutions and insurance companies. Participants were permi

pay this 34% concession to insurance companies upon delivery of the Bºnº,
but were not permitted to pay it to dealers or banking institutions until the

expiration of the syndicate.

No arrangements were made for withdrawals.

The usual clause regarding commission to be deducted on bonds purchased

in the open market for syndicate account was inserted in the agreement.

Subscription books opened at our office at 10.00 o'clock A. M., January 28th,

1924 and closed at 10.01 o'clock A. M., the same day, with subscriptions to

$254,297.200. -

Allotments were made arbitrarily.
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Payment for bonds allotted was made at our office at 93%96 and accrued

interest against delivery of the temporary bonds of the Company.

A managing fee of 34%, amounting to $62,500., was charged against the profit

accruing to the Original Group, Messrs. Kidder, Peabody & Co. receiving one

quarter of this fee.

The profit accruing to the Original Group was paid on March 7th, 1924.

Of the total allotment of $49,656,700., we purchased in the open market for

syndicate account $2,109,500., the commission being deducted upon $1,849,500. of

the latter amount.

The commission of 1% and a profit of 1.4076% were paid on April 9th, 1924

and the account ClOsed.

The following is the analysis of the distribution of the gross spread of 2%% :

Commission of 1% on $47,807,200. Bonds–––––––––– $478, 072. 00 . 95614%

Expenses transferred to Syndicate Account_-_______ 50, 730. 73 ... 101.46%

Loss in trading---------------------------------- 17, 390. 09 , ()3478%

Cash transferred to Syndicate EXpenses IReserve

Account---------------------------------------- 7. 18 , 00002%

Net profit paid Participants_____________--------- 703, S00.00 1. 40760%

Total-------------------------------------- $1,250,000. 00 2. 50000%

Stamped : Please Return to Syndicate Department.

$125,000,000. AMERICAN TELEPHONE AND TELEGRAPH CoMPANY THIRTY-FIVE

YEAR SINKING FUND 5% GoLD DEBENTUREs, DATED JANUARY 1, 1925 AND DUE

JANUARY 1, 1960

On January 7th, 1925, we purchased from the American Telephone and Tele

graph Company $125,000,000 of the above debentures at 91%% and accrued

interest. Associated with us in the purchase, on Original terms, were the

following for the amounts shown :

J. P. Morgan & Co------------------------------- 20.00% $25,000, 000.

Kidder, Peabody & Co----------------------------- 29, 75% 37, 187, 500.

Kuhn, Loeb & Co.---------------------------------- 10. 75% 13,437, 500.

The National City Company_______________________ 10. 00% 12, 500,000.

The First National Bank of New York_____________ 10.00% 12, 500,000.

Lee Higginson & Co------------------------------ 5.00% 6, 250,000.

Harris, Forbes & Co------------------------------ 5.00% 6, 250,000.

Guaranty Company of New York__________________ 4.75% 5, 937, 500.

Bankers Trust Company__________________________ 4.75% 5, 937, 500.

100.00% $125,000,000.

A managing fee of 5% of the gross spread of 3%9%, amounting to $218,750,

was charged against the Original Group profit. Kidder, Peabody & Co. received

one-quarter of this fee.

On January 7th, 1925 a Distributing Syndicate composed of 739 members was

formed to purchase these debentures from the Original Group at 92%% and

accrued interest, and to offer them for public subscription at 95% and accrued

interest (5.30% yield).

A selling commission of 1% was allowed participants on confirmed allot

ments. Participants were permitted to reallow a commission of 34% to dealers,

banking institutions and insurance companies.

No arrangements were made for withdrawals.

The usual clause regarding commission to be deducted on debentures in the

open market for syndicate account was also inserted in the agreement.

Subscription books opened at our office at 10.00 o'clock A. M., January 8, 1925

and closed at 10.45 o'clock A. M., the same day, with subscriptions totalling

$392,194,300.

- Allotments were made arbitrarily (approximately 30% to 35% (approxi

mately 30% to 35%) and participants notified on January 9th, 1925. We made

a total allotment of $129,144,500.
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Payment for debentures allotted was made at our office on January 22nd, 1925

at 95% and interest against the delivery of temporary debentures.

The profit of .825% (1% less the management fee) was paid to the Original

Group on January 23rd, 1925.

Of the total allotment of $129,144,500. Debentures, we repurchased in the Open

market for syndicate account $4,145,500. Debentures at prices ranging from 95%

and interest to 96% and interest.

We deducted commissions on $880,000 of the debentures repurchased for syndi.

cate account.

The commission of 1% on the net allotment of $128,264,500. Debentures and

the profit of 1.3838% were paid on April 9th, and the account closed.

The following is the analysis of the distribution of the gross spread of 214%

in the Syndicate :

Commission of 1% on $126,264,500. Debentures paid – $1,282,645.00=1.02611%

Expense transferred to Syndicate Account----------- 72, 561.80= .058.6%

Loss in Trading 39, 868. 59= .03189%

Cash transferred to Syndicate Expenses Reserve A/c_ 174, 61= .00014%

Net Profit paid participants 1.3838%---------------- 1, 729, 750.00=1.38380%

Total ----------------------- - $3,125,000.00=2.50.0%

(Stamped :) Please Return To Syndicate Department.

$100,000,000 AMERICAN TELEPHONE & TELEGRAPH CoMPANY 20-YEAR SINKING Fº

5% º GoLD DEBENTURE BONDs, DATED NoveMBER 1, 1923, DUE NovembHR 1, 1

INTEREST PAYABLE MAY & NOVEMBER

On November 2nd, 1923, we purchased from the American Telephone & Telt

graph Company $100,000,000 of the above Debenture Bonds at 94%% and interest

Members of the original group were as follows for the amounts shown:

Kidder, Peabody & Co 29.75% $29,750,000

Kuhn, Loeb & Co----------------------------------- 10. 75% 10,750,000

National City Co----------------------------------- 10.00% 10,000,000

First National Bank–––––––––––––––––––––––––––––––– 10.00% 10,000,000

Lee, Higginson & Co-------------------------------- 5.00% 5,000,000

Harris, Forbes & Co------------- 5.00% 5,000,000

Guaranty Company ---------------- 4.75% 4,750,000

Bankers Trust Company----------------------------- 4.75% 4,750,000

J. P. Morgan & Co.——— 20.00% 20,000,000

On the same day a distributing syndicate was formed to take over these Debº

tures at 95% 7% and interest, and to offer them for public subscription at 98%%

and interest. A selling commission of 114% was allowed participants on tº

firmed allotments. A commission of 4% was permitted to be given up to dealers

banking institutions and insurance companies only.

No arrangements were made for withdrawals. The usual clause regarding tº

withholding of commissions on Debentures repurchased in the open market for

Syndicate Account was also inserted.

Subscription books were opened at our office ten o'clock A. M., Monday, Novem.

ber 5th, and closed twelve o'clock the same day, with subscriptions to

$194,606,200.

On November 5th, after an arbitrary allotment had been made (an approx.

mate 50% allotment) participants were notified to make payment at our of tº

on November 15th at 98%º and interest, against delivery of our Interim Receip

In payment of the amount due for the Debentures allotted, we offered to accept

from subscribers American Telephone & Telegraph Company 5-Year 6% Notes,

due February 1, 1924 in bearer form, with February 1, 1924 coupon attached at

100.24406% and accrued interest ($1,019.77 per $1,000 Note). The maturing

5-Year Notes were not accepted of a par value exceeding the par value of Deben.

tures allotted.

The profit of 1% accruing to the Original Group was paid on November 2%

1923. Of a total allotment of $101,990,900 Bonds we repurchased in the open
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market for Syndicate Account $2,300,900 Bonds. Of the Bonds repurchased

we deducted commissions on $2,290,900 Bonds. The commission of 11.4% and a

profit of 1.4134% due Syndicate participants was paid on December 15, 1923

and the account closed.

Following is an analysis of the gross spread of 2%% :

Commissions of 134% on $99,700,000 Bonds paid, Dec.

15, 1923 ----------------- $1,246,250.00=1. 246250%

Expenses Transferred to Syndicate Account, Dec.

11, 1928---------------------------------------- 80, 956.87= .08.0957%

Loss in trading ------------ 9, 227. 10= .009227%

Cash transferred to Syndicate Expenses Reserve Ac

count, Dec. 12, 1923–––––––––––––––––––––––––––– 166. 03= .000166%

Net profit paid participants, Dec. 15, 1923__________ 1,413,400.00=1. 413400%

Total ----------------------------- $2,750, 000.00–2, 75%

$25,000,000

BELL TELEPHONE COMPANY OF PENNSYLVANIA

TwenTY-FIVE YEAR FIRST AND REFUNDING MoRTGAGE 7%

SINKING FUND GOLD BONDS SERIES “A” SYNDICATE

Under date of September 29th, 1920, we entered into a contract with the

Bell Telephone Company of Pennsylvania under the terms of which we agreed

to purchase, for account of ourselves and associates, $25,000,000. of the Com

pany's 25-year First and Refunding Mortgage 7% Bonds, Series A, at 90% and

accrued interest. We formed a Syndicate under the same date to purchase

the bonds from us at 91% and accrued interest and to offer them at 95 and

interest. Selling commissions of 1% ºo were allowed on confirmed allotments,

on which commission participants were permitted to reallow 14% to dealers or

banking institutions. The Syndicate expires December 1st, 1920. The books of

the issue were opened September 30th, 1920 and closed the same date at 1.00

P. M. with subscriptions of $68,402,300. Allotments were made as follows:

$100 to $1,000 inclusive, in full.

$1,100 to $100,000 inclusive, 30%, minimum $1,000.

$100,000 up inclusive, 20% minimum, $30,000.

and allotment letters were sent out on October 5th calling for payment on

October 14th.

1% profit accruing to the original Group was paid on October 26th in the

following proportions:

Names Percentage

Kidder, Peabody & Company---- 29%

Kuhn, Loeb & Company ---- 10%

Lee, Higginson & Company------------------------------------- 5

Harris, Forbes & Company------------------------------------- 5

First National Bank, N. Y. - 10

National City Company— -- 10

Guaranty Trust Company ---- 4%

Bankers Trust Company_-_ -- - - 4%

J. P. Morgan & Company-------------------------------------- 20

As the issue had not been formally ratified by the stockholders, the proceeds

of the bonds were not immediately available to the Company. The American

Telephone & Telegraph Company borrowed $11,000,000 from us, repayable De

cember 9th. It was originally arranged that they should pay 7% interest on the

Ioan and should be allowed 7% interest on an account to be set up for an

amount equal to the loan and 3% interest on the balance of the funds. Mr.

Porter objected to having an account on the books bearing interest at such a

high rate, and it was finally figured that, by charging 5% on the loan and

allowing 4% on the entire proceeds, practically the same amount of interest

would accrue.
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$50,000,000 ILLINois BELL TELEPHONE COMPANY FIRST & REFUNDING MORTGAGE

5% GoLD BONDs, SERIES “A”, DUE JUNE 1, 1956

On June 14th, 1923, we purchased from the Illinois Bell Telephone Company

$50,000,000 of the above Bonds at 92% and interest. Associated with us in the

purchase on original terms were the following for the amounts shown:

Kidder, Peabody & Co 29.75% $14,875,000

Kuhn, Loeb & Co------------------------------------ 10. 75 5,375,000

The National City Co- 10.00 5,000,000

First National Bank 10. 00 5,000,000

Lee, Higginson & Co -------------- --- 5.00 2,500,000

Harris, Forbes & Co --- 5. 00 2,500,000

Guaranty Company -- - 4. 75 2,375,000

Bankers Trust CO --- 4. 75 2,375,000

J. P. Morgan & Co --- 20.00 10,000,000

On the same day a Distributing Syndicate was formed to take over tles

Bonds at 93% and accrued interest, and to offer them for public subscription

at 95% and interest.

A selling commission of 1% was allowed participants on confirmed allot

ments, one-half of which was permitted to be given up to dealers, banking

institutions and insurance companies, only.

The usual clause regarding commissions on bonds repurchased in the market

for Syndicate Account was also inserted. Subscription books opened at 0.
office on June 15th, and were closed at 10:30 A.M. the same day, with Sub.

scriptions totalling $126,984,200 Bonds.

Allotments were made arbitrarially, participants being notified on June 13" |
to pay us, on June 28th at our office, at 95% 96 and interest, against delivery (ſ

temporary bonds.

The total Bonds allotted amounted to $51,168,000 Bonds.

It was agreed that we would take Chicago Telephone Company First Mortgag:

5% Bonds, due December 1, 1923, with the final coupon attached, at 100%

interest in payment for all or any part of the amount due.

The 1% profit accruing to the Purchasers was paid on July 24th.

$819,000 Bonds were purchased in the market, Guaranteed Investment, 4.

prices ranging from 94% to 95 and interest. $3,539,000 Bonds were purc

in the market for Syndicate Repurchase Account at 95% and interest, of which

the commission of 1% was withheld upon $3,475,000 Bonds.

Commission of 1% on $47,693,000 Bonds, being the net allotment, amountil

to $476,930, and a profit of 1.106%, amounting to $553,000, was paid on Augº

15th and the account closed.

Following is the analysis of distribution of the gross spread of 244%:

Commission of 1% on $47,653,000 Bonds paid Aug.

15th-------------------------- ---- $476,530.00= .95300%

Expenses transferred to Syndicate Account Aug. 8th- 58, 696.44= .117393%

Loss in Trading---------------------------------- 36,685. 32= .0733/1%

Cash transferred to Syndicate Expenses, Reserve Ac

count, Aug. 8th----------------------------------- 88.24=.00%

Net profit paid, August 15th---------------------- 553,000.00=1.10%
—-T

$1,125,000.00 2.25%
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THE PACIFIC TELEPHONE AND TELEGRAPH CoMPANY REFUNDING MORTGAGE THIRTY

YEAR 5% GOLD BONDs, SERIEs “A”, DATED MAY 1, 1922, DUE MAY 1, 1952,

INTEREST PAYABLE MAY 1 & NOVEMBER 1.

Under date of May 2nd, we purchased from the Pacific Telephone and Tele

graph Company $25,000,000 of the above bonds at 91% and interest. Asso

ciated with us in this purchase were the following for the amounts shown :

J. P. Morgan & Co--------------------------------------- $5,000, 000

Kidder, Peabody & Co.----------------------------------- 7,437, 500

Kuhn, Loeb & Company---------------------------------- 2,687, 500

Lee, Higginson & Co------------------------------------- 1, 250, 000

Harris, Forbes & Co------------------------------------- 1, 250,000

First National Bank, N. Y--------------------------------- 2,500,000

National City Company---------------------------------- 2, 500,000

Guaranty Company-------------------------------------- 1, 187, 500

Bankers Trust Company--------------------------------- 1, 187, 500

$25,000, 000

On the same day, a Distributing Syndicate was formed to take over these

bonds at 92% and accrued interest, and to offer them for public subscription

at 94% and interest.

Commission of $4% was allowed participants on confirmed allotments, out

of which 34% was permitted to be re-allowed to dealers, banking institutions

and insurance companies only.

The usual clause regarding bonds purchased in the market for syndicate

account was also inserted. No arrangements were made for withdrawals.

Subscription books opened at our office 10:00 o'clock A. M. on May 3rd, 1922

and were closed immediately with subscriptions totaling $187,423,900.

On May 4th, after participants were allotted 10% of their total subscriptions,

(Pacific Coast participants were given special allotments) letters were sent out

calling for payment to be made at our office on May 11th, against delivery of

our Trust Receipts.

The Syndicate expired July 15th, 1922.

A profit of 1% accruing to the purchasers was paid on May 24th. A comm's

sion of 94% on $23,249,700 net Bonds allotted was paid on July 18th. We

allotted $24,817,700 Bonds, of which $1,575,000 were repurchased as follows:

Bonds purchased on which commissions were withheld --__________ $1,568, 000

Bonds repurchased and sold for Syndicate Account and repurchased

a second time on which no commissions were withheld–––––––––––– 7,000

$1,575,000

The profit of 1,029%, amounting to $257,250, was paid on July 22nd and the

account closed.

Following is an analysis of the distribution of the gross spread of 2% :

Commissions of 34% on $23,249,700 Bonds____________ $174, 372.75= . 69749.1%

Expenses transferred to Syndicate Account__________ 33, 830. 01- . 1353.2%

Loss in trading 34, 324. 28= . 137297.1%

Cash transferred to Syndicate Expenses Reserve

Account----------------------------------------- 222.96= .000S918%

Net profit paid participants_________________________ 257, 250 00–1. 0.29%

$500,000.00=1.999999 %
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$35,000,000. NEw ENGLAND TELEPHONE AND TELEGRAPH CoMPANY FIRST MORTGAGE

THIRTY-YEAR 5% GOLD BONDs, SERIES “A.” (INTEREST PAYABLE JUNE AND

DECEMBER)

June 28, 1922.

Under date of May 24th, 1922, we purchased from the New England Telephone

and Telegraph Company $35,000,000. of the above bonds at 94% and interest

Associated with us in this purchase on original terms were the following for the

amounts shown :

Kidder, Peabody & Company---------------------------- $10,412,500

Kuhn, Loeb & Company--------------------------------- 3,762,500

Lee, Higginson & Company------------------------------ 1,750,000

Harris, Forbes & Company------------------------------- 1, 750,000

The First National Bank of New York____________________ 3, 500,000

The National City Company -------------------------- 3, 500,000

Guaranty Company of New York------------------------- 1,662,500

Bankers Trust Company--------------------------------- 1,662,500

J. P. Morgan & Company -- ___ 7,000,000

$35,000,000

Under the same date a Distributing Syndicate was formed to purchase tº

bonds from the Original Group at 95% 7% and interest, and to offer them for public

subscription at 97%% and interest.

A commission of 34% was allowed participants on confirmed allotments. Ph.
ticipants were permitted to reallow 4% to dealers, banking institutions and

insurance companies only. No arrangements were made for withdrawals. The

usual clause regarding bonds purchased in the market for syndicate account W*

also inserted.

Syndicate expires August 1, 1922 or earlier, or may be extended for not mº"

than sixty days.

Subscription books opened at our office 10.00 o'clock A. M., May 25th, and Weſt

closed immediately with subscriptions totaling $259,395,800.

On the same day, after an arbitrary allotment had been made, allotment letters

were sent out calling for payment to be made at our office on June 9th, agains

delivery of Temporary Bonds.

On June 28th, the 1% profit accruing to the Purchasers was paid.

On August 1st, the commission of 94% on $33,262,000. Bonds, amounting."

$249,465. was paid. The total bonds allotted amounted to $34,912,000., of whid

$1,650,000. were repurchased for Syndicate Account and the commission deduº
On August 9th, a profit of 1.1374%, amounting to $398,090, was paid and the

account closed.

Analysis of distribution of gross spread of 2% in the $35,000,000. Newpº
Telephone and Telegraph Company First Mortgage 'Thirty Year 5% ("

Bonds, Series A.

Commissions of $4% on $33,262,000. Bonds paid Au- %

gust 1, 1922–––– - $249,465. = .71%"

Expenses transferred to Syndicate Account, August 4, %

1922 - $38,450.34= };
LOSS in trading --- -- §§§3–.0%

Cash transferred to Syndicate Expenses Reserve Ac- %

Count, August 4, 1922-------------------- __ $240. 97=º
Net Profit paid Participants, August 9, 1922___________ $398,090.00–1. 1374

—T

Total------------ stoo,000. =2%
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NEW YORK TELEPHONE COMPANY REFUNDING MoRTGAGE TWENTY YEAR 6% GoLD

BONDS, SERIES A, SYNDICATE

Under date of November 12, 1921, we purchased $50,000,000. of the above bonds

from the New York Telephone Company at 93 and interest, payment to be

made not later than November 28th against delivery of temporary bonds.

Associated in this purchase were the following for the amounts indicated :

Kidder, Peabody & Co---------------------------------- $14,875, 000

Kuhn, Loeb & Company-------------------------------- 5,375,000

Lee, Higginson & Co --- __ 2, 500, 000

Harris, Forbes & Co.------------------------------------ 2, 500,000

First National Bank––––––––––––––––––––––––––––––––––– 5,000, 000

National City Company ____ 5,000, 000

Guaranty Company------------------------------ __ 2, 375,000

Bankers Trust Company-------------------------------- 2, 375,000

J. P. Morgan & Company-------------------------------- 10,000, 000

These interests were based on their commitments in the Northwestern Bell

Telephone Company financing.

On November 12th, 1921 a syndicate was formed to purchase the bonds at 94

and interest, and to offer them to the public at 97 and interest. A commission

of 1% was allowed on confirmed allotments, of which 34% was reallowable

to dealers and banking institutions. The syndicate to expire February 1, 1922,

or earlier in the discretion of the Managers.

The subscription books opened at 10 o'clock A. M., Tuesday, November 12th,

and closed immediately with subscriptions amounting to $488,966,300. Allot

ments were made as follows:

$100 to and including $2,500 Bonds receive 20%, minimum $100 Bonds.

$2,600 to and including $75,000 Bonds receive 10%, minimum $500

Bonds.

$75,100 and over receive 5%, minimum $7,500 Bonds.

Allotments on subscriptions up to $10,000 were adjusted to nearest $100 and

on larger subscriptions to nearest $500.

Allotment letters were sent out on November 17th calling for payment on

November 28th, against delivery of temporary Bonds.

Profit of 1% accruing to the Purchasing Group was paid on December 1st, 1921.

On $370,000 Bonds a commission of only 14% was allowed and this was adjusted

at the time of payment. $175,400 Bonds were sold in the market for Syndicate

Account at prices ranging from 99% and interest to 100% and interest.

Expenses amounted to $62,283.35.

Commission of 1% amounting to $494,546, and a profit of 1.8954% amounting

to $947,700 was paid on December 23rd and the account closed.

$32,000,000 SouthERN BELL TELEPHONE AND TELEGRAPH CoMPANY FIRST MoRTGAGE

SINKING FUND 5% GoLD BONDs, DATED JANUARY 2, 1911, AND DUE JANUARY 1,

1941.

On October 17, 1929, we contracted to purchase from the Southern Bell Tele

phone and Telegraph Company $32,000,000 of the above bonds at 97% 9% and

accrued interest.

The Original Group was composed of the following:
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Commis

Sion on

Profit Sales to

insurance

companies

J. P. Morgan & Co. ----------------- $6,400,000 $55,200 $11,844

Kidder, Peabody & Co -- 9, 520,000 82, 110 17,617.95

Kuhn, Loeb & Co------------- 3,440,000 29, 670 r

The National City Company- 3, 200,0 27,600 5,922

The First National Bank of New York- - 3, 200,0 27,600 5,922

Lee, Bigginson & Co.---------------------------- - 5.00% 1,600,000 13,800 2,961

Harris, Forbes & Co. ------- - - - ----------------- -- 5.00% | 1,600,000 13,800 2,961

Guaranty Trust Company of New York---- ---- 4.75% 1,520,000 13, 110 2,812.95

Bankers Company of New York. --------------------. ----- 4.75% 1,520,000 13, 110 2,812.95

100.00% $32,000,000 276,000 59.220

NOTE—Last 2 columns are hand written.

No syndicate was formed, the bonds being offered through a selected list of

dealers and banking institutions at 100% and accrued interest, for a gross

commission of 1% º, out of which we reserved the right to retain not in excess

of 14% for expenses. Out of the gross commission of 1% 96 not in excess of 14%

could be reallowed to dealers, banking institutions or insurance companies.

It was arranged that we sell to insurance companies, for account of the

Original Group, $4,500,000 of the above bonds at 100%, less '4% ; the balance

of the net selling commission to be divided among the members of the Original

Group in proportion to their respective interests. The remaining bonds were

reserved for purchase by the special list of dealers until 12.00 o'clock, noon,

October 18, 1929.

The total subscriptions, including withdrawals, aggregated $32,390,000 bonds.

Payment was called for at our office on November 1, 1929, against delivery of

temporary bonds of the company.

The usual clause regarding bonds repurchased in the Open market was

included in the offering letter.

We retained as our compensation for organizing and managing the business

5% of the gross spread of 2%%, amounting to $44,000, which was charged to

the Original Group on November 1, 1929. Out of this managing commission, we

ceded one-quarter to Kidder, Peabody & Co., amounting to $11,000.

The Selling Group account was terminated on November 16, 1929, and the net

commission of 1.566% paid on December 6, 1929, and the account closed.

The net profit of $276,000, together with the net selling commission on the

sale of $4,500,000 bonds to insurance companies amounting to $59,220, was paid

to members of the Original Group on December 6, 1929, and the account closed.

The following is an analysis of the distribution of the gross spread of 234%:

Managing fee of 5% of gross spread---------------- $44,000.00 . 1375%

Commission of 1.566% on $32,390,000 bonds__________ 507,227.40 1.5850.85%

Expenses transferred to Syndicate Account---------- 48,019. 16 . 150060%

I.OSS in Trading__ ---- 3,779.05 . 011810%

Cash transferred to Syndicate Expenses Reserve Acct 974. 39 - 003045%

Net profit paid participants––––––––––––––––––––––––– 276,000.00 . 86.25%

$880,000.00 2.75%

(Handwritten :)

J. P. M. & Co.'s Profit

Account of Managing Comm–––––––––––––––––––––––––––––––––––– $33,000

Account of Original Group-------------------------------------- 67,044

Account of Selling Group––––.----------------------------------- 60,828.90

$160, 872.90
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$150,000,000 AMERICAN TELEPHONE AND TELEGRAPH CoMPANY THIRTY-FIVE YEAR

5% GoLD DEBENTUREs DATED FEBRUARY 1, 1930, DUE FEBRUARY 1, 1965,

SYNDICATE

On January 10, 1930, we purchased from the American Telephone and Tele

graph Company $150,000,000. of the above debentures at 96% ºa and accrued

interest.

The members of the Original Group were as follows:

Kidder. Peabody & Co----------------------------- 29. 7.5% $44,625,000.

Kuhn, Loeb & Co.--------------------------------- 10. 75% 16, 125,000.

The National City Company________________________ 10.00% 15,000, 000.

First National Bank, New York____________________ 10.00% 15,000,000.

Lee, Higginson & Co.——–––––––––––––––––––––––––––– 5.00% 7, 500, 000.

Harris, Forbes & Co------------------------------ 5.00% 7, 500,000.

Guaranty Company of New York____________________ 4.75% 7, 125,000.

Bankers Company of New York____________________ 4.75% 7, 125,000.

J. P. Morgan & Co.——–––––––––––––––––––––––––––––– 20.00% 30,000,000.

100.00% $150,000, 000.

On the same day, a Distributing Syndicate of 960 participants was formed to

take over these debentures at 97% 96 and accrued interest and to offer them for

public subscription at 99% 9, and accrued interest.

A selling commission of 11.4% was allowed participants on confirmed allot

ments, of which they could reallow 14% to dealers, banking institutions and

insurance Companies, only.

No arrangements were made for withdrawals.

The usual clause regarding commissions to be deducted on debentures repur

chased in the open market for Syndicate account was also inserted.

Subscription books were opened at our office at 10.00 o'clock A. M., January

13, 1930, and closed at 10.30 o'clock, A. M., the same day, with subscriptions

totalling $496,618,500., against which allotments of $150,566,800. debentures were

made.

Payment for debentures allotted was made at our office on January 28, 1930, (a)

99% "ſa, less an amount equal to interest @ 5% from January 28th to February

1st, against delivery of temporary Debentures.

A managing fee of $225,000., being 5% of the gross spread of 3%, was charged

against the profit accruing to the Original Group, of which Kidder, Peabody &

Co. received $56,250.

The Original Group profit of $1,275,000. was paid on February 15, 1930.

The syndicate was terminated on February 15, 1930.

We repurchased in the open market for Special Repurchase Account $566,800.

debentures, on which no commission was deducted.

The commission of 114% and a profit of .684% were paid to participants on

February 15, 1930, and the account closed.

The following is an analysis of the distribution of the gross spread of 2%

in the syndicate:

Commissions of 114% on $150,566,800. Debentures—- $1,882,085.00 1.2547.2%

Expenses transferred to Syndicate Account________ 79, 200. 03 . 05280%

Loss in trading---------------------------------- 10,440.76 . 00696%

Cash transferred to Syndicate Expenses Reserve

Acct------------------------------------------- 2, 274. 21 . 00152%

Net Profit paid participants .684%—----------_____ 1,026,000. 00 . 68400%

$3,000, 000. 00 2.00000%

Messrs. Kidder, Peabody & Co. handled the wholesaling for all of the New

England States.

124491–40—pt. 23—28
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ExareſtNo.1688

[PreparedbythestaffoftheInvestmentBankingsection,MonopolyStudy,SecuritiesandExchangeCommission]

IssuesofAmericanTelephone&TelegraphCo.andAssociatedCompaniesHeadedbyJ.P.Morgan&Co.,1920–1930–LengthofTimeSyndicate

BanksWereOpenandRelationofSubscriptionstoOffering.

AmountofLengthofTimeBooksOpenNumber IssueDateofAmountofS.p.LengthofTimeofTimes
ContractISSueºpBooksOpenIssueOver
sDateTimeOpenedTimeClosedSubscribed

BellTelephoneCo.ofPa.25yr.7s---------------------------9/29/20$25,000,000||$68,402,3009/30/20|10:00AM---1:00PM-----------3hours------------2.7

NorthwesternBellTel.Co.20yr.7s--1/8/2130,000,00091,611,400(1)(1)(1)(1)3.1

N.Y.TelephoneCo.20yr.6s-------11/12/2150,000,000||488,966,30011/12/21|10:00AM---Immediately------|--------------------9.8 PacificTel.&Tel.Co.5sdue1952__5/2/2225,000,000187,423,9005/3/22||10:00AM---|Immediately------|--------------------7.5 NewEnglandTel.&Tel.Co.30yr.5S-5/24/2235,000,000||259,395,8005/25/22||10:00AM---Immediately------|--------------------7.4

IllinoisBellTel.Co.5sdue1956.----6/14/2350,000,000|126,984,2006/15/23||10:00AM---|10:30AM--30minutes--------2.5 BellTelephoneCo.ofPa.25yr.5s-----1/10/2335,000,000152,051,6001/11/23||10:00AM---11:05AM--1hr.5min--------4.3

AmericanTel.&Tel.Co.5%sdue1943-11/2/23100,000,000194,606,20011/5/23||10:00AM---|12:00noon.--2hours------------1.9

SouthwesternBellTel.Co.30yr.5s--1/25/2450,000,000254,297,2001/28/24||10:00AM---|10:01AM--1minute----------5.1

AmericanTel.&Tel.Co.5sdue1960–1/7/25125,000,000392,194,3001/8/25|10:00AM---|10:45AM--45minutes--------3.1
BellTelephoneCo.ofPa.5sdue1960----9/16/2550,000,000||321,521,5009/17/25|10:00AM---|10:05A.M.---5minutes---------6.4

NewEnglandTel.&Tel.Co.4%sdue19615/12/2640,000,000240,312,5005/13/26||10:00AM---|10:10AM---------10minutes--------6.0

SouthernBellTel.&Tel.Co.5sdue1941--10/17/2932,000,000||132,390,000(1)(1)1l1.0
AmericanTel.&Tel.Co.5sdue1965------------------------1/10/30150,000,000496,618,5001/13/30||10:00AM---|10:30AM---------30minutes--------3.3

1Notavailable.

*Nosyndicatewasformed,thebondsbeingofferedthroughaselectedlistofdealersandbankinginstitutions.

Source:CompiledfromdatasuppliedbyJ.P.Morgan&Co.
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ExHIBIT No. 1689–1

[From the files of J. P. Morgan & Co.]

[Copy )

Please Return to Syndicate Department

$2,155,000 UNITED STATF's TELEPHONE COMPANY FIRST MoRTGAGE 7% GoLD BONDS

ExTENDED TO JULY 1, 1941

On October 25th, 1921, we entered into an agreement with The Ohio Bell Telč.

phone Company to underwrite the extension for twenty years at 7% of $2155,000

United States Telephone Company First Mortgage 7% Gold Bonds, to mature

July 1, 1941 for a commission of 5% of the aggregate principal amount, reserving

the right to pay any part of this commission to holders of the maturing bonds

as a consideration for their extending. -

We were joined in the underwriting on original terms by the following for the

amounts shown :

The First National Bank Of N. Y_ ___(22%%) -- $4S4,875

The National City Company________________(22%%) –– 484,815

Huntington National Bank, Columbus, Ohio____ (10%) -- 215,500

J. P. Morgan & Co-------------------------- (45%) -- 969,750

$2,155,000

It was finally decided not to allow extending bondholders any commission and

holders desiring to avail themselves of the privilege of extension were required

to present bonds to us not later than November 26, 1921, retaining the cou!"

and cashing it on its due date in the usual manner. On and prior to Decemb;
1, 1921, we purchased at par and accrued interest the bonds of holders who did

not desire to extend.

The extended coupon bonds are issued in the denomination of $1,000, regis.

terable as to principal and exchangeable for fully registered bonds; interest to be

payable January 1st and July 1st in New York, Columbus or Cleveland, Ohio.

The bonds are redeemable at the option of The Ohio Bell Telephone Company

as a whole, but not in part, on and after July 1, 1926, at 103% 7% and accru

interest.

The cost of the preparation of the extension contracts and coupon sheets and

of the attaching thereof to the maturing bonds, and the cost of the necessarſ

United States Internal Revenue stamps, was borne by The Ohio Bell Telephon

Company.
On October 28th, 1921, the commission of 5% less expenses, amounting tſ)

$106,446.45, was distributed to the Original Group.
Up to June 28th, 1922, we had purchased $1,163,000 bonds which were sold at

various prices leaving a credit in the account of $32,934.38, which was distribut

on June 2Sth.

On that date there remained outstanding $5,000 bonds.
The remaining $5,000 bonds were subsequently deposited, leaving a profit of

$723.65, which was distributed on July 16, 1924.

ExHIBIT NO. 1689–2

[From the ſiles of J. P. Morgan & Co.]

I (Jopy]

Please Return to Syndicate Departme"

$2,676,000 CUYAHOGA TELEPHoNE COMPANY FIRST MoRTGAGE 7% Gold BONDs

ExTENDED To JULY 1, 1941

On October 25, 1921, we entered into an agreement with The Ohio Bell

Telephone Company to underwrite the extension for twenty years at 7% of

$2,676,000 Cuyahoga Telephone Company First Mortgage 7% Gold Bonds. "

mature July 1st, 1941; for a commission of 5% of the aggregate principal
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amount, reserving the right to pay any part of this commission to holders

of the maturing bonds as a consideration for their extending.

We were joined in the underwriting on original terms by the following for

the amounts shown :

First National Bank––––––––––––––––––––––– (22% 9%) -- $602, 100

National City Company--------------------- (22% 96) -- 602, 100

Huntington Nat’l Bk., Columbus, Ohio________ (10%) -- 267, 600

J. P. Morgan & Company--------------------- (45%) -- 1, 204, 200

$2,676,000

It was finally decided not to allow extending bondholders any commission

and holders desiring to avail themselves of the privilege of extension were

required to present bonds to us not later than November 26th, 1921, retaining

the coupon and cashing it on its due date in the usual manner. On and prior

to December 1st, 1921, we purchased at par and accrued interest the bonds

of holders who did not desire to extend.

The extended coupon bonds are issued in the denomination of $1,000, regis

terable as to principal and exchangeable for fully registered bonds; interest to

be payable January 1st and July 1st in New York, Cleveland or Columbus,

Ohio.

The bonds are redeemable at the option of The Ohio Bell Telephone Company

as a whole, but not in part, on and after July 1st, 1926, at 103% and accrued

interest.

The cost of the preparation of the extension contracts and coupon sheets

and of the attaching thereof to the maturing bonds, and the cost Of the

necessary United States Internal Revenue stamps, was borne by The Ohio

Bell Telephone Company.

On December 28th, 1921, the commission of 5% less expenses, amounting

to $132,463.64, was distributed to the Original Group.

Up to June 28th, 1922, we had purchased $1,503,000 Bonds which we sold at

various prices leaving a credit in the account of $36,192.26, which was dis

tributed on June 28th and the account closed.

ExHIBIT NO. 1690

[From the files of the Central Hudson Gas & Electric Corp. Letter from Albert H.

Gordon to John Wilkie]

KIDDER, PEABODY & Co.

17 Wall Street, New York. 115 Devonshire Street, Boston.

Branch Offices

10 East 45th St., New York. 69 Newbury St., Boston

1416 Chestnut St., Philadelphia

NEW YORK, March 2, 1935.

JoBIN WILKIE, Esq.,

Central Hudson Gas & Electric Corp., Poughkeepsie, New York.

- DEAR John : You have my best thanks for sending me ten copies of your

report for I was able to make good use of them. If the President realized

how well you were carrying out his pet project of rural electrification in his

own territory, you might be dear to his heart. However, I have my doubts

for I do not believe your progress will get him any votes.

Ben Grant, who represents us in Albany, may call upon you soon. As you

know, he has distributed more of your stock than anybody in our organization.

In spite of public uncertainty regarding utilities, he feels that he could sell

another 2,000 shares should they become available.

Present trends indicate that we are moving into a period of lower interest

rates on long term money. Sound companies, such as yours, will wish to

consider whether or not to take advantage of the situation by refunding their

callable bond issues at lower interest rates. I would be glad to review the

situation with you at any time should you desire to do so. I do not think

that Drexel & Company would object as evidenced by the fact that within a

few days we expect to sign a contract with the Lehigh and New England

Railroad to purchase $6,500,000 of its 4% bonds at 98 to refund its General

Mortgage 5s, series “A” and “B” due 1954, the last issue of which was offered
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in June 1927 by Drexel & Company. Brown, Harriman, Inc., E. B. Smith &

Co. and the First of Boston Corporation have accepted our invitation to join

the purchase group.

It is my guess that there will be much utility refunding within the next

six months. At the moment Pacific Gas & Electric Company is working

actively on the refunding of its $40,000,000 5%º bonds due 1952. The Tele

phone Company has been giving serious consideration to refunding its Illinois

Bell Telephone and Southwest Bell Telephone issues, but has decided for the

time being to do nothing because of political fears. Confidentially, George

Whitney told the company that it might be possible to sell these issues on a

3% basis, less 2% points to the bankers. Whitney feels that the company

should proceed on a refunding operation and is endeavoring to obtain reas

surances from Washington which will be satisfactory to the management.

Undoubtedly you could effect real economies in a refunding operation and

if you ever want our ideas on the subject we should welcome the opportunity

of giving them to you.

With best regards, and hoping to see you soon, I am

Sincerely,

AHG : D

ExHIBIT NO. 1691

STIPULATION

It is hereby stipulated and agreed that the documents listed below are true

copies of original communications or carbon copies from the files of Blyth &

Co., Inc. and that they were received or sent, as the case may be, by Blyth &

Co., Inc.

Date Description To From

June 27, 1935 | Letter------------- Walter S. Gifford, A. T. & T-------------------- C. E. Mitchell.

June 27, 1935 | Memorandum----- G. Leib, E. Bashore, S. Hawes------------- - C. E. Mitchell.

Jan. 23, 1936 Harold Stanley, Morgan Stanley & Co. Inc.-----| C. E. Mticheli.

Mar. 2, 1936 C. E. Mitchell, Blyth & Co., Inc.---------- -| Harold Stanley.

Mar. 4, 1936 Charles R. Blyth ------------------------

June 17, 1936 C. R. Blyth, E. M. Stevens, R. Shurtleſſ

Sept. 23, 1936 C. E. Mitchell

| C. E. Mitchell.
G. Leib.

(Signed) C. E. MITCHELL.

C. E. Mitchell.

DECEMBER 14, 1939.

“ExHIBIT No. 1692” appears in full in the text, p. 11930

ExHIBIT NO. 1693

[From the files of Blyth & Co., Inc.]

JUNE 27, 1935.

DEAR WALTER:As you doubtless have read, I am back in the investment banking

business, my connection being that of Chairman of the Board of Blyth & Company.

I would be inclined to chat with you about your financing but I have no doubt

that you are being pestered from all quarters, and believing that whether the

banking house that has handled your financing in the past is in the investment

banking business or not, you will undoubtedly be guided by their views, I am not

going to count myself in among the pesterers. I merely remind you that I am

again active and if at any time I can be of service in any way, I shall be de

lighted.

Very sincerely yours,

C. E. MITMr. WALTER S. GIFFORD, CHELL.

Pres, American Telephone & Telegraph Co.,

195 Broadway, New York City.
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EXHIBIT NO. 1694

Chicago

New York

Boston

LEE HIGGINSON CORPORATION

231 South La Salle Street

CHICAGO, ILLINOIs, December 11, 1939.

Mr. PETER R. NEHEMKIs, Jr.,

Investment Banking Section, Monopoly Study,

Seeurities and Earchange Commission, Washington, D. C.

DEAR SIR: At the request of Mr. W. S. Whitehead, through Mr. N. P. Hallowell

in our New York office, we are enclosing a copy of a letter dated April 4, 1935,

Written by Mr. Hallowell to Mr. Charles H. Schweppe in Chicago.

Very truly yours,

CHARLEs A. CAPEK,

Assistant Treasurer.

CAC : NF

Enclosure.

EXHIBIT NO. 1695

[From the files of Lee Higginson Corporation. Letter from N. P. Hallowell to Charles W.

Schweppe, Barrett Wendell, Jr., and Charles E. Cotting]

[Copy J

NEw York, April 4, 1935.

Confidential

Mr. CHARLEs H. Schweppe,

Mr. BARRETT WENDELL, JR.,

Chicago, Ill.

Mr. CHARLEs E. CorIING,

Bostom, Mass.

DEAR CHARLIE AND B : I had a very interesting luncheon yesterday with

Walter Gifford of the Telephone Company. They are considering registering

* $50,000,000 issue of Southwestern Bell Telephone Co. The bonds outstand.

ing were offered in 1924 by J.P.M. & Co., K.L. & Co., Kidder, Peabody & Co.,

First National Bank, Bankers Trust Co., Harris Forbes, National City Co.,

Guaranty Co. and L.H. & Co. These bonds are callable at 105 whereas most

of the telephone issues are callable at 110.

He said they were tied up to no one and they had not discussed how to take

up the matter of selling. He said that a great many houses on the street have

been to him for telephone refunding and that he realized there was quite a

problem ahead of them to do the thing right so as not to stir up enmity among

the various houses on the street. I said “Why not use those members of the

old telephone group who are still in the business as a starter, and invite in

Others who are the leading distributors?” He said that very possibly that might

be a good way to do it. He told me that J.P.M. & Co. would not be the guiding

hand as to who was to come in. I told him that if he wanted to sell us

$50,000,000 Southwestern Bell Telephone 3%'s at 100 less 2%% commission we

Would take them. That led to the question which I was hoping he would ask

of the set-up of our corporation and our capabilities for doing business and

gave me the chance to tell him the amount of business we have been in during

1934. He said it has been suggested that they sell this $50,000,000 issue to one

Or two insurance companies but he did not think that that was a very good

idea but even if they did that they would want to register the bonds as he

would have nothing to do with private sales. I told him that if he did have

them registered we could sell them to insurance companies as well as anybody

else but he said in case they did the Company would do it direct, but there

again that probably was not the best thing for the Company to do.

He understands our position in the old telephone group and I am sure would

not object, in fact, I think he would be glad, to have us in any group doing

telephone financing in the future but he reiterated that they had not discussed

any group and that they were beholden to no one. He told me to call him up

towards the end of the month and perhaps he could tell me more. He was very

friendly and I feel free to go to him at any time and I certainly will not leave

it until the end of the month before seeing him again.
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In spite of his saying that Morgan would not wield the guiding hand he said

of course he would talk everything over with George Whitney and it might

be a good idea for me to talk to George Whitney also, which I will do next

week on his return. So far so good. If you can offer any suggestions which

would help me in making more sure of our position, please let me know.

Sincerely yours,

NPEI

NPH: R

“Exhibit No. 1606” appears in Hearings, Part 22, appendix, p. 11826.

ExHIBIT No. 1697

[From the files of Lee IIigginson Corporation. ... Memorandum from E. N. Jesup to N. P.

IIallowell]

NEW YORK, September 27, 1935.

Memorandum for N. P. H.

Harold Stanley called me over this noon and gave me the set-up on the

Illinois Bell Telephone together with numerous documents.

The amount of the issue will be $45,000,000, coupon 3% 7% and the bonds w\\\

be sold at a premium. Participations in the business will be divided as follows.

These figures are dollars and not percentages.

Morgan Stanley ------------------------------------ $13,000, 000

Kuhn Loeb ---------------------------------------- 6, 500,000

Kidder Peabody------------------------------------ 5,000, 000

Lee Higginson-------------------------------------- 2,500,000

First Boston--------------------------------------- 4, 500,000

Brown Harriman----------------------------------- 4,000, 000

E. B. Smith---------------------------------------- 4,000, 000

The appearance of names will be in that order. Two of the non-appearing

members will be Mellon Securities with a $2,000,000 interest and Bonbright

with a $1,000,000 interest. This totals $42,500,000. No mention was made as to

the disposition of the remaining $2,500,000.

Harold Stanley emphasized the fact that these interests were for this piece of

business only and they were not at the moment, forming a telephone group.

My guess is that they do not want to be committed to this group in these

amounts for future telephone business owing to the possibility of some of the

banks being able to underwrite in the future. If this came about I would

imagine that they might have to include the First National, Guaranty and

National City.

I told Harold that I thought he treated this matter with great fairness and

that we were pleased.

E. N. J.

ExHIBIT No. 1698

[From the files of The I’irst Boston Corporation]

ILLINOIS BELL TELEPHONE Co.—$45,000,000 35-YEAR 3%% FIRST AND REFUNDING
MORTGAGE BONDS

Morgan, Stanley & Co. expect to head a group which will underwrite the above

issue which is now in the course of registration and which, in the normal course

of events, should come out of registration in October 16th. We have received

the voluminous printed documents including registration statement, prospectus

etc. and these are being studied carefully by Mr. Sholten. -

Mr. Stanley invited us to join in this business on the basis of having a

$4,500,000. interest on original terms. The other members of the syndicate

underwriting group in the order in which they will appear are as follows:



CONCENTIRATION OF ECONOMIC L’OWER 12241

Morgan, Stanley & Co., $13,000,000 (handwritten :) --600,000.

Kuhn, Loeb & Co., $6,500,000 6,800,000

Lee, Higginson & Co., $2,500,000

Brown, Harriman & Co., $4,000,000

Kidder Peabody & Co., $5,000,000 (handwritten :) --300.

First Boston Corporation, $4,500,000

Edward B. Smith & Co., $4,000,000

* * *:: xt: x: +: +

The Mellon Securities will have an interest of $2,000,000 and Bonbright will

have an interest of $1,000,000 but neither of these last two names will appear

in the advertising. These amounts add up to $42,500,000 and the remaining

$2,500,000 are to be reserved by the company.

While Lee Higginson will appear technically ahead of us in spite of the fact

that they have a Smaller interest, I assume that the reason for this is that the

first four names are the only names that appeared as such in the former adver

tising of this issue. The old Harris Forbes interest in Bell Telephone financing

was approximately 5% and it will be seen under the new arrangement, First

Boston will have 10% of the entire issue or 10.59% of the $42,500,000 to be

sold by the underwriting syndicate.

Mr. Stanley said that these percentages did not necessarily constitute a

precedent for any other Bell Telephone financing that might be done because

in special cases other bankers might have to be introduced, etc.

H. M. ADDINSELL

SFPTEMBER 30TH 1935.

EXHIBIT NO. 1699

[From the ſiles of The First Boston Corporation]

SouTHWESTERN BELL TELEPHONE COMPANY–$45,000,000 3%º Bonds 1964

Mr. H. S. Morgan of Morgan Stanley called me up to say that it is contem

plated that the above issue will go into registration tomorrow in contemplation

of a public offering on December 12th. The issue is to be $44,000,000 as $1,000,

000 is to be reserved for the pension fund.

We are offered a $4,000,000 interest which is a slight reduction from our

proportionate interest in the Illinois Bells and is occasioned by the fact that

Dillon Read will be introduced into the business (in a nonappearing position)

and all participants are giving up pro rata to them. The amount of their

interest is not stated. Mr. Morgan is sending us the proposed registration

statement and prospectus tomorrow morning and in the course of the next few

days a meeting will be called of the underwriters which I will plan to attend.

H. M. ADDINSELL.

NOVEMBER 20th 1935.
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EXHIBIT No. 1701

[From the files of The First Boston Corporation]

(Handwritten :) Memo. Issue.

SouTHERN BELL TELEPHONE COMPANY–$45,000,000 31.4% 25-YEAR DEBENTURES

Mr. Stanley of Morgan Stanley telephoned this morning to offer us a $2,500,000

interest in the above business which has gone into registration and is expected

to come to the market about May 5th. Of the $45,000,000 to be issued $2,500,000

will be taken by the pension fund of the company, leaving $42,500,000 for pur

chase by the bankers. The interest offered us therefore amounts to 5.8+ 76.

This is a little Smaller than the interests we have had in any of the recent

telephone issues excepting the A. T. & T. 3% s due 1966 where we had a 4.5%

interest. Mr. Stanley explained that pursuant to the company's desire they

had increased the number of underwriters which resulted in pro rata reduction

of the percentage interests of the old principal underwriters including themselves.

He mentioned that their interest would be $7,500,000.

This is of course a prime credit. When I commented that 3% 96 debentures

seemed perhaps a little ambitious, especially when the Pacific Telephone 3% ºo

Mortgage Bonds which is a better security were currently quoted 99%–99%, he

replied that the company had no objection to having the bonds sold to the public

at a discount and that it was a question of market conditions at the time; that

the debenture issue was decided upon instead of a mortgage as it may be that

the company will be obliged to segregate its property by states, in which case

the release provisions could be more advantageously worked out with a deben

ture and they thought they had worked out release provisions which would

be satisfactory from the point of view of the intrinsic security.

I accepted, with thanks subject to the usual.

H. M. ADDINSELL.

April 14th, 1937.

EXHIBIT NO. 1702

[From the files of The First Boston Corporation )

(Handwritten) : Memo. June 26, 1939. Issue.

SouTHERN BELL TELEPHONE Co.—$22,250,000 40-YEAR 3% DEBENTURES

Perry Hall of Morgan Stanley advised me today that the Company expects

to file the above issue for registration with the S. E. C. on Thursday, the 29th.

The proceeds are to be used primarily to retire advances from the parent Com

pany. We are offered a $1,220,000 interest. The same people will participate

as did in the mortgage bonds and Our interest is proportionate to that in the

mortgage bonds.

The gross spread will be 1.1% points, of which 14, will be allowed to dealers,

underwriters will have 94 gross (subject to expenses), and Morgan Stanley will

have 4 management. Offering is expected July 20th.

I have accepted subject to the usual.

H. M. ADDINSELL.

June 26th, 1939.

* (Handwritten :) & Tel. Co.
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ExHIBITNo.1704

[PreparedbythestaffoftheInvestmentBankingSection,Monopolystudy,SecuritiesandExchangeCommission]

FinancingofAmericanTelephoneandTelegraphCompanyandAssociatedCompaniesbyMorganStanley&Co.IncorporatedfromSept.16,

1935toJune30,1989

[AmountsinThousandsofDollars)

Issues-------------------------------------------IllinoisBell|Southwest-|PacificT&AmericanT|AmericanT|PacificT&|Southern|NewYork|Mountain|Southwest
TCo.3%'sernBellT|TCo.334’s|&TCo.334’s&TCo.334’sTCo.334’sBellT&T|Tel.Co.StatesT&ernBellTof1970Co.3%'sofof1966of1961of1966of1966Co.3%'sof3%’sof1967|TCo.334’s|Co.3'sof

19641962of19681968

DateofOfferingProspectus---------------------10/16/3512/12/354/16/3610/15/3612/2/3612/17/365/5/376/24/376/9/387/14/38

-cc+&+&+&+$--&+&-1.&+&

<!-:2=<!=<!~-:--:-<=-:-<!-:-r::=

oº.Whº|##|##|##|##|##|##|=#|##|23||3|E|33|##|##|E|33|##|##|##|3:

UnderwritersofFirmAppearedin=#||##|=||##|E3|##|E3|##|E3|##|53|##|E3|##|53|##|E3|##|53|##

TenIssues##|36||34||36||33||38||##|36||34||36||33||38|33||38|##|##|33||38|33||3:

3||3||3||3||3||3||3||3||5||3||3|<||3||3||3||3||||<|f|&

MorganStanley&Co.,

Incorporated---------1|1|1|1|1|1|1|1|1|1|13,60031.0|13,40030.4|9,000,30.025,000.16.620,00014.3|7,50030.0.7,50017.68,00032.05,00018.05,20018.0

Kuhn,Loeb&Co------2|2|2|2|2|2|2|2|2|26,800.15.56,70015.24,50015.012,5008.310,0007.1,3,75015.03,7508.84,00016.02,5009.02,6009.0

Kidder,Peabody&Co.3|3|3|3|3|3|3|3|3|3|5,30012.15,10011.63,00010.010,000.6.7|8,0005.7|2,50010.0)3,0007.13,20012.82,0007.22,1007.4

LeeHigginsonCorp----|4|4|4|4|4|4|4|4|4|4|2,5005.72,3005.21,5005.06,000.4.04,8003.4|1,2505.0.1,5003.51,6006.41,0003.61,0503.6

TheFirstBostonCorp.5.5.55|5||55|55|54,50010.4|4,3009.82,3007.7|9,6.0.7,2005.11,7.6|2,5005.9|2,60010.41,750,6.3|1,800.6.2

BrownEHarriman&

Co.Inc----------6|6666666664,0009.23,8008.62,3007.7.9,000.6.0.7,2005.11,9007.62,5005.9|2,60010.41,7506.31,800.6.2

EdwardB.Smith&

0------------------7|7|7|7|7|7|7|7|-|--|4,000.9.23,8008.62,3007.7.9,000.6.0.7,5.11,9007.62,5005.9|2,60010.4|------------------------

Blyth&Co.,Inc.---------|--|8||888||11|--|88|------|------|------|------2,3007.7.5,0003.3|4,0002.9|1,9007.6|1,0002.37502.7|7002.4

MellonSecuritiesCorp.88-9|9|--|36|--|10|103.3|4,0002.912.37502.7|7002.4

Bonbright&Co.,Inc.-99||10|1092.73,2002.32.37502.7|7002.4LazardFreres&Co.,

2.7|3,2002.32.36002.1|6002.11.31,6001.2.1.2.4001.4|4001.4 --1.31,6001.21.2.4001.4|4001.4

GoldmanSachs&Co.--|--|--|--|14|141.31,600)1.21.24001.4|400|1.4

Harris,Hall&Co.,Inc.|--|--|10|15151.31,6001.21.44001.4|4001.4

HaydenStone&Co.--|--|--|--|1616-1.31,6001.21.2-----|-----4001.4|3501.2W.E.Hutton&Co.--|--|--|--|17|17__121121-1.31,6001.21.2'--------4001.4'3501.2



;

FinancingofAmericanTelephoneandTelegraphCompanyandAssociatedCompaniesbyMorganStanley&Co.IncorporatedfromSept.16,

1935toJune30,1939–Continued

[AmountsinThousandsofDollars)

Issues-------------------------------------------IllinoisBell|Southwest-Mountain|Southwest
TCo.3%'sernBellTStatesT&ernBellT

of1970Co.3%'sofTCo.3%'sCo.3'sof

1964of19681968

DateofOſſeringProspectus---------------------10/16/3512/12/356/9/387/14/38

+&|+|8||+|8||+|8||+|*|+|&|+|8||+|3|+|3|+|&

2_=|2||3||2||E<!=2||3||2||5||2||5||2|E|3||3||2||3

OrderinWhichName#3º:=3:=|=3||33||=#|||3:=3||3:=3$3|-|3|3:=#|||3|=333=#|3E

UnderwriterscſFirmAppearedinE3#3#3#353|##|E3§§53§353|#353#35:5:535:=3#3

TenIssues##|#"|##|#"|##|gº#3gº#3gº#3gº##|gº##|#9|33||38|33||8

3||3||3||3||3||3||3||3||||||||<|f|<|||||||3||3||3:

LehmanBrothers-------

F.S.Moseley&Co.---

J.&W.Seligman&Co.

White,Weld&Co.—...|.

Hornblower&Weeks.--

Jackson&Curtis------
DeanWitter&Co.----|||9

TheSecuritiesCo.of

Milwaukee,Inc.-------------

Bancamerica-Blair

orp

Chas.D.Barney&Co

Cassatt&Co.,Inc.------
E.W.Clark&Co.-

Coffin&Burr,Inc.

L.&

7



W.H.Newbold'sSon

&Co-----------------

Paine,Webber&Co--

R.W.Pressprich&Co.E.H.Hollins&Sons

Sºn

peyr0---

Stone&Web

L.F.Rothchild&Co--

sºde:Rockfeller&

Whiting,Weeks&

Knowles,Inc.--------

G.H.Walker&Co----

Green,Ellis&Ander

Schwabacher&Co--

SternBros.&Co.
Wells-DickeyCo--

Yarnall&Co.-------

Bacon,Whipple&C

Baker,Watts&Co...I.

750

; :;4:



; -

a

FinancingofAmericanTelephoneandTelegraphCompanyandAssociatedCompaniesbyMorganStanley&Co.IncorporatedfromSept.16,

1985toJune30,1989—Continued

[AmountsinThousandsofDollars]

Issues-------------------------------------------IllinoisBell|Southwest-||PacificT&|AmericanT|AmericanT|PacificT&|Southern|NewYork|Mountain|Southwest
TCo.3%'sernBellT|TCo.334’s|&TCo.334’s&TCo.334’sTCo.334’sBellT&T|Tel.Co.StatesT&ernBellTof1970Co.3%'sofof1966of1961of1966of1966Co.334’sof3%’sof1967|TCo.3)4'sCo.3'sof

19641962Of19681968

DateofOfferingProspectus.--------------------10/16/3512/12/354/16/3610/15/3612/2/3612/17/365/5/376/24/376/9/3S7/14/38

*É|*=|*-|#|*-|#|*-|#|*-:#|*|#|*-|#*#_|*-:5

orgeſinWhichName|23||33||E3||3:=3||33||E3||3:=3||3||E3|33|##|3||E3||3:=#|35|E333

UnderwritersofFirmAppearedin53335§5:=}#3=###|=3#5|E3#35:ääEä£3||5§£3=#£3

SScccc&Sºccocc5&ccQoc&Ccc2.cS-.3O3c&Sº

TenISSuesE-#E-||5E-||5E-5E-5E-5=~||5F5E5Et

-:2–-:2–<2–<P--:-<!2-<2-<2–<2–-:-

Blair,Bonner&Co.---0.2
Burr,Gannett&Co.--0.2

RobertGarrett&Sons|--|--0.2|.

J.J.B.Hilhard&Son...[...]-0.2
TheIllinoisCo.ofChi

Cago.-----------------|--0.2

MacRubin,Legg&Co.0.2
Merlill,Turben&Co--|-0.2

Moore,Leonard&

ynch--------------------------0.2

Newton,Abbo&Co---|---0.2

LawrenceStern&Co.

Inc.------------------0.2

Callaway,Fish&Co.0.2Elkins,Morris&Co.--|.0.2

EquitableSecurities

orP-----------------0.2

Mitchurn,Tully&Co.0.21------|------|------|------|------|------|------|------|-----------

Nichols,Terry&Dick

0.2 0.2 0.2 0.2 2.9

ros

Courts&Co.

Glore,Forgan&Co...I.I.



;

Johnson,Lane,Space

&Co.----------------|--|--|--|--|--|--33|--|--|--|------

W.L.Lyons&Co.----|--|--|--|--|--|--|35|--|--|--|------

TheRobinson-Hum

phreyCo------------|--|--|--|--|--|--|40|--|--|--|------

Smith,Barney&Co---|--|--|--|--|--|--|--|--|7|7|_
Reinholdt&Gardner--|--|--|--|--|--|--|--|--|--|38|.

J.M.Simon&Co-----|--|--|--|--|--|--|--|--|--|39||

Stix&Co--------------|--|--|--|--|--|--|--|--|--|40||

Boettcher&Co--------|--|--|--|--|--|--|--|--|12|-|--|--|--

Bosworth,Chanute,

Loughridge&Co----|--|--|--|--|--|--|--|--|13|--|------|------|--|--|--|------|------|------|-------

Totals-----------|--|--|--|--|--|--|--|--|--|--|43,700100.ºw100.ºw100.0|150,000

NotE.-Discrepanciesinthetotalpercentageareduetotheprocessof“roundingoff.”---

Source:CompiledfromtheregistrationstatementsrelatingtotherespectiveissuesonfilewiththeSecuritiesandExchangeCommission.
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ExHIBIT No. 1705

[I'rom the files of BIyth & Co., Inc.]

Memorandum to Mr. C. E. Mitchell SEPTEMBER 23, 1936.

Copy to C. R. Blyth

E. M. Stevens

Roy Shurtleff

J. L. Pagen

Harold Stanley called up while you were out, on the subject of American

Telephone & Telegraph. There will be $175,000,000, 25 year 344s filed either

today or tomorrow, to be offered about October 15th. $25,000,000 of this will

be retained by the Compuany for the pension fund.

It will be two point profit business with 33 going to Morgan Stanley. Under

writers will receive 73, subject to expenses and the selling group will receive 34.

Price to the public will probably be around 101, which Stanley said he has

discussed generally with you. If there is any change above that price it will

be taken up again with the underwriters.

There will probably be about 45 underwriters. The only people who will

appear are the following, with their amounts:

Morgan Stanley------------------------------------- $25,000, 000

Kuhn Loeb_ 12, 500,000

Kidder Peabody---- 10,000, 000

Brown Harriman----------------------------------- 9,000, 000

E. B. Smith----- 9,000,

First Boston---------------------------------------- 9,000, 000

Lee Higginson 6,000, 000

The most substantial amounts in the non-appearing group will be:—

Dillon Reed– - $5,000, 000

Blyth — --- 5,000, 000

Mellon Securities 5,000, 000

Lazard Freres 4,000, 000

Mr. Stanley went on to explain that there is absolutely no precedent in this

business as the next issue will be a small one and it may be that they will go

back to the original seven underwriters who appear publicly.

GL. R. G. LEIB.

EXHIBIT No. 1706

[From the files of Blyth & Co., Inc. Letter from C. E. Mitchell to Charles R. Blyth.]

MARCH 4, 1936.

DEAR CHARLEY: I have had several talks with Harold Stanley regarding

Pacific Telephone business and have used every argument that I can muster that

we should be up around the top in that offering. He started out with the propo

sition that it was going to be impossible to revise the old account. Later he con

ceded us a position of $1,000,000. in the underwriting and the last appearing

name. Then he told me that there was just as much pressure from the Coast

for the care of Dean Witter as there was for us and if he revamped the account

to take us in, he would have to find some place for Dean Witter, and now in a

letter written just as he was leaving for a holiday, he writes me as to the set-up
as follows:

“As to Pacific Telephone, we have tried to consider all the different aspects

of that issue. It is not coming for some time, but I think that the participants

will be invited on the following basis:

Morgan Stanley & Co.-------------------------------- $9,000,000

Kuhn, Loeb & Co.—— - --- 4, 500,000

Kidder Peabody & Co-------------------------------- 3,000,000

Lee Higginson & Co.—— --- 1, 500,000

First of Boston-------------------------------------- 2,300,000

E. B. Smith & Co------------------------------------ 2,300,000

Brown Harriman & Co--------------------- 2,300,000

Blyth & Co------------------------------------------ 2,300,000

Dean Witter & Co ---- -- – 2, 300,000

Harris Hall & Co------------------------------------ 500,000



CONCENTRATION OF ECONOMIC POWER 12251

“The names to appear in the advertisement in the order given.

“I know you will keep the above confidential, as we haven't spoken to any

of the other houses, and the above program may be changed.

“After giving not only your wishes but the entire matter a lot of thought I

am convinced that the above arrangement is fair all around and in the best

interest of the business.

“I note what you say about your having offered us the participation in Pacific

Gas & Electric, which of course we appreciated and which we were very glad

to accept, but really there can be no connection between that and the Pacific

Telephone business in your mind or ours.”

I have about used up my oratory. Have you got any suggestions?

Sincerely, -

Mr. CHARLEs R. BLYTH,

San Francisco Office.

ExHIBIT NO. 1707

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Financing of American Telephone and Telegraph Company and associated com

panies headed by Morgan Stanley & Co. Incorporated

Morgan
Amount of Morgan

Date of Total Morgan §º Stanley jºy

6. Am... of Stanley | Bankers' | . . & Co.'s “...i er- & Co.'s Gross - GroSS -

ng Title of Issue ISSue Under | Commis. | Maºag | Prºfit Profit

* &#. | xii; sºns coin. Hºls,...,p Participa- ... syndicatesyºnº

tion Expenses 1

penses

10/16/35 Illinois Bell Telephone Co.

3%% due 1970.----------- $43,700,000 $13,600,000 $874,000 $109,250, $211,345 $211,345

12/12/35| Southwestern Bell Tele

phone Co. 3%% due 1964- 44,000,000 13,400,000 880,000 110,000 210, 500 210, 500

4|16/36 Pacific Telephone and Tele

graph Co. 3)4% due 1966. 30,000,000. 9,000,000 600,000 75,000 142, 500 142, 500

10/15/36 American Telephone and

Telegraph Co. 3%% due

1961---------------------- 150,000,000 25,000,000 3,000,000 562,500 781,250. 758,200

12/2/36 American Telephone, and

Telegraph Co. 3%% due

1966---------------------- 140,000,000 20,000,000 2,800,000 525,000 700,000 682,848

12/17/36 Pacific Telephone and Tele

graph Co. 394% due 1966- 25,000,000 7,500,000 500,000 93,750 159,375 142, 514

5/5/37. Southern Bell Telephone

and Telegraph Co. 3%%

due 1962.------------------ 42, 500,000 7,500,000 850,000 159,375 225,000. 209,640

6/24/37 New York Telephone Co.

3%% due 1967------------ 25,000,000 8,000,000 500,000 93,750 163,750 142, 457

6/9/38 Mountain States Tele

phone and Telegraph Co.

3%% due 1968------------ 27,750,000 5,000,000 555,000 104,062 147,812 136,007

7/14/38. Southwestern Bell Tele

phone Co. 3% due 1968---| 28,900,000 5, 200,000 578,000 108,375] 153,875. 141,707

7/20/39. Southern Bell Telephone

and Telegraph Co. 3%

due 1979------------------ 22, 250,000 3,960,000 333,750 55,625 85,325 75, 898

Totals---------------- $579, 100,osus. 160,cost, 470, ins, 996,sis, 980,* 853,616

1 Before expenses, taxes, overhead and return on capital.

Source: From data supplied by Morgan Stanley & Co. Incorporated.
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EXHIBIT No. 1708

[From the files of the American Telephone and Telegraph Company]

(Handwritten) : P. F. File, 6/8/08. AAM.

44, STATE STREET,

BOSTON.

February 15, 1905.

FREDERICK P. FISH, Esq.,

President, American Telephone & Telegraph Co.,

125, Milk Street, Boston, Mass.

DEAR SIR: As we think we have made it apparent to your Company ever

Since our firm and Messrs. Speyer & Co. provided for the last capital require.

ments, We are anxious to be afforded an opportunity to show on what terms

we can provide the fresh capital desired by the Company for the coming year.

We do not ask or suggest that we should be given the silghtest preference over

any other banking firms. The Company is in sound financial condition, and we

submit that there is no reason, based on the condition of the Company in the

present market situation, why the company should not provide for its wants

on the best terms available, and we think it a fair statement to say that the

Company cannot determine what these are if it permits a single firm only tº

lay before it a plan to provide for its financial requirements.

The New England market has been of inestimable benefit to the Company

in steadily absorbing the larger portion of its securities. In the main, the

New England investor is not a speculator or purchaser of securities on a scale

which leads to substantial liquidation in times of stock market stress, and

if the confidence of the New England investor is retained by a continuation

of conservative methods of finance and management it should not be over.

looked that in absorbing and holding power he will continue for many years

to be the most valuable client which the Company possesses.

At the same time we think all well wishers of the Company realize that if it

can also interest a substantial number of investors in its securities in New

York in England in Holland and Germany, its position will be greatly strength:

ened, and we and our friends, Messrs. Speyer & Co., have given this matter much

consideration. Holland, for example, seems to us to be a place where a very

valuable and tenacious clientele can be built up for the Company, but we are

inclined to think that in view of the lack of knowledge in Holland of the Com:

pany and its resources, it is not very probable that the Dutch will be disposed

to purchase the present outstanding securities of the Company on a substan.

tial scale. The bonds, at present prices, now yield only slightly above 4%,

and the danger is that the Dutch investor may be more attracted by the bonds

of other large corporations better known to him, and yielding the same rate 0

interest, such, for example, as last week's sale of $75,000.000 Southern Pacific

4s (sold at 97) a large number of which we have reason to know were sold in

Holland.

It is also true that foreign investors might not he strongly attracted by the

stock at the present time; for there are securities of other companies better

known to them, which are likely to have the preference in their minds.

It seems to us, however, that a convertible bond, as we have taken occasiºn

to say several times during the last year could be made to attract foreign in:

vestors, and so gradually interest them in the Company. Such a bond co

be made convertible say on the basis of par for the bonds and 150 for the stock

We are aware that under the New York Statutes bonds issued under the present

mortgage could only be made convertible for the next six years, but if it seem

desirable to extend this period, we have consulted counsel and believe we coul

suggest a method by which the two to twelve year period provided for by the

statute could be secured.

We have also given a great deal of time and thought to the question of how

a preference stock would be received in the several foreign markets. We are

certain that a five per cent. preference stock would meet with favor, and could

he sold readily in all markets at par. This stock could be made callable at

110 if the Company desired, so that as time goes on, and the Company gets to a

four per cent. basis for its preferred stock this five per cent stock could he

called in and quite a saving made for the common stock.

We also think a 4%% preference stock made exchangeable into common stock

on the basis of 150 for the common stock could be sold at a price which would
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be very satisfactory indeed to the Company. Under the conditions obtaining in

foreign markets at the present moment this latter plan, in Our judgment, is

probably the wisest course for the Company to pursue. The stock could be

listed on the principal European markets, and we think it would prove decidedly

attractive. Its convertible feature will cause every one to keep their eye on

the common stock, and brokers and their clients will begin to acquaint them

selves with the strength and standing of the Telephone Company. If the stock

ever should be converted into common on the basis of 150, this new capital

would only have cost five per cent., and will not be represented by an interest

bearing obligation, but will share fully whatever risks there may be in the

telephone business, and in addition it will have purchased for the Company a

standing in all the foreign markets, and, moreover, by such an exchange the

way will very likely be cleared for the issue of more preferred stock for future

capital requirements, and perhaps on a basis still better for the Company.

Meanwhile the money thus obtained from the sale of the 4%% preference stock,

upon which the Company should earn probably seven or eight per cent., will

cause an increasing surplus for the common Stock, and Ought to enhance its

value. It is also true that this increase of capital, without any increase in the

interest bearing obligations of the Company, will be a great assurance for the

future of the Company, for its indebtedness will be far below that of any other

correspondingly large corporation in the Country. If there should happen to

be a shake up in the market in connection with the next presidential election

when there will be the uncertainty of a new Republican candidate and the

democratic party very likely led by its radical elements, the position of the

Company will be absolutely impregnable.

In this connection, we may add that we should be glad to provide not only

for the requirements for the year 1905, but to go further if desired, and take

care of the $20,000,000 five per cent. Notes coming due May 1907.

May we say for Ourselve, that as a New England firm, we have always taken

a great pride in the Company. We have dealt extensively in its securities for

many years; we have, with our friends, Messrs. Speyer & Co., provided for its

last financial requirements, and inasmuch as there has been no day since the

issue of the last securities when we have not made it clear that we were ready

and anxious to be considered by the Company when taking up its future capital

requirements, we should feel it keenly if we should be kept in our present

position of being told that an offer of capital from us could not be considered,

and the opportunity should be reserved exclusively for another.

We think we can rightly say that the record of this last year and preceding

years shows that Messrs. Speyer & Co. and ourselves are as well fitted as any

firm to serve the Company by purchasing and thoroughly distributing a large

block of new securities.

Very truly yours,

(Signed) LEE HIGGINSON Co.

[Source: President's file 17614.]

ExHIBIT NO. 1709–1

[Letter from The First National Bank of the City of New York to Investment Banking

Section, Monopoly Study, Securities and Exchange Commission]

HENRY S. STURGIs, Vice President

THE FIRST NATIONAL BANK

OF THE CITY OF NEW YORK

NEW YORK, December 6, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIs: As requested in your letter of December 2, we enclose

herewith a table showing the percentage participations by issues on original

terms of the First National Bank or the First Security Company in all American

Telephone & Telegraph Company or associated company financing, commencing

with the year 1906.

Yours very truly,

HENRY S. STURGIs, Vice President.

Encl.
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ExHIBIT No. 1709–2

[Letter from The First National Bank of the City of New York to Investment Banking

Section, Monopoly Study, Securities and Exchange Commission]

HENRY S. STURGIs, Vice President

THE FIRST NATIONAL BANK

OF THE CITY OF NEW YORK

NEw York, December 7, 1939.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIS: In the table sent you yesterday showing percentage par

ticipations by issues on original terms of the First National Bank or the First

Security Company in American Telephone & Telegraph Company or associated

company financing, we did not include an issue of Western Electric Company

debentures.

If you wish to add this issue to the table, the comparable information is as

follows:

1924 Mar. 26 $35,000,000 Western Electric Co. Inc. Deb 5s, 1944, 10%.

Yours very truly,

HENRY S. STURGIS, Vice President.

ExHIBIT No. 1709–3

[Table accompanying “Exhibit No. 1709–1” as corrected by “Exhibit No. 1709–2")

DECEMBER 6, 1939.

Percentage

Participation

1906 Feb 15 $100,000,000 Amer Tel & Tel, Conv 4s 1936------------ 6%%

1908 Nov 28 50,000,000 Amer Tel & Tel, Conv 4s 1936------------ 5

1909 Mar 23 10,000,000 Pacific Tel & Tel, 1st Coll 5s 1939--------- 16%

Oct 5 25,000,000 New York Tel, 1st Gen 4%s 1939---------- 2

1910 Mar 14 10,000,000 New York Tel, 1st Gen 4%s 1939---------- 5

Mar 23 10,000,000 Pacific Tel & Tel, 1st & Coll 5s----------- 6

1913 Jan 8 67,000,000 Amer Tel & Tel, Conv 4%s 1933 (Underwrit

ing of subscription by stockholders)------ 10

1914 Feb 13 5,000,000 Southern Bell Tel & Tel, 1st 5s 1941------- 9

Apr 1 30,000,000 Amer Tel & Tel Subsid Cos, 5s 1916------- 11%

1916 Jan 6 50,000,000 Amer Tel & Tel Subsid Cos, 4%s 1918------ 11%

Nov 24 80,000,000 Amer Tel & Tel, 5s 1946----------------- 10. 125

1918 Jan 3 40,000,000 Amer Tel & Tel Subsid Cos, 6s 1919_______ 10. 125

Jun 19 50,000,000 Amer Tel & Tel, Conv 6s 1925------------ 4.32

1919 Jan 6 40,000,000 Amer Tel & Tel, 6s 1924------------------ 10%

Jan 6 25,000,000 New York Tel, 6s 1949------------------- 10%

Sept 25 50,000,000 Amer Tel & Tel, 6s 1922----------------- 10. 125

1920 Apr 10 25,000,000 Southwestern Bell Tel of Mo, Conv. 7s 1925- 2

Sept 29 25,000,000 Bell Tel of Pa, 1st Ref 7s 1945------------

1921 Jan 8 30,000,000 Northwestern Bel Tel, 1st 7s 1941_________

Feb 1 11,642,000 Southwestern Bell Tel, Conv 7s 1926 . 15

10

1%
Nov 12 50,000,000 New York Tel, Ref 6s 1941. -------______ 10

1922 May 2 25,000,000 Pacific Tel & Tel, 1st Ref 5s 1952--------- 10

May 24 35,000,000 New England Tel & Tel, 1st 5s 1952 --___ 10

1923 Jan 10 35,000,000 Bell Tel of Pa, 1st Ref 5s 1948 ------_____ 10

Jun 14 50,000,000 Illinois Bell Tel, 1st & Ref 5s 1956________ 10

Nov 2 100,000,000 Amer Tel & Tel, 5%s 1943 --------______ 10

1924 Jan 25 50,000,000 Southwestern Bell Tel, 1st Ref 5s 1954 - - - 10

Mar 26 35,000,000 Western Electric Co, inc, Deb 5s 1944-- - - - 10

101925 Jan 7 125,000,000 Amer Tel & Tel, 5s 1960-----------------

Sept 17 50,000,000 Bell Tel of Pa, 1st Ref 5s 1960------------ 10

1926 May 12 40,000,000 New England Tel & Tel, 1st 4%s 1961----- 10

1929 Oct 17 32,000,000 Southern Bell Tel, 1st 5s 1941------------ 10

1930 Jan 11 150,000,000 Amer Tel & Tel, 5s 1965----------------- 10
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EXHIBIT No. 1710–1

[Letter from Kuhn, Loeb & Co. to Investment Banking Section, Monopoly Study, Securi

ties and Exchange Commission]

ICUHN, LOEB & Co.,

William and Pine Strects, New York, December 6, 1939.

PETER. R. NEHEMKIs, Jr., Esq.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Erchange Commission, Washington, D. C.

DEAR SIR: Replying to your letter of December 2nd, 1939, we enclose a

Schedule, which has been compiled from our records, showing the percentage

participation, on original terms, of our firm in issues of securities by the Ameri

can Telephone and Telegraph Company or associated companies, from the year

1906 to date. We have indicated by note the issues in which we ceded parts

of our participations to others on Original terms, showing the percentages ceded

in each case.

In the accompanying schedule we have omitted reference to the purchase by

us from American Telephone & Telegraph Company in 1914 of 296,572 Shares

of Western Union Telegraph Company stock, which were subsequently offered

for subscription to stockholders of Western Union Telegraph Company, inas

much as this transaction was not an issue of securities by American Telephone &

Telegraph Company.

Very truly yours,

KUHN, LOEB & Co.

ao—hz.

enclosure.
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EXHIBITNo.1710–2

[Tabloaccompanying“ExhibitNo.1710–1”]

######

articlpatlon
DateTitleofISSueAnºtofonoriginalterms(Per

centage)

1906

Feb.13AmericanTelephone&TelegraphCo.4%Conv.GoldBonds3/1/36--------$150,000,00022%%Underwritersoriginallycontractedtopurchase$100,000,000

ofBondsandhadoptiontopurchaseadditional$50,000,

000.Bondswereofferedſromtimetotimebetween|April16,1906andJan.8,1908.Optiontopurchaseaddi

1907|tional$50,000,000wasexercisedNovember27,1908.

Jan.8AumericanTelephone&TelegraphCo.3-Yr,5%Notesdue1/1/10-----------$25,000,00022%%

1909

Sept.29NewYorkTelephoneCo.I&Gen'].Mtgo.4%%S.F.30-Yr,GoldBonds$25,000,0005%Originalpurchasers,KidderPeabody&Co.andBaringduo11/1'39.Bros.&Co.Ltd.,London-K.L.&Co.werecededparticipationonoriginalterms.Ofits5%participation

K.L.&Co.ceded16%toFrankA.Vanderlipand28%

1910toGeorgeJ.Gouldonoriginalterms.

Mar.12NewYorkTelephoneCo.I&Gen'i.Mtge.4%%S.F.30-Yr.GoldBonds{§}|}5%Originalpurchasersasabove.K.L.&Co.wereceded5%

due11/1:39,‘piv,vvv,onoriginalterms.

1913,S-tnlf2,000,000o/-r-

May27NewYork!!TelephoneCo.I&Gen’l.Mtge.4%%S.F.30-Yr.GoldBonds$10,000,0005%OriginalFºKidderPeabody&Co.,BaringBros.
due11/1/39.‘piv,vvv,&Co.Ltd.,LondonandHope&Co.,Amsterdam-K.L.

&Co.wereceded5%onoriginalterms.

Sept.24NewYorkTelephoneCo.I&Gen’l.Mtge.4%%S.F.30-Yr.GoldBonds$5,000,00010%KidderPeabody&Co.soleoriginalpurchaser-K.L.&Co.

due11/1/39.wereceded10%onoriginalterms.

Oct.14NewEnglandTelephone&TelegraphCo.5%GoldBondsdue11/1/32------$10,000,00010%Do.

1913

Jan.8AmericanTelephone&TelegraphCo.20-Yr.Conv.4%%Bonds,3/1/33----$66,997,54015%Underwritingofofferingtostockholders.

1914

Feb.11SouthernBellTel.&Tel.Co.IMtge.S.F.5%GoldBondsdue1/1/41,-----$5,000,00013%%

Mar.31*ºne&TelegraphCo.2-Yr.5%NotesofAssociatedCom-$30,000,000l

panies,-15

1916#"investºnºx.5%Bonds--------------------------------$20,000,000||%

Jan6AmericanTelephone&TelegraphQº.2-Yr.4Notes21414%

{...,**ś.4%Noºsanſis.…...§}%iš%



§

BellTelephoneCo.ofPennsylvania25-Yr.I&Ref.7%%S.F.BondsSeries

A,ić.

NorthwesternBellTelephoneCo.IMtge.20-Yr.7%Bds.A2/1/41----------

PacificTel.&Tel.Ref.Mtge.30-Yr.5%Bds.A5/1/52--

NewEnglandTel.&Tel.IMtge.30-Yr.5%Bds.A6/1/5

BellTelephoneCo.ofPennsylvania25-Yr.IRef.Mtge.5%BondsB1/1/48--

IllinoisBellTelephoneCo.IRef.Mtge.5%BondsAdue6/1/56

AmericanTelephone&Telegraph20-Yr.S.F.5%%GoldBonds11/1/
SouthwesternBellTelephoneCo.IRef.Mtge.30-Yr.5%BdsA2/1/54------

$25,000,00035,000,000 $50,000,000

1034% 1034% 1034%

10%%

4. 1034%1034%1034%

10%%

ditto1-Yr.6%GoldNotes(AssociatedCompanies)2/1/19.------

ditto7-Yr.6%Conv.Bols.8/1/25

ditto5-Yr.6%Notes2/1/24------------------------------------------

NewYorkTelephoneCo.30-Yr.6%Debentures2/1/49.---------------------

AmericanTelephone&Telegraphéð.3-Yr.6%Notes10/1/22---------------

AmericanTel.&Tel.35-Yr.S.F.5%GoldDebs.1/1/60

BellTelephoneCo.ofPennsylvaniaIRef.Mtge.5%Bds.

NewEnglandTel.&Tel.IMtge.4%%Bols.B5/1/61.-----------------------

SouthernBellTel.&Tel.IMtge.5%Bds.1/1/41---------------------------

AmericanTel.&Tel.Co.35-Yr.5%GoldBonds,2/1/65 IllinoisBellTelephone3%%IRef.Mtge.Bds.B,10/1/70-------

SouthwesternBellTelephone3%%I&Reſ.Mtge.Bós.B,12/

PacificTel.&Tel.334%IRef.Mtge.Bós.B,4/1/60

AmericanTel.&Tel.334%Debentures,10/1/61

ditto3%%Debentures,12/1/66----

PacificTel.&Tel.3%%Ref.Mtge.Bds.

$40,000,000$50,000,000 $25,000,00040,000,000$50,000,000 $25,000,000 $30,000,000 $125,000,000 50,000,000 $40,000,000 $32,000,000 $150,000,000 $43,700,000$44,000,000 $30,000,000$150,000,000$140,000,000$25,000,000

13%%13%% 13%% 13%% 10%%

1034%

10%% 10%% 10%%

15.56%15,22%

Underwritingofofferingtostockholders.

$45,000,000issuedbutonly$43,700,000publiclyoffered.$45,000,000issuedbutonly$44,000,000publiclyoffered.

$175,000,000issuedbutonly$150,000,000publiclyoffered.$160,000,000issuedbutonly$140,000,000publiclyoffered.



; -

-

§L.&§

articipation
DateTitleofISSueAnºtofonoriginalterms(Per

centage)

1937-

May5SouthernBellTel.&Tel.Co.25-Yr.39.4%Debs.4/1/62$42,500,0008.83%|$45,000,000issuedbutonly$42,500,000publiclyoffered.June9MountainStatesTel.&Tel.3)4%Debs.6/1/68$27,750,0009%$30,000,000issuedbutonly$27,750,000publiclyoffered.

June17NewYorkTelephoneCo.Ref.Mtge.39.4%Bds.B,7/1/67------------------$25,000,00015%

1938

July14SouthwesternBellTel.&Tel.IMtge.Reſ.3%Bds.C,7/1/68----------------$28,900,0009%$30,000,000issuedbutonly$28,900,000publiclyoffered.

1989

July20SouthernBellTel.&Tel.40-Yr.3%Debs.7/1/79---------------------------$22,500,0009%$25,000,000issuedbutonly$22,500,000publiclyoffered.

|
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EXELIBIT NO. 1711

[From the files of the Guaranty Trust Company of New York]

GUARANTY TRUST COMPANY OF NEW YORK,

140 Broadway, New York, June 6, 193}.

To the Stockholders of the

- Guaranty Trust Company of New York:

In my letter of January 17th last, addressed to the stockholders of the

Guaranty Trust Company, I discussed at some length the problem confronting

your management with respect to the disposition of the Guaranty Company

of New York.

Since the date of that letter, no change has been made in the Banking Act

of 1933 with respect to security affiliates of member banks.

June 16th is the date on which member banks having security affiliates must

comply with the provisions of the Banking Act with respect to them.

Three alternative courses were presented and we have given these extended

consideration : (a) Distribution of the stock of the Guaranty Company to the

stockholders of the Trust Company under some plan whereby the stockholders

of the Guaranty Trust Company would of necessity be divested of voting power,

Which power would rest in the hands of persons who were not stockholders

of the Trust Company; (b) Some arrangement with outside interests whereby

a Substantial interest in the stock of the Guaranty Company would continue

to be held by the Guaranty Trust Company, but with voting control in a

Small group of outsiders; (c) Dissolution.

The first alternative, involving a wide distribution of non-voting stock,

appeared undesirable, as it would subject stockholders to all the extraordinary

hazards created by the Securities Act without giving these stockholders the

right to have any control over the policies of the company. Moreover, a con

trolling factor was the unwillingness of the leading officers of the Guaranty

Company to accept the responsibilities as executive officers if such a plan

Were Carried Out.

With respect to the second alternative, since it is the intent of the Banking

Act of 1933 to divest commercial banks of a continuing interest in the secur

ities business, this course seemed objectionable. Furthermore, even though

the Guaranty Trust Company under the Act might hold a minority interest

in the Guaranty Company of New York, it could not escape responsibility,

both moral and legal, far in excess of its proportion, in a business which

it could not in fact control. It was believed that under the circumstances

We Could not allow the control of the Guaranty Company to pass to others.

The third alternative presented, accordingly, appeared to be the only course

left to be taken; and, therefore, the purpose of this letter is to advise you

that the Guaranty Company will be dissolved under the provisions of the

General Corporation Law of the State of Delaware, and will cease to do a

Securities business on and after June 16, 1934. Its assets upon the comple

tion of liquidation and the payment of its liabilities will be distributed to

the Guaranty Trust Company of New York, the sole stockholder.

Your management had been deeply concerned with the problem facing as

large an organization as the Guaranty Company of New York upon its dis

Sºlution. Most of the executive officers have been in the employ of the

Company since its organization in 1920 and a number of them were in the

employ of the Trust Company prior to that date. Arrangements have been

Jade by Mr. Joseph R. Swan, President of the Guaranty Company of New

York, and some of the principal executives (all of whom are retiring from

the Guaranty Company of New York on or before June 16, 1934) to become

"mbers of the firm of Edward B. Smith & Co., a banking house that has

for many years conducted a general securities business. It is expected that

* majority of the staff of the Guaranty Company will become associated with

* New firm. Certain others of the Guaranty Company organization will

'ºmain and liquidate its affairs. Others will be taken into the organization

| the Trust Company, and the remainder we shall endeavor to assist in

"ding employment elsewhere,

Sincerely yours,

WILLIAM C. POTTER,

Chairman of the Board.

:



12260 CONCENTRATION OF ECONOMIC POWER

----------

EXHIBIT NO. 1712

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and

Exchange Commission]

Maturities of certain railroad bonds

Date | Amount Name of Company Doscription of Bonds

3/135 | $8,000,000 | New York, Pennsylvania & Ohio Railroad----|4%% prior lien gold bonds, dated
(The New York, Pennsylvania & Ohio May 5, 1880.

Railroad bonds were obligations of the Ny

pano Railroad Co., 100% owned by the

Erie Railway Company)

6/1/35 $2,000,000 || Toledo & Ohio Central Railway Company----| 5% general gold bonds, dated June
1, -

7/1/35 | $3,000,000 || Toledo & Ohio, Central Railway Company 5% first gold bonds, dated July 1,
Fastern Division. 1885.

(The common and preferred stocks of the

Toledo & Ohio Central Railway Co. were

and are 100% owned by the New York

Central Railroad Company)

7/1/35 | $3,062,000 || Wilmington & Weldon Railroad--------------- % general gold bonds, dated June

7|1/35 $938,000 || Wilmington & Weldon Railroad--------------- 4% general gold bonds, dated June

(The Wilmington & Weldon Railroad 1, 1885.

bonds were obligations of the Atlantic

Coast Line Railroad Company, which in

addition had approximately $6,500,000 of

bank loans outstanding at about this time.)

10/1/35 | $2,500,000 || Toledo & Ohio Central Railway Company 5% first gold bonds, dated October

Western Division. 1, 1892.

10|7|35 | $6,169,000 || Chicago & Western Indiana Railroad Company. 6% Collateral trust gold notes,
dated October 7, 1920.

Source: Moody's Steam Railroads, 1933.

ExHIBIT NO. 1713

[From the files of Smith, Barney & Co. Diary entries by J. W. C. (J. W. Cutler), H. D. M.

(H. D. Moore), and K. W. (Karl Weisheit) ||

NEW YORK CENTRAL RER. CO.

George Whitney spoke to JRS, and a second time to me, as to coming financing

of the Road, about three weeks ago. Anderson spoke to me again last week and

asked what details, if any, GW had given us. He said he himself was not

familiar with the last discussion between GW and H. S. Wanderbilt, and therefore

thought it best to wait until Whitney's return about February 18th. He indi.

cated they had not yet, but would probably, also speak to Brown Harriman.

JWC–2/13/35.

During lunch today at First National Bank with Sam Welldon discussion

turned to railroad matters and New York C. was brought up. Continuing the

conversation with Welldon after lunch I referred to the financing program re

cently made public in part, and indicated the hope we might handle the business.

He said he knew Mr. Reynolds had us very much in mind and that he, himself,

is going to speak to Reynolds about it. Reynolds and Baker are both directors

of the railroad. JWC–3/7/35.

Add.—Welldon subsequently called me on the telephone and said that he had

had a talk with Reynolds which was of an entirely satisfactory nature from our

point of view, and that Reynolds indicated it was not necessary for us to say

or do anything further. JWC-3/7/35. -

Talked to Mr. Reynolds at the First National Bank. He said the railroad

people had been in Washington the last few days talking with Jesse Jones, and

that until they knew what could be done there they could not take any action

He seemed gravely concerned about all our railroad situations. JWC–4/12/35.

ſºº,§º Central will receive about $5,000,000 cash as a result
of the issuance of $12,000,000 Monongahela First Mortgage 4% Bon :...- … A **

due 1960. HDM-4/22/35. gage 4% Bonds, Series “A”.

I learned today that J. P. M. are actively cooperating with the New York

Central in the preparation of the new Toledo and Ohio Central mortgage which

yººl to finance $7,500,000 of T. & O. C. maturities during 1935. HDM
º, ).
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Having in mind my conversation with HSV a week ago, I stopped to see Welldon

at the First Natl Bank. He said HSV was still in Washington, working with

Jones of RFC, who was endeavoring to make banks transform their demand

loans into time loans, which neither the banks nor the railroad wanted done.

Nothing definite yet and he suggested there was not hing to do but await results.

JWC–5/6/35.

Re Toledo & Ohio Central, spoke to G. Whitney. He said nothing would be

done for two or three weeks, and that everyone in town had been in to see him

about it. Will probably mean that the railroad or JPM&Co. will make up an

account and hand it to someone to put thru. (Re Canada Southern, Prudential

and Metropolitan went direct to the railroad). JWC–5/3/35.

Working on $12,500,000 Toledo & Ohio Central offering which it is hoped to

release last Of next week. First Boston will be leader of business. HDM

6/22/35.

A. N. Jones, of Morgan Stanley, said they were not giving any consideration

to refunding the Convertible 6s and considered refunding of the bank loans the

important problem at the moment. KW–1/21/36.

ExHIBIT NO. 1714–1

[From the files of the New York Central Railroad Company]

23 WALL STREET, NEW YORK, June 18, 1935.

DEAR WILLARD : I am enclosing herewith a list concerning which I spoke to

you today.

Sincerely yours,

JOHN M. YOUNG.

WILLARD PLACE, Esq.,

New York Oentral IRailroard Company,

230 Park Avenue, New York City.

EIlClOSure

1. Original Group : O. G. S. G.

Brown Harriman & Co. Inc.------------------ 3,000, 000 1, 500,000

E. B. Smith & Co---------------------------- 3, (100,000 1, 500,000

First Boston Corporation---------------------- 3,000, 000 1, 500,000

Lee, Higginson & Co------------------------- 1, 750, 000 1,000, 000

Kidder, Peabody & Co----------------------- 1, 750, 000 1,000, 000

12, 500,000 6, 500,000

: 2. Secondary Group :

Blyth & Co --------------------------------------------- 500,000

Clark Dodge & Co---------------------------------------- 400,000

R. L. Day & Co------------------------------------------ 350, 000

Dick & Merle-Smith_________ ____ -- ------ --- - - -- ----- 250, 000

Dominick & Dominick -------------------------- - - - - - - 200, 000

Estabrook & Co----------------------------------------- 200,000

Field Glore & Co---------------------------------------- 200,000

Foster & Co---------------------------------------------- 400, 000

Hayden Stone & Co------------------------------ - ------ - 300,000

Hornblower & Weeks------------------------------------- 250,000

W. E. Hutton & Co--------------------------------------- 200,000

Kean Taylor & Co---------------------------------------- 250,000

Lazard Freres & Co. Inc.--------- -----------. -------- ----- 500, 000

F. S. Moseley & Co--------------------------------------- 200,000

G. M. P. Murphy----------------------------------------- 100, 000

Paine Webber & Co.------------------------------- -- - --- 150, 000

Pressprich & Co----------------------------------------- 500, 000

Salomon Bros. & Hutzler_____.-----------------...--------- 250, 000

J. & W. Seligman & Co--------------------------- - ----- 250, 000

White Weld & Co----------------------------------------- 300,000

Whiting Weeks & Knowles--------. ----------------------...- 250, 000

12, 500,000

June 18, 1935
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EXHIBIT No. 1714–2

[From the files of the New York Central Railroad Company]

(Handwritten) :

Stone Webster_ - -------------------------------------- 100,000

Clark Dodge
Field Glore } less 50,000 each.

“ExHIBIT No. 1715” appears in full in the text, p. 12013.

“ExHIBIT No. 1716” appears in full in the text, p. 12014.

EXHIBIT NO. 1717

[From the files of The First Boston Corporation]

THE TOLEDO & OHIO CENTRAL RAILROAD–$12,000,000 REFUNDING AND IMPROVE

MENT MORTGAGE 3% 90 BONDs, SERIES A, DUE JUNE 1, 1960, GUARANTEED Botti

As TO PRINCIPAL AND INTEREST BY ENDORSEMENT BY THE NEW YORK CENTRAL

RAILROAD

Mr. Whitney of J. P. Morgan & Co. invited Mr. Ripley of Brown Harriman &

Co., Mr. Swan of Edward B. Smith & Co. and myself to come over to their

office today to discuss the above proposed issue. The road wishes to sell these

bonds to the public at par and proposes to allow the bankers two points. The

principals' interests will be as follows:

First Boston___ - $3,000, 000

Brown Harriman 3,000, 000

E. B. Smith --- ––– 3,000, 000

Kidder Peabody ------------------- 1, 750, 000

Lee, Higginson- - ---------------- 1, 750, 000

Morgan have a list of, I think, about fifteen or sixteen names of people whom

they Want to have an amount of bonds, which they have not yet discussed with

us, at a set-up of 14 of 1%. At the outset Mr. Whitney said they did not want

to decide what the order of precedence should be as between Brown, Smith and

ourselves, so we matched for it and that resulted in our being in first place,

Brown Second and Smith third. In the absence of Mr. Whitney I have ad.

vised Mr. Young of J. P. Morgan & Co. to that effect, and also of the meeting
referred to below.

Mr. Whitney asked us to speak to Kidder and Lee Higginson about it, which

I have done, and there will be a meeting of the five principals at this office

Tuesday at two o'clock. The mortgage, circular, etc. are already pretty well

lined up under the direction of Davis, Polk, Wardwell, Gardiner & Reed, and

understand Mr. Howland Auchincloss and Mr. MacVeigh of that firm are han

dling the matter and will act as counsel for the bankers.

Mr. Young is arranging to get additional sets of the literature to include cir

culars, supplementary information and mortgage sent to Kidder Peabody and

Lee Higginson in the morning. We will have extra copies at the same time.

Mr. Nevil Ford will handle the matter for us in cooperation with the writer and

Mr. Smyth is making a careful study of the mortgage figures, etc. Doubtless

at some point in the proceedings a brief inspection trip will be desirable. Mr.

Place will handle the matter for the New York Central. The road is appar

ently desirous of proceeding in the operation as soon as possible, and after the

meeting of the principals tomorrow, Drobably the next move will be to get in

touch with the lawyers and with Mr. Place.

H. M. ADDINJUNE 171B, 1935. SELL.
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ExHIBIT NO. 1718

[From the files of The First Boston Corporation]

[Telegram]

By direct wire from The First Boston Corporation.

BosTON, MASS., June 21, 1935.

JOHN R. MACOMBER,

Chairman, The First Boston Corporation:

I understand that Toledo & Ohio business has been turned over to you Smith

and Brown Harriman much as Albany issue was given to us to handle that the

bankers decided among themselves who was to head the business and that some

suggestions were made as to who might be included stop As this is New York

Central business and at least distantly related to Albany I dont see how the First

Boston Smith and Brown Harriman can fail to include Whiting Weeks & Knowles

on terms equal to anyone appearing after the three principals and we feel we are

entitled to an interest of five percent as you know Brown and Smith each had

seven percent in Albany.

(Handwritten) : WHITING WEEKs & KNowLEs,

MAX O. WHITING.

EXHIBIT NO. 1719

[From the files of The First Boston Corporation]

TELEGRAM FROM JOHN R. MACOMBER TO M. O. WHITING

(Handwritten) : Toledo & Ohio

Transmit to Boston.

Date June 21st, 1935.

Please deliver following to M. O. Whiting, Whiting Weeks & Knowles.

Telegram received. Understand Nevil Ford went over this situation with you

yesterday and explained it fully stop As a matter of fact business referred

to came to First group which included two other houses than those you named

all set up and with secondary group named by the road with amounts stop

We had nothing to do with guiding this and have got to handle as instructed

by them stop You are of course included in this but cannot see how we can

do anything but accept the schedule as presented and over which we have no

control stop Will be in Boston Monday.

J. R. M.

“ExHIBIT No. 1720" appears in full in the text, p. 12020.

EXHIBIT No. 1721

- [From the files of The First Boston Corporation]

s 12,500,000 The Toledo & Ohio Central Railway Company Refunding & Improve

ment Mtge. 3% 7% Bonds, Series A, Due June 1, 1960

There was a selling group consisting of 22 names to whom there were allotted

$6,000,000 of bonds. The list is given below:

Blyth & Co------------------------------------------ $500,000

Clark, Dodge & Co 400,000

R. L. Day & Co-------------------------------------- 350,000

Dick & Merle-Smith–––––––––––––––––––––––––––––––––– 250,000

Dominick & Dominick-------------------------------- 200,000

Estabrook & CO---- 200,000
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Field Glore & Co----------------------------------- -- $150,000

Foster & Co----------------------------------------- 400,000

Hayden Stone & Co 300, 000

Hornblower & Weeks–––––––––––––––––––––––––––––––– 250,000

W. E. Hutton & Co. --________ -- -- 150,000

Kean, Taylor & Co -- ----- 250,000

Lazard Freres & Co., Inc.––––––––––––––––––––––––––––– 500, 000

F. S. Moseley & Co - - 200,000

G. M. P. Murphy & Co.-------------------------------- 100,000

Paine Webber & Co - --- 150,000

Pressprich & Co------------------------------------- 500,000

Salomon Bros. & Hutzler. -- ... ----------------------- 250, 000

Stone & Webster and Blodget_______________---------- 100,000

J. & W. Seligman & Co------------------------------ 250,000

White Weld & Co------------------------------------ 300,000

Whiting, Weeks & Knowles–––––––––––––––––––––––––– 250, 000

$6,000, 000

ExHIBIT No. 1722

[From the files of Smith, Barney & Co. Diary entries by J. W. C. (J. W. Cutler) and

K. W. (Karl Weisheit) |

NEW YORK, PENNSYLVANIA & OHIo RAILROAD

George Whitney spoke to me Dec. 7th reference underwriting extension of

the $8,000,000 41%s due March 1st 1935. Said he thought it should be handled

50–50 Brown Harriman and ourselves, and asked me to advise Ripley and ar.

range a meeting. He suggested the 4% bond be underwritten at par for 1%

commission, on theory that about two-thirds of present holders would take new

bonds. JWC-12/10/34.

BW and I with Ripley and Davis met with Messrs. Whitney and Anderson

yesterday. The above was substantially confirmed, with the exception of ma

turity, where 10 to 15 years was suggested. Time element involved in under

writing approximately 30 days, and commitment on Such basis would have to

be made about February 1st. We assume we would head this account as bankers

for Van Sweringens but Whitney and Anderson did not want to discuss this

ſº § it, suggesting we work it out between ourselves and BH&Co. JWC

12/12/34.

BW and I lunched with Messrs. Ripley and Davis. Discussed in some detail

the proposed extension and agreed on 4% coupon, 10 to 15 years attractive,

also price of par. However, felt that 1% underwriting commission small under

present conditions. Would like to see 1% on total underwritten, plus 1% on

bonds taken up by underwriters. On question of leadership, we said that we

felt as bankers for the Van Sweringens we should handle the account and head

the business on a 50–50 basis. This was agreed to Question of Long Dock Co.

6's due next year, brought up, but was left to be discussed if and when it came

º and/or BW arrange to continue with Anderson of JPM&Co. JWC

1 /34.

Agreement with Railroad Company and our associates signed today; letter is

being sent out tonight, and Railroad Company's Extension Offer and our pur.
chase offer to be advertised tomorrow. KW–2/13/35.

ExHIBIT No. 1723

| From the files of the lºrie Railroad Company. Extract from minutes of : -the board of directors of the Erie Railroad Company, Dec. 28, #3}, meeting of

The Chairman reported that the $8,000,000 principal amount of The New

York, Pennsylvania and Ohio Railroad Company Prior Lien Mortgage Extended

4%% Bonds, as extended by agreement of December 18, 1894, will mature

March 1, 1935. That The Nypano Railroad Company, as successor of The New

York, Pennsylvania and Ohio Railroad Company, is arranging for the extension
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of said bonds for the period of fifteen years from March 1, 1935, with provision

for the right to call such bonds for payment at earlier dates on terms set forth

in the form of extension contract of The Nypano Railroad Company which he

submitted to the meeting, with interest at the rate of four per cent (4%) per

annum, payable semi-annually, during the extended period, the principal and

interest of the bonds so extended to be payable only in New York and only

in such coin or currency of the United States of America as at the time of

payment is legal tender for the payment of public and private debts in the

United States of America.

The Chairman also stated that preliminary negotiations have been had on

behalf of the Company with its bankers with respect to the proposed extension.

He stated that while no final arrangements had been concluded the Company

was endeavoring to make an arrangement whereby the bankers would agree

(contingent upon authorization of the extension by the Interstate Commerce

Commission) to purchase such of the bonds as were not surrendered for ex

tension by the holders thereof, and then to present for extension the bonds so

purchased ; and he also stated that when arrangements with the bankers had

been finalized a copy of the definitive agreement would be submitted for au

thorization to the Board of Directors, or to the Executive Committee. He ex

plained that it was regarded as advisable for the Board to take action at this

time on the general question of the extension in order to permit application

forthwith to the Interstate Commerce Commission for the necessary authority

for the extension under Section 20a of the Interstato Commorce Act.

The Chairman also submitted to the Board a form of Extension Contract for

execution by The Nypano Railroad Company and form of coupon sheet to be

attached to the bonds upon extension.

The Chairman recommended that this Company approve such extension and

the terms thereof.

Whereupon, on motion seconded and carried by the unanimous vote by those

present, it was

Resolved, that this Company hereby approve the extension of said The New

York, Pennsylvania and Ohio Railroad Company L’rior Lien Mortgage extended

4% 7% Bonds, for the period of fifteen years from March 1, 1935 upon the terms

aforesaid, substantially in the form presented, as may be approved by Counsel.

Resolved, that this Company make application or join in the application of

The Nypano Railroad Company to the Interstate Commerce Commission under

Section 20a of the Interstate Commerce Act, so far as the same may be neces

sary in connection with the obligation of this Company to pay the interest

on said Prior Lien Bonds as lessee of the premises covered by the Mortgage

securing the bonds.

Resolved, that the President, C. E. Denney, and/or the Vice President and

Secretary, Geo H. Minor, and/or the General Counsel, H. A. Taylor, each be

and he hereby is, authorized and directed to sign, verify and file for and in

the name of, and on behalf of this Company, either by itself or jointly with

The Nypano Railroad Company, application or applications or petition or

petitions, to the Interstate Commerce Commission for authority in so far as

such authority may be neessary, to assume obligation and liability as lessee

with respect of the payment of the interest on said $8,000,000 principal amount

of The New York, Pennsylvania and Ohio Railroad Company Prior Lien Mort

gage Extended 4%% Bonds, and to take any and all actions and proceedings

that may be necesssary in connection therewith.

Ičcsolved, that the proper officers of this Company be, and they hereby are,

authorized to do all acts and things which may be desirable or necessary, and

which may be advised by Counsel, for the purpose of carrying out the intent

of the foregoing resolutions.

I HEREBY CERTIFY that the foregoing is a true copy of an extract from the

minutes of a meeting of the Board of Directors of Erie Railroad Company,

duly called and held on December 28, 1934, at which meeting a quorum was

present and the foregoing resolutions were duly adopted.

C. R. Post, Assistant Secretary.

12 || 1:01 -10---pt. 2:3 —:30
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EXHIBIT NO. 1724

[From the files of Smith, Barney & Co.]

(Handwritten) also J. P. M. & Co. Mcm0.

Memorandum to Mr. J. W. Cutler. December 11, 1934.

RE: ERIE FINANCING

The Van Sweringen interests started the accumulation of Erie stock in either

1923 or 1924 but did not enter the management of the property until 1926

when Mr. Bernet became a (lirector and was made president in 1927. The

major financing from the date of the first accumulation of stock in volume to

the present time was as follows:

T)ato of
Offering Amount Name of Issue Syndicate

6/28/24 $10,000,000 | Two Year 5% Note - || J. P. Morgan & Co.

4/10/26 2, 190,000 | Equipment 4%'s 2--------------- Drexel & Co. -

18, 725,000 || 6% Participation Ctſs., due 1930- Shawmut Corporation.

W. H. Newbolds’ Son & Co.

Moore, Leonard & Lynch

Hambleton & Co.

Ed. Lowber Stokes & Co.

5/9/27 50,000,000 | Ref. & Imp. Mtge. 5's, 1967--------------- J.P. Morgan & Co.

First National Bank of N. Y.

National City Co. -

7/7/27 6,422,000 | Equip. 4%'s, 1930–42 Drexel & Co.

10/24/28 5,340,000 Fouipment 4%’s------ Salomon Bros. & Hutzler

7/23/29 8,370,000 Equip. 4%'s, 1930–44 First National Corp.

Harrison Smith & Co.

Kean Taylor & Co.

4/8/30 50,000,000 | Ref. & Imp. Mtge. 5's, 1975--------------- J. P. Morgan & Co.

First National Bank of N. Y.

National City Co.

7/1/30 6, 690,000 | Equip. 4%'s, 1930–45. -------------------- Drexel & Co.

1 This issue was purchased from the U. S. Treasury. We considered it with E. Lowber Stokes but

tº:|* ºutst of Mr. Sturgis of First National as Company was anxious to obtain a reduction in
the rate of interest.

Note: Drexel and White Weld underwrote the extension of $4,616,000 New York & Erie Third Mortgage
Fºxtended 4%’s which matured March 1, 1933.

The Guaranty did not have an original interest in any of the above Erie

financing but did have a 6% interest in the Selling groups formed in connection

with the two offerings of $50,000,000 of First and Refunding Mortgage 5s. I

did not check the smaller issues for selling group interests.

Ournership of Erie Stock.

The initial purchases are not known but in 1929 when Alleghany Corporation

was formed the original portfolio included 215,000 shares of Erie common stock

(Limited by N. Y. Statute). This stock is now under option to the Chesapeake

& Ohio.

In addition Chesapeake Corporation owns 69,000 shares and the following

shares were held by Virginia Transportation Co. as of April 30, 1930:

526,700 shares. Common.

135,605 * - First Preferred.

50,495 “ Second Preferred.

There are also 10,900 shares Second Preferred owned by Vaness Company.

Bank Loam8.

In connection with the outstanding bank loans, the original interests were
to be as follows:

Guaranty Trust ––– $1.25

First National $1,250,000
- --- 1, 25

"..., ($400,000 secured, $200,000 unsecured, legal limit 50,000

,000) -- --- -

Chemical - - §§
Chatham-Phenix ------------------------------------------- 1,050.000

Chase----------------------------- -- 600.000

Commercial Trust Co. of Jersey City_______________________ 950. ooo
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The Company received only $5,500,000 of the above loans which were subse

quently reduced 4% with the proceeds of a R. F. C. loan.

These loans were arranged without advice to J. P. Morgan & Co. and when

the Guaranty advised them of the loan they decided that they did not wish to

go along. It should also be noted that the National City Company was not

included.

Miscella/neous.

In February 1930, Mr. Swan spoke to J. P. Morgan & Co. regarding the Guar

anty's interest in Erie financing. J. P. Morgan & Co. thought that they should

go over all of their financing in which the Van Sweringens were interested and

review the Guaranty’s interests. They recognized the Guaranty’s claim on Pere

Marquette financing but did not revise the Guaranty's interest in the Erie financ

ing of $50,000,000 Refunding and Improvement Mortgage Bonds the following

April.

Following the acquisition of an interest in the stock by the Van Sweringen

interests, the Guaranty received an interest of 26% in Chesapeake and Ohio,

18% in Pere Marquette and 20% in Missouri Pacific. The Missouri Pacific

interest was in a Special Purchase Group because of the then interlocking direc

torate situation.

The syndicate imprints of these various groups were as follows:

C. & O. P, M. Mo. Pac.

J. P. Morgan & Co -- -| J. P. Morgan & Co---------------- J. P. Morgan & Co.

Kuhn Loeb & Co---- First National Bank of New York | Kuhn Loeb & Co.

First National Bank -| Guaranty Company------ ----| Guaranty Co.

Guaranty Company--- -| National City------------ ----| First Nat’l. Bk. of N. Y.

National City--------------------- J. & W. Seligman- ----| National City.

Chase Securities------------------- Chase Securities.

Bankers.

Comments

I am inclined to the belief that we should limit our claim to the leadership

Of the proposed underwriting of the Erie extension to the basis that it is Van

Sweringen financing. If we take the position that the stock is owned by

Chesapeake & Ohio it is possible that we may open up the claim of Kuhn Loeb

. a leading position whether or not they have been invited to consider the

llSineSS.

We must also consider the extent, if any, to which we may be committed to

Lee Higginson. In this connection they were included in Chesapeake Corpora

tion (initial issue) because part of the C. & O. stock was at that time owned

by Nickel Plate. It was stated, however, at the time that their inclusion and

interest were not to constitute a precedent. Also, while they appeared in

Alleghany financing the Guaranty Company retained the management fee and

WarrantS.

HDM.HBM HORACE D. MOORE.

EXHIBIT NO. 1725

[From the files of Harriman Ripley & Co., Incorporated. Memorandum by Joseph P.

Ripley to H. C. Sylvester, Jr., and P. V. Davis]

DECEMBER 17, 1934.

Memorandum to Mr. H. C. Sylvester, Jr., Vice President,

Mr. P. W. Davis, Vice President.

SUBJECT: Erie Railroad

After hearing the whole story I have seen fit to let E. B. Smith Company head

he account on New York, Pennsylvania and Ohio Extension bond proposition.

Their name comes first, ours second ; interest to be 50/50; managership is to

be shown as it was in the Chicago & Western Indiana. Nobody else should be

brought into the account until both of us approve, and we both think only the

two of us should do the business.

We have reserved the right to bring this matter up again when the Long

Dock bonds mature in October, 1935.

. I hope both of you agree with my decision in this matter which I will explain

In more detail when I see you. J. P. R.

l
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EXHIBIT No. 1726

[I'rom the ſiles of Smith, Barney & Co. I

Handwritten : Mr. J. Land.

NO. 118

Buying Department Memorandum

FEBRUARY 13, 1935.

EXTENSION OF THE $8,000,000

THE NEW YORK, PENNSYLVANIA AND OHIO RAILROAD COMPANY

PRIOR LIEN MoRTGAGE 4%% BoNDs

Iſor Record Purposes Only.

In connection with the participations accepted by Messrs. White, Weld &

Co., Kuhn, Loeb & Co., Clark, Dodge & Co. and Goldman, Sachs & Co. in our

contract with the Nypano Railroad Company dated February 13, 1935, it was

stated in each instance that the respective interests were not to colnstitute a

precedent for future Erie financing. This was stated verbally but was not in:

cluded in the letters addressed to and accepted by each of these firms.

We were advised by Mr. Arthur Anderson, of J. P. Morgan & Co., that White,

Weld & Co. had been associated with J. P. Morgan & Co. or Drexel & Co. in

the underwriting of a number of former Erie extensions and commented that

they had approached him in connection with the underwriting of this extension.

Mr. Anderson did not specifically request that we include White, Weld & Co.

but he was pleased when informed that we had offered White, Weld & Co. an

interest of 15 %.

After Kuhn, Loeb & Co. had been offered and had accepted an interest of 10%,

we learned that they had approached J. P. Morgan & Co. concerning the business.

An interest of 5% was offered to Clark, Dodge & Co. because of Mr. Francis

Ward's recent affiliation with the firm.

We considered offering a participation to Morgan Grenfell & Co. Limited,

but were advised that they were unwilling to accept an interest before the re.

lease of the decision of the Supreme Court on the gold cases. We also offered

an interest of 5% to Dillon Read & Co. which was declined.

J. W. CUTLER.

JWC.HDM.HBM

EXHIBIT NO. 1727

[From the files of Smith, Barney & Co.]

[Diary entries by J. W. C. (J. W. Cutler) and K. W. (Karl Welsheit) |

ATLANTIC COAST LINE R. R. CO.

JRS and I spoke to GW regarding possible financing. Road wants to sell

about $12,000,000 bonds when it can. Business pretty fair first six months but

falling off now. No reason why we should not approach Lyman Delano direct,

which we plan to do. JWC–9/20/34.

JWC and JRS lunched with Lyman Delano, Chairman today. Delano said he

had extended his six-months' loan with the banks (JPM&Co loan secured by

General 4%% bonds) for another six months from October 1st. In addition

to this he would need another $6,000,000 next year and would like to sell not less

than $12,000,000 of the General Unified 4%s (82 present market) if and when

market would take them. He has been discussing his financial needs with

JPM&Co. and will continue. Approx. $80,000,000 General 4%s held in treasury

have been approved by Commission and would only need approval on price of

issue. The Carolina, Clinchfield & Ohio 5s have not been approved by Com

mission and he would not go to Commission now on this. JWC see GW and

follow. JWC–9/26/34.

I reported the above conversation to Anderson of JPM&Co in Whitney's
absence abroad. JWC–10/11/34.

Reported to Whitney conversation JRS and I had with Delano as above.

Loan extended to April 1st. JWC–12/7/34.

G. Whitney called JRS yesterday and said that Mr. Delano had seen him

and he thought it was time to consider doing something. He also spoke of our
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discussion with him some months ago as reported above. It was left we were

to study the situation and decide what, in our opinion, could be done, and go

back to GW. JWC–1/10/35.

JRS and I talked with G. Whitney and told him we would be very much

interested in considering the underwriting of $12,000,000 of above bonds, but

felt before talking more definitely we would like to have additional information.

Bonds are now selling around 92 and we indicated that if issue were made it

ought to be a substantial concession from this price. In a firm meeting 2% to

3 points off 89 seemed to be consensus of opinion. Whitney will speak to

Brown Harriman and then advise Delano he has spoken to both of us. He

further indicated on account of the old three-way account that he assumed

BH&Co. should lead. JWC–1/10/35.

Ran into G. Whitney again and in view of what we thought he indicated

yesterday regarding leadership, reminded him that in the three issues of Coast

Line securities since the war, JPM&Co. had appeared alone, the last issue for

the three-way appearance being in 1915. He said he realized that and merely

indicated to us yesterday that he considered ourselves and BH&Co. 50–50,

leaving us to work out leadership between us. JWC–1/11/35.

Frank Weld came in today. Said he had talked with Messrs. Delano and

and F. B. Adams of the railroad and also Arthur Anderson. He is very

anxious to be included in the business. We made no definite commitment but

indicated banking group position. JWC–2/6/35.

With Pierpont Davis, I had very satisfactory talk with Lyman Delano

followed by talk with Whitney. Under present market conditions, all agreed

only thing to do was to wait in hope situation would improve. Felt undecided

to ask I. C. C. for price revision. JWC-3/1/35.

Davis and I talked with Messrs. Delano and Elliott, and with the approval

of Davis Polk saw no reason why the I. C. C. should not go ahead with its

approval of sale. Twice our names appeared, but no commitment indicated.

JWC–3/5/35.

George Whitney yesterday mentioned possibility of getting back to collateral

trust idea if present condition of bond market continues much longer. He men

tioned bank loan maturity of March 30th. JWC–3/7/35.

JRS, Davis and I talked with G. Whitney. Expressed opinion we did not

think today's market would take collateral trust issue, to which he agreed.

He, however, suggested it might be wise to advise Mr. Delano in order that he

might get the necessary authority at his Board meeting tomorrow to issue in

collateral trust form, leaving coupon and price to be determined later. When

he had done this it would be wise to inform Sweet at the ICC, so that approval

of the change in form could be got promptly when we were ready to go ahead.

(Whitney had already spoken to Mehaffey about it). Price was not discussed at

meeting but majority of ideas here seem to center on 4%% coupon to be sold at

a 4.75 basis or better. Ten-year collateral note to be secured two for one.

JWC–3/20/35.

Whitney also said Company had made arrangements to extend its bank loan,

due March 30th, for a period of six months, payable any time on 15 days' notice.

JWC_3/21/35.

$12,000,000 Ten-Year Collateral Trust 5% Notes offered today. KW-5/3/35.

EXIIIBIT NO. 1728–1

[From the files of the Atlantic Coast Line Railroad Company]

MAY 21st, 1935.

Mr. W. D. MCCAIG,

Comptroller Atlantic Coast Line Railroad Co.,

Wilmington, North Carolina.

DEAR SIR: Referring to my letter of May 17th, enclosing certified copy of various

resolutions of the Board of Directors and other papers relating to sale of $12,000,

000 of this Company's Ten Year Collateral Trust 5% Notes due May 1st, 1945.

I now advise you as follows:

On Thursday, May 16th, 1935, the Indenture, dated as of May 1, 1935, securing

the above mentioned Ten Year Collateral Trust 5% Notes was executed on behalf

of this Company and the Guaranty Trust Co. of New York, as Trustee, and there

was delivered on behalf of this Company to said Trustee, as collai eral security for
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the $12,000,000 of Notes to be issued under said Indenture, Temporary General

Unified Mortgage Fifty Year Series A 4%º Bond Certificate No. 201, dated May

15th, 1935, in the principal amount of $25,000,000. registered in the name of
“Guaranty Trust Company of New York, as Trustee under Atlantic Coast Line

Railroad Company Collateral Trust Indenture, dated as of May 1, 1935."
On May 21st, 1935, the said $12,000,000. of Notes, executed on behalf of this

Company and authenticated by the Trustee, were delivered, in accordance With

the contract of sale, copy of which contract is enclosed herewith, to Brown, Harri.

man & Co., Incorporated, 63 Wall Street, New York, for account of the purchases

Delivery was then made by the purchasers to this Company of certified checksſºr

amounts aggregating a total of $11,733,333.33 covering payment for said Notest
97% º and accrued interest from May 1st to May 21st, 1935, the details of Such

purchasers and payments being as follows:

Payment for—

Par of notes _| Totalpº.

purchased mentmade

Principal Interest

Purchaser º

Brown, Harriman & Co., Inc
Q334%

$2,925,000 $8,333.33 # $4%

Edward B. Smith & Co- 2,925,000 | 8,333.33 2%

The First Boston Corp-- iº || 3 ºil ſº
Kidder, Peabody & Co-- - - 75,000 2,777.78 §
Kuhn, Loeb & Co ------ - - - - r 975,000 2,777.78 º

Lee Higginson Corp-- -- §§§ 3, ... is ſº
W. E. Hutton & Co-- is . . . . $º ſº.
White Weld & Co. ---------- Asº, º i.; sº º

H. M. Byllesby & Co., Inc.---------

Schoellkopf, Hutton & Pomeroy, Inc.---
-T

$12,000,000 |$11,700,000 || $33,333.33 $11,733%.8

Upon receipt of the certified checks, aggregating $11,733,333.33, above meſ:

tioned, the same were immediately endorsed by me as follows:

“Pay to the order of J. P. Morgan & Co.

ATLANTIC COAST LINE RAILROAD cours:

By H. L. BordEN, Assistant Treasurer.'

and deposited to the credit of this Company with Messrs. J. P. Morgan & Co.,

23 Wall Street, New York City.

Immediately following above mentioned deposit, there was delivered tºM.

J. P. Morgan & Co. check dated May 21st, 1935, in amount of $4,000.00% º:
by Mr. J. J. Nelligan, Assistant Treasurer of this Company, countersig.
behalf of Safe Deposit & Trust Co. of Baltimore, drawn against said de

and payable to

“J. P. Morgan & Co. in trust for Safe Deposit and Trust Cº. of

Baltimore, Escrow Agent under agreement with Atlantic Coast Line

Railroad Company”.
e

The said $4,000,000 will be used by direction to J. P. Morgan & Co. given*
Safe Deposit & Trust Co. of Baltimore, as Escrow Agent, in makingº Of

on and after July 1st, 1935, of the $3,062,000 of 5% Bonds and

4% Bonds of Wilmington & Weldon Railroad Co. maturing July 1st, 19

the terms of the escrow agreement between Atlantic Coast Line Railro" id is

safe Deposit & Trust Co. of Baltimore, dated May 13th, 1933, copy ºne

also enclosed herewith. Upon such delivery of said check for $4. inted"
balance to credit of this Company with Messrs. J. P. Morgan & Co. amou

$7,733,333.33. Mesº
There has also been drawn as of this date a check for $33,333.33. 0ſ.

J. P. Morgan & Co., signed on behalf of this Company and counſ. Agº
behalf of Safe Deposit & Trust Co. of Baltimore, for credit to the Fis re. §aid

Account of this Company with Safe Deposit & Trust Co. of Ball. b

amount represents accrued interest from May 1st to May 21st, 1935, Pº 011

purchasers of the $12,000,000 of Notes in the sale above describe",
in due course, receive advice from the Fiscal Agent of said wi h

Messrs. J. P. Morgan & Co. and credit to the Fiscal Agent A. of tº

such withdrawal there will remain a balance of $7,700,000 to t1e"
Company with Messrs. J. P. Morgan & Co. 35, pº eſ

You have previously been advised that on Saturday, May 25t1n, 1930,

will be made by this Company of the principal and accrued interes
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30th, 1935 to May 25th, 1935, on the $6,500,000 of short-term notes, bearing 4%

interest, held by various banks, etc., which said notes mature September 30th,

1935, but are payable at this Company's option on fifteen days' written notice,

which written notice to pay was given by this Company on May 10th, 1935.

Payment of the principal, $6,500,000, of the several short-term notes will be

made by checks drawn on Messrs. J. P. Morgan & Co. by Mr. J. J. Nelligan,

Assistant Treasurer of the Company and countersigned on behalf of Safe Deposit

& Trust Co. of Baltimore. Payment of interest to May 25th, 1935, aggregating

$39,890.43, on said short-term notes will be made by checks drawn on behalf of

this Company against the Fiscal Agent Account, advice respecting which will,

in due course, be furnished to you by the Fiscal Agent.

The details of the holders of the short-term notes and amounts to be paid

thereto for principal and interest of said short-term notes are as follows:

|

Principal Interest

(Payment (Payment

by check by check

drawn on charged to

J. P. Morgan | Fiscal Agent

& Co.) Acct.)

Bankers Trust Co-----------------------------------------.. --------------- $1,000,000 $6,136.99

Çºntral Hanover Bank & Trust Co----------------- - 1,000,000 6, 136.99

The First National Bank of the City of New York- 1,000,000 6, 136.90

Guaranty Trust Co. of New York-l--------------- º | 1,000,000 6, 136.99

United States Trust Co. of N. Y-------- 1,000,000 6, 136.99

J.P. Morgan & Co.--------------------- - 1,000,000 6, 136.90

The New York Trust Co----------------...--------------------------------. 500,000 3,068.49

$6,500,000 $30,890.43

Upon delivery of the checks in payment of principal and accrued interest of

the short-term notes as above recited, the canceled notes will be surrendered

to this Company, together with the Temporary General Unified Mortgage Series

A 4%% Bond Certificates now held by the respective note holders as collateral

Security for said notes, details of which bond certificates are as follows:

T B fi Principal

CImporary Bond Certifi- amount of -

cate Number IBond Cer- Held as Collateral by:

tificate

$1,§§ The First National Bank of the City of New York.

249, 0

1, 539,000 Central Hanover Bank and Trust Co.

249,000

1, 530,000 || Guaranty Trust Co. of New York.

250,000 || J. P. Morgan & Co.

1,538,000 | United States Trust Co. of New York.

250,000 | IBankers Trust Co.

125,000 The New York Trust Co.

The said Temporary Bond Certificates will he returned to the Treasury of the

Atlantic Coast Line Railroad Co.

Upon completion of payment of the $6,500,000 of short-term notes by checks

drawn on Messrs. J. P. Morgan & Co., as above described, there will remain on

time deposit with that firm to the credit of Atlantic Coast Line Railroad Co. the

Sum of $1,200,000, which amount it has been agreed will be repayable to this

Company on December 27th, 1935, and will bear interest at the rate of 34 of 1%

for the term of the deposit.

Will be obliged if you will have prepared and sent to me for submission to

the Chairman for approval, copy of journal entries to be made on the books of

this Company to cover the several transactions above described.

Yours very truly, H. L. Borden, Vice President.

Enc.

Copy.
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ExHIBIT NO. 1728–2

[From the files of the Atlantic Coast Line Railroad Company]

MAY 22nd, 1935–p.

DEAR ROLAND: I know you will be interested to know that we closed the

transaction covering the sale of the $12,000,000 Collateral Trust Notes, and the

proceeds, $11,700,000, were deposited with J. P. Morgan & Co. yesterday morning.

Sincerely yours,

Original signed by Mr. DELANo.

Personal.

IROLAND L. REDMOND, ESQ.,

Carter, Ledyard & Milburn,

2 Wall Street, New York City.

lºxHIBIT NO. 1729

[From the files of Smith, Barney & Co.)

Cross INDEx: CHICAGO AND WESTERN INDIANA RAILROAD Co. I'INANCING CITY OF

PHILADELPHIA ACCOUNT

RE: BROWN HARRIMAN & CO., INCORPORATED

Brown Harriman & Co., Incorporated, and Edward B. Smith & Co. were in

vited by J. P. Morgan & Co. to consider the purchase and sale of a block of

$1,658,000 Chicago and Western Indiana IR. R. Co. First and Refunding Mort

gage 5% 70 Series C Bonds owned by the Chicago, Burlington and Quincy R. R.

Co. It also developed that the Chicago and Western Indiana wished to sell

$6,340,000 5% ºo Series A Bonds for refunding purposes. An investigation of the

Chicago and Western Indiana Was undertaken jointly by Brown Harriman and

ourselves without any determination by J. P. Morgan & Co. or the two of us

concerned of the question of leadership. Morgan said it was up to the two

houses to settle this matter between themselves. Brown Harriman claimed the

leadership primarily on the grounds that the National City Company had a

historical and appearing position in former syndicate offerings. Our claims to

the leadership were based primarily on the ownership of 3% of the capital stock

of the Company by the Van Sweringen interests which were to acquire an addi

tional 14 when and if the Wabash decided to withdraw. Our offer to toss a

coin for the leadership was declined and as a counter proposal it was suggested

that the question be referred to J. P. Morgan & Co. for decision.

These conversations were concluded on a Friday night by Messrs. Davis,

Sylvester and the undersigned and on the next morning Mr. Davis arranged for

a meeting with Mr. T. S. Lamont who was the Morgan partner available that

morning. In the meantime, however, I talked to Several partners and it was

decided that we would offer the leadership to Brown Harriman, we, however, to

be joint in everything else, including managership.

This resulted in a very Satisfactory meeting with Mr. Davis and later with

him and Mr. Sylvester, who wrote on July 17, 1934, stating that he appreciated

the stand we took on the Chicago & Western Indiana and that they wanted

us to feel that they would be glad to be associated with Edward B. Smith &

Co. on any piece of business on a give and take basis. In this letter Mr. Sylves.

ter also suggested in connection with the tentative City of Philadelphia 4/4

account that the managership rotate with each bid, that is, on the bid for the

first issue the group would be as follows: Brown Harriman & Co., Edward B.

Smith & Co., Union Trust Company, Pittsburgh, Kidder, Peabody & Co.

On the next issue Edward B. Smith & Co. would appear on the bid as syndi.

cate manager and Brown Harriman & Co. would appear fourth, and so on

down the list with each successive bid. In the advertisement of bonds awarded

to the group the syndicate imprint would be the same as the group submitting

the bid. This suggestion was accepted by us by telephone and referred to later

by letter dated August 3, 1934.

The above correspondence has been placed in the files of the Municipal Depart
lmeDt.

B. WALKER.

(Handwritten :) Check all this with J. R. K.
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EXHIBIT NO. 1730

[From the files of Smith, Barney & Co.]

EDWARD B. SMITH & Co.,

31 Nassau Street, New York, July 2, 1934

Mezzvoramdum to Mr. Burmett Wallcer.

RE: CHICAGO & WESTERN INDIANA

In connection with the leadership of this financing, the strongest claim of Brown

Harriman & Co. is, of course, the appearance of the National City Company with

J. P. Morgan & Co. and First National Bank in the offering of $16,000,000 First

and Refunding Series A 5%s about 1928. In addition, the National City Com

pany managed an offering of Atchison bonds due to the fact that J. P. Morgan &

Co. and Guaranty Company had interlocking directors.

The claims of Edward B. Smith & Co. to the leadership of this financing are as

follows :

1. Two of the proprietary roads are now Van Sweringen roads:

Erie (Guaranty Company was unable to obtain important interest due

to position of First National Bank)

C. & E. I. (During period Messrs. Potter and Swan were directors to

represent Mr. Ryan, we insisted on Company financing through Kuhn

Loeb & Co. There has been no public financing since acquisition by

Van Sweringen interests.)

2. If the Wabash withdraws, the Nickel Plate is interested in acquiring its

stock interest whether or not consolidation along lines of 4 party plan effected.

; In this event Wan Sweringen interest will own 3/5ths of stock.

º 3. Edward B. Smith & Co. has, in my opinion, better than even chance of han

G ling any Atchison financing if J. P. Morgan & Co. does not reenter investment

field.

! 4. National City Company was not consulted by J. P. Morgan & Co. regarding

proposed issuance of guaranteed preferred stock about 1930. This proposal was

abandoned due to refusal of Canadian National's refusal, through Grand Trunk

Western, to assume an obligation issued by a carrier in the United States in

perpetuity.

- H. D. MOORE

* HDM/n

EXHIBIT No. 1731

[From the files of Brown, Harriman & Co., Incorporated... Memorandum from Joseph P.
IRipley to H. C. Sylvester, Jr., P. V. Davis, and W. Harmon Drown, Jr.]

- FEBRUARY 21, 1935.

Memorandum to Mr. H. C. Sylvester, Jr.

Mr. P. V. Davis.

Mr. W. Harmon Brown, Jr.

RE : ATLANTIC COAST LINE

In view of Kidder Peabody having done the nice thing with Lehigh and New

England, I think we really ought to invite them into Atlantic Coast Line on the

ound floor.
gr J. P. R.

liXHIBIT No. 1732

| From the files of J. P. Morgan & Co.)

J. P. MORGAN & Co.,

April 30, 1934.

IDEAR MR. BUDD:

A few days ago I heard a rumor that one of the Burlington's controlled Com

panies had been discussing the sale of $1,700,000. principal amount of Chicago

!
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& Western Indiana 5%º bonds, taken by it in payment for some property sold

to the Chicago & Western Indiana.

It so happens that we handled the public issue of the Series A 5%% bonds

of the Chicago & Western Indiana and during the last two or three months, We

have talked with the President of the company with respect to the maturity

next year of a note of the Chicago & Western Indiana held by the United States

Government or the War Finance Corporation and secured by bonds of the same

issue as that taken by the Burlington's subsidiary recently.

I am writing to ask whether you would be good enough to let me know what

your plans are with respect to this issue, as our past and possibly future rela:

tions with the company's financing gives us a very real interest in the effet

that such a sale, if made, might have because of its relation to the company's

problems which we have been discussing with the President.

Thanking you in advance for your courtesy in the matter, believe me

Yours very truly,

A. M. ANDERSON,

RALPH BUDD, Esq.,

President, Chicago, Burlington & Quincy Railroad Co., Chicago, Illinois

AMA/CEC

(Stamped across face :) File copy.

EXHIBIT NO. 1733

[From the files of J. P. Morgan & Co.)

(Handwritten :) File. July.

(Handwritten :) May 17 & 18, 34.

MEMORANDUM

Mr. A. N. Williams, president of the Chicago and Western Indiana Railroad

Company, called today and talked with Mr. Anderson and myself with regard

to the 6% Collateral Note amounting to approximately $6,000,000. and maturing

October 7, 1935, held by the U. S. Treasury and secured by $7,835,000. First and

Refunding 51%% Series A Bonds. These First and Refunding 5%% Series A

Bonds due September 1, 1962 are now selling at around 10134 and they recently

sold as high as 104. The First and Refunding Series A 5%º Bonds sold as,

low as 84% this year and as low as 66 in 1933, and he naturally is anxious

to pay off the 6% Collateral Note held by the U. S. Treasury. He feels that this

may be an opportune time to pay off these bonds by sale of the collateral securing

same, also to get authority to issue $1,122,539. additional bonds under a me"

series to capitalize the expenditures that have been made on the property in

the last year or two (approximately $715,000 of this amount was from the

treasury cash of the Chicago and Western Indiana and $407,000. from the

treasury cash of proprietary tenants).

We told him frankly that if it was a question of selling these bonds at the

present time we were not sure that we could handle it for him and that we mah

urally did not wish to deter him in any way from going ahead and permanently
financing this maturity at the present time and also replenishing the treasury for

expenditures previously made by the sale of additional bonds. He is anxious"

do this business through us if possible and it was left that he would proceed tº
get the authority necessary from the Commission to carry out this plan and

then take the matter up with us again. The Series A Bonds securing the Col.

lateral Note held by the U. S. Treasury are guaranteed by the five proprieta;:
roads both as to interest and Sinking Fund. We also told him that he should

explore the possibilities of selling to better advantage a new series 5% bº.

rather than the present Series A 5%% bonds held as collateral. As far as Mſ.
Williams can determine at the present time, if this financing is accomplished he

sees no need for future financing for a long period ahead as nothing maturº

prior to the Consolidated 4% Bonds due July 1, 1952. W. E.

MAY 17, 1934.

P. S.–Mr. Williams called again this morning and showed us a telegram whº
he received from his Chicago office with regard to the Series. A 5%% Bonds

Copy of this telegram is attached.

MAY 18, 1934. W. E.
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EXHIBIT NO. 1734

[From the files of Smith, Bārney & Co.]

Private Wire Telegram Received

EDWARD B. SMITH & Co.

JUNE 28, 1934.

2 CW Walker & Weisheit 905 Confidential. -

Your wire received Coe returned last night and will give you results of very

Satisfactory conversations with C&EI and Atchison Stop For your confidential

information he told Willard of Atchison Corner had asked them to form group and

referred to us as probable close associates in business Stop In all previous

interviews it was on basis that we were looking at this matter together Stop

Planning to get in touch with Van Sweringens office now.

(Handwritten :) Confidential.

MOORE CLEVE.

EXHIBIT NO. 1735

[From the files of Smith, Barney & Co. Diary entries by K. W. (Karl Weisheit) and

J. W. C. (J. W. Cutler) l

CHICAGO AND WESTERN INDIANA

Preparations all made for issue of $6,340,000 First and Refunding 5%s, Series

A, when market will permit sale of bonds on basis to enable us to purchase them

from the company at 100. In order to sell at a lower price the company would

have to reopen question with Interstate Commerce Commission. JRS, BW, KW

and HDM have been handling matter. Pierre Davis is handling business in

Brown Harriman & Co. KW–8/22/34

Thru JPM&Co. syndicate negotiating with Burlington for their $1,600,000

Series C bonds. Suggested price 98, to sell at 100%. The bonds owned by the

railroad will be held for the time being, as they do not wish to sell them below

par and are not particularly pressed for money. JWC–10/17/34

After a fully attended meeting at the office, and reviewing the entire situation

and discussing it from every angle, we felt that we could not in justice to our

Selves or our clients pay 100 for the bonds, to sell at 10.2%, in spite of the fact

that Davis of BH&Co had indicated to JPM&Co. and also to the President of

the Company that they might be willing to do so. In view of this JRS placed

Our position squarely before Anderson of JPM&Co., with all our reasons—net

result that business will be put on shelf again for time being, BH&Co acceding

to our feeling. JWC–10/13/34

Williams and his Board declined bid of 99, recommended by Mr. Anderson of

#;" to sell bonds at 101 or 101%. Therefore again laid on table. JWC–

/34

Transaction completed. KW-2/15/35

EXHIBIT NO. 1736

[From the files of J. P. Morgan & Co.]

(Handwritten): Chicago & West Indiana.

Memorandum for Mr. A. M. Anderson:

Referring to Mr. Williams's telegram just received and my answer attached,

hicago and Western Indiana bonds sold as high as 103 yesterday and are now

Quoted 10.2% bid, offered at 102%. I talked with Sylvester on the telephone and

he feels that if present conditions hold they could go ahead on Tuesday and do

this business. He said that he had been more bullish than the others but that

he Would call them together Tuesday morning and thought he might whip them

into line. Sylvester would like to buy both the Chicago and Western Indiana

bonds and the bonds held by the Burlington and make one offering of both series.

He understands definitely that both parties will not sell below 100. -

(Initialed:) WE.

NovKMBER 9, 1934. W. E.

:



12276 CONCENTRATION OF ECONOMIC POWER

----------------------

ExHIBIT NO. 1737

[From the files of the Chicago, Burlington & Quincy Railroad Company J

MAY 2, 1934.

DEAR MR. ANDERSON : Replying to your letter of April Thirtieth :

At meeting held today the sale of a block of Chicago & Western Indiana 5% ºc

bonds was authorized, and Mr. Sturgis has been instructed to handle the matter.

There were originally $1,700,000 of these, which constitute the entire issue of

Series “C”. About $40,000 were called for the sinking fund, leaving a balance

of $1,660,000.

Prior to today's meeting Mr. Sturgis has been for the last two weeks or more

looking into the question of possible sale. I am handing him your letter and I

have no doubt you will hear from him soon either by a letter or personal call.

Yours very truly,

(Signed) RALPH BUDD.

A. M. ANDERSON, ESq.,

23 Wall Street, New York City, N. Y.

(Typed on margin of letter :) Actual $1,700,000

42,000

1,658,000

B—AA

CC–Mr. C. I. Sturgis—ENC

Herewith Mr. Anderson's letter. I think it might be best for you to go to

New York in order to get this matter cleaned up promptly and advantageously.

RALPH BUDD.

C; I. S. 5/3/34.

Talked to Mr. Budd about this.

EXHIBIT NO. 1738

[From the files of the Chicago, Burlington & Quincy Railroad Company. Memorandum by

C. I. Sturgis]

[Copy)

JUNE 13, 1934.

MEMORANDUM

Mr. Anderson of JPMorgan & Co. phoned today and said that the crucial

date of June 16th was approaching and that it was the opinion of their attorneys

that even after that date they would be authorized to sell in one block an issue

of bonds belonging to a party other than the company that issued them; he

stated that there were two insurance companies whom they had approached, one

the Prudential which was not interested, and the other the Metropolitan which

might decide to purchase the bonds but that independent of this particular pur

chase was going to send a man to Chicago to investigate the general terminal

situation here. He stated that this might take two or three weeks or even

longer.

He said that if they could not sell them in one block, they could probably put

us in touch with a number of distributors who would be in position to place the

bonds for us directly, in which case they (JPM. & Co.) could not charge any

commission. I told him in reply to this that there was no immediate hurry

about selling the bonds and that either of those steps would be all right so far

as we were concerned.

He said the two present questions, apart from the above, were

1st, whether the bonds had been properly issued, and

2nd, whether the sinking fund would take care of the whole issue by the

maturity of the bonds.

The first question, he said, was with their attorneys, and as to the second he

had found that the man of the Bankers Trust Co., to whom I had referred in

my letter of June 8th (Meyers), did not agree that the sinking fund would

retire the bonds at maturity. On this second question he suggested that I send

him either our auditor's figures or those of the auditor of the C. & W. I. for

JPMorgan & Co. auditor to check with his; and that later he might ask that
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one of the auditors go to New York to explain the difference between their

figures.

Mr. Anderson reported that the Prudential already had a large block of the

C. & W. I. 4s and that the Metropolitan had about $5,000,000 of the same 4s.

This was the end of the talk with Mr. Anderson.

CIS H B–28

EXHIBIT NO. 1739

[From the files of the Chicago & Western Indiana Railroad Company)

FILE MEMORANDUM

First discussion several months ago with Messrs. Ewing and Anderson of

J. P. Morgan & Company, who have been our financial advisors for years. We

went over very carefully our financial setup, the Government Loan maturing

next year, our present bank loans and the necessity for a small amount of Work

ing capital. I asked these gentlemen for their suggestions as to the best Way to

Start this matter out.

On my next trip to New York, about ten days later, I again consulted with

Messrs. Ewing and Anderson and they suggested that in view of the Com

plexity and intricacy of our corporate setup on these two properties that it

Would be rather difficult to hock this issue around town as it would result in a

corp of investigators swarming on us trying to find out who we are and what

We are. Mr. Anderson stated he would give the matter some consideration and

that two companies in New York who knew considerable about our two Com

panies, i. e., Brown Harriman & Company and E. B. Smith and Company,

Would probably be the best to handle this security.

I contacted these two companies at their own offices and had a preliminary

discussion with them. They stated that they were interested, would investigate

the matter, and we would have a further conference on my next trip East.

About a week later I again met these gentlemen. They stated that the best plan

they knew of was for one or two roputable houses to underwrite the issue and

then market the issue through a large number of retail outlets, probably fifteen

or twenty. No price was discussed.

I then sought counsel of personal friends in the Chase National Bank; also Mr.

C. T. Jaffray of Minneapolis, Mark W. Poſter of New York City, General Dawes

of Chicago, and discussed the matter with representatives of J. & W. Seligman

& Company and William B. Nichols and Company both of New York City.

Next, I made a trip to Washington with Mr. Barse for a preliminary discus

Sion with the Interstate Commerce Commission. At this discussion we wore

informed that the best that could he done was 101. I thereupon returned to

New York and had several conferences with representatives of Brown Harri

man & Company and E. B. Smith and Company, and we started our setup on the

basis of 101. They sent engineers and auditors to make a careful check of our

property. This took about ten days.

At further conferences in New York it was stated that in their judgment

(J., & Wr Selightah & Getapały (Brown Bros Harriman) and E. B. Smith and

ſºlº) the best that could be obtained from this offer from any one was

net.

A. N. Williams.

7–26–34

(Italics are handwritten.)

ExHIBIT No. 1740

[From the files of the Chicago & Western Indiana Railroad Companyl

NEW YORK, November 13, 1924.

A. N. WILLIAMs:

One of members of group will not go along in making the issue tomorrow.

Mr. Davis is going up to talk with Arthur Anderson of J. P. Morgan & Com

pany therefore there may be 24 hour delay. He loaves it up to you if you

Wish to come this afternoon or not,

W. R. COE.

2:30 PM
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ExHIBIT No. 1741

[From the files of the Chicago & Western Indiana Railroad Company]

[Western Union]

W. Ewing, CHICAGO, November 9, 193}.

J. P. MORGAN & Co.,

23 Wall Street, New York City:

Appreciate if you can talk to Mr. Davis early tomorrow morning. I exped

telephone him around 11 a.m. tomorrow to see if any action can be had.

A. N. WILLIAMS.

11:05 A.M.

IExHIBIT No. 1742

[IFrom the files of the Chicago & Western Indiana Railroad Company]

[Western Union]

Received at 427 So. LaSalle Street, Chicago, Ill., Wabash 4321,

A. N. WILLIAMS, 1934 Nov. 9, PM34.

Chicago and Western Indiana R. Co.,

Dcarborn Station Chgo.:

Telegram received. Mr. Davis is out of town but will be back tomorrow mor".

ing stop. I talked however with H C Sylvester his partner stop My persº
feeling is that unless market changes adversely you may be able to close deal

Tuesday stop I will be away next week but Arthur Anderson will be here.

WILLIAM EWING.

EXHIBIT No. 1743

[From the files of the Chicago & Western Indiana Railroad Company]

NEw York, November 13, 1984

A. N. WILLIAMS :

I have advised all members of group that Brown Harriman and Company tº

prepared sign contract with you tomorrow provided our associates in busin”

are willing to join us. I am still waiting for definite word from two of thº.
I will wire you through our Chicago office as soon as I get definite answer

P. V. DAVIS.

BRowN HARRIMAN

11:50 AM

EXHIBIT No. 1744

[From the ſiles of the Chicago & Western Indiana Railroad Companyl

[Western Union]

Chicago, November 1,”

A ANDERSON,

J P MORGAN & Co.,

23 Wall Street, New York City

I asked Mr. Kurrie call on you discuss bond matter Appreciate if you will

discuss fully with him

A N WILLIAMs

9:45 A.M.

ExHIBIT No. 1745

[From the files of the Chicago & Western Indiana Railroad Company]

[Postal Telegraph]

Nov. 1, 1934, 549 P. *
A. N. WILLIAMS,

President, Chicago & Western Indiana Indiana RR Co., Chgo.:

Wire received. Shall be delighted to see Mr. Kurrie.

A. M. ANDERSO"
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ExHIBIT NO. 1746

[From the files of the Chicago & Western Indiana Railroad Company]

[Western Union]

CHICAGO, November 19, 1934.

W. EWING,

J. P. MoRGAN & COMPANY.,

23 Wall Street, New York City:

Appreciate you can get touch with group members this morning. I will tele

phone you sometime this afternoon. Anxious get line on situation. Report to

our directors meeting tomorrow morning.

A. N. WILLIAMS.

10:35 A. M.

EXHIBIT No. 1747

[From the files of the Chicago & Western Indiana Railroad Company. Letter from A. N.

Williams to W. Ewing]

DECEMBER 14, 1934.

MY DEAR MR. Ewing: I understand from the papers that our bond sale went

OVer very fine. I want to again thank you for your part in it and to say that

We deeply appreciate your interest.

I will be in New York on Wednesday and Thursday of next week to close up

this matter and I will drop in to say Hello to you.

Very truly yours,

Mr. W. EWING

J. P. Morgan & Company 23 Wall Street New York City, New York.

EXHIBIT NO. 174S

[From the files of Blyth & Co., Inc.)

JUNE 17, 1936.

Copy to C. R. Blyth,

E. M. Stevens,

R. Shurtleff.

MEMORANDUM RE: $26,000,000 Louisville & NASHVILLE RAILROAD CoMPANY FIRST

& REFUNDING 3%.9% BoNDS DUE 2003

Morgan, Stanley & Co. will offer the above mentioned issue probably next week,

91 possibly the week following.

They Will form a Sub-underwriting group, and have offered us in that account

an interest of $1,500,000, which we have tentatively accepted.

Harold Stanley explained that, owing to the fact that when J. P. Morgan & Co.

Withdrew from the investment banking business, the First Boston Corporation,

Brown Harriman, and E. B. Smith & Co. had handled some Louisville & Nashville

ancing, they had been obliged to give them a preferential position over us.

The account will be made up of those three houses and Kuhn Loeb, having

$3,000,000 each, and another group of $1,500,000 each, which will include (besides

Ourselves) Lazard Freres, Kidder Peabody, and Lee Higginson.

C. E. MITCHELL.

(Handwritten) : Noted. R. O.

EXHIBIT NO. 1749

[Memorandum from Investment Banking Section, Monopoly Study, Securities and

Exchange Commission to Mr. Alexander]

MEMORANDUM FOR ME. ALEXANDER

.On October 30, 1939, a request was made to Mr. Alexander with respect to

his ascertaining further facts bearing on the underwriting of certain railroad
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issues in 1934 and 1935. Mr. Alexander suggested that in regard to one phase

of the request, namely, the basis of selection of underwriters and members of

selling groups, that a conference be held in the near future with Mr. George

Whitney and Mr. Arthur M. Anderson. In this connection, Mr. Alexander said

that, generally speaking, J. P. Morgan & Co. when requested, advised and recom:

Inended various firms to be placed on the underwriting list. He added that the

basis of J. P. Morgan & Co.'s advice and recommendations, when given, Wils

upon the distributing performance of various firms in similar type of business

With respect to the foregoing, it is desired to obtain such records as may

exist of the advice and recommendations of J. P. Morgan & Co. in this COll.

nection and the record on which the past performance was determined.

Mr. Alexander added that examination of particular transactions was the

proper way to ascertain the steps that occurred in any particular case, and

therefore, in connection with the foregoing request, and as an aid to J. P.

Morgan & Co. in locating material in their files, the following particulars in

connection with the railroad financing in question are noted:

(1) TOLEDO AND OHIO CENTRAL

The first mention of the syndicate list for this issue appears, as the complete

list, in a letter from Mr. Young of J. P. Morgan & Co. to Mr. Place of The New

York Central dated June 13, 1934. No material so far furnished bears upoll

the formation of this list. It appears further that Mr. Whiting of Whiting,

Weeks & Knowles & Co. was advised to communicate with J. P. Morgan & Cº.

in order to obtain a participation, and the possibility occurs that there º

be a memorandum of conference or other communication in J. P. Morgan & Co.'s

files bearing on this request. Likewise, Mr. Peck of Adams and Peck had a

conference on June 13, 1935, with Mr. Henry Morgan in connection with a

possible participation. Furthermore, the selling group list, as sent to Mr. Platº

by Mr. Young, differs from the final list in that Stone & Webster and Blodge

were afterwards included for one hundred bonds. No information heretofore

furnished by J. P. Morgan & Co. indicates how this change came about.

(2) NYPANO RAILROAD COMPANY

It appears that the underwriting of the extension of the Nypano bonds Wils

discussed with J. P. Morgan & Co. by Mr. Swan of E. B. Smith & Co. as early

as September 21, 1934, and that during October, November, and December

memoranda on the legal aspects of the problem were prepared by Mr. Meyer

for Mr. Anderson. No communications with respect to advice and recommendº

tions from J. P. Morgan & Co. to the Erie Railroad in connection with the

division of this underwriting between E. B. Smith & Co. and Brown Hart!

man & Co., Incorporated, is available. It appears, also, that White Weld &

Co. and Kuhn Loeb & Co. both approached J. P. Morgan & Co. for a

tion in this underwriting and that J. P. Morgan & Co., in fact, suggested tº

E. B. Smith & Co. that White Weld be included.

(3) THE LONG DOCK COMPANY

The first mention of the composition of the underwriting syndicate on tº
extension of the Long Deck Co. bonds is a complete syndicate list dated

September 13, 1935. However, from a note of Mr. Meyer to Mr. Ward ºf

Clark Dodge & Co. dated May 7, 1935, it appears that conversations had already

been in progress between Mr. Meyer and Mr. Ward. Whether suggestions tº

cerning the make-up of the syndicate list were tendered to Clark fodge & Cº.

or the Erie Railroad is not clear from any material heretofore furnished by

J. P. Morgan & Co.
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(4) ATLANTIC COAST LINE

It appears that the sale of Coast Line bonds was discussed between E. B.

Smith & Co. and J. P. Morgan & Co. as early as September 20, 1934, but no

correspondence furnished by J. P. Morgan & Co. bears upon any discussion of

this matter between J. P. Morgan & Co. and the Atlantic Coast Line Railroad

prior to April 15, 1935. In the meantime, it appears that Mr. Weld of White

Weld & Co. had asked Mr. Anderson to be included in the underwriting syndi

cate and that Mr. Whitney had discussed some problem in connection with this

issue with Commissioner Mahaffie of the Interstate Commerce Commission.

(5) CHICAGO AND WESTERN INDIANA RAILROAD

A memorandum furnished by J. P. Morgan & Co. states as of February 19,

1934, that Mr. Williams, then President of the Railroad, will call on the firm

about the 21st of February. No further reference to this call appears. An

other memorandum furnished by J. P. Morgan & Co. dated May 17, 1935, dis

cusses Mr. Williams' visit the previous day, but does not mention discussions of

possible members of the underwriting syndicate. Mr. Williams, however, ap

pears to be under the impression that at or about that time such discussion took

place. Furthermore, in regard to subsequent difficulties of this issue, it appears

that E. B. Smith & Co., and Brown Harriman & Co. discussed various problems

in connection with the offering with Mr. Anderson and that Mr. Ewing was in

frequent correspondence with Mr. Williams. However, no documentation here

tofore furnished by J. P. Morgan & Co. bears on the conferences of Mr. Anderson

with the underwriting firms, nor does any correspondence with Mr. Williams

heretofore furnished, bear upon the composition of the underwriting lists.

IEGAL OPINIONS

The letter of November 1, 1939, from Mr. Allen Wardwell to Mr. Alexander

contains the following language concerning the applicability of Section 21a of

the Banking Act of 1933:

“We have reviewed this question from time to time and have had no occasion

to change our opinion.

“As you know, we consider it advisable for the firm to follow the existing prac

tice of examining with us the character of any particular transaction that may

be under consideration in order that the firm be assured that such transaction

falls within the scope of the general opinions which we may have given the firm

from time to time.”

In this connection, it is to be noted that the only general opinion of counsel

furnished by J. P. Morgan & Co. is the opinion dated May 29, 1934, and that no

Specific opinion nor memorandum of specific discussions has been furnished that

bear upon the aspect of the question raised by Mr. Wardwell. Three opinions

dated July 22, August 21, and December 14, 1935, have been furnished by J. P.

Morgan & Co., but each such opinion deals with legal problems connected with

the respective bond issues, but not with the position of J. P. Morgan & Co. under

Section 21a of the Banking Act of 1933.

RECOMMENDATIONS TO RAILROADS

Inasmuch as a number of distributing houses with wide experience in railroad

finance were not included in the underwriting or selling groups in any of the

above issues, it would be desirable to ascertain whether J. P. Morgan & Co.

offered any suggestions to the railroads or the underwriters indicating the

reasons for confining the business solely to those firms represented on the list.

Dated, Washington, D. C.

November 8, 1939.

124491—40—pt. 23—31



12282 CONCENTIRATION OF ECONOMIC POWER

EXHIBIT NO. 1750

[Letter from J. P. Morgan & Co. to Investment Banking Section, Monopoly Study, Securk

ties & Exchange Commission]

J. P. MORGAN & Co.

Wall St. corner Broad, New York

NEw York, November 1, 1939.

I’ETER R. NEIIEMRIs, Jr., Esq.,

Special Counsel, Monopoly Study, Investment Banking Section,

Securities and Earchange Commission, Washington, D.0.

DEAR MR. NEHEMRIs: Referring to your telephone request for opinions ºf

counsel, I have found in our files and enclose copies of opinions dated May 2)

1934, July 22, 1935, August 21, 1935, and December 14, 1935.

As a further check, I asked Davis Polk Wardwell Gardiner & Reed to review

their records and I enclose a copy of a letter which I have received from Mr.

WardWell.

Yours very truly,

(Signed) HENRY C. ALEXANDER.

Enclosures.

ExHIBIT No. 1751

[From the files of J. P. Morgan & Co.]

JOHN W. DAVIS HALL PARK MCCULLOUGH OTIs T. BRADLEY

FRANK L. POLK J. HOWLAND AUCHINCLOSS GEORGE A. BROWNELL

ALLEN WARDWELL ICDWIN S. S. SUNDERLAND WALTER D. FLETCHER

GEORGE H. GARDINER TOM GARRETT CARRoll H. BREWSTER

LANSING P. REED THEODORE KIENDL LEIGHTON H. COLEMAN

WILLIAM C. CANNON MONTGOMERY B. ANGELL EDGAR G. CROSSMAN

Cable Address: STETS0N

DAVIS POLK WARDWELL GARDINER & REED

(STETSON JENNINGS & RUSSELL)

15 Broad Street, New York

MAY 29, 1934.

Messrs. J. P. MORGAN & Co.,

23 Wall Street, New York, N. Y.

DEAR SIRs: We have given you our opinion that under Section 21-a of the

Banking Act of 1933 you may continue to remain members of the New York Stock

Exchange and execute orders as brokers for your customers on that Exchangº

without being engaged in the business of issuing, underwriting, selling or dis

tributing, at wholesale or retail, or through syndicate participations, stocks,

bonds, debentures, notes or other securities.

We are also of the opinion that you may continue to act as brokers in over-the

counter transactions, that is to say, in buying or selling, for the account of You"

customers on the open market in the ordinary course of business, securities nº

listed in any recognized exchange. Certain transactions, however, while purely

brokerage transactions, not of the character above listed, would in our opiniºn

involve a definite distribution of securities at wholesale or retail. For example

a company might come to you and ask you to place a block of bonds which it holds

in its treasury—these might be bonds of its own or bonds of another company"

which bonds you might sell to a selected list of institutions and dealers on 8

pure commission basis. Although here you would be acting merely as a brokeſ,

we would be of the opinion that this would come within the terms of the Act

relating to the distribution of securities at wholesale. Nor do we think the situ

ation would be changed if purchasers in turn purchased these bonds through a

broker paying the broker a commission for purchasing and you were being paid a

commission by the seller for selling, if this transaction were put through pursuant

to previous arrangements with the purchasers and the seller for the distribution

of these securities.

If you were requested to sell for the account of the seller bonds which were

listed on the Stock Exchange, we doubt if the marketing of a large block ºf
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bonds on the New York Stock Exchange or the selling of even a substantial

amount of bank stock on the over-the-counter market to brokers would be

considered a distribution at retail within the meaning of Section 21.

There is nothing in Section 21 which would prohibit your continuing to act

as financial advisors to any company whose securities you have previously

marketed or in connection with its security business to perform purely banking

functions. For example, let us suppose that New York Central Railroad Com

pany proposed to proceed with further financing along the lines of the last

financing done by them. We see no reason why you should not assist in getting

together a group of underwriters who would underwrite the issue of convertible

bonds of the New York Central (though you, yourselves, of course could not

Darticipate in the underwriting); nor do we see any reason why the mechanics

of the transaction should not be carried through at your office, namely, having

the payments made to you for the account of the New York Central and the

securities of the New York Central delivered at your office against such payment.

Technically, there would be no reason why you could not be paid a fee for your

Services in such a transaction. If, however, that fee were merely a payment in

disguise of a brokerage commission for effecting the distribution of the securities,

We would be of the opinion that the transaction in reality would be a transac

tion in which you were engaged in the distribution of securities and so would

COme within the provisions of Section 21. On the other hand, if the number of

purchasers of the security is so small that the entire operation cannot be called

a “distribution”, we believe that it would not be contrary to Section 21 for you

to receive a fee. How many purchasers must be involved in order to make

the transaction one which involves a “distribution” is not a question to which

a numerical answer can be given which will fit all cases. You will recall that

the same problem has arisen under Section 2 (11) and Section 4 (1) of the

Federal Securities Act. All of the factors of any particular case must be

considered, but generally speaking, we should think that if only four or five

purchasers were involved (who did not themselves buy with a view to distribu

tion), the transaction would not be regarded as a “distribution”.

Very truly yours,

DAVIS, POLK, WARDWELL, GARDINER & REED.

EXHIBIT NO. 1752

[From the files of J. P. Morgan & Co.]

JOHN W. DAvis J. HOWLAND AUCHINCLOSS WALTER D. FLETCHER

FRANKL. Polk EDWIN S. S. SUNDERLAND CARROLL H. BREWSTER

ALLEN WARDWELL TOM GARRETT T/EIGITTON. H. COLEMAN

GEORGE H. GARDINER THEODORE ICIENDL ICDGAR G. CROSSMAN

LANsing P. REED MONTGOMERY B. ANGELL HENRY CLAY ALEXANDER

WILLIAM C. CANNoN OTIS T. BRADLEY RALPH M. CARSON

HALL PARK McCULEoUGH GEORGE A. BROWNELI, FREDERICK A. O. SCHWARz

Cable Address : STETSON

DAVIS POLK WARDWELL GARDINER & REED

(STETSON JENNINGS & RUSSELL)

15 Broad Street, New York

JULY 22, 1935.

The Nypano Railroad Company

Messrs. J. P. MoRGAN & Co.,

23 Wall Street, New York, N. Y.

DEAR SIRs: In connection with the extension to March 1, 1950, of The New

York, Pennsylvania and Ohio Railroad Company Prior Lien Mortgage Bonds,

Previously extended to March 1, 1935, you have furnished us for our examination

Boud No. 3667 in the principal amount of $1,000 to which is attached a duly

ºxecuted counterpart of the Agreement of March 1, 1935, relating to the exten

Sion of such bond and a coupon sheet bearing coupons for semi-annual interest

from September 1, 1935 to and including March 1, 1950. There is imprinted upon

the bond the following legend:

"This bond is further extended to first of March, 1950, with interest at the

rate of 4%% and on further terms and conditions set forth in attached agree

ment dated March 1, 1935.”
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On the reverse panel of such bond is imprinted the following legend:

“Extended to March 1st, 1950, at 4% 96”.

To the face of the extension agreement and coupon sheet is affixed a federal

documentary stamp for one dollar, cancelled by perforation and by appropriate

marking.

We º, familiar with the proceedings taken by The Nypano Railroad Company

to extend the foregoing bonds, with the terms and provisions of the Agreement

of March 1, 1935, and with the letter of instructions to your Company as agent

of The Nypano Railroad Company dated February 13, 1935. We are of the

opinion that the bond which we have examined has been properly extended in

accordance therewith and that the other bonds of this issue upon which are

similarly imprinted the legends referred to and to which are similarly attached

executed counterparts of the Agreement of March 1, 1935, with documentary

stamps annexed and cancelled, and coupon sheets, may be redelivered to the

holders who deposited the same with your Company in accordance with the

provisions of the letter of instructions to your Company above mentioned.

Very truly yours,

DAVIS POLK WARDWELL GARDINER & REED.

ExHIBIT NO. 1753

[From the files of J. P. Morgan & Co.]

JOHN W. DAVIS J. HOWLAND AUCHINCLOSS WALTER D. FILETCHER

FRANK L. POLK EDWIN S. S. SUNDERLAND CARROLL H. BrewsTER

ALLEN WARDWELL TOM GARRETT LEIGHTON. H. ColeMAN

GEORGE H. GARDINER THEODORE KIENDL EDGAR G. CRossMAN

LANSING P. REED MONTGOMERY B. ANGELL HENRY CLAY ALExANDER

WILLIAM C. CANNON OTIS T. BRADLEY RALPH. M. CARson

HALL PARK MCCULLOUGH GEORGE A. BROWNELL FREDERICK A. O. Schwabz

Cable Address: STETSON

DAVIS POLK WARDWELL GARDINER & REED

(STETSON JENNINGS & RUSSELL)

15 Broad Street, New York

AUGUST 21, 1935.

The Long Dock Company

Extension of Bonds

Mr. JoBN M. MEYER,

J. P. Morgan & Co., 23 Wall Street,

New York, N. Y.

DEAR MR. MEYER: I have returned to you the draft forms of papers enclosed

with your memorandum to me of August 20 in regard to the proposed extension

of The Long Dock Company Consolidated Mortgage bonds, having examined these

papers from the standpoint of J. P. Morgan & Co. who are to act as agents of The

Long Dock Company in this transaction.

My examination related particularly to the draft letter of transmittal of bonds

by bondholders, letter of instructions from The Long Dock Company to J. P.

Morgan & Co. and receipt to be issued by The Long Dock Company through J. P.

Morgan & Co. as its agents. ... I find these three papers as well as the remaining

papers in satisfactory form from the standpoint of J. P. Morgan & Co. Although

you are not directly concerned, I have raised the question that I do not believe any

cash payment necessary as consideration for the extension in this case so long as

it is clear that the contract of extension (which is to be performed in New York)

is made in the State of New York by the affixing of the extension contract and

coupon sheet to the bonds and the imprinting of the extension legend thereon. I

also raised the question as to whether the reference in the letter between the

Company and the bankers to “associates” of the bankers would be satisfactory.

Very truly yours,

J. HowLAND AUCHINCLoss.
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EXHIBIT No. 1754–1

[From the files of J. P. Morgan & Co. J

JOHN W. DAVIS J. HOWLAND AUCHINCLOSS WALTER D. FLETCHER

FRANK L. POLK EDWIN S. S. SUNDERLAND CARROLL H. BREWSTER

ALLEN WARDWELL TOM GARRETT LEIGHTON H. COLEMAN

GEORGE H. GARDINER THEODORE KIENDL EDGAR G. CROSSMAN

LANSING P. REED MONTGOMERY B. ANGELL HENRY CLAY ALEXANDER

WILLIAM C. CANNON OTIS T. BRADLEY RALPH M. CARSON

HALL PARK McCULLoug H GEORGE A. BROWNELL FREDERICE. A. O. SCHWARz

Cable Address: STETSON

DAVIS POLK WARDWELL GARDINER & REED

(STETSON JENNINGS & RUSSELL)

15 Broad Street, New York

DECEMBER 14, 1935.

The LONG DoCK CoMPANY, Consolidated Mortgage 6% Bonds due October 1, 1935,

Extension of Maturity to October 1, 1950.

Messrs J. P. MoRGAN & Co.,

23 Wall Street, New York, N. Y.

DEAR SIRs: On your behalf as agent of The Long Dock Company in regard to

the extension of maturity of its Consolidated Mortgage 6% Bonds from October 1,

1935 to October 1, 1950, we have examined copies of the letter of instructions of

The Long Dock Company to you dated September 13, 1935, the letter of The Long

Dock Company to the holders of said bonds dated September 14, 1935 and the

form of extension agreement and of coupon attached to said letter, the form of

receipt to be delivered by you as agent to depositing bondholders, and specimen

form of extension agreement and of coupon sheet prepared by American Bank

Note Company. We understand that the bonds deposited with you as agent of

The Long Dock Company under the extension plan have had attached thereto the

extension contract and coupon sheet in the form examined by us, and that such

bonds are now ready for delivery to the holders of the receipts against the sur

render of such receipts.

We are of opinion that it is in order for you to give notice to the registered

holders of said receipts that the deposited bonds are now ready for redelivery, and

thereafter to redeliver such bonds to the holders of the receipts against the sur

render of the receipts.

Very truly yours,

DAVIS POLK WARDWELL GARDINER & REED.

(Handwriting:) Ack: 12/18/25. A. W.

ExHIBIT No. 1754–2

[From the files of J. P. Morgan & Co.]

MEMORANDUM FOR MR. J. HOWLAND AUCHINCLOSS

RE : LONG DOCK COMPANY

Attached herewith please find the following papers:

Group A:

1. Draft letter of transmittal

2. Draft of letter of instructions to J. P. Morgan & Co.

3. Draft of receipt to be issued by Long Dock Company, J. P. Morgan & Co.

as their agents

Group B:

1. Draft of letter to bondholders

2. Draft of advertisement

3. Draft of Extension Agreement

4. Draft of contract between Erie Railroad and underwriters

5. Draft of Resolutions of Long Dock and Erie Board of Directors.

6. Draft of application to Interstate Commerce Commission

Group A concerns Messrs. J. P. Morgan & Co. directly as they will act as agent

for the Long Dock Company and accept bonds against receipt. Extension Agree
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ment and coupon sheets will be attached to the existing definitives and the bonds

then returned to holders of receipts.

Group B includes general papers on which we have proffered general advice

to the Erie people. I should appreciate your comments on both Groups.

(Initialed :) J. M. M.

J. M. M.

AUGUST 20, 1935.

ExHIBIT NO. 1755

[From the files of J. P. Morgan & Co.]

[Letterhead of]

DAVIS POLR WARDWELL GARDINER & REED

(STETSON JENNINGS & RUSSELL)

15 Broad Street, New York

NovembH.R. 1, 1939.

IHENRY C. ALEXANDER, Esq.,

J. P. Morgan & Co., 23 Wall Street, New York.

DEAR HENRY: At your request we have reviewed our files, having in mind the

points which you mentioned to me, and find no opinions which would be pertinent

to your inquiry other than those of May 20, 1934, July 22, 1935, August 21, 1935,

and December 14, 1935. I believe the general opinion of May 29, 1934, ade

quately covers the point that Section 21 (a) 1 of the Banking Act of 1933 does not

prevent your firm from acting as financial advisers to any company, including

assistance to that company in getting together a group of underwriters who

would underwrite its securities, or from accepting a fee for such services, pro

vided, of course, that you do not extend your activities into the field of distri

bution. We have reviewed this question from time to time and have had no

occasion to change our opinion.

As you know, we consider it advisable for the firm to follow the existing

practice of examining with us the character of any particular transaction that

may be under consideration in order that the firm be assured that such trans

action falls within the scope of the general opinions which we may have given

the firm from time to time.

Very truly yours,

ALLEN WARDwell.

“Ex HIBIT No. 1756” appears in Hearings, Part 22, appendix, p. 11795.

“ExHIBIT No. 1757" appears in Hearings, Part 22, appendix, p. 11826.

The following three exhibits are in connection with hearings on the

development of the beryllium industry, included in Hearings, Part. 5.

EXHIBIT No. 1758–1

IIenderson 1064 Cable address

THE BRUSH BERYLLIUM CoMPANY BRUSH Clevel,AND

3714 Chester Avenue, Cleveland, Ohio

DECEMBER 9, 1939.

Senator JOSEPH C. O’MAHONEY,

Congress of the United States, Washington, D. C.

DEAR SENATOR O'MAHONEY: At the hearing last spring on the Beryllium

Industry I had the privilege of testifying before your committee at which you

presided.

You may recall that on the last day of the two day hearing, the committee

intended to adjourn its hearings early because other use of the room was

intended for the evening. Nevertheless after my last testimony, the hearing

was prolonged so that the president of our competing company might make a
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very considerable final statement. No opportunity was afforded me to make

answer to certain statements which seemed to be objectionable and prejudicial.

Consequently under date of May 17th I submitted additional testimony and

was advised by Mr. Cox under date of May 22nd that this testimony had been

transmitted to the Executive Secretary of the T. N. E. C. with a recommendation

that the letter and enclosures be introduced bodily into the record.

Nothing further was heard of this additional testimony until in response to

our inquiries, we were advised under date of October 3rd by Mr. Wm. A. Heflin

that the testimony was not included in the record “because of the controversial

nature of the material.”

Please permit me to assure you that the metallurgical facts submitted are

not controversial and that the preceding testimony offered by our competitor

is in our minds controversial and that our interests are prejudiced, unless Our

p0sition is simultaneously made clear.

I believe that this material, a copy of which is enclosed, should have been

included and should even now be made a part of the record.

I would value your comments and appreciate any action which you might

take on our behalf.

Sincerely yours,

C. B. SAWYER, President.

CBS: CN

encl.

ExHIBIT No. 1758–2

[Document accompanying Exhibit No. 1758–1]

MAY 17, 1939.

Mr. HUGH B. Cox,

Special Assistant to the Attorney General,

Department of Justice, Washington, D. C.

DEAR MR. Cox: This refers to the hearing on the Beryllium Industry before

the Temporary National Economic Committee.

During the testimony you asked if I would object to your introducing, bodily,

into the record a statement regarding the alleged infringement of Gahagan's

patent by our company. This statement was to be returned to you at some

later date and I, herewith, enclose it for you to introduce, bodily, into the

record. This statement is referred to on page 235, third column of the printed

record. It is dated December 28, 1937.

Certain stenographic errors in the printed record of my testimony should

be corrected and I have enumerated these here below:

Page 233, 15th line.—This sentence should read “In other words because of the

Wide coverage of this patent, we may find that we are infringing”.

Page 233, middle column, line 45.—Change “vat” to “bath”.

Page 233, middle column, 14th line from sub-title Beryllium Patents.-Change

"British Company” to “Brush Company”.

Page 234, 3rd column, 10th line.—This sentence sohuld read as follows: “There

has been some confusion because the Brush Foundation at Cleveland is endowed

for the purpose of medical research, etc.”. (Not “metal” research)

Page 235.-My last testimony in the 3rd column should read: “No, we haven't

had that. I suggested it once or twice. No need for action having appeared,

we didn't go further with it.”

In the way of added facts which appear to me to be pertinent and necessary

to the understanding of the facts presented to the committee, I present the

following:

(1) A chart designed to amplify exhibit No. 476 appearing on page 180. If

it is proper to submit the tensile strength of Beryllium Nickel in the heat

treated condition, it is also proper to incorporate in the chart the tensile

strength of heat-treated alloy steels. When this is done, as in the enclosed

chart, there may appear two standard well known S. A. E. steels which in the

heat-treated condition exceed the strength of heat-treated Beryllium Nickel.

These should be included in order to give one a sense of proportion.

(2) On page 180, first column, about the middle, it is stated by the witness

that when Beryllium Copper safety tools are used in place of steel tools around

oil refineries, gas plants and aeroplane hangers “there can be no explosion

from that tool, no spark from that tool”. While the above quoted statement

is probably strictly accurate, it is nevertheless now understood to be a fact

that when a Beryllium Copper tool is used on steel, a spark may proceed
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from the steel. Since Beryllium Copper tools are commonly used on steel, this
liability of sparking remains as an ever present fact. The likelihood Of a

spark is enhanced whenever the steel is warm and also whenever it is rusty.
To produce a spark from steel, the Beryllium Copper tool must be harder than

the steel against which it is used. Note that on page 211, middle column, Mr.

Randall in speaking of non-sparking tools, states that they should be called

safety tools rather than non-sparking. It is a fact that at one time the American

Brass Company on discovering the facts set out above, regarding sparks from
Beryllium Copper tools when used on steel, recalled all of their catalogues and

subsequently deleted all reference to “non-sparking tools”. Later Mr. Randall

attached stickers to his catalogues and notified his customers that under Cer.

tain conditions Beryllium Copper tools are not non-sparking. I believe that

this circumstance should be recognized by those interested in promoting the

Beryllium Copper industry.

On page 182, the middle column, Mr. Gahagan states that he started to work

in 1929. This checks with his statement on page 179, first column, that his

company first went into the business about 10 years ago. Now it is a fact

that U. S. patent No. 1685570, taken out by the Siemens-Halske Company 0.

the subject of Heat-treating Beryllium Nickel Alloys, was issued in this country

September 25, 1928. It is also a fact that on March 9, 1929, the Siemens-Halske

Company published in Germany their work on beryllium, describing there at

great length the precipitätion hardening of beryllium copper. The Siemen.

Halske publication has some information also on Beryllium Nickel and Bººk

lium Iron. Moreover, the British patent on the heat-treatment of Beryllium
Copper was issued on March 15, 1928. It is hard to understand, in view of

these facts, how Mr. Gahagan and Mr. J. Kent Smith, the British Metallurgist

as stated on page 179 of the verbatim testimony, could themselves have diº

covered the hardening effect of beryllium when added in small quantities tº

copper, nickel and iron, unless they grossly neglected the literature. Their

discovery of the hardening effects of beryllium apparently took place after they

had already worked two years on beryllium and aluminum alloys subsequent

to commencing their efforts in 1929.

On page 176, first column, Mr. Gahagan states that only three elements in

the world are lighter than beryllium and he must, of course, be referring to

their atomic weights. Actually the following metals have lower densities that
that of beryllium : Lithium, sodium, potassium, rubidium, magnesium and

Calcium.

On page 181, first column, it is stated that beryllium copper and beryllium

nickel still stand 15 or 20 billion bends, whereas a phosphor bronze spring in *

similar use, will go only 3 or 400,000 times before it breaks. It is, howe.
an engineering fact that so long as you do not stress a metallic material beyond

its so-called endurance limit, it will not break from fatigue no matter how

many billions of times you bend it. Consequently a phosphor bronze spring

might show just as many alternations, that is as long a life, as a bery

copper spring provided you did not stress the phosphor bronze spring tº
its endurance limit. It is a fact, however, that the endurance limit of beryllium

copper is about 40,000 lbs. per square inch against 27,000 lbs. for phosphor
bronze. Beryllium copper may, therefore, be expected to exhibit freedom from

fatigue at stresses forty-eight percent higher than possible for phosphor bronze

Since Mr. Gahagan has had an opportunity to tell the committee at length

about his initial relations with the American Brass Co., I think that the Same

opportunity should have been accorded to me. Since no such opportunity."
made available, I am taking the next best course and writing to the committee

for its record.

My earliest correspondence with the American Brass Co., is missing and 1

believe it is in the hands of the Department of Justice, f'believe that tº

were several exchanges of correspondence culminating finally in a visitº º:
to Waterbury on July 14, 1933. Mr. Bassett, the very eminent metallurgist."

the American Bross Co., and then known as “Dean of American Metallurgº.

personally discussed the matter with me at considerable length and took me

iunch at the Waterbury Club. At that time we were not making any bº

copper master alloy, but were producing beryllium oxide. Mr. Bassett'sº:
in beryllium copper was of long standing as proved by his article publi ed

the year 1927 in the American Institute of Min. and Met. Engineers. d

Mr. Bassett got into touch with us because he wanted beryllium copſ” º:
failing that, he wanted beryllium oxide to use in experiments directed a

production of beryllium to be used in copper. He was evidently dete
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obtain another source. Because of some delay on our part he thought we were

reluctant to furnish him with beryllium oxide and bought 2 lbs. of it from

Foote Mineral. Later, under date of September 6, 1933, we supplied Mr. Bas

sett With 2 lbs. of our beryllium oxide, without charge. We also discussed the

process which Mr. Bassett intended to use and I gave him all the information

which we had available.

Mr. Bassett at that time expressed dissatisfaction with his source of beryl

lium copper (Mr. Gahagan's company) and denied the current rumor that Ana

conda had stock in Mr. Gahagan's company.

Mr. Bassett and his assistant Mr. Davis, as I subsequently learned, were

not able to make the process operate which I had discussed with him. Sub

Sequently on the strength of Mr. Bassett's representation of the American Brass

Company's interest in another source of beryllium copper, we succeeded in

introducing modifications of the process which I had discussed with Mr. Bassett

and these modifications were responsible for the success which we ultimately

achieved in this process.

At the time of my visit with Mr. Bassett, he indicated that when the prices

of beryllium got to be only six times as great as that of tin, the use of tin in

bronze would be largely replaced by the use of beryllium. Mr. Bassett evi

dently felt that he had cause to anticipate such a price ultimately and dis

appointment Over the failure to realize this expectation, or even to make prog

ress towards it, probably accounts for the American Brass Company's mani

fested uncertainty about the future of the beryllium copper business. Such

progress as our company has been able to make towards lower prices for beryl

lium, together with our prompt deliveries and reliable analyses, have, I feel

Sure, been largely responsible for keeping the American Bross Co., in the busi

ness of producing beryllium copper mill forms.

It remains a fact that the American Brass Company's cost of production has

been considerably higher throughout than indicated by Mr. Bassett's early esti

mates, so that their prices have had to increase. We hope and believe that

Our new price for the master alloy will be very helpful to them.

The essential feature of our initial contacts with the American Brass Co.,

is that Mr. Bassett himself, with his impeccable reputation, was at this time

actively seeking an additional source of supply of beryllium copper and that

he must, therefore, almost from the very first have experienced dissatisfaction

With Mr. Gahagan's company. There was no change in attitude towards Mr.

Gahagan's company after the death of Mr. Bassett. They were simply carry

ing out policies which he had already indicated and making the best of their

disappointment over the costs of the new venture.

Regarding Mr. Gahagan's statements on page 238 of the printed testimony, I

feel obliged again to emphasize that the Brush Foundation exists only for

medical research and has its Offices in the Western Reserve Medical School two

miles removed from our offices. The Brush Foundation is in no way connected

with the Brush Laboratories Company. On the other hand, I am delighted to

note that Mr. Gahagan has “no thought of trying to create a monopoly”, as I

and others have had the other impression very strongly. I cannot agree that at

the time of his visit to us he made any offer to license the use of his patents and

certainly any such license fee as $5.00 per pound of beryllium as testified to by

Mr. Judd, is an impossible sum to pay. Mr. Gahagan at the time of his visit did

suggest that we confine our efforts to the chemical field. I did not agree to

this as our company has from the first intended to get into the metal business.

We have felt that no metal business could be built on an oxide process which

was not entirely satisfactory, and our ability to make progress with our costs

has been ample justification for this policy. I did tell Mr. Gahagan that we

expected to continue our efforts in the oxide and chemical field and we have

done so. I never told him that we were not planning to enter the metal field.

Mr. Gahagan's offer to purchase metal patents from us could hardly be con

Strued as encouraging competition in the production of metal by us, and as a

matter of fact I do not recall any such offer at the time of his visit.

Finally, again referring to Mr. Gahagan's testimony on page 238, my com

ments on so-called “paper patents” as defined by me in my testimony, cannot be

construed as indicating that the German patent on beryllium nickel is inopera

tive. It does seem to me that the coverage afforded by the claims therein, is

too wide for the relatively meager disclosure.

In conclusion the U. S. beryllium copper heat treatment patent #1,975,113

taken out by the Germans, Masing and Dahl, under which Mr. Gahagan expects
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to have “practically complete control of the industry” (which is now prac

tically entirely concerned with beryllium copper) once he “gets finally to the

Supreme Court” was in interference in the U. S. Patent Office with U.S. beryl

lium copper alloy patent #1,893,984 and heat treatment patent #1,990,168

taken out by M. G. Corson under which my Company is licensed. The inter

ference terminated favorably to the Corson patent under which we are licensed

and it is hard to see how Mr. Gahagan can extend the field granted under the

Masing and Dahl patent to cover the field with nickel additions in which we

operate.

Very truly yours,

CBS : CN

encl.

C. B. SAWYER
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- ExHIBIT No. 1762

| Submitted by Morgan Stanley & Co., Inc.]

Morgan Stanley & Co. Incorporated-Issues underwritten or participated in during period September 16, 1985 through June 30, 1939

[From the files of Morgan, Stanley & Co., Incorporated]

-

-

Gross Spread Morgan Stanley Morgan Stanley

A. - - & Co.'s Gross & º, Gross

§." º or Lossº or Loss

1. e. Manager’s after deductin

Date of Offer- Armount of ---- Stanley & Morgan Compensati i &

Nº ing Prospec- Name of Issuer Title of Issue *.*- Name of Syndicate Manager ºº Šºš. ºtº: ºº

tus
tº.º In Points. In Amount ager's Com- ºng Çomº but before anyo

Grou g pensation ºssion, Profit. Morgan Stanley

p or Loss on securi- & Co.'s Ex

º, ºpenses. Taxes,
efore deducting overhead or Re

any expenses turn on Capital

--

ISSUES MANAGED OR CO-MANAGED

Morgan Stanley & Co. Incorporated______

1 Sept. 21, 1935 | Consumers Power Co--------------------------------------- 1st Lien & Unif. Mtge. Bonds 3%% Series of 1935, 1965------ $19,172,000 ºº:::::} sºn,000 200 sº wool sa…, $66,797.50 $60,575.66

2 || Oct. 14, 1935 | Dayton Power and Light Co- 1st & Ref. Mtge Bonds 3%%, 1960__ _____________----------- 20,000,000 organ Stanley o, Incorporated.------ 5,000,000 2.25 459, 000 00 75,000.00 * D. L.

3 || Oct. 16, 1935 Hº Telephone Co---------------------------------- is & Ref. Mººsº, fººd II. 43,700,000 º§ : 3. #:::::::::::: 13,600,000 2.00 874,000.00 10g, 250 tº #§§ #:;

4 Nov. 20, 1935 | Ohio Edison Co. ------------------------------------------- 1st & Cons. Mtge. Bonds 4% Series of 1935, 1965------------- 43,963, 500º &º } 8,731,000 250 | 1,000,0s.go . 180, 655.32 ſº.

5 Nov. 25, 1935 | New York and Queens Elec. Lt. and Pwr. Co- 1st & Cons. Mtge. Bonds 3%% Series of 1935, 1965----------- 25,000,000 || Morgan Stanley & Co. Incorporated.------ 9,350,000 2.00 500,000.00 93,750.00 ---

; Sº ſº; §º," " "I is & Ref Miº Bºžº"." I. * **** Morgan Stanley & Co. Incorporated.------ 13,400,000 2.00 880,000.00 110,000 00 §;: º§§

Sub-total-September 16 to December 31, 1935--------|--------------------------------------
------------------------ 195,835, 500 -------------------------------------------- 55, 792,000 ---______ 4, 186, 527. 50 494, 396.57 957, 361. 10 gº...,

7 | Feb. 27, 1936 | New York Edison Co., Inc.--------------------------------- 1st Lien & Ref. Mtge. Bonds 3%% D, 1965------------------ *|\º 8::::::::::::::::: 15,000,000 || 2:00 1,100,000.00 206,250.00 337,500.00 327,405.00

8 Mar. 16, 1936 Central Illinois Light Co----------------------------------- 1st & Cons. Mtge. Bonds 3%%, 1966________________________ 7, 178,500º &ºº: -- } 2,914,000 2.25 161,516.25 13,459.69 42,599.69 º º 61

tanle O. corporated ------ - -

9 Mar. 19, 1936 Consumers Power Co--------------------------------------- 1st Mtge. Bonds 3%% Series of 1936, 1970-------------------- 55,830,000º &ººa } 11, 165,000 2.00 1,116,600.00 104,681.25 202,375.00 195,742.99

Mar. 23, 1936 Louisville and Nashville Railroad Co- 1st & Ref. Mtge. Bonds 4%. D, 2003_________________________ 9,292,000 || Morgan Stanley & Co. Incorporated.------ 4,792,000 2.00 185,840.00 (2) 59,170. ---

* | *.*:::::: º'º". §ºis. Nº, jºinci.I 15,000,000 Morgan Stanley & Co. Incorporated------ 3, 180,000 - 25 37, 500.00 14, 775.00 *}} 59,170.00

12 Apr. 6, 1936 New York Central Railroad Co--------- 10 Yr. 3%% Sec. S. F. Bonds, 1946-------------------------- 40,000,000 || Morgan Stanley & Co. Incorporated.------ 8,500,000 1. 75 700,000.00 100,000.00 163,750.00 º 478.00

13 Apr. 9, 1936 Consolidated Edison Co. of New York, Inc. 10 Yr. 33.4% Deb., 1946 --------_____________________________ 35,000,000 Morgan Stanley & Co. Incorporated.--- 7, 500,000 | 1.75 612,500.00 87,500.00 153,125.00 51,827.64

14 Apr. 9, 1936 Consolidated Edison Co. of New York, Inc. 20 Yr, 3%% Deb., 1956.--------______________________________ 35,000,000 || Morgan Stanley & Co. Incorporated--- 7,500,000 2.00 700,000.00 131,250.00 196,875.00 #. 50

15 Apr. 16, 1936 Pacific Telephone and Telegraph Co---- Ref. Mtge. 33.4% Bonds B 30,000,000 Morgan Stanley & Co. Incorporated.------ 9,000,000 2.00 600,000.00 75,000.00 142. 500.00 192,637 50

16 Apr. 30, 1936 Chesapeake and Ohio Railway Co-------------------------- Ref. & Imp. Mtge. 39.3% 40, 362,000 *:::::::§ : 3.#: 10,362,000 2.00 807, 240.00 151,357.50 242,025.00 #:º º
an --------------------

----
---

17 | May 1, 1936 Cincinnati Union Terminal Co----------------------------- 1st Mtge. 3%% Bonds D, 1971----___________________________ 24,000,000ºº----------------
------ } 6, 500,000 2.00 480,000.00 (2) 116,875.00 104,070.00

May 22, 1936 Chicago and Western Indiana R. R. Co- 1st & Ref. Mtge. 434%. D., S. F. Bonds, 1962________________ 22,727,000 || Morgan Stanley & Co. Incorporated.------| 7,277,000 2.00 454,540.00 85,226.25 148,900. ------

É º 25, 1936 º Edison Co., Inc.--------- ºns. Mºgº ºniº, seriesºfI. 55,000,000 || Morgan Stanley & Co. Incorporated.------ 15,000,000 2.00 1,100,000.00 206,250.00 337,º 132 718, 73

20 May 27, 1936 Standard Oil Co. (New Jersey). 25 Year 3% Deb., 1961 --_________________________________ 30,000,000 || Morgan Stanley & Co. Incorporated.------| 9,000,000 2.00 600,000.00 112,500.00 191,250.00 328,880.00

21 June 18, 1936 || Crane Co ------------------ 15 Yr. 3%% S. F. Deb., 1951________________________________ 12,000,000 || Morgan Stanley & Co. Incorporated.------ 6,000,000 2.50 300,000.00 45,000.00 112,500.00 168,858.00

22 June 24, 1936 Niagara Falls Power Co---------- is & Réfºrº fºndº, Series of 1955, ſºI 32,493,000 || Morgan Stanley & Co. Incorporated.------| 8,743,000 2.00 649,860.00 121,848.75 198, 350 00 96, 107.33

23 June 25, 1936 Louisville and Nashville Railroad Co- 1st & Ref. Mtge. 334% Bonds E, 2003_______________________ 26,000,000 Morgan Stanley & Co. Incorporated.------ 8,000,000 2.00 520,000.00 2. 190,000.00 # 988, 39

24 July 14, 1936 Chesapeake and Ohio Railway Col- Serial Notes Due 1937 to 1946, incl. Lill--------------------- 15, 300,000 || Morgan Stanley & Co. Incorporated.------ 3,600,000 1.00 153,000.00 38,250.00 51,750.00 69,279.59

25 July 23, 1936 Indianapolis Water Co---------- 1st Mtge. Bonds 3%%, 1966 -----------__________________ 13,827,000 Morgan Stanley & Co. Incorporated.------ 4,914,000 2.00 276,540.00 51,851.25 94,848.75 49. 212 00

26 July 24, 1936 New York Edison Co., Inc.----- 1st Lien & Ref. Mtge. 39.4% Bonds, E, 1966__________________ 30,000,000 Morgan Stanley & Co. Incorporated.------ 8,000,000 2.00 600,000.00 (2) 220,000.00 º 170.63

2. jūīy 30, 1935 | Chesapeake and Öhio Railway Co Reſ. & Imp. Mtge, 3%% Bonds E, 1996__________________ 29, 500,000 Morgan Stanley & Co. Incorporated.------ 6,850,000 2.00 590,000.00 110,625.00 170,562.50 ## 24

28 Aug. 20, 1936 General Motors Acceptance Corp. 10 Yr.% Deb., 1946 ill-----------------__________________ 50,000,000 || Morgan Stanley & Co. Incorporated.------ 7, 500,000 1.50 750,000.00 187,500.00 234,375.00 22 401.82

29 Aug. 20, 1936 General Motors Acceptance Corp- 15 Yr. 3 4% fºh. 1951---------------------_________________ 50,000,000 Morgan Stanley & Co. Incorporated.------ 7,500.000 1. 75 875,000.00 187,500.00 243,750.00 * 800.00

30 Aug. 26, 1936 Cincinnati Gas & Electric Co. 1st Mtge. Bonds 3%.9%, 1966---------------__________________ 35,000,000 || Morgan Stanley & Co. Incorporated.------| 10,000,000 2.00 700,000-00 || 131,250.00 218,750.00 º 175.00

31 || Oct. 15, 1936 American Telephone and Telegraph Co- 25 Yr. 394.9% Deb., 1961 -------______________________________ 150,000,000 Morgan Stanley & Co. Incorporated.------ 25,000,000 2.00 3,000,000.00 562,500.00 781,250.00 º 00

32 Nov. 2, 1936 Central Hudson Gas & Electric Corp-- 4%% Cum. Pſd. Stock (Par Value $100) (3,404 Shs.)--------- 340, 400 Morgan Stanley & Co. Incorporated.------ 340, 400 2.50 8,519-00 || ------------- 3,404.00 2. 200.00

33 Nov. 19, 1936 Argentine Republic____________________ S. F. Ext. Loan 4%% Bonds, 1971-------------_____________. 23,500,000 || Morgan Stanley & Co. Incorporated.------| 4,000,000 3.00 705,000.00 88, 125.00 128,125.00 115. $30.06

34 || Dec. 2, 1936 American Telephone and Telegraph Co--------------------- 30 Yr. 334% Deb., 1966 --------_____________________________ 140,000,000 Nº.sº : 8.#º- 20,000,000 2.00 2,800,000.00 525,000-00 700,000.00 º º

35 | Dec. 3, 1936 Consumers Power Coll_____________________________________ 1st Mtge. Bonds 3%%, Series of 1936, 1966___________________ 12,000,000ºººn } 3,750,000 2.00 240,000.00 22,500.00 55,312.50 º,00

36 Dec. 17, 1936 Pacific Telephone and Telegraph Co-----------_____________ Ref. Mtge. 33.4% Bonds, C, 1966_____________________________ 25,000,000 ºsº : 3.Hº:--- 7,500,000 2.00 500,000.00 93,750.00 159,375.00 142,514.20

- -
-

Orºa an - orated. ----- -

37 Dec. 30, 1936 Ohio Edison Co-------------------------------------------- 1st Mtge. Bonds 3%.7%, Series of 1937, 1972.___________________ 2.834,000ºr} 5,092,000 200 536, 680.00 50,313.75 94,868.75 91,964.66

Sub-total-January 1 to December 31, 1936 --------------------------------------------------
----------------------- 1, 126 183,900 -------------------------------------------- 254,479, 400 --------- 21,860, 326.25 3,504, 263. 44 6,010,416. 19 5,691,093.49

Jan. 14, 1937 || Great Northern Railway Co-------------------------------- Gen. Mtge. 334% Bonds, I, 1967_____________________________ 50,000,000 Morgan Stanley & Co. Incorporated.------ 8,000,000 2.00 1,000,000.00 (*) 257,500.

* † ::::::: Hºnoramada *...º.º.I 30,000,000 Morgan Stanley & Co. Incorporated.------ 4, 237,000 | 1.25 375,000-00 || 75,000.00 º *:::::

40 Jan. 21, 1937 Government of the Dominion of Canada 30 Yr. 3% Bonds, 1967_______________________________________ 55,000,000 Morgan Stanley & Co. Incorporated.------ 7,763,000 2.00 1,100,000.00 206,250.00 274,175.25 º 795.20

41 Feb. 10, 1937 Argentine Republic Sinking Fund Ext. Loan 4% Bonds, Feb. 15, 1972 III 70,000,000 Morgan Stanley & Co. Incorporated______ 9,000,000 3.00 2,100,000.00 262 tº ºu 352, 500.00 º:

42 Feb. 15, 1937 Johns-Manville Corp- Common Stock (Without far value) (100,000 shs).I 10,000,000 || Morgan Stanley & Co. Incorporated.------ 3,000,000 1.50 150,000.00 37,500.00 79,696.28 #;"

43 Mar. 11, 1937 | Philadelphia Electric Co 1st & Ref. Mtge. Bonds 3%%, 1967 II 130,000,000 || Morgan Stanley & Co. Incorporated.------ 18,000,000 2.00 2, 600,000.00 487 500 00 642,727.50 º

44 Apr. 22, 1937 Argentine Republic --------------------- S. E. Ext. Loan 4% Bonds, April 15, 1972 III 35,000,000 Morgan Stanley & Co. Incorporated.------ 4,625,000 3.00 1 050,000-00 || 131,250.00 177, 500.00 º 1.50

45 May 5, 1937 | Southern Bell Telephone and Telegraph Co- - 25 Yr. 394%. Deb., IgG2 42, 500,000 || Morgan Stanley & Co. Incorporated______ 7,500,000 2.00 850,000-00 || 159,375.00 225,000.00 20,º
46 May 24, 1937 Crane Co ------------------------------- 5% Cum. Conv. Pfä. Shares ($100 Parvalue) (192,803 shs.) 19, 280, 300 Morgan Stanley & Co. Incorporated.------ 4,820.075 2.00 385-505-00 72. 301 - 100,858. 23 Alſº

º; jūnē "i, ië, Phelps Dodge Corp III Conv. 3%% Deb., 1952. 20, 285,000 || Morgan Stanley & Co. Incorporated.------ 5,071,250 1.50 304, 275. Do 50, 712 ºn iºnſ: º, #º:

48 June 3, 1937 Cincinnati Gas & Electric Co. | 1st Mtge. Bonds 3%%, 1967 10,000,000 || Morgan Stanley & Co. Incorporated_____. 2,855,000 2.00 200,000.00 37,500 00 º 5.*:

49 June 23, 1937 Standard Brands Inc. ------ $4.50 Cum Eſd. Stock (Without Par Value) (200,000 shs) 20,000,000 || Morgan Stanley & Co. Incorporated_____. 4, 500,000 2.75 550,000.00 75,000 00 125,625.00 103.º

50 June 24, 1937 | New York Telephone Co- Ref. Mtge. 3.4% Bonds B, 1967 25,000,000 || Morgan Stanley & Co. Incorporated_____. 8,000,000 2.00 500,000-00 93,750.00 163,750.00 14.#.

51 June 25, 1937 Buffalo Niagara Electric Corp- - Gen.,& Ref. Mtge, 3%% Bonds C, 1967II 17,029,000 Morgan Stanley & Co. Incorporated.----- 4,654,000 2.00 340, 580.00 53, 858 7.5 104,581.25 §§ º

52 June 25, 1937 Buffalo Niagara Electric Corp-- Serial Deb, due 1938 to ig52 incl. III 3,420,000 || Morgan Stanley & Co. Incorporated_____. 945,000 1.25 42, 750 00 8-550-00 14,455.25 iº.

53 June 30, 1937 E. I. duPont de Nemours and Co- Eſd. Stock-84.50 Cum. (Without Par Value) (500,000 shs). 50,000 ſº Morgan Stanley & Co Incorporated------ 7,000,000 2.50 1, 250,000-00 || 137,500 00 265, 250.00 ºniº

54 July 22, 1937 || Westchester Lighting Co----------------------------------- General Mtge. Bonds 3%, 1967. 25,000,000 º Stanley & 3: Incorporated 8,000,000 2.00 500,000.00 93,750 00 163,750.00 142tº

55 Sept. 29, 1937 Ohio Edison Co-------------------------------------------- 1st Mtge. Bonds 4% Series of 1937, 1967____________________. sºwºr ) 2,200,000 22, 19.2% o lºº 35, 187.50 28, 1153.

56 || Oct. 7, 1937 Central New York Power Corp---------------------------- Gen. Mtge. Bonds 334%, 1962.-----_________________________. 48,364,000 || Morgan Stanley & Co. Incorporated_____. 10,064,000 2.00 967,280.00 181,365 00 269, 425.00 250,825 tº

Sub-total—January 1 to December 31, 1937------------|-------------------------------------------
---_______________. 669, 378, 300 -----------------------------____________ 120, 234, 325 || ------- 14,456, 741.00 2,239, 590 s. 3,500,004.59 3,341,511:

57 Jan. 13, 1938 Consolidated Edison Co. of New York, Inc.----------------- 20 Yr. 3%% Deb., 1958----------___________________________. 30,000,000 Mºsº & Co. Incorporated ----. 6, 285,000 2.00 600,000-00 || 112,500.00 167,493.75 153,578.7,

58 Jan. 19, 1938 Consumers Power Coll-i-L-------------- 1st Mtge. Bonds 3%%, Series of 1937, 1967________________. ºwºr ) 212,000 zoo is ºwn is sº 35,468.75 30,556.

59 || Mar. 30, 1938 Duluth, Missabe and Iron Range Railway Co- 1st Mtge.% Bonds, 1962.-----______________________ 28,000,000 || Morgan Stanley & Co. Incorporated I 5, 600,000 2.00 560,000-00 (-) 154,000.00 141,595,

60 Apr. 21, 1938 Consolidated Edison Co. of New York, Inc. 10 Yr. 3%% Deb., 1948-------- - 60,000,000 || Morgan Stanley & Co. Incorporated. 9,000,000 1.75 1,050.000-00 || 150,000-00 217. 500 00 jº

61 June 2, 1938 United States Steel Corp. --- -------------- | 10 ºr 3:4%. Deb., 1948-------_____ II 100,000,000 || Morgan Stanley & Co. Incorporated 12,000,000 1.75 1,750,000.00 250,000-00 ºn tº sis ºn

62 June 9, 1938 Mountain States Telephone and Telegraph Co 30 Yr 3% Deb. 1968 - 27, 750,000 Morgan Stanley & Co. Incorporated - 5,000,000 2.00 555,000.00 104-00-50 lºsiº ºn isºmº

63 July 7, 1938 Standard Oil Co. (New Jersey)-------------- - Serial Notes Due 1943 to 1947 incl. 31,000,000 || Morgan Stanley & Co. Incorporated 4, 410,000 1.25 387,500.00 77-500 00 iºnº ºn º

64 July 7, 1938 Standard Oil Co. (New Jersey)-- 15 Yr. 23.4% Deb., 1953 - 50,000,000 || Morgan Stanley & Co. Incorporated 7,090,000 1. 75 875,000.00 187,500 ºn º 2 ºn

65 July 14, 1938 Southwestern Bell Telephone Co--------------------------- 1st & Reſ. Mtge, 3% Bonds C, 1968 III 28,900,000 || Morgansº & Co. Incorporated 5, 200,000 2.00 578,000-00 || 108,375 on 153,875.00 iſiºn.

66 Aug. 11, 1938 Public Service Electric and Gas Co------------------------- 1st & Ref. Mtge. Bonds, 394%, 1968--------- ºwſº 3,125,000 || 2:00 200,000.00 18,750 00 45,093.75 38,203.1%

67 Aug. 12, 1938 New York Steam Corp--------- 1st Mtge. Bonds 3%%, 1963----------- 7,982,000 || Morgan Stanley & Co. incºrpºrated 5, 666,000 2.00 559, 640 00 || 104 gº ºn 154,510.00 140,104.9%

tº Nº. 3, 1935 | Argentine Republic lººr. S. F. Ext. Loan 4%% Bonds, 1948 25,000,000 || Morgan Stanley & Co. Incorporated 3,500,000 3.00 750,000-00 gº ºn º iº

69 Nov. 17, 1938 Government of the Dominion of Canada 30 Yr, 3% Bonds, 1968 40,000,000 Morgan Stanley & Co. Incorporated 5,000,000 2.00 800,000-00 || 150,000-00 ſººn º

70 Dec. 2, 1938 Continental Oil Co----------------------------------------- 10 Yr. 234%. Conv. Debs., 1948 II. 21,071,600 || Morgan Stanley & Co. Incorporated______ 3,371,456 1.50 315,074.00 52, 679-00 104,902. 20 º

71 Dec. 22, 1938 || Railway Express Agency, Inc.------------------------------- Serial Notes Series A due 1930 to 1948, incl. 16,000,000ſºº* } 8,000,000 | 1.00 160,000 00 40,000.00 33,296,0.

1- -

Morgan Stanley & Co. Incorporated. -

72 Dec. 23, 1938 Consumers Power Co--------------------------------------- t Mtge. Bonds 3%% Series of 1936, 1966__________________. 10, 168,000º & Company, Incorporated____. } 2, 234,000 2.00 203,360.00 19,065.00 38, 6.12.50 33,501.6

Sub-total–January 1 to December 31, 1938 514, 871. 500. -----------------------
---------------- 87, 606, 456 || ------ 9,524,574.00 1,445, 989 nº 2, 277,255.95 2,111,52.35

73 Apr. 3, 1939 | Eastman Kodak Co---------------------------------------- 28,699, 230 Morgan Stanley & Co. Incorporated_____. 4,878,869 $1.875 422,047.50 90,035.80 156,034.09 150,160.59

Sub-total—January 1 to June 30, 1939----------------- 28,699, 230 ---------------------------_______________ 4, 878,869 || ------ 422,047.50 90,036 Su 156,034.09 150,150.5%

Total–September 16, 1935 to June 30, 1939 2,534, 968, 530 -----------------------------_____________. 522,991, 0.50 ------- 50,450,215-25 || 7,774, 285 as 13,001,071-92 12,227,613.4%

Inland Steel C. PARTICIPATIONs 1st Mtge. 33.4% Bonds D

1 Jan. 22, 1936 Inland Steel Co--------------------------------------------- s ge. 334 onds D, 1961.---- 35,000,000 || Kuhn, Loeb & Co -----_________________. 4,000,000 2.50 75,000. - -

2 Jan. 23, 1936 Pennsylvania Railroad Co- - General Mºº3%. Bonds tº ig 40,000 ºn Kuhn, Lºeb & Cº. I - 4,000,000 2-00 §ºº ºº $º

3 Feb. 21, 1936 Endicott Johnson Corp---- | Preferred Stock 5% Series ($100 Par - 7, 305,000 Goldman, Sachs & Co - 1,000,000 2-51 183,155-33 º 14,559.ſº

4 Mar. 3, 1936 Chicago Union Station Co- 1st Mtge. 33.4% Bonds E, 1963___________ - 44,000,000 Kuhn, Loeb & Co 3,300,000 2.00 880 000.00 ºn tº 40,203,15

5 Mar. 6, 1936 Virginian Railway Co 1st Lien & Rfdg. Mtge. Bonds A 33.4%, 1966. 60,344,000 || Brºwn Harriman & Co., Incorporated 6, 500,000 2.00 1,206, 880.00 81,250.00 53,412.92

6 Mar. 10, 1936 Shell Union Oil Corp Fifteen-Year 3%% Deb., 1951_____________________________. 60,000,000{º º, 5,000,000. 2.00 1, 200,000-00 || --------- * 30,458.00 *32,755.58

7 Mar. 24, 1936 Pacific Gas and Electric Co- - 1st & Ref. Mtge. Bonds H. 33.4%, 1961 -----______________. 90,000,000 || Bºth & Cº. in - 2.00 1,800,000-00 || ------------ 100,000.00 60,281.45

8 Apr. 2, 1936 Jones & Laughlin Steel Corp 1st Mtge. Bonds A 44%, 1961 --------. I 30,000,000 * * Company (Incor- 4,500,000 3.00 900,000.00 ------------ 73,125.00 30,856.4

-

porated).

9 Apr. 8, 1936 Union Pacific Railroad Co--- - Thirty-five Year 3%% Debenture Bonds, 1971 26,835,000 || Kuhn, Loeb & Co 2,500,000 2.00 536,700.00 18,750.00 15,625.0%

10 Aug. 4, 1936 Chicago Union Station Co- | Guaranteed 3%% Bonds, 1951--------------________________. 7,000,000 ||º S.poration 1,050,000 | 1.75 122,500.00 10,500.00 7,358.2.

11 Aug. 6, 1936 Pennsylvania Railroad Co- - General. Mtge, 3%% Bonds C, 1970________________________. 20,000,000 || Kuhn, nº cº - 2,000,000 2.00 400,000-00 || - 15,000.00 11,648.

12 Sept. 18, 1936 Union Pacific Railroad Co---------------------------------- Thirty-four Year 3%% Debenture Bonds, 1970 20,000,000 Kuhn, Loeb & Co 2,000,000 2.00 400,000.00 15,000.00 11,7070;

Sub-total-January 1 to December 31, 1936–1-------------------------------------------
________________ 440, 485,000 ------------------_____________________ 45, 850, 000 || ------ 9, 304, 235, 33 455, 657.00 292,545 &

13 Feb. 6, 1937 | Pennsylvania Railroad Co--- Fifteen-Year 34%. Conv. Debenture Bonds, 1952 --------- 52, 670, 700 Kuhn, Loeb & Co 5, 250,000 1. 30 4. 25 72, 244.87 69,11275

14 May 10, 1937 Inland Steel Co-------------------------------------------- Capital Stock (Without Par Value) (74,950shs.) 5,745,500 Kuhn, Loeb & Cº.I ºis, iſ ſo º:§ º,I º 241-88 7,325.1%

Sub-total-January 1 to December 31, 1937------------|----------------------------------------------_____
__________. 59, 416, 200 || ---------------------_________. 5, 925, 180 || -------- 779, 559.50 82, 486.75 76, 437.8

15 Sept. 15, 1938 || Atlantic Refining Co---------------------------___________ Fifteen Year 3% Deb., 1953----------- - - - - 25,000,000 Smith, Barney & Co. --_______________ 4. 750, 000 1. 75 437, 500.00 47, 500.00 25,3137.

16 || Oct. 20, 1938 Ohio Power Co-------------------------------------------- 1st Muge. Bonds, 3%, IgºsIII sº | Siºn, º' | Fº 200 1,100 ºn tº 56,250.00 28,6424)

Sub-total-January 1 to December 31, 1938 ----------|------------------------------_______________
___________. 80,000,000 || ---------_______________ 9, 750,000 || --__ 1, 537,500.00 103,750.00 53,956. H

17 Apr. 25, 1939 National Steel Corp------------------------------------ 1. 11 1). Mtge. - Kuhn, Loeb & Co.--------------------- 375.2%

pr. 25, rp st (Collateral). Mtge. Bonds 3%, 1965----------------------- ºwºccº) sºooºo 200 lºw 82,500.00 39

Sub-total-January 1 to June 30, 1939-------------------------------------------------------___
______________. 50,000,000 --------------------_______________ 5,000,000 --------- 1,000,000.00 --------- 62.500.00 39,375.3

Total-September 16, 1935 to June 30, 1939-----------|---------------------------------------_____
_________. 629,901, 200 66, 525, 180 --------- 12 sºlºss 705, 393.75 452,314.8%

Grand total.------------------------------------- 3, 164, 869,730 - 589, 516, 230 --------- 63,071, 511-08 7,774,285. 68 13, 705, 465.67 12,6899.83

Bonds and debentures are included at their principal amount preferred and common stocks are included at $100 per share, except in the case of Eastman * Issue subunderwritteKodak Company common stock which is included at the subscription price of sº,so per share, and Inland Steel Company capital stock which is included at * Per share. w --

the subscription price of $90 per share. * Loss. 124491–40–pt. 23 (Face p. 12291). No. 1
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3, 1939

Consumers Power Co

Dayton Power and Light Co

Illinois Bell Telephone Co

Ohio Edison Co

New York and Queens Elec. Lt. and Pwr. Co

Southwestern Bell Telephone Co

New York Edison Co., Inc.---------------------

Central Illinois Light Co

Consumers Power Co

Louisville and Nashville Railroad Co

New York Central Railroad Co----

New York Central Railroad Co----------

Consolidated Edison Co. of New York, Inc

Consolidated Edison Co. of New York, Inc.----

Pacific Telephone and Telegraph Co

Chesapeake and Ohio Railway Co---

Cincinnati Union Terminal Co. ---

Chicago and Western Indiana R. R. Co

Brooklyn Edison Co., Inc.------

Standard Oil Co. (New Jersey

Crane Co

Niagara Falls Power Co----------------

Louisville and Nashville Railroad Co----
Chesapeake and Ohio Railway Co

Indianapolis Water Co---------------

New York Edison Co., Inc.-----------

Chesapeake and Ohio Railway Co---

General Motors. Acceptance Corp----

General Motors. Acceptance Corp----

Cincinnati Gas & Electric Co

American Telephone and Telegraph Co

Central Hudson Gas & Electric Corp

Argentine Republic----------------------------

American Telephone and Telegraph Co

Consumers Power Co

Pacific Telephone and Telegraph Co

Ohio Edison Co--------------------------------

Great Northern Railway Co

Government of the Dominion of Canada

Government of the Dominion of Canada

Argentine Republic

Johns-Manville Corp---------------------------

Philadelphia Electric Co-----------------------

Argentine Republic----------------------------

Southern Bell Telephone and Telegraph Co----

Crane Co

Phelps Dodge Cor
Cincinnati Gas &

Standard Brands, Inc

New York Telephone Co---------------

Buffalo Niagara Electric Corp

Buffalo Niagara Electric Corp------------------

E. I. duPont de Nemours and Co

Westchester Lighting Co

Ohio Edison Co--------------------------------

Central New York Power Corp

Consolidated Edison Co. of New York, Inc. ---

Consumers Power Co

Duluth, Missabe and Iron Range Railway Co

Consolidated Edison Co. of New York, Inc.----

United States Steel Corp____________-----------

Mountain States Telephone and Telegraph Co

Standard Oil Co. (New Jersey)

Standard Oil Co. (New Jersey)

Southwestern Bell Telephone Co---------------

Public Service Electric and Gas Co. -------

New York Steam Corp

Argentine Republic

Government of the Dominion of Canada

Continental Oil Co

Railway Express Agency, Inc.------------------

Consumers Power Co

Eastman Kodak Co. ---------------------

| 1st Mige, 3.4% Bonds É, ión

- Serial Notes Due 1937 to 1946, incl.

- 1st Mtge. Bonds 3%%, 1966-------------

- 1st Lien & Ref. Mtge. 39.4% Bonds, E, 1

- 10 Yr. 3% Deb., 1946

- 15 Yr. 39.4% Deb., 1951

| Sinking Fund Ext. Loan 4% Bonds, Feb. 15, 1972

1st Lien & Unif. Mtge. Bonds 3%% Series of 1935, 1965.

1st & Ref. Mtge. Bonds 3%%, 1960 -------------------

1st & Ref. Mtge. Bonds 3%% B, 1970 --------

1st & Cons. Mtge. Bonds 4% Series of 1935, 1965-------

1st & Cons. Mtge. Bonds 3%% Series of 1935, 1965-----

1st & Ref. Mtge. Bonds 3%% B, 1964

1st Lien & Ref. Mtge. Bonds 34% D, 1965

1st & Cons. Mtge. Bonds 3%%, 1966

1st Mtge. Bonds 3%% Series of 1936, 1970--------------

1st & Ref. Mtge. Bonds 4%. D, 2003

Serial Sec. Notes, Due 1937 to 1941, incl.

10 Yr. 33.4% Sec. S. F. Bonds, 1946---

10 Yr. 39.4% Deb., 1946

20 Yr. 3%% Deb., 1956.------

Ref. Mtge. 33.4% Bonds B, 1966

Ref. & Imp. Mtge. 33.3% Bonds D, 1996

1st & Ref. Mtge. 43.4% D, S. F. Bonds, 1962.--

Cons. Mtge. Bonds 34%, Series of 1936, 1966

25 Year 3%. Deb., 1961

15 Yr. 33.2% S. F.

1st & Ref. Mtge. Bonds 3%%, Series of 1936, 1966

1st & Ref. Mtge. 33.4% Bonds E, 2003---

Ref. & Imp. Mtge. 33.3% Bonds, E, 1996--

1st Mtge. Bonds 34%, 1966 --

25 Yr. 39.4% Deb., 1961----------

44% Cum. Pfd. Stock (Par Value $100) (3,404 Shs.)---

S. F. Ext. Loan 4%% Bonds, 1971

30 Yr. 39.4% Deb., 1966 -------------------------------

1st Mtge. Bonds 34%, Series of 1936, 1966

Ref. Mtge. 33.4% Bonds, C, 1966______________________

1st Mtge. Bonds 33.4%, Series of 1937, 1972. ------------

Gen. Mtge. 33.4% Bonds, I, 1967

7 Yr. 234% Bonds, 1944________________________________

30 Yr. 3% Bonds, 1967 --------------------------------

Common Stock (Without Par Value) (100,000 Shs.)---

1st & Ref. Mtge. Bonds 3%%, 1967___________________

S. F. Ext. Loan 4% Bonds, April 15, 1972

25 Yr. 39.4% Deb., 1962

*g Cum. Conv. Pfä. Shares ($100 Par Value) (192,803

hs.).

Conv. 3%% Deb., 1952

1st Mtge. Bonds 3%%, 1967

º Cum. Pfä. Stock (Without Par Value) (200,000

Shº.).

Ref. Mtge. 39.4% Bonds B, 1967------------------------

Gen. & Ref. Mtge, 3%% Bonds C, 1967

serial Deb, due 1938 to 1952 incl
-

º* $4.50 Cum. (Without Par Value) (500,000

S.).

General Mtge. Bonds 3%%, 1967--------

1st Mtge. Bonds 4% Series of 1937, 1967________________

Gen. Mtge. Bonds 3%%, 1962.-------------------------

20 Yr. 39.4% Deb., 1958

1st Mtge. Bonds 3%%, Series of 1937, 1967

1st Mtge. 39.4% Bonds, 1962.-------------------
---

10 Yr. 39.4% Deb., 1948-----

10 Yr. 39.4% Deb., 1948---

30 Yr. 39.4% Deb., 1968--------------------------------

Serial Notes Due 1943 to 1947 incl

15Yr. 234%. Deb., 1953_____--------------------------

1st & Ref. Mtge. 3% Bonds C, 1968

1st & Ref. Mtge. Bonds, 39.4%, 1968-------------------

1st Mtge. Bonds 3%%, 1963

10 Yr. S. F. Ext. Loan 4%% Bonds, 1948____________

30 Yr, 3% Bonds, 1968. ----------------------

10 Yºr. 234%. Conv. Debs., 1948

Serial Notes Series. A due 1939 to 1948, incl

1st Mtge. Bonds 34% Series of 1936, 1966______________

Common Stock (Without Par Value) (225,092 Shs.)---

}winthrop, Stimson, Putnam & Roberts

Winthrop, Stimson, Putnam & Roberts

}winthrop, Stimson, Putnam & Roberts-------

ſº Polk Wardwell Gardiner & Reed.

ſº Polk Wardwell Gardiner & Reed

º Polk Wardwell Gardiner & Reed

º Polk Wardwell Gardiner & Reed

º Biddle & Reath

º Polk Wardwell Gardiner & Reed__

Davis Polk Wardwell Gardiner & Reed-------

Davis Polk Wardwell Gardiner & Reed.

Davis Polk Wardwell Gardiner & Reed-------

Davis Polk Wardwell Gardiner & Reed.

Debevoise, Stevenson & Plimpton-----

Davis Polk Wardwell Gardiner & Reed

iyavis Polk wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed.

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Winthrop, Stimson, Putnam & Roberts--

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed.

Morgan, Lewis & Bockius

Davis Polk Wardwell Gardiner & Reed.

Davis Polk Wardwell Gardiner & Reed.

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wºrdwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Dr. Adolfo L. Rosenberg

Davis Polk Wardwell Gardiner & Reed

Winthrop, Stimson, Putnam & Roberts

Davis Polk Wardwell Gardiner & Reed.

Winthrop, Stimson, Putnam & Roberts-------

Davis Polk Wardwell Gardiner & Reed

MacDougall, Macfarlane, Scott and Hugessen.

MacDougall, Macfarlane, Scott and Hugessen.

Dr. Adolfo L. Rosenberg-----------------

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Dr. Adolfo L. Rosenberg --------__

Davis Polk Wardwell Gardinor & Reed

Winthrop, Stimson, Putnam & Roberts-------

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed------

Winthrop, Stimson, Putnam & Roberts --

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed.

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Winthrop, Stimson, Putnam & Roberts -----

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Winthrop, Stimson, Putnam & Roberts

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

White & Case
---

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

Davis Polk Wardwell Gardiner & Reed

º Polk Wardwell Gardiner & Reed

Dr. Adolfo L. Rosenberg

ſº Polk Wardwell Gardiner & Reed

MacDougall, Macfarlane

Sullivan & Cromwell

written a

Morgan Stanley & Co. Incorporated.------

$19,172,000 {; & Company, Incorporated.-----

20,000,000 || Morgan Stanley & Co. Incorporated.------

43,700,000 || Morgan Stanley & Co. Incorporated.------

43, 963, 500 {º Stanley & Co. Incorporated -----
-vvur Bonbright & Company, Incorporated.-----

25,000,000 Morgan Stanley & Co. Incorporated.------

44,000,000 Morgan Stanley & Co. Incorporated.------

55,000,000 || Morgan Stanley & Co. Incorporated.------

7, 178,500 {º. Stanley & Co. Incorporated.------

----- Bonbright & Company, Incorporated.-----

55,830,000 {}º Stanley & Co. Incorporated -----
-ºv- Bonbright & Company, Incorporated.-----

9,292,000 Morgan Stanley & Co. Incorporated.

15,000,000 || Morgan Stanley & Co. Incorporated.

0,000,000 || Morgan Stanley & Co. Incorporated- -

35,000,000 || Morgan Stanley & Co. Incorporated.------

35,000,000 || Morgan Stanley & Co. Incorporated. -

30,000, Morgan Stanley & Co. Incorporated -

40, 362,000 || Morgan Stanley & Co. Incorporated -

24,000,000 ſº Stanley & Co. Incorporated.------

Kuhn, Loeb & Co.
-

22,727,000 || Morgan Stanley & Co. Incorporated

55,000,000 || Morgan Stanley & Co. Incorporated

30,000,000 || Morgan Stanley & Co. Incorporated.--

12,000,000 || Morgan Stanley & Co. Incorporated.--

32,493,000 || Morgan Stanley & Co. Incorporated.------

26,000,000 || Morgan Stanley & Co. Incorporated.------

15, 300,000 || Morgan Stanley & Co. Incorporated.------

13, 827,000 || Morgan Stanley & Co. Incorporated. --__

,000, Morgan Stanley & Co. Incorporated.------

29,500,000 || Morgan Stanley & Co. Incorporated.------

50,000,000 || Morgan Stanley & Co. Incorporated.------

50,000,000 Morgan Stanley & Co. Incorporated______

35,000,000 Morgan Stanley & Co. Incorporated_____

150,000,000 || Morgan Stanley & Co. Incorporated

340, 400 Morgan Stanley & Co. Incorporated -----

23,500,000 || Morgan Stanley & Co. Incorporated------

140,000,000 || Morgan Stanley & Co. Incorporated______

Morgan Stanley & Co. Incorporated -----

12,000,000 ſº & Company, Incorporated

25,000,000 || Morgan Stanley & Co. Incorporated

26, 834, 000 Morgan Stanley & Co. Incorporated.--

-**** Bonbright & Company, Incorporated.

50,000,000 || Morgan Stanley & Co. Incorporated

30,000,000 Morgan Stanley & Co. Incorporated.------

55,000,000 || Morgan Stanley & Co. Incorporated ------

70,000,000 || Morgan Stanley & Co. Incorporated.------

10,000,000 Morgan Stanley & Co. Incorporated.------

130,000,000 Morgan Stanley & Co. Incorporated ------

35,000,000 Morgan Stanley & Co. Incorporated. -----

42, 500,000 Morgan Stanley & Co. Incorporated ----

19, 280, 300 Morgan Stanley & Co. Incorporated -----

20, 285,000 Morgan Stanley & Co. Incorporated -----

10,000,000 || Morgan Stanley & Co. Incorporated -----

20,000,000 || Morgan Stanley & Co. Incorporated -----

25,000,000 Morgan Stanley & Co. Incorporated ------

17,029,000 Morgan Stanley & Co. Incorporated

3, 420,000 || Morgan Stanley & Co. Incorporated.--

50,000,000 Morgan Stanley & Co. Incorporated.------

25,000,000 || Morgan Stanley & Co. Incorporated ------

8, 500,000º Stanley & Co. Incorporated

-****** Bonbright & Company, Incorporated

48,364,000 Morgan Stanley & Co. Incorporated -----

30,000,000 Morgan Stanley & Co. Incorporated -----

9,000, 000º Stanley & Co. Incorporated ----

--- Bonbright & Company, Incorporated

28,000,000 Morgan Stanley & Co. Incorporated

60,000,000 Morgan Stanley & Co. Incorporated

100,000,000 || Morgan Stanley & Co. Incorporated

27, 750,000 || Morgan Stanley & Co. Incorporated.------

31,000,000 Morgan Stanley & Co. Incorporated______

50,000,000 Morgan Stanley & Co. Incorporated -----

28,900,000 || Morgan Stanley & Co. Incorporated

10,000, 000º Stanley & Co. Incorporated

--- Bonbright & Company, Incorporated

27,982,000 Morgan Stanley & Co. Incorporated

25,000,000 || Morgan Stanley & Co. Incorporated

40,000,000 Morgan Stanley & Co., Incorporated

21,071,600 º§ {ºHº- -organ Stanley So, Incorporated -

16,000,000 ºtº cºmmºnorgan Stanley & Co. Incorporate

10, 168,000º & Company, Incorported

28,699, 230 Morgan Stanley & Co., Incorporated_____
Winthrop, Stimson, Putnam & Roberts

Davis Polk Wardwell Gardiner & Reed

- J. Walter Thompson Advertising Corporation---

- º Walter Thompson Advertising Corporation

Doremus & Company---------------------------

J. Walter Thompson Advertising Corporation---

Doremus & Company---------------------------

J. Walter Thompson Advertising Corporation---

J. Walter Thompson Advertising Corporation---

Doremus & Company---------------------------

Doremus & Company

Doremus & Company

º & Company.

J. Walter Thompson Advertising Corporation---

J. Walter Thompson Advertising Corporation---

J. Walter Thompson Advertising Corporation---

J. Walter Thompson Advertising Corporation

J.Walter Thompson Advertising Corporation

Doremus & Company----

J. Walter Thompson Advertising Corporation -

J. Walter Thompson Advertising Corporation -

Doremus & Company

Doremus & Company

J. Walter Thompson Advertising Corporation- ſ

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Doremus & Company

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation -

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation -

Doremus & Company-----------________________

Doremus & Company-------__________________

J. Walter Thompson Advertising Corporation

Doremus & Company___________________

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Doremus & Company

J. Walter Thompson Advertising Corporation

Doremus & Company---------------------------

One

Doremus & Company - -

J. Walter Thompson Advertising Corporation---

Doremus & Company

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Doremus & Company

J. Walter Thompson Advertising Corporation

Doremus & Company---

Doremus & Company

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Doremus & Company

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Doremus & Company

Doremus & Company

J. Walter Thompson Advertising Corporation

J. Walter Thompson Advertising Corporation

Day & Zimmermann, Inc.

Day & Zimmermann, Inc.

The American Appraisal Company.

None

None

Day & Zimmermann, Inc.__

Day & Zimmermann, Inc

º Engineering Company
One

None

H. G. Moulton

Day & Zimmermann, In -

None

Day & Zimmermann, Inc._______________

Day & Zimmermann, Inc.______________

Day & Zimmermann, Inc.--------------
Day & Zimmermann, Inc.

None

None_-__

Day & Zimmermann, Inc.

Ford, Bacon & Davis Incorporated

Arthur Andersen & Co.

Price, Waterhouse & Co.

Lybrand, Ross Bros. & Montgomery.

Arthur Andersen & Co.

Patterson, Teele and Dennis

Lybrand, Ross Bros. & Montgomery

Patterson, Teele and Dennis

Arthur Andersen & Co.

Arthur Andersen & Co.

Haskins & Seus

None

None

Patterson, Teele and Dennis

Fºand Dennis

ybrand, Ross Bros. & M.
None ontgomery

None

Eppler & Company

Patterson, Teele and Dennis

Price, Waterhouse & Co.

Arthur Young & Company

Price, Waterhouse & Co.

Haskins & Sells

None

Arthur Andersen & Co.

Patterson, Teele and Dennis
None

Haskins & Sells

Haskins & Sells

Price, Waterhouse & Co.

*º.* & Company

y brand, Ross Bros. & M.
Price, Waterhouse & Co. ontgomery

None

º Young & Company

Lybrand, Ross Bros. & Montgomery

Arthur Andersen & Co.

Lybrand, Ross Bros. & Montgomery

Arthur Andersen & Co.

None

None.

None.

None.

º Ross Bros. &

Sharp, Milne & Co.

Lybrand, Ross Bros. & Montgomery,

Montgomery.

None.

Lybrand, Ross Bros. & Mont -Arthur Young & Company. gomery

Pogson, Peloubet & Co.

Price, Waterhouse & Co.

Haskins & Sells.

Lybrand, Ross Bros. & Montgomery.

Price, Waterhouse & Co.

Price, Waterhouse & Co.

º & Sells.

Price, Waterhouse & Co.

Patterson, Teele and Dennis.

Arthur Andersen & Co.

Price, Waterhouse & Co.

Patterson, Teele and Dennis.

Arthur Andersen & Co.

Price, Waterhouse & Co.

Patterson, Teele and Dennis.

Price, Waterhouse & Co.

Lybrand, Ross Bros. & Montgomery

Price, Waterhouse & Co.; Saunders, Camer.

on & Co.; Broads, Paterson & Co.; Peat,

Marwick, Mitchell & Co.; Cooper & Kenny:

Ernest S. W. Barham; H. B. Allard, Way

º Hardie

Lybrand, Ross Bros. & Montgomery

Niles & Niles

Patterson, Teele and Dennis

None

None

Arthur Young & Company

Price, Waterhouse & Co.

Arthur Andersen & Co.

Price, Waterhouse & Co.

corp

1. As it is understood that generalinformation concerning issuesmanaged by others in which Morgan Stanley & Co. Incorporated participated is being obtained from the managers
of those issues, this table is confined to issues managed or co-managed by Morgan Stanley & Co. Incorporated. Certain minor items of information relating to Morgan Stanley &
Co.'s participation in issues managed by others which presumably would not be known to the managers of those issues are given in the footnotes.

Bonds and debentures are included at their principal amount, preſerted and commonstocks are included at $100 pershare, exceptin the case of Eastman Kodak Company common

stock which is included at the subscription price of $127.50 per share.
-

Counsel which acted for the underwriting group in each issue managed or cº-managed by Morgan Stanley & Co. Incorporated. The names of local counsel who were retained in
certain cases to furnish opinions.orgiveadvice regarding bluesky laws, titles, etc., have not beeningluded. Counsel ſees generally were paid by the underwriting group, although in cer.
rain issues such fees were paid in whole or in part by dealers in the selling group or by the issuer. In the case of participations in issues managed by others, Morgan Stanley & Co. in

orated also has usually consulted its retained counsel with regard to many legal matters pertaining to the issue.
Advertising agencies were employed by Morgan Stanley & Co. Incorporated in connection with the public offering. Advertising expenses generally were paid by the underwriting

group although in certain issues such expenses were paid in whole or in part by dealers in the selling group or by the issuer.

* These firms were employed and paid by the issuer with the exception of $43,963,500 Ohio Edison Co., 1st & Cons Mtge. Bonds 4

1st Mige. Bonds 4% Series of 1937, 1967, in which issues Morgan Stanley & Co. Incorporated and Bonbright & Company, Incorporated employed and paid Day & Zimmermann, Inc.
to advise them in connection with the issue.

to the oil industry which is not construed t

March 10, 1936, managed by Dillon, Read & Co. and Hayden, Stone &

Stanley & Co. Incorporated retained Mr. V.

S. F. Bonds, 1952 and $16,000,000 Railway Express Agency, inc. serial Notes series. A due 1939 to 1948, incl

underwriting group.

º, Series of 1935, 1965 and $8,500,000 Ohio Edison Co.

In Continental Oil Co. 10 Yºr. 23.4%. Conv. Debs., 1948, the underwriting group paid a conference fee of slootor consultation with reference

o be within the scope ofº
O.

- - - G. Smith to advise them in connection with the Registration Statement.
-

* Accounting firms in each instance were employed and paid for by the issuer with the exception of $22,727,000 Chicago and western Indiana R. R. Co., 1st & Ref. Mtge, 4% D.

124491–40–pt.

question. In an issue of $60,000,000 shell Union Oil Corp. Fifteen-Year º Debentures due 1951, ºffered
in which Morgan Stanley & Co. Incorporated had an underwriting participation of $5,000,000, Morgan

, in which issues the accounting firms were employed and paid for by thi

23 (Face p. 12291). No. 2
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“ExIIIBIT No. 1759–1” appears in Hearings, Part 22, appendix, p. 11797.

“Ex HIBIT No. 1759–2” appears in Hearings, Part 22, appendix, p. 11798.

“ExHIBIT No. 1760–1,” introduced on p. 12049, is on file with the Committee.

"Eximum No. 1760–2,” introduced on p. 12049, is on file with the Committee.

“ExHIBIT No. 1760–3,” introduced on p. 12049, is on file with the Committee.

“ExHIBIT No. 1760–4,” introduced on p. 12049, is on file with the Committee.

ExHIBIT NO. 1761

[Letter from Morgan Stanley & Co. to Investment Banking Section, Monopoly Study,

Securities & Exchange Commission]

MORGAN STANLEY & Co. INCORPORATED

Two Wall Street, New York

NEW YORK, November 27, 1939.

PETER R. NEHEMRIs, Jr., Esq.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Ea'change Commission, Washington, D. C.

DEAR MR. NEHEMKIs: I have your letter of November 17, 1939 requesting

further information as to Item 2 in your questionnaire of March 6, 1939.

I am sorry that any information is lacking as we understood we had given

you all the information you needed in response to this item. At the time of

the conference mentioned by you, I showed you a list of the common and pre

ferred stockholders of Morgan Stanley & Co. Incorporated. We explained to

you that we prefererd not listing the number of shares held by each common

stockholder and our reasons why, but told you that no one stockholder had

more than 20% of the common stock and that three persons, namely, William

Ewing, H. S. Morgan and myself each held 20% of the stock and that the remain

ing stock was divided among the other names shown on the list. We under

stood that you were satisfied with the sufficiency of this information as to the

Common stock; you said, however, that you would like a list of the preferred

stockholders, and a list of those of record as of March 24, 1939, was furnished

you on that date.

Consequently, I trust that this letter and the enclosures herewith will give

you a record of all the information you need. The enclosures are:

The names of the common stockholders of this Company at the time of its

incorporation and as of August 31, 1939, the end of our last fiscal year.

Preferred stockholders of record as Of the same dates.

Sincerely yours,

HAROLD STANLEY.

Enclosures

“ExFIIBITS Nos. 1762 and 1763" face this page.
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Morgan Stanley & Co. Incorporated—Common Stockholders of Record as at

August 31, 1939

Sumner B. Emerson Alfred Shriver

William Ewing Harold Stanley

Perry E. Hall Edward H. York, Jr.

Allen Northey Jones John M. Young

Henry S. Morgan

Morgan Stanley & Co. Incorporated—Preferred Stockholders of Record as at

September 16, 1935

William Ewing Harold Stanley

Perry E. Hall Edward H. York, Jr.

Allen Northey Jones John M. Young

Henry S. Morgan

Morgan Stanley & Co. Incorporated—Preferred Stockholders of Record as at

August 31, 1939

No. of Shares

Arthur M. Anderson ---- –––––––– 1, 000

Gaspar G. Bacon and George Whitney, Trustees Under Deed of Trust

Dated November 13, 1914_____ - ---- -- 1,700

Robert L. Bacon and Gaspar G. Bacon, as Trustees for Martha B.

Whitney ---------------------------------------------------------- 1, 700

Francis D. Bartow_______ ---------------------------- - 1, 000

William Ewing------------------------------------------------------ 1, 500

Allen Northey Jones --_____________ --- 200

Thomas W. Lamont------------------------------------------------- 19, 500

Russell C. Leffingwell__________ ---- 3, 400

H. Gates Lloyd, Jr ––––– -- --------------------- 850

H. Gates Lloyd, Jr., and Charles D. Dickey, Trustees for Richard W.

Lloyd, Under the Will of Horatio G. Lloyd, Deceased________________ 850

Richard W. Lloyd--------------------------------------------------- 850

Richard W. Lloyd and Charles D. Dickey, Trustees for H. Gates Lloyd,

Jr., under the Will of Horatio G. Lloyd, Deceased-------------------- 850

Henry S. Morgan ---- ---- -- -- ––– 9, 800

J. P. Morgan–––––––––––––––––––––––––––––––––––––––––––––––––––––––– 3,000

Junius S. Morgan — - 2,800

Harold Stanley------------------------ ------------------------- 1, 000

Charles Steele (Deceased) –––––––––––––––––––––––––––––––––––––––––– 20, 000

Morgan Stanley & Co. Incorporated—Preferred Stockholders of Record as at

September 16, 1935

No. of Shares

Arthur M. Anderson––––––––––––––––––––––––––––––––––––––––––––––––– 1,000

Francis D. Bartow –––––––––––––––––––––––––––––––––––––––––––––––––– 1,000

William Ewing–––––––––– -- - - - ----------- - -- -------------------------- 1, 500

Thomas W. Lamont-------------------------------------------------- 21, 000

Russell C. Leffingwell------- - - - -- -- ------------------------------- ----- 3,400

Horatio G. Lloyd––––––--------------------------------------------- 3,400

Henry S. Morgan–––––––––––––––––––––––––--------------------------- 2,500

J. P. Morgan––––––––––––––------------------------------------------ 10,000

Junius S. Morgan ––––––––––. --------------------------------------- 2,800

Charles Steele------------ - - ---------- - - -- -------------------------- 20,000

George Whitney ––––––. ---------------------------------------------- 3,400



ExHIBITNo.1764–1

Utilityissuesmanagedorco-managedbyMorganStanley&Co.Incorporated,September16,1985–June30,1989

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuriticsandExchangeCommission]

MorganStanley
&Co.'sGroSS

TotalA.ofMorgans:::::".sºº3

OLaorganyanleyyndicateEx

§§TitleofISSAmountofStanley&d.º.º.-§º:Co.'sGrosspensesbutBe-ZPºliseofLSSueissueMan.Coºlinder-“..."|..Profit.Before|foreofficecpagedwritingPar-gºnsai.Syndicate|Expenses.Taxes,E

ticipationpExpenSesOverhead&2.

Returnon~
Capital

*ConsolidatedEdisonCo.ofNewYork,Inc.,andSubsidiaries:HN.Y.&QueensElec.Lt.&Pwr.Co.,3%%due1965____$25,000,000$9,350,000$500,000$93,750$175,562$175,312C.N.Y.EdisonCo.,Inc.,3%%due1965-...--------------55,000,00015,000,0001,100,000206,250337,500327,405Z

ConsolidatedEdisonCo.,ofN.Y.,3%%due1946---35,000,0007,500,000612,50087,500153,125148,888

ConsolidatedEdisonCo.ofN.Y.,3%%due1956----'35,000,0007,500,000700,000131,250196,875192,638c BrooklynFaisonCo.,Inc.,3%%due1966------------55,000,00015,000,0001,100,000206,250337,500335.330F.N.Y.EdisonCo.,Inc.,3%%due1966--------------------------------30,000,000S,000,00000,000(1)220,000200,445tºWestchesterLightingCo.,3%%due1967---------------25,000,0008,000,000500,00093,750103,750142,084c

QonsolidatedEdisonCo.ofN.Y.,3%%due1958---------------------30,000,0006,285,000600,000112,500167,494153,5795

ConsolidatedEdisonCo.ofN.Y.,3}.6%due1948---...60,000,0009,000,0001,050,000150,000217,500203,410'ZN.Y.SteamCorp.,3%%due1963------------------------------------27,982,0005,666,000559,640104,932154,510140,105C

-

ºSub-totals(Con.Edison).--------------------------------------------377,082,00091,301.0007,322,1401,186,1822,123,8162,010,746E Commonwealth&SouthernCorp.:c 9/21/35ConsumersPowerCo.,3%%due1965--------------------------------29,586,0005,711,000383,44023,96566,79760,575H5OhioEdisonCo.,4%due1965-----------------------------------------a21,981,7508,731,0001,099,08882,431180,655163,012C

CentralIllinoisLightCo.,3%%due1966_____________________________23,589,2502,914,000161,51613,45942,59936,130:

ConsumersPowerCo.,3%%due1970--------------------------------*27,915,00011,165,0001,116,600104,681202,375193,742BConsumersPowerCo.,3%%due1966---------------------------------26,000,0003,750,000,00022,50055,31252,740tº:
OhioEdisonCo.,3%%due1972--------------------------------------*13,417,0005,092,000536,68050,31394,86891,964e-w

OhioEdisonCo.,4%due1967-----------------------------------------24,250,0002,200,000191,25015,93735,18728,115

ConsumersPowerCo.,3%%due1967---24,500,0002,125,000180,00016,87535,46830,666ConsumersPowerCo.,3%%due1966---------------------------------25,084,0002,234,000203,36019,06538,61233,601

Sub-totals(Comm.&So.)--------------------------------------------96,323,00043,922,0004,111,934349,226751,873692,545

Seefootnotesatendoftable.

;
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ExHIBITNo.1764–2

Industrialandrailroadissuesmanagedorco-managedbyMorganStanley&Co.Incorporated,September16,1935–June30,1939

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

MorganStanley
&Co.'sGroSS

OLaOrganpanleyyndicateEx
§:of TitleofIAmountofStanley&d.º.§§§.Co.'sGrosspensesbutBe

P;eOI.IssueIssueManz,Co.'sUnder-issions...Profit.Before...foreOffice

rospectusagedwritingPar.missionagesiſ.”Syndicate|Expenses,Taxes,

ticipationpensaExpensesOverhead&

Returnon
Capital

Louisville&NashvilleR.R.Co.,4%due2003----------------------------$9,292,000$4,792,000$185,840(1)$59,170$59,170

N.Y.CentralRailroadCo.,Ser.due1937–41-------------------15,000,000,180,000y$14,775,75017,478

N.Y.CentralRailroadCo.,334%due1946-------------------40,000,0008,500,000700,000100,163,750151,828

Chesapeake&OhioR.R.3%%due1996----40,362,00010,362,000807,240151,358242,025212,888

CincinnatiUnionTerminalCo.,3%%due1971---212,000,0006,500,000480,000(1)116,875104,070

Chicago&WesternIndianaR.R.,4%%due196-22,727,0007,277,000454,54085,226148,900132,719

StandardOilCo.(N.J.),3%due1961------------------------30,000,0009,000,000600,000112,500191,250168,858

CraneCo.,3%%due1951-------------------------------------12,000,0006,000,000300,00045,000112,50096,107

Louisville&NashvilleR.R.Co.,334%due2003E-----------26,000,0008,000,000190,000169,280

Chesapeake&OhioRwy.Co.,Ser.due1937–46---------------15,300,0003,600,00051,75049,212
Chesapeake&OhioRwy.Co.,3%%due1996----------------29,500,0006,850,000170,562158,402

GeneralMotorsAcceptanceCorp.,3%due1946--------------50,000,0007,500,000234,375226,800

GeneralMotorsAcceptanceCorp.,3%%due1951------------50,000,0007,500,000243,750236,175

GreatNorthernRwy.Co.,334%due1967I-------------------50,000,0008,000,000257,500239,925

Johns-ManvilleCorp.,Commonstock(nopar)--------------10,000,0003,000,00079,69674,840

CraneCo.,5%Cum.Conv.Pſd.Shares($100par)-----------19,280,3004,820,075160,868153,749

PhelpsDodgeCorp.,Conv.3%%Deb.due1952--------------20,285,0005,071,250123,049116,590

StandardBrandsInc.,$4.50Cum.Pfä.Stock(nopar)--------20,000,0004,500,125,625103,425
E.I.duPontdeNemours&Co.,Pfd.Stk.$4.50Cum------50,000,0007,000,000266,250242,974

DuluthMissabe&IronRangeRwy.Co.,3%%due1962.--28,000,0005,600,000154,000141,597

UnitedStatesSteelCorp.,3%%due1948------------------100,000,00012,000,000340,000318,856

StandardOilCo.§J.)Ser.notesdue1943–47-31,000,0004,410,000105,06298,237

StandardOilCo.(N.J.)234%due1953---------50,000,0007,090,000240,675229,675

ContinentalOilCo.,234%due1948Conv.Deb-------------21,071,6003,371,456104,902100,253
RailwayExpressAgency,Inc.,Ser.notesdue1939–4828,000,8,000,40,00033,296EastmanKodakCo.,CommonStock(nopar)-------------------28,699,2304,878,869156,034150,161

Totals--------------------------------------------------------------788,517,130|166,802,65014,563,6232,113,4634,097,3183,786,565

1Issuesubunderwritten.*Inthoseissuesinwhichtherewereco-managers,theamountoftheissueunderwrittenwasdividedequallyamongtheco-managers.

Source:DatasuppliedbyMorganStanley&Co.Incorporated.
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ExHIBIT No. 1765

[From the files of J. P. Morgan & Co. Letter from Thomas S. Lamont to Lansing P. Reed]

(Handwritten :) United Corpn.

J. P. MoRGAN & Co.,

January 2, 1929.

DEAR LANSING: At Harold Stanley's suggestion, I am enclosing a batch of

advertising circulars regarding various investment trusts, He suggested that

I call to your particular attention the Utility Equities Corporation and espe
cially the first paragraph thereof which I have marked. In this connection the

names of two other investment trusts occurred to me, the purposes of which

are in a way similar to the one proposed, in that they make little if any pre

tense of diversification, and their purpose is obviously to insure continued con

trol by the bankers (Lee, Higginson & Co.), and their clients. Those are the

Swedish American Investment Corporation and the Solvay American Invest

ment Corporation. In the circular advertising the sale of their fixed obliga

tions to the public, no mention is made of diversification.

Sincerely yours,

LANSING P. REED, ESQ.,

15 Broad Street, New York City.

ICnclosures

TSL/MK

(Initialed:) TSL. MIK.

“ExHIBIT No. 1766–1", introduced on p. 12071, is on file with the Committee.

“ExHIBIT No. 1766–2”, introduced on p. 12071, is on file with the Committee.

ExHIBIT No. 1766–3

[Prepared by the staff of the Investment Banking§" Monopoly Study, Securities and Exchange

Commission

Approximate Approximate

percentage percentage

of Morgan of Morgan

Stanley & Stanley &

Co., Incor- Co., Incor

Approximate porated, Approximate porated

percentage preferred percentage preferred
lº. In stock in *E*R. in stock in

. P. Morgan] comparison . P. Morgan] co& Co.1 with total &§a mparison

held by

Morgan

partners and

their

assignees 2

Charles Steele (de- H. P. Davison.--------

ceased)------------- 36.6 34.8 || Charles D. Dickey---

Thomas W. Lamont- 34.2 34.0 || Thomas S. Lamont.--

J. 9. 1 5.2 || Edward Hopkinson,

R. 6.1 5.9 Jr.------------------ (3)

F. 2.9 1.7 || Arthur E. Newbold.--

J. S. 2, 2 4.9 || Edward Starr, Jr.---- 3
A. M. Anderson- 1.9 1.7 || H. Gates Lloyd, Jr.--- 4)

George Whitney------ 1.9 --------------

1. As shown by the 1938 partnership income tax returns, 2% was paid to partners who died in that- - year.

* i.e. 70,000 shares less 12,500 held by officers of Morgan Stanley & Co., Inc.by assignees of partners. g y c., as of 8/31/39. 8.8% is held

* Interest debit.

!k.º§º ofº rcent. G. L.

- cquired under the will of Horatio G. Lloyd who had subscribed for approximately 4.8% alissue, and at the time received approximately 4.9% of the income of J. ſº. º 48% of the origina
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“ExHIBIT No. 1707–2,” introduced on p. 12096, is on file with the Securities and

Exchange Commission

EXHIBIT NO. 1768–1

[Letter from Investment Banking Section, Monopoly Study, Securities and Exchange

Commission, to J. P. Morgan & Co.)

Messrs. J. P. MoRGAN & Co., MARCH 6, 1939.

23 Wall Street, New York, New York.

GENTLEMEN : Preliminary to certain conferences which we proposed to

arrange with you in connection with a study of investment banking which the

Commission has undertaken at the direction of the Temporary National Eco

nomic Committee, established pursuant to Public Resolution No. 113, 75th

Congress, we should appreciate your preparing and submitting to us the fol

lowing information :

1. The names of all corporations for which you act as (a) fiscal agent,

(b) transfer agent, or (c) registrar; and the names of all Governments or

instrumentalities thereof for which you act as fiscal agent.

2. A list of the corporations or other institutions (including eleemosynary

institutions) of which any partner of your firm is a director or trustee, and

the name in each case of such partner.

3. A list of all corporations or institutions (including eleemosynary institu

tions) of which an employee of your firm is a director or trustee, as a result

of an interest of your firm in such corporations or institutions, together in

each such case with the name of Such employee.

4. A statement of any interest which your firm or any partner thereof may

have, or may have had, directly or indirectly, in Morgan Stanley & Co. Incor.

porated, through stock ownership, options, contracts, loans to directors or

officers of Morgan Stanley & Co. Incorporated or otherwise.

5. A brief description of any agreements which your firm or any partner

thereof may have, or may have had, with Morgan Stanley & Co. Incorporated.

6. Lists of the purchases which your firm, each partner therein (otherwise

than through his interest in your firm), each personal holding company, if

any, of such partner, and through you, all customers of your firm, respectively,

made at or about the time of the initial public offering at the initial public

offering price (or at the initial public offering price less a concession [of issues

underwritten by Morgan Stanley & Co. inc.]").

7. A statement with respect to any finders' fee or other compensation (except

for services as fiscal agent, transfer agent, or registrar) which your firm may

have received after May 31, 1934 in respect of any security offering or pro.

posed security offering by or through other security dealers.

It will aid us in the conduct of our study if we may have your reply by

March 16, 1939.

Sincerely yours,

PETER R. NEHEMRIs, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.
RVE : hfl

ExHIBIT NO. 1768–2

[Letter from J. P. Morgan & Co. to Investment Banking Section, Mono
Securities & Exchange Commission] poly Study,

J. P. MoRGAN & Co.

Wall St. corner Broad, New York

SECURITIES AND EXCHANGE COMMITTEE, NEw York, March 15, 1939.

Washington, D. C.

(Attention of Mr. Peter R. Nehemkis, Jr.)

DEAR SIRs: Referring to the request contained in your letter of March 6th,
1939, we have prepared and submit herewith the inclosed schedules.

Yours very truly, -

J. P. MoRGAN & Co.

Enclosures.

* Inserted in ink.
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ITEM 1

Item 1–A. We have no general fiscal agency agreement with any corporation

regarding financial policy, flotation of loans, etc. The following is a list of the

corporations for which we perform one or more of the following services: Pay

ment of Coupons; Sinking Fund Administration ; Payment of Matured, Called

or Converted Securities; Registration or Transfer of Bonds or Stocks; Payment

of Dividends:

Alabama Great Southern Railroad Co.

Alleghany Corporation

American Refrigerator Transit Co.

American Telephone & Telegraph Co.

Atlantic Coast Line Railroad Co.

Atlantic & Yadkin Railway Co.

Baldwin Locomotive Works

Bigelow Sanford Carpet Co.

Boston & Maine Railroad Co.

Brooklyn Edison Co., Inc.

Buffalo General Electric Co.

Buffalo Niagara Electric Corp.

Canadea Power Corp.

J. I. Case Company

J. I. Case Threshing Machine Co.

Central Hudson Gas & Electric Corp.

Central New York Power Corp.

Chattanooga Station Company.

Chesapeake Corporation

Chesapeake & Ohio Railway Co.

Chicago City and Connecting Railways.

Chicago Great Western Railroad Co.

Chicago Indianapolis & Louisville IRailway Co.

Cincinnati Gas & Electric Co.

Cincinnati Inter-Terminal Railroad Co.

Cincinnati New Orleans & Texas Pacific Railway Co.

Cincinnati Union Terminal Co.

Cleveland Union Terminals Co.

Consolidated Edison Co. of New York.

Continental Oil Co. of Delaware.

Copper River & Northwestern Railway Co.

Crane Co.

Dayton Power & Light Co.

Detroit & Mackinac Railway Co.

Duluth Missabe & Iron Range Railway Co.

Erie Railroad Company

Federated Department Stores, Inc.

Florida East Coast Railway Co.

Framerican Industrial Development Corp.

General Motors Acceptance Corp.

General Steel Castings Corp.

Glen Falls Insurance Co.

Hocking Valley Railway Co.

Household Finance Corp.

Humble Oil & Refining Co.

Illinois Bell Telephone Co.

Indianapolis Water Co.

Trustees of International Great Northern IRailroad.

International Mercantile Marine Co.

International Telephone & Telegraph Corp.

Johns Manville Corp.

Kansas City Terminal Railway Co.

Kentucky & Indiana Terminal Railroad Co.

Lehigh Valley Coal Corp.

Lehigh Valley Railroad Co.

Trustees of Long Dock Co.

Louisville & Jeffersonville Bridge Co.

Louisville & Nashville Railroad Co.

Missouri-Illinois IRailroad Co.
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Trustees of Missouri-Pacific Railroad Co.

Mobile & Ohio Railroad Co.

Morgan Building Corp.

New Orleans & Northeastern Railroad Co.

New Orleans, Texas & Mexico Railway Co.

New York Central Railroad Co.

New York & Queens Electric Light & Power Co.

Trustees of New York, New Haven & Hartford Railroad Co.

New York Edison CO.

New York Steam Corp.

Niagara Falls Power Co.

Niagara Hudson Power Corp.

Niagara Share Corp. of Maryland

Northern Pacific Railway Co.

Pacific Telephone & Telegraph Co.

Pere Marquette Railway Co.

Phelps Dodge Corporation

Philadelphia Electric Power Co.

Philadelphia & Reading Coal & Iron Co.

Philadelphia Electric Co.

Pittston Co.

Trustees of Postal Telegraph & Cable Corp.

Procter & Gamble Co.

Public Service Electric & Gas Co.

Pullman Incorporated

Reading Co.

St. Louis Bridge Co.

St. Paul Union Depot Co.

Scott Paper Co.

Scovill Manufacturing Co.

Solvay American Corp.

Southern Improvement Co.

Southern Railway Co.

Southwestern Bell Telephone Co.

Standard Brands Incorporated

Standard Oil Co., Inc. in New Jersey

Terminal Railroad Association of St. Louis

Texas & Pacific Railway Co.

Texas Pacific-Missouri Pacific Terminal Railroad of New Orleans

Tunnel Railroad of St. Louis

United Corporation

United Gas Improvement Co.

United States & Hayti Telegraph & Cable Co.

United States Steel Corp.

Westchester Lighting CO.

Western Pocahontas Corp.

Yonkers Electric Light & Power Co.

Compagnie des Chemins de Fer a Midi

Compagnie du Chemin de Fer de Paris a Orleans

FIAT

Hudson Bay Mining & Smelting Co. Ltd.

Italian Credit Consortium for Public Works

Nord Railway Co.

Rhokana Corporation Ltd.

Societa Italiana Pirelli

Baldwin Locomotive Works

Barber Asphalt Corp.

Beaver Coal Corp.

Franklin County Coal Corp.

Huntingdon & Broad Top Mountain Railroad & Coal Co.

Keystone Watch Case Corp.

Lehigh Valley Coal Corp. and subsidiaries

Markle Corporation

Niagara Share Corp. of Maryland

Philadelphia & Reading Coal & Iron Corp. and subsidiaries

Continental Passenger Railway Co.

Philadelphia Traction Co. and subsidiaries
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Philadelphia Steel & Wire Corp.

Phoenix Iron Co.

Public Service Electric & Gas Co.

Reading Co.

Scott Paper Co.

Item 1–B. We have no general fiscal agency agreement with any government

or instrumentalities thereof regarding financial policy, flotation of loans, etc.

The following is a list of governments (or trustees for governmental loans) for

which we perform one or more of the following services: Payment of Coupons;

Sinking Fund Administration; Payment of Matured, Called or Converted Secur

ities; Registration of Bonds.

Argentine Government—Government of Argentine Nation

Commonwealth of Australia

Trustees of the Austrian Government External Loans

Kingdom of Belgium

Republic of Cuba

French GOvernment

Trustees of the German Government External Loans

Greek Government (5% Loan of 1914)

Imperial Chinese Government (Hukuang Rys.)

Republic of China

Kingdom of Italy

Province Of Manitoba

City of Rome

Swiss Confederation

United Kingdom of Great Britain and Ireland

State of Vermont

Township of Haverford, Pa.

ITEM 2

MARCH 16, 1939.

Mr. J. P. Morgan :

Associated Parishes of the Episcopal Church

Church Hymnal Corporation

Church Life Insurance Corporation

Church Pension Fund

Church Properties Fire Insurance Company

Cooper Union

Discount Corporation

Episcopal Fund of the Diocese of New York, Trustees of

Flintlock Realty Company

John and Mary R. Markle Foundation

Metropolitan Museum of Art

Metropolitan Opera & Real Estate Company

Morgan Grenfell & Co., Limited

Morgan Memorial Park, Glen Cove, N. Y.

New York Hospital–Cornell Medical College Ass'n.

New York Public Library

Parish Securities Corporation

Pierpont Morgan Library

Pullman Company

Pullman Incorporated

St. John's Church of Lattingtown, L.I., N. Y.

United States Steel Corporation

Mr. Charles Steele:

Metropolitan Opera & Real Estate Company

Mr. Thomas W. Lamont:

The Academy of Political Science

American School of Classical Studies at Athens

Atchison, Topeka & Santa Fe Railway Company

The Carnegie Foundation for the Advancement of Teaching

Guaranty Trust Company of New York

Institute of International Education

International Agricultural Corporation

º3ajºined schedule supplying this information as of October 26, 1939, appears infra,

p. -
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Mr.

Mr.

International Committee of Bankers on Mexico

Italy-America Society

Lamont, Corliss and Company

The John and Mary R. Markle Foundation

Metropolitan Museum of Art

Phillips Exeter Academy

Pilgrims of the United States

St. Luke's International Medical Center American Counci

Santa Fe Pacific Railroad Company -

Southwestern Construction Company

United States Steel Corporation

Junius S. Morgan :

The American Museum of Natural History

American Red Cross, New York Chapter

The Chapin School, Ltd.

Flintlock Realty Co.

Frick Collection, The

General Motors Corporation

Greater New York Fund, Inc., The

Harvard College

Harvard Fund Council

John and Mary R. Markle Foundation

Morgan Memorial Park

New York Public Library

Now York Trade School

Pierpont Morgan Library

Police Relief Association of Nassau County

Seamen’s Church Institute of New York

. George Whitney:

Alaska Development & Mineral Company

Alaska Steamship Company

Bank for Savings

Bee Rock Corporation

Braden Copper Company

Consolidated Edison Company of New York

Continental Oil Company

Corners Corporation, The

Doctors Hospital

General Motors Corporation

Guaranty Trust Company of New York

Johns-Manville Corporation

Kennecott Copper Corporation

Nassau Hospital

New York Central Railroad

Pullman Company

Pullman, Incorporated

Teachers Insurance and Annuity Association

Texas Gulf Sulphur

West Shore Railroad Company

. R. C. Leffingwell:

Carnegie Corporation of New York

Charity Organization Society

Council on Foreign Relations, Inc.

International Telephone & Telegraph Corporation

North British & Mercantile Insurance Company

Northern Pacific Railway Company

Vassar College

F. D. PartOW :

American Radiator & Standard Sanitary Corporation

Discount Corporation

General Electric Company

Hospital Council of Greater New York

Greater New York Fund Inc.

International General Electric Company

Johns-Manville Corporation

Roosevelt Hospital

United Hospital Fund of New York



CONCENTRATION OF ECONOMIC POWER 12303

Mr.

Mr.

Mr.

A. M. Anderson:

International Telephone & Telegraph Corporation

Japan Society

New York Botanical Garden

New York Trust Company

Northern Pacific Railway Company

United States Guarantee Company

. Thomas S. Lamont :

Beech Corporation

Charity Organization Society, The

Continental Oil Company

Edgewater Creche

Phelps Dodge Corporation

Piermont Corporation

Texas Gulf Sulphur Company

. H. P. Davison :

American Brake Shoe and Foundry Company

American Museum of Natural History

Boys' Club of New York, The

Car & General Insurance Corp. Ltd. (U. S. Branch)

856 Fifth Avenue Corporation

Montgomery Ward & Co.

New York Trust Company

Peacock Corporation

Peacock Point Corporation

Provident Fire Insurance Company

Royal Exchange Assurance of London (U. S. Branch)

Standard Brands Incorporated

State Assurance Company

Edward Hopkinson, Jr.:

The Baldwin Locomotive Works and certain of its subsidiaries

Frankford & Southwark Philadelphia City Passenger Railroad Company

The Free Library of Philadelphia

Insurance Company of North America and certain of its subsidiaries

Keystone Watch Case Corporation and subsidiary

John D. Lankenau Fund (Lankenau Hospital)

Pennsylvania Fire Insurance Company.

Pennsylvania Institution for the Instruction of the Blind

Philadelphia Chamber of Commerce

Philadelphia Electric Company

The Philadelphia Saving Fund Society

Reading Company

Second & Third Street Passenger Railway Company

University of Pennsylvania

Wistar Institute Fund

. Charles D. Dickey:

Beaver Coal Corporation

Estate of Bradish Johnson Inc.

Fire Association of Philadelphia and its Associated Companies

General Steel Castings Corporation

Northeast Harbor Water Company (Northeast Harbor, Maine)

Philadelphia Contributionship for Insuring Houses from Loss by Fire

St. Paul's School, Concord, New Hampshire

Sharp & Dohme, Incorporated

Stonega Coke & Coal Company

Virginia Coal & Iron Company

Western Saving Fund Society of Philadelphia

Henry C. Alexander:

Legal Aid Society

... W. A. Mitchell:

Associated Dry Goods Corporation

Bankers Association for Foreign Trade

Buxton School

Hahne & Company, Inc.
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ITEM 3

Mr. Arthur E. Newbold, Jr.:

Beaver Coal Corporation

Markle Corporation and certain of its subsidiaries

Philadelphia & Reading Coal & Iron Company

Transportation Mutual Insurance Company

Mr. H. Gates Lloyd, Jr.:

Barber Asphalt Corporation

Charles E. Hires Company

1435 Walnut Street Corporation

Lehigh Valley Coal Corporation and its subsidiaries

Markle Corporation and subsidiaries

Mr. Edward Starr, Jr.:

DeBardeleben Coal Corporation

1435 Walnut Street Corporation

Franklin County Coal Corporation

Saving Fund Society of Germantown and It's Vicinity

Sharp & Dohme, Inc.

Mr. Thomas S. Gates, Jr.:

Scott Paper Company, Chester, Pa.

Mr. Alfred M. Gray:

1435 Walnut Street Corporation

Mr. Orlando C. Maiden :

1435 Walnut Street Corporation

Mr. D. Graham Craig :

1435 Walnut Street Corporation

Mr. Wm. F. Machold :

Philadelphia Steel & Wire Company

Mr. Leonhard A. Keyes:

Morgan Building Corporation

Mr. George C. Henckel :

Morgan Building Corporation

Mr. E. E. Thomas :

Morgan Building Corporation

Mr. William L. Carson :

Morgan Building Corporation

Mr. Charles A. Fulcher:

Morgan Building Corporation

ITEM 4

The essential facts were stated in public announcements upon the formation

of Morgan Stanley & Co. September 6, 1935. There has been no material change.

These public statements were as follows:

“For release morning newspapers September 6, 1935—Announcement of M
Stanley & Co. Inc.” organ

“A group of partners and staff members of J. P. Morgan & Co., -

and Drexel & Co. of Philadelphia, formerly active in .*ś
the firms, have withdrawn and are forming a new organization for the under

writing and wholesaling of investment securities, to be known as Morgan Stanley

& Co., Inc. Messrs. Harold Stanley, William Ewing, and Henry S. Morgan of

J. P. Morgan & Co., Messrs. Perry E. Hall and Edward H. York, Jr. of Drexel &

Co., and Messrs. John M. Young and A. N. Jones, heretofore managers of the

Bond and Statistical Departments of J. P. Morgan & Co., are to be the executive

officers of the new corporation. Mr. Stanley will be the President of the new

º t“The new securities corporation will have a paid in capital of $7, -

into common and preferred stock The commonºtºº*.*.

rights in the election of the directorate, are to be held exclusively by the oº::
and staff of the corporation. The preferred shares will be held by members of

H.º and by‘.º partners of J. P. Morgan & Co. The corpora

ion will open its offices for business at No. 2 Wall Str
September 16th next.” Street, New York City, on
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“For release morning newspapers September 6, 1935—Statement of J. P. Morgan

& Co.”

“We have to announce with regret the resignations of the following members

of J. P. Morgan & Co. and of Drexel & Co. who, with other valued members of

our staffs, have, under the name of Morgan Stanley & Co. Inc., undertaken to

organize and carry on a securities business of the character formerly handled

by our firms: Harold Stanley, William Ewing, Henry S. Morgan, Perry E. Hall,

Edward H. York, Jr.”

“The withdrawal of these partners and associates, and their formation of a

separate and independent securities company, is, we consider, a logical step

following upon our firm's decision a year ago, to carry on our banking business

rather than the securities business; thus acting in accordance with the banking

and securities provisions of the Banking Act of 1933, recently confirmed by the

Banking Act of 1935, just enacted. We believe that the members of the new

organization will be able, with the ample experience which they have heretofore

had, to serve usefully the investment interests of the community.”

“The firms of J. P. Morgan & Co. and Drexel & Co. will continue as heretofore

to carry On their business as private bankers.”

J. P. Morgan & Co. have no interest whatever in Morgan Stanley & Co. whether

through Stock Ownership, options, contracts, loans to directors or officers or

Otherwise.

No partners of J. P. Morgan & Co. own or have owned common stock in

Morgan Stanley & Co. The following partners in J. P. Morgan & Co. indi

Vidually are owners or beneficially interested in 55,700 shares in the aggregate

of preferred stock in Morgan Stanley & Co.: Arthur M. Anderson, Francis D.

Bartow, Thomas S. Lamont, Thomas W. Lamont, R. C. Leffingwell, J. P.

Morgan, J. S. Morgan and Charles Steele.

J. P. Morgan, Thomas W. Lamont, H. G. Lloyd (deceased) and George

Whitney were formerly owners of additional amounts of said preferred stock

now owned by officers and directors of Morgan Stanley & Co. and certain

estates and trusts.

Neither J. P. Morgan & Co. nor any partners have any loans to Morgan

Stanley & Co. or to any of the officers or directors thereof. Two directors

and officers of Morgan Stanley & Co., Harold Stanley and Edward H. York, Jr.,

who were partners in former firms of J. P. Morgan & Co. and Drexel & Co.

prior to the formation of Morgan Stanley & Co., have at present debit balances

in said former firms which have been dissolved and are in liquidation, in the

assets of which former firms some of the present partners, and partners who

resigned and estates of deceased partners, but not the present firm of J. P.

Morgan & Co., are interested; such debit balances being subject to ultimate

ascertainment and settlement on the completion of such liquidation.

ITEM 5

None.
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ITEM6

MorganStanley&Co.BondIssues

PrincipalAmountofBondsPurchasedNumber

TotalbyJ.P.Morgan&Co.PricesofDeal|NºberAmountPubliPricesatwhich$3andofClients

ISSuedandISSueDateofdº.atwhich|“..."|Brokersſor
AmountProspectusPricegForForPart-|ForPart-ASPur-firmedfromwhom under-FirmnerS'ners'AgentschasedtoClientswhomPur

writtenAntOwnHoldingforPur-chased

°09'10"|AccountCos.Clientschased

19,172,000||ConsumersPowerCo.1stLienandUnifyingMtge.$220,000999974

Bonds3%%Seriesof1935,dueMay1,1965---------Sept.21,193590------------------------------$30,00099|99+2.5011

20,000,000DaytonPower&LightCo.1st&RefundingMtge.

Bonds3%%SeriesdueOct.1,1960-----------------Oct.14,193599%|----------|----------|----------472,00099%99%2715

145,000,000IllinoisBellTelephoneCo.,1st&Ref.Mtge.3%%

BondsSeries“B”,dueOct.1,1970------------------Oct.16,193510%|------------------------------1,485,00010.2%102%3917

43,963,500OhioEdisonCo.1st&Cons.Mtge.Bonds4%Series

of1935,dueNov.1,1965---------------------------Nov.20,1935100%730,000100%100%3214

25,000,000|NewYork&QueensElectricLight&PowerCo.1st
&Cons.Mtge.Bonds3%%Seriesof1935,dueNov.-

1,1965---------------------------------------------Nov.25,1935102----------|--------------------950,000102102397

!45,000,000|SouthwesternBellTelephoneCo.1st&Ref.Mtge.

3%%BondsSeries“B”,dueDec.1,1964-----------Dec.12,1935102%----------|--------------------1,039,00010.2%102%4111

55,000,000|NewYorkEdisonCo.Inc.1stLien&Ref.Mtge.

334%BondsSeries“D”,dueOct.1,1965-----------Feb.27,1936100----------|--------------------1,877,0001001005218

7,178,500CentralIllinoisLightCo.1st&Cons.Mtge.Bonds

3%%SeriesdueApr.1,1966-----------------------Mar.16,1936104----------|--------------------406,000104104169

55,830,000||ConsumersPowerCo.1stMtge.Bonds3%%Series

of1936,dueNov.1,1970---------------------------Mar.19,1936103%l----------|----------|----------1,140,000103%103%4412

9,292,000||Louisville&NashvilleR.R.1st&Ref.Mtge.4%

BondsSeries“D”,dueApr.1,2003----------------Mar.23,1936100----------|----------|----------60,00010010071

15,000,000||“NewYorkCentralR.R.SecuredSerialNotesIssueof1936due$3,000,000annuallyonApr.1,1937toApr.1,1941incl.(ratesofinterestfrom1%%to-

2.60%)"--------------------------------------------(3)410034,000,000|----------None|----------100|----------|--------------------

40,000,000|NewYorkCentralR.R.10-Yr.334%SecuredSink--

ingFundBondsdueApr.1,1946-1----------------Apr.6,193698||----------|----------|----------330,0009898246

35,000,000||ConsolidatedEdisonCo.N.Y.Inc.10-Yr.334%Deb.

SeriesdueApr.1,1946-----------------------------Apr.9,19361,077,0001011014615;§§£º%£º:sºdueApr.1Apr.9,1936–640,0009999%317 -www.*ś§RetMt.3Apr.16,19361,365,00010.1%10.1%4916 40,362,000||Chesapeake&QºlººysNº.itº'Mtge.33.4%Apr.30,1936280,000993%99%285

2.oooooo\cº.Mºs.sº."May1,1980----11.32s,ooo.102.3-3.102144417

on.

iseºusservesºria”ToueNºwy1,1971
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1730,000,000|SouthwesternBell,Tel.Co.1st&Ref.Mtge3%

BondsSeries"Q"dueJuly1,1968-T.----|--|--July14,1938100l..--------|----------|----------270,000100100248

10,000,000|PublicServiceElectric&GasCo.1st&Ref.Mtge.

3%%BondsdueJuly1,1968-----------------------Aug.11,1938104%|----------|----------|----------402,000104%104%424

27,982,000|NewYorkSteamCorp.1stMtge.3%%Bondsdue

July1,1963----------------------------------------Aug.12,1938100|----------|----------|----------135,000100100173

25,000,000||ArgentineRepublic10-YearS.F.Extl.Loan4%%

BondsdueNov.1,1948----------------------------Nov.3,193899%|----------|--------------------263,00095%95%3513

40,000,000||Gov't.oftheDominionofCanada30-year3%Bonds

dueNov.15,1968---------------------------------.Nov.17,193897%|----------|----------|----------808,00097%97%477

21,071,600|ContinentalOilCo.10-Year2%%Conv.Deb.due

Dec.15,1948---------------------------------------Dec.2,1938*100----------None----------|----------|----------|--------------------------------

16,000,000||RailwayExpressAgencyInc.SerialNotesSeries
“A”maturing$800,000.eachJune1&Dec.1fromJune1,1939toDec.1,1948inclusive(RatesofInt.

-from36%to2%%inclusive).------------------------Dec.22,1938100----------|----------|----------1,353,0001001005214

10,168,000||ConsumersPowerCo.1stMtge.3%%BondsSeries

of1936(Add’l.Issue)dueNov.1,1966-------------Dec.23,1938104%|----------|----------|----------29,000104%104%62

143,700,000underwritten.*150,000,000underwritten.
144,000,000underwritten.10140,000,000underwritten.
*Noprospectus,indenturedatedApr.1,1936.1142,500,000underwritten.

*ThisissuesoldprivatelybyM.S.&Co.J.P.M.&Co.andotherbankspurchased12Offeredbycompanytostockholders.

thesenotes.13Average.

*Equalmaturities.1428,000,000underwritten.*30,000underwritten.1527,750,000underwritten.*NotedueJuly15,1937,July15,1938,andJuly15,1939.1031,000,000underwritten.*NotedueJuly15,1945.1728,900,000underwritten.

MorganStanley&Co.StockIssues

AmountofSharespurchasedbyJ.P.Number

Totalorgan&Co.PriceSofDeal||Number
AmountPublicPricestwhichºšandofClients

1IssuedandISSPateºf...,|6ſºaſwhich|*...*|BrokersforAmountueProspectusPricgFor|ForPart-ForPart:,AsPur-flººdfromwhom
under-e Firmners’ners’AgentschasedtoClientswhomPur

WrittenAccountOwnHoldingforOCB10Pur-chased

AccountCoS.Clientschased

500,0001----|E.I.duPontdeNemours&Co.$4.50Cum.pfd.Stock--|June30,1937100NoneNoneNone5,7821001004835 200,0001----|StandardBrandsInc.$4.50Cum.pfd.Stock-----------June23,193795NoneNoneNone12,83095953616

1Shares.

ITEM7

None.
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ExHIBITNo.1772

FinancingofConsolidatedEdisonCo.ofN.Y.Inc.,and*º;byMorganStanley&Co.Incorporated,Sept.16,1935to

wne30,19

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

GrossProfit

AmountofMorganAfter

TotalMorganMorgan\|StanleySyndicate

DateofAtStanleyBankers’Stanley&Co.'sExpensesbut
te.O-Innoun&Co.'sr0SS&Co.'sGrossBeforeOffice

OfferingTitleofIssue{ºUnder-Commis-||Manager'sProfitExpenses,

Prospectus§writingSionsCompen-Before|Taxes,Over

rittePartici-sationSyndicatehead&

pationExpensesReturnon
Capital

N.Y.&QueensElec.Lt.&Pwr.Co.,3%%due1965--$25,000,000$9,350,000$500,000$93,750$175,562$175,312

-||N.Y.EdisonCo.,Inc.3%%due1965--------55,000,00015,000,0001,100,000206,250337,500327,405

-||ConsolidatedEdisonCo.ofN.Y.334%due135,000,0007,500,000612,50087,500153,125148,888-||ConsolidatedEdisonCo.ofN.Y.3%%due195635,000,0007,500,000700,000131,250196,875192,638

-||BrooklynEdisonCo.,Inc.3%%due196655,000,00015,000,0001,100,000206,250337,500326,880

-|N.Y.EdisonCo.,Inc.394%due1966--30,000,0008,000,000600,(1)220,000200,445

-||WestchesterLightingCo.%due19625,000,0008,000,000500,00093,750163,750142,084

-|ConsolidatedEdisonCo.ofN.Y.3%%due1-30,000,0006,285,000600,000112,500167,494153,579-ConsolidatedEdisonCo.ofN.Y.3%%due1948-60,000,0009,000,0001,050,000150,000217,500203,410

-|N.Y.SteamCorp.3%%due1963-----------------------------------------27,982,0005,666,000559,640104,932154,510140,105

Totals--------------------------------------------------------------------------------377,982,00091,301,0007,322,1401,186,1822,123,8162,010,746

1Issuesubunderwritten.

Source:DatasuppliedbyMorganStanley&Co.Incorporated.
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(The following letter is included at this point in connection with

testimony, supra, p. 11844.)

UNITED STATES SENATE,

CoMMITTEE on EDUCATION AND LABor,

247-0. Senate Office Bldg., Jamuary 10, 1940.

HoN. Joseph C. O’MAHONEY,

United States Senate, Washington, D. C.

MY DEAR SENATOR O'MAHIoNEY: During my testimony before the Temporary

National Economic Committee on December 15, 1939, the question was raised as

to whether the American Telephone and Telegraph Company has taken ex

ception to any of the facts pertaining to which I testified. Limitations of

time did not permit me to go extensively into the position taken by the A. T.

& T., and you requested me to communicate with you in regard to this

matter.

I have again considered this subject and have come to the conclusion that

the A. T. & T. bas at no time taken exception to the facts presented in my

testimony. My book, A. T. & T., The Story of Industrial Conquest, has been

out since October 17, 1939, and I have heard not a word from the company,

which indicates that the company has been unable to take oxception to the

facts therein stated.

I testified to the same facts before the Federal Communications Commis

sion on June 23, 1937. At that time my report on the control of the American

Telephone and Telegraph Company was placed into the record of Special

Investigation Docket No. 1 of the Commission. The Bell System submitted

a pamphlet in criticism of my testimony on this report, but a perusal of their

comments indicates that they do not take exception to the facts, but differ

on their conclusions.

When the Federal Communications Commission issued the Proposed Report

on the Telephone Investigation on April 1, 1938, A. T. & T. submitted to the

Commission a brief in criticism of this report. There, too, the company was

unable to take exception to the facts, but differed in their interpretations.

As I endeavored not to give opinions during my testimony, but to confine

myself to a statement of the facts, I am justified in saying, therefore, that

the company has taken no exception to the accuracy of the facts revealed

in my testimony.

I am at your service to supply any further information you desire.

Very truly yours,

(Signed) N. R. DANIELIAN.

(Typed) N. R. DANIELLAN.

(The following information was submitted by Mr. Dean in connec

tion with Mr. Gordon's testimony, supra, p. 11949.)

ExTRACT FROM “MEMORANDUM of CoRRECTIONs” SUBMITTED BY ARTHUR. H. DEAR

of SULLIVAN & CROMWELL, Counsel. To ALBERT H. GoRDoN, to THE INvestºr

BANKING SECTION, Monopoly STUDY, SECURITIES & Exchange CoMMIssion

4. + * * 4. - -

What happened was that a group of bankers headed by J. P. Morgan & Co. had

advanced $10,000,000 to the old firm of Kidder, Peabody & Co. of which neither

Webster, Hovey nor Gordon (partners in the present firm of Kidder, Peabody
& Co.) were partners. As a condition to the advancing of the $10,000,000 the

banking syndicate had insisted that the partners in the old firm raise an addi

tional $5,000,000 as capital. Due to a very substantial decline in the value of

the securities held by the old firm, it was obvious that they needed still more

working capital. An arrangement was thereby made whereby a new firm was

formed with approximately $5,000,000 of new capital. All of the assets of the

12316
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old firm had been pledged as collateral for the agreement with the banking syn

dicate. The new firm selectod the assets and liabilities which it wished to take

Over and the other assets and liabilities were liquidated from time to time by

the banking syndicate.

(The following letter is included at this point in connection with

Mr. Whitney's testimony, supra.)

[Copy]

APRIL 30th, 1935–p.

Mr. WILLIAM C. PottER,

Chairman, Guaranty Trust Company of New York,

140 Broadway, New York City.

DEAR MR. POTTER: The Atlantic Coast Line Railroad Company has agreed to

Sell to Brown, Harriman & Co., Incorporated, and Edward B. Smith & Co.

$12,000,000. Ten-Year, Collateral Trust Notes, secured by $25,000,000. of our

General Unified 4%% Bonds.

At the suggestion of Mr. George Whitney, we have designated the Guaranty

Trust Company of New York to act as Trustee of this indenture.

If it is agreeable to your Company to act as Trustee, will you kindly advise

me the name of the officer of your Company with whom Mr. H. L. Borden, our

Vice-President, should communicate to arrange the necessary details.

Yours very truly,

(Original Signed by Mr. Delano Chairman.)

(The following letters were submitted by Mr. Whitney in connec

tion with his testimony, supra.)

[Copy]

J. P. MORGAN & Co.

Wall St. corner Broad, New York

NEW YORK, January 25, 1940.

Honorable LEON HENDERSON,

Securities and Ea'change Commission,

Washington, D. C.

DEAR MR. HENDERSON : At the end of the afternoon Session on Tuesday, Decem

ber 19th, you asked me a question reading as follows: “Leaving aside for a

minute the legal phases, or leaving them aside entirely, a number of those func

tions you performed in this switchover period are functions which are performed

by underwriting houses, is that not correct?” I have now had an opportunity

to read the testimony, including your further questions and, pursuant to your

Suggestion contained in your last question, I am glad to submit an amplifica

tion of my answers, which I have made as brief as possible. I should like to

have this placed in the record if agreeable to the Committee.

The questions which you ask cannot be answered categorically “Yes” or “No,”

nor can they be answered without regard to the purpose and effect of Section

21 (a) of the Banking Act of 1933. -

The functions of the banker in this country and So far as I know in all other

Countries, have been manifold. They have, of course, acted as depositaries for

the safekeeping of their clients' balances; they have assisted in the develop

ment of business and industry through the making of loans; they have aided

commerce between the nations in the discount and negotiation of bills; they

have acted as financial advisers to their clients, thus assisting in the orderly

and successful conduct of their clients' business and personal affairs, and they

have assisted in providing industry with capital through the making of loans

and, except in this country since the Banking Act of 1933, through the under

Writing and flotation of Security issues. These are among the historic functions

of a banker. Some of them, however, are not necessarily peculiar to a banker.

Investment bankers, dealers, and brokers also give financial advice and perform

other functions helpful in the conduct of their clients' affairs.

Section 21 (a) of the Banking Act of 1933 prevents any person engaged in

the business of issuing, underwriting, selling, or distributing securities from
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engaging at the same time in the business of receiving deposits. This section of

the Act became effective June 16, 1934, and, as I have previously testified, from

that date our firm ceased in any manner to engage in its former business of

underwriting, issuing, selling, or distributing securities. The language of that

section of the Act is clear, even to a layman like me. However, we of course

consulted counsel, and you have in evidence their opinion of May 29, 1934.

Although not asked for by your investigators, I am enclosing herewith a further

opinion of our counsel dated September 13, 1935, having to do with the Morgan

Stanley & Co. Incorporated phase of the Banking Act question, and request

that the opinion be received in evidence, as I believe it makes more clear how

complete the segregation was and is between our firm and Morgan Stanley &

Co. Incorporated.

As I stated several times in my testimony, we have given financial advice

to our clients since the effective date of the Banking Act. As a part of such

advice we have recommended to our clients the names of underwriting houses

which we have felt were best equipped to handle their business for them. We

feel that the giving of such advice is part of the essential functions of a banker.

These functions may be likened to those of the family physician. It is part of

the banker's job to look after the day to day needs of his customers, and to know

when a capital operation is needed and when to call in a specialist, and to be

able to recommend a good one for the work. This was particularly necessary

during what you refer to as the “transition period.” The investment banking

business had been torn to pieces by the Banking Act, established relations had

been disrupted, and existing organizations had disintegrated. Few new organi

zations were well known. Few had adequate capital or experience. It was

very necessary for the borrowing companies, greatly in the public interest,

and essential to the reopening of the capital markets, which were at a dead stop,

that bankers should be prepared to give the best advice they could to their

customers to help them find and establish satisfactory relations with investment

houses of issue. Throughout the period and today every commercial bank of

any size in this country has performed and is performing this service in greater

or less degree as a part of its daily routine. This does not mean, however, that

only a banker is entitled to perform such service. Investment bankers are

entitled to perform it, and they are doing it more and more, as they become

established and better known to borrowing companies, who now less frequently

seek the intervention of banks of deposit. It must, of course, be apparent to

you that the giving of such advice by a banker to his client in no way puts

that banker in the business of issuing, underwriting, selling, or distributing

Securities.

The purpose of Section 21 of the Banking Act of 1933 was to place the deposi

tors' fund beyond the risks of the underwriting business and I am certain that

my firm, has lived up to the spirit, as of course it has to the letter, of that

law. I have always felt that the complete elimination of banks of deposit from

the business of entering into any commitments for the underwriting of private

investment, securities—leaving aside the question of the elimination of banks

of deposit from the business of distributing securities to investors—has not been

in the interest of the capital markets and, in turn, of the American economy. A
commitment to take up and pay for sound securities in amounts bearing a

reasonable relationship to resources may well be far more conservative, and

present less risk to depositors' funds—or even capital funds of the institution

which bear the whole risk to the extent of such funds—than other types of less
sound and less liquid commitments.

Yours very truly,

/S/ GEORGE WHITNEY.

DAVIS POLK WARDwell GARDINER & REED

(STETSON JENNINGs & RUSSELL)

15 Broad Street, New York

SEPTEMBER 13

Messrs. J. P. MoRGAN & Co., , 1935.

23 Wall Street,

New York, N. Y.

DEAR, SIRs: We have given careful consideration, from your point of view

to the incorporation and organization of Morgan Stanley & Co., Inc., and take
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pleasure in giving to you our opinion on certain questions in connection there

with which relate to your firm.

Morgan Stanley & Co., Inc. is a corporation formed pursuant to Article Two

of the Stock Corporation Law of the State of New York. Its original Cer

tificate of Incorporation was filed in the office of the Secretary of State on

September 5, 1935, and its first meeting of incorporators and its first meeting

of stockholders were held September 12, 1935. Its Board of Directors consists

of Messrs. Harold Stanley, William Ewing, Perry E. Hall, Edward H. York,

Jr., and John M. Young. The officers of the Corporation are at present: Mr.

Harold Stanley, President; Mr. William Ewing, Vice-President; Mr. Henry S.

Morgan, Treasurer and Secretary; Mr. Perry E. Hall, Vice-President; Mr.

Edward H. York, Jr., Vice-President; Mr. John M. Young, Vice-President; Mr.

Allen N. Jones, Vice-President; and Mr. Archer M. Vandervoort, Assistant

Secretary and Assistant Treasurer. Mr. Harold Stanley, Mr. William Ewing,

and Mr. Henry S. Morgan have been, until their recent resignations, partners

of J. P. Morgan & Co. Mr. Perry E. Hall and Mr. Edward H. York, Jr., have,

until their recent resignations, held an interest in the business done by J. P.

Morgan & Co. in Philadelphia under the firm name of Drexel & Co. Mr. John

M. Young, Mr. Allen N. Jones, and Mr. Archer M. Vandervoort have been, until

their recent resignations, employes of J. P. Morgan & Co.

The Certificate of Incorporation of Morgan Stanley & Co., Inc. provides for

Preferred and Common Stock. The authorized Preferred Stock consists of

100,000 shares of the par value of $100 each, which shares entitle the holders

thereof to receive dividends at the rate of 6% per annum, subject to various

conditions and limitations more fully set forth in the Certificate of Incorpora

tion. The holders of the Preferred Stock have no right to vote at any meetings

of stockholders except as provided generally by the Stock Corporation Law of

New York, and particularly the holders of the Preferred Stock have no right

to vote for directors of the Corporation. Seventy thousand shares of the

Preferred Stock have been issued for a consideration aggregating $7,000,000

to certain of the individuals above named, and also to a few individual partners

of J. P. Morgan & Co. The amount of such stock which has been taken by the

individual partners of J. P. Morgan & Co. comprises the greater part of the

Preferred Shares issued.

The authorized Common Stock consists of 50,000 shares having a par value

of $5 each, all of which shares have been issued for a consideration aggregat

º: $500,000 to individuals who are directors or officers of Morgan Stanley &

So., Inc.

The above named directors and officers of Morgan Stanley & Co., Inc. have

not only resigned from the positions formerly hold by them as partners or

employes of J. P. Morgan & Co., but they have fully divorced themselves from

the business done by J. P. Morgan & Co. except in one or two special instances

where, for a few months only, work undertaken prior to the organization of

Morgan Stanley & Co., Inc. is being completed. There are no special agree

ments or arrangements between the two organizations, and the right to use

the name “Morgan Stanley & Co., Inc.” is derived from Mr. Henry S. Morgan

and Mr. Harold Stanley. Morgan Stanley & Co., Inc. have opened offices at

2 Wall Street, New York City, which offices are, of course, entirely separate

from the offices of J. P. Morgan & Co. at 23 Wall Street, New York City.

The general business to be carried on by Morgan Stanley & Co., Inc., is

to be a securities business, and will include underwriting, issuance and sale of

Securities. In no case will Morgan Stanley & Co., Inc., perform such business

as agents for J. P. Morgan & Co., but if it chooses Morgan Stanley & Co., Inc.,

may avail itself of the usual banking facilities offered by J. P. Morgan & Co.,

just as it may use the facilities of other banks and bankers. For example,

delivery of bond issues and payment therefor may take place at the banking

offices of J. P. Morgan & Co., and deliveries of bonds to purchasers by Morgan

Stanley & Co., and its associates may also take place at J. P. Morgan & Co.

windows. In such matters J. P. Morgan & Co. will render the same banking

service to Morgan Stanley & Co., Inc. as it would render to any other invest

ment house.

The provisions of Section 21 (a) of the Banking Act of 1933, as amended,

would today bar J. P. Morgan & Co. from carrying on the same general business

as that in which Morgan Stanley & Co., Inc. plans to engage. This section

provides in part as follows:
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“SEC. 21. (a) After the expiration of one year after the date of enactment

of this Act it shall be unlawful— -

“(1) For any person, firm, corporation, association, business trust, or other

similar organization, engaged in the business of issuing, underwriting, selling,

or distributing, at wholesale or retail, or through syndicate participation,

stocks, bonds, debentures, notes, or other securities, to engage at the same time

to any extent whatever in the business of receiving deposits subject to check

or to repayment upon presentation of a passbook, certificate of deposit, or

other evidence of debt, or upon request of the depositor: Provided, That the

provisions of this paragraph shall not prohibit national banks or State banks

or trust companies (whether or not members of the Federal Reserve System)

or other financial institutions or private bankers from dealing in, underwriting,

purchasing, and selling investment securities to the extent permitted to

national banking associations by the provisions of section 5136 of the

Revised Statutes, as amended (U. S. C., title 12, sec. 24; Supp. VII, title 12,

sec. 24) : * * *

We are of the opinion, on the facts as summarized above, that no claim can

properly or successfully be made that J. P. Morgan & Co. is violating the above

prohibitions because of the fact that Morgan Stanley & Co., Inc. is engaged in

the general business of issuing, underwriting, selling or distributing securities.

The separate ownership of the common stock of Morgan Stanley & Co., Inc., its

completely separate Board of Directors, and the absence of any interlocking

between its officers and employes and the partners and employes of J. P. Morgan

& Co., all demonstrate the complete separation of the two organizations and

rebut any contention that the separate existence of Morgan Stanley & Co., Inc.,

should be disregarded as a “corporate fiction”. Ownership of preferred stock

of the type here involved does not result in any prohibited participation by the

preferred stockholders, or by a firm to which such stockholders may belong,

in the business of the corporation issuing the preferred stock. No contention

that Morgan Stanley & Co., Inc. is an agent or instrumentality of J. P. Morgan

& Co. can be successfully advanced inasmuch as the businesses and activities

of the two organizations are separate, and the affairs of Morgan Stanley & Co.,

Inc. are controlled by an independent Board of Directors and officers, left to

their own initiative and responsibility in respect of each transaction as it arises.

The Securitics Act of 1933, as amended, imposes in Section 15 thereof certain

liabilities upon persons who control persons who may become liable under Sec

tion 11 or Section 12 of said Act. Because of the type of business in which

Morgan Stanley & Co., Inc. plans to engage it is possible that that Corporation

may at times become subject to such liabilities. In our opinion neither J. P.

Morgan & Co. nor any of the partners thereof can be held, on the facts above

summarized, to “control” Morgan Stanley & Co., Inc., within the meaning of

Section 15 of Said Act, and neither the firm nor any of the partners thereof

can be held liable thorefor.

Very truly yours,

[s] DAVIS, Polk, WARDwell, GARDINER & REED.

The following letters are included at this point in connection with

Mr. Whitney's testimony, supra, pp. 12067, 12099, and 12100.

JANUARMr. GEORGE WHITNEY, Y 23, 1940.

J. P. Morgan & Co., 23 Wall Street,

New York, New York.

DEAR MR. WHITNEY: You will recall that in the hearing of Decem

1939, there was discussion of how many companies that had formerly *:::::
through J. P. Morgan & Co., subsequent to the organization of Morgan Stanley

& Co., Incorporated, financed through some other house. In that discussion

§: theº* You if you would submit a memorandum to

e Committee on this matter. Could I inquire whether a beenmade on this matter. Q r any progress has

Likewise, I find on page 268 (col. 2) that you agreed to ascertai

the credits to Corporation No. 6 were from a loan underwritten #Y.
Stanley & Co., Incorporated and (col. 3) whether the credit to Corporation
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No. 9 represented part of the proceeds of an issue underwritten by Morgan

Stanley & Co., Incorporated.

May I inquire whether these matters have been ascertained.

Sincerely yours,

PETER R. NEHEMRIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

LBrown :jmk

23 Wall Street, New York, January 26, 1940.

PETEB. R. NEHEMRIS, Jr., Esq.,

Special Counsel, Monopoly Study, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIS: Replying to your letter of January 23rd, it had not

Occurred to me that any further answer was required from me in connection

with the discussion to which you refer, since Mr. Stanley undertook to cover

the matter in his testimony. In any event, I do not think it would be possible

! for me to answer the question because it involves research among figures to

which I have no access.

As to Corporation No. 6, there was a credit to the account of that Corporation

with us in the amount of $18,487,500 on June 30, 1937, which was the date on

which that Corporation received from underwriters the proceeds of sale of

200,000 shares of its preferred stock.

As to Corporation No. 9, I have been advised by that Corporation that during

the month of January, 1938, it had a substantial cash intake, including the

proceeds of an issue of securities sold to underwriters. The Corporation de

posited these proceeds with various banks of deposit, among which was J. P.

Morgan & Co.

Trusting this will give you the information you require, I beg to remain

Yours very truly,

GEORGE WHITNEY.

The following letters are included at this point in connection with

Mr. Stanley's testimony, supra, p. 12067.

MORGAN STANLEY & Co., INCORPORATED

Two Wall Street, New York

NEw York, February 15, 1940.

PETER R. NEHEMKIS,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIs: This is in reply to your letter of January 23, 1940 to

Mr. Stanley which he acknowledged while he was in Washington. Your letter

refers to the discussion in the T. N. E. C. hearing of December 20, 1939 of

Whether “any company for which J. P. Morgan & Company was formerly prin,

cipal banker * * has floated securities through some other house than

Morgan Stanley & Company, Inc.?” Later in the hearing you asked for a

memorandum on this subject which Mr. Stanley agreed to send you.

As Mr. Stanley tried to point out elsewhere in his testimony (particularly,

he thinks, in connection with American Telephone and Telegraph financing) any

question as to the scope or amount of any company's financial transactions,

through any banker or handled otherwise, cannot be completely or adequately

Shown unless the question covers private placements as well as public offerings.

The following list, which we cannot be sure is complete, has been compiled

from published sources and from such data as we have available in our office,

and shows the large amount of financing since September 1935 by companies

for which J. P. Morgan & Co. and Drexel & Co. sold securities in the period

from 1921 to 1933, in which financing Morgan Stanley & Co. Incorporated had

no participation whatever.

*
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1935

Sept.

Oct.

Nov.

Dec.

1936

March

May

Sept.

Sept.

Oct.

Oct.

Oct.

Dec.

Dec.

Dec.

1937

Jan.

Feb.

March

May

May

May

August

Sept.

Sept.

Sept.

1938

Jan.

March

May

July

August

Dec.

Dec.

$2,500, 000

5,000, 000

1, 300,000

4, 152,000

600,000

25,000, 000

5, 500,000

400,000

7,000,000

7, 500,000

8, 589, 500

6, 978, 000

10, 848, 000

16, 000, 000

600,000

3,000, 000

7, 000, 000

2,000, 000

550, 000

600, 000

683, 000

2,500,000

3,000, 000

875, 000

20,000, 000

800, 000

1,000,000

1,657,000

2, 375,000

15,000,000

15,000,000

Purchaser or

Allentown-Bethlehem Gas Co. Underwriter

1st 3%s, 1965----------------- Sold privately.

Atlanta Gas Light Co."

General 4%s, 1955------------- First Boston Corp. etc.

Cambria & Indiana R. R. Co.

1st 3%s, 1948----------------- Sold privately.

Rochester Gas & Elec. Corp.”

General 4s, 1960--------------- Sold privately.

Savannah Gas Co.

1st 4%s, 1965----------------- Sold privately.

Public Service El. & Gas Corp.

1st & Ref. 4%s, 1966----------- Sold privately.

Southern Indiana Gas & El. Co.

1st 3.35%–1961-------------- Sold privately.

Rochester Gas & El. Corp.”

4.8% Preferred Stock---------- First Boston Corp. etc

Connecticut Light & Power Co.

1st & Ref. 3%s, 1966----------- Putnam & Co. etc.

Connecticut Light & Power Co.

20 Yr. 3%% Debs. 1956.-------- Putnam & Co. etc.

Southern Indiana Gas & El. Co.

4.8% Cum. Preferred Stock----- Bonbright & Co. etc.

Pennsylvania Power Co.

1st §. 1961----------------- Sold privately.

Rochester Gas & El. Corp.”

General 4s, 1960--------------- Sold privately.

Connecticut Light & Power Co.

1st & Ref. 3%s, 1966----------- Putnam & Co. etc.

Southern Indiana Gas & Elec. Co.

1st 3.35%–1961-------------- Sold privately.

Rochester Gas & El. Corp.”

General 3%s, 1966------------- Sold privately.

Chicago, Burlington & Quincy

R. R. Co.

2%% Coll. Tr. Notes_1937–46-- Sold privately.

Pennsylvania Power Co.

1st 4s, 1961------------------- Sold privately.

Pennsylvania Power Co.

$6 Cum. Preferred Stock------- Sold privately.

Southern Indiana Gas & El. Corp.

1st 3.35%–1961.-------------- Sold privately.

Chicago & Western Indiana R. R.

1st & Ref. 4%s, 1962.----------- Sold privately.

Central Hudson Gas & El. Corp.

1st & Ref. 3%s, 1967----------- Sold privately.

Rochester Gas & El. Corp.”

General 3%s, 1967------------- First Boston Corp. etc.

Atlanta Gas Light Co."

General 4%s, 1955------------- Chandler & Co. etc.

New England Tel. & Tel. Co.

1st 3%s, 1968----------------- Sold privately.

Southern Indiana Gas & El. Co.

1st 3%s, 1961----------------- Sold privately.

fublic Service E. & Gas Co.

1st & Ref. 3%s, 1966----------- Sold privately.

#: §4. El. Corp.”

en. 3728, 1907---------------- First Boston -

Buffalo Niagara Electric Corp. Corp. etc.

Gen. & Ref. 3%s, 1968--------- Sold privately.

Connecticut Light & Power Corp. Sold privately.

1st & ref. 3%s, 1968.

International Tel. & Tel. Co. Sold privately.

4%% Notes—1948.

Footnotes on next page.
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Purchaser or

1938 Underwriter

Dec. 4, 200,000 Pennsylvania Power Co. $5 Bonbright & Co. etc.

Preferred Stock.

Dec. 30,000, 000 Chesapeake & Ohio Railroad Co. Halsey, Stuart & Co.

Ref. & Imp. 3%s, 1963. etc.

1939

Feb. 12,000, 000 Cincinnati Union Terminal Co. Lehman Brothers, etc.

1st 3%s, 1969.

March 240, 000 Allentown-Bethlehem Gas Co. Sold privately.

1st 3%s, 1965.

May 400,000 Jacksonville, Terminal Co. Ref. First Boston Corp. etc.

& Ext. 4%s, 1967.

June 8, 323,000 Rochester Gas & El. Corp.(?) First Boston Corp. etc.

General 3%s, 1969.

August 7,000, 000 Terminal Railroad Assn. of St. Halsey, Stuart & Co.

Louis. etc.

Ref. & Imp. 3%s, 1974.

October 75,000, 000 Nº. X; Telephone Co. Ref. Sold privately.

§s, 1964.

Very truly yours,

MoRGAN STANLEY & Co. INCORPORATED

E. H. York, JR., Vice President.

[Copy]

E. H. YoRK, Esq., NEw York, March 4, 1940.

Morgan Stanley & Co., Incorporated,

Two Wall Street, New York, New York.

DEAR MR. YoRK: The data contained in your letter of February 15th in reply

to mine of January 23rd have been examined and we have the following questions

in connection therewith :

1. The list submitted covers companies for which J. P. Morgan & Co. and

Drexel & Co. sold securities. The request was for issues of companies for which

J. P. Morgan & Co. and Drexel & Co. were formerly principal bankers.

2. The list submitted covers private placements, whereas the request was for

publicly offered issues.

3. The list submitted covers issues of companies for which J. P. Morgan & Co.

and Drexel & Co. had ceased to be principal bankers prior to June 16, 1934, the date

when J. P. Morgan & Co. and Drexel & Co. retired from the underwriting business.

4. The list submitted covers issues sold by competitive bid, a type of pur

chase and sale which both J. P. Morgan & Co. and Morgan Stanley & Co.

Incorporated voluntarily have refrained from underwriting.

5. The list submitted contains an issue in the nature of a bank loan, the major

portion of which was taken by the Reconstruction Finance Corporation.

In view of the foregoing, I do not believe that the data which you have sub

mitted is responsive to the question which was put to Mr. Whitney and Mr. Stan

ley. The intent of my question—and I believe that Mr. Stanley clearly understood

its intent at the time—was for a list of publicly offered issues of companies for

whom J. P. Morgan & Co. and Drexel & Co. were principal bankers at the time they

retired from the underwriting business on June 16, 1934, whose publicly offered

Securities when not sold by competitive bid, were underwritten by an investment

house other than Morgan Stanley & Co. Incorporated.

I feel that the proper procedure for answering the question put to Mr. Stanley

at the hearing would be the preparation of (1) a list of issues which conforms to

the terms of the question, and (2) a supplementary list together with any ex

planations or data he thinks necessary to qualify his answer.

I think upon further reflection you will agree that the list which you have sup

plied is misleading and not completely responsive to the question. I am, there

fore, not disposed to offer it for the record in its present form.

If there are any questions in your mind, I shall be glad to hear from you.

Sincerely yours,

PETER. R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

* Qompany acquired by Southern Cities Public Service Co. from Georgia Power Co. in May 1929.

* Control of company acquired by Ellis L. Philips from New York Central Railroad in June 1928.
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[Copyl

MORGAN STANLEY & Co., INCORPORATED

Two Wall Street, New York

MARCH 12, 1940.

Mr. PETER IR. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securitics and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIS: This is to acknowledge your letter of March 4th ad

dressed to Mr. York, who wrote you on February 15th while I Was away.

It is quite true that your question when I was testifying referred to com

panies for which J. P. Morgan & Co. and Drexel & Co. were “formerly principal

bankers” and that the list we furnished covers companies for which those

firms “sold securities.” However, I am not sure just What distinction you are

drawing between selling securities and being principal bankers, and I do not

know how to make up a list based on such a distinction. In your letter of

January 23rd you ask for a memorandum of concerns “that had formerly

financed through J. P. Morgan & Co.”

You will recall in column one of page 256 of the testimony you were asking

Mr. Whitney about accounts of J. P. Morgan & Co. and he asked what you

meant, to which you replied, “any form of financing, bonds, notes, stocks.” I

didn't realize at the time that you were differentiating between the questions

asked Mr. Whitney regarding accounts in column one on page 256 and the

question you asked of Mr. Whitney in column three of the same page about

principal bankers; nor do I know today what distinction you desire to draw.

It is quite true that your question to me on page 256 of the testimony referred

to flotations of securities, which might or might not be taken to mean public

offerings, but in my answer I mentioned the Connecticut Light & Power Com

pany, some of the transactions of which were private placements through Put

nam & Co., etc., and in column one of page 257 I specifically pointed out that

the utility companies for which we had managed issues had made substantial

amounts of sales direct by private placements to institutions.

Your third point refers to companies for which J. P. Morgan & Co. and

Drexel & Co. at one time had been bankers and had ceased to be bankers prior

to June 16, 1934. There is no reference to this in the testimony nor in your

letter of January 23rd asking us for a memorandum. It is an entirely new

thought brought up perhaps by the fact that our letter of February 15th in

cluded two such companies in the interest of completeness with, however, foot

notes indicating changes in ownership in the case of these two companies. That

such changes have taken place does not alter the fact that relations formerly

existed. The general tenor of your question and your specific question to Mr.

Whitney in column one on page 256 refers to any form of financing—bonds,

notes or stocks—at any time, and your question to me in column three on the

same page has reference to companies for which J. P. Morgan & Co. was formerly

principal banker without limiting the time.

Your fourth point mentions cases of competitive bidding of which there are

two in the list, but as stated in our letter of transmittal, the list may not be

complete. Certainly it did not include a large number of equipment trust

issues which were bid for competitively during the period mentioned.

Referring to your fifth point, the International Telephone and Telegraph issue

was, we have ascertained, a bank loan and was included in our list through a

misunderstanding of its nature.

In view of the foregoing I trust that you will agree that the list furnished—

with the International Telephone transaction, eliminated—is a proper reply to

the question on page 256 which was repeated in your letter of January 23rd. I

should prefer not to follow your suggestion of furnishing two lists, partly

because I think if your question was intended to apply only to public issues

it is too narrow a question. Bankers received commissions for services in con

nection with some of the private placements contained in our letter of February

15th–such cases were obviously handled “through some other house.” No com.

missions were paid on other private sales in the list, but complete information

on this point for all issues in the list is not available. I submit it is impossible

to obtain a correct picture of financing done by any company without considera.

tion of issues privately placed whether or not bankers received a commission for

such private placement.

Sincerely yours,

(signed) BAROLD STANLEY.
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The following data is included at this point as a supplement to

“Exhibit No. 1768–2,” Item 2; supra, p. 12298 at p. 12301.

J. P. MORGAN & Co.

Wall St. corner Broad, New York

NEW YORK, October 26, 1939.

PETER R. NEHEMKIs, JR., Esq.,

Special Counsel, Investment Banking Scetion, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIs : Referring to the schedule marked Item 2 enclosed to

you with our letter of March 15, 1939, setting forth the names of the cor

porations or other institutions (including eleemosynary institutions) of which

any partner of our firm is a director or trustee, and to your request to Mr.

Whitney and Mr. Alexander last week that you be advised of any changes

which have occurred, we beg to enclose herewith a schedule marked Item 2

revised as of this date.

Yours very truly,

J. P. MORGAN & Co.

Enclosure.

ITEM 2

Mr. J. P. Morgan

Associated Parishes of the Episcopal Church

Church Hymnal Corporation

Church Life Insurance Corporation

Church Pension Fund

Church Properties Fire Insurance Company

Cooper Union.

Discount Corporation

Flintlock Realty Company

John and Mary R. Markle Foundation

Metropolitan Museum of Art

Metropolitan Opera & Real Estate Company

Morgan Grenfell & Co., Limited

Morgan Memorial Park, Glen Cove, N. Y.

New York Hospital–Cornell Medical College Ass'n

New York Public Library

Parish Securities Corporation

Pierpont Morgan Library

Pullman Company

Pullman Incorporated

St. John's Church of Lattingtown, L. I., N. Y.

United States Steel Corporation

Mr. Thomas W. Lamont

The Academy of Political Science

American School of Classical Studies at Athens

Atchison, Topeka & Santa Fe Railway Company

The Carnegie Foundation for the Advancement of Teaching

Guaranty Trust Company of New York

Institute of International Education

International Agricultural Corporation

International Committee of Bankor's on Moxico

Italy-America Society

Lamont, Corliss and Company

The John and Mary R. Markle Foundation

Metropolitan Museum of Art

Phillips Exeter Academy

Pilgrims of the United States

St. Luke's International Medical Center American Council

Santa Fe Pacific Railroad Company

Southwestern Construction Company

United States Steel Corporation
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Mr.

Mr.

Junius S. Morgan

The American Museum of Natural History

American Red Cross, New York Chapter

The Chapin School, Ltd.

Flintlock Realty Co.

Frick Collection, The

General Motors Corporation

Greater New York Fund, Inc., The

Harvard College

Harvard Fund Council

John and Mary R. Markle Foundation

Morgan Memorial Park

New York Public Library

New York Trade School

Pierpont Morgan Library

Police Relief Association of Nassau County

Seamen's Church Institute of New York

United States Steel Corporation

. George Whitney

Alaska Development & Mineral Company

Alaska Steamship Company

Bee Rock Corporation

Braden Copper Company

Consolidated Edison Company of New York

Continental Oil Company

Corners Corporation, The

Doctors Hospital

General Motors Corporation

Guaranty Trust Company of New York

Kennecott Copper Corporation

Nassau Hospital

New York Central Railroad

Pullman Company

Pullman Incorporated

West Shore Railroad Company

. R. C. Leffingwell

Carnegie Corporation of New York

Community Service Society of New York

Council on Foreign Relations, Inc.

. F. D. Bartow

American Radiator & Standard Sanitary Corporation

Discount Corporation

General Electric Company

Hospital Council of Greater New York

Greater New York Fund, Inc.

International General Electric Company

Johns-Manville Corporation

Roosevelt Hospital

United Hospital Fund of New York

. A. M. Anderson

International Telephone & Telegraph Corporation

Japan Society

New York Botanical Garden

New York Trust Company

Northern Pacific Railway Company

United States Guarantee Company

Thomas S. Lamont

Beech Corporation

Community Service Society of New York

Continental Oil Company

Edgewater Creche

North British & Mercantile Insurance Co.

Phelps Dodge Corporation

Pierpont Corporation

Texas Gulf Sulphur Company
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IMr. H. P. DaViSOn

American Brake Shoe and Foundry Company

American Museum of Natural History

Boys' Club of New York, The

Car & General Insurance Corp. Ltd. (U. S. Branch)

856 Fifth Avenue Corporation

Montgomery Ward & Co.

New York Trust Company

Peacock Corporation

Peacock Point Corporation

Provident Fire Insurance Company

Royal Exchange Assurance of London (U. S. Branch)

Standard Brands Incorporated

State Assurance Company

Mr. Edward Hopkinson, Jr.

The Baldwin Locomotive Works and certain of its Subsidiaries

Frankford & Southwark Philadelphia City Passenger Railroad Company

The Free Library of Philadelphia

Insurance Company of North America and certain of its subsidiaries

Keystone Watch Case Corporation and subsidiary

John D. Lankenau Fund (Lankenau Hospital)

Pennsylvania Fire Insurance Company

Pennsylvania Institution for the Instruction of the I31ind

Philadelphia Chamber of Commerce

The Philadelphia Saving Fund Society

Reading Company

Second & Third Street Passenger Railway Company

University of Pennsylvania

Wistar Institute Fund

Mr. Charles D. Dickey

Beaver Coal Corporation

Estate Of Bradish Johnson Inc.

General Steel Castings Corporation

Lumbermens Insurance Co.

Northeast Harbor Water Company (Northeast Harbor, Maine)

Philadelphia Contributionship for Insuring Houses from Loss by Fire

Philadelphia National Insurance Co.

St. Paul's School, Concord, New Hampshire

Sharp & Dohme, Incorporated

Stonega Coke & Coal Company

Virginia Coal & Iron Company

Western Saving Fund Society of Philadelphia

Mr. Henry C. Alexander

Johns Manville Corporation

Legal Aid Society

Mr. W. A. Mitchell

- Associated Dry Goods Corporation

Bankers Association for Foreign Trade

Buxton School

Hahne & Company, Inc.

Lord & Taylor

James McCreery & Co.

The following letters are included at this point in connection with

testimony, Supra, p. 12096.

NovKMBER 15, 1939.

HENRY C. ALEXANDER, Esq.,

Messrs. J. P. Morgan & Co., 23 Wall Street,

New York, New York.

DEAR MR. ALEXANDER: This will acknowledge receipt of your letter of November

13, 1939, in response to my communication of October 12, 1939.

The information which you were good enough to make available is not in suffi

cient detail for our requirements. Accordingly, I should very much appreciate
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your furnishing me with the answers to the following questions for each of the

security issues enumerated on page 2 of my letter of October 12, 1939:

1. The name of the partner or partners of your firm present at the meeting of

the Board of Directors which authorized the issue.

2. Whether the partner or partners participated in the discussion with respect

to the proposed offering.

3. Whether the partner or partners present at such meetings (a) voted on the

proposed offering, or (b) refrained from voting on the proposed offering.

May I suggest that the information be set forth in the following tabular form:

Name of Partner or .#. *:::::::
Name of Corporation Security Partners P. (Answer

Issue Present “Yes” or “No”)

Voted | Refrained

Sincerely yours,

PETER. R. NEHEMRIs, Jr.,

Special Counscl, Investment Banking Scetion, Monopoly Study.

PRNellemkis : Ok.

J. P. MORGAN & Co.

Wall St. Corner Broad, New York

NEw York, December 7, 1930.

PETER R. NEHEMKIS, Jr., Esq.,

Special Counscl, Monopoly Study, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

I)EAR MR. NEHEMRIs : Referring to your letter of November 15, 1939, I have

tried to comply with your request for further details in answer to your inquiry

of October 12, 1939, and am setting forth below the information which I have

obtained. However, I am now not entirely certain just what you intend your

inquiry to cover. In your letter of October 12th on this subject you referred only

to the action of the directors in authorizing the transactions with Morgan Stanley

& Co. Incorporated while in your letter of November 15, 1939, you refer to the

action of the directors in authorizing the issue and offering of the securities. You

will appreciate that the two things are not the same. As I said to you when we

discussed the subject in your office, a director might participate in the discussion

and vote upon the advisability of issuing securities and upon the character, terms,

and amount of the securities, and at the same time refrain from discussing and

voting upon the making of the underwriting arrangements.

In none of the situations about which you have inquired do the minutes, so far

as I have been able to ascertain, indicate that the directors who are partners in

J. P. Morgan & Co. refrained from discussing and voting upon the advisability

of issuing the securities or upon the character, terms, and amount thereof. On

the contrary, the best recollection of those directors is that they participated in

the deliberations and in the voting upon such matters. I think, therefore, that

I need attempt to cover in detail only the question whether the directors refrained

from discussing and voting upon the underwriting arrangements with Morgan

Stanley & Co. Incorporated. I really covered this phase in my letter of November

13, 1939, but will here give you more details.

In view of what I have said above and in view of some of the comments below

you will appreciate that it is difficult, if not impossible, to put the information

into the tabular form which you have suggested but I trust that this will not

unduly complicate the matter for you.

1. Consolidated Edison Company of New York, Inc. $35,000,000 3 -

tures due 1946 and $35,000,000 3%% Debentures due 1956.-The %..##:

tees at a meeting on December 23, 1935, at which Mr. Whitney was present

authorized the Chairman, to continue negotiations for the sale of debentures tº

underwriters. On April 6, 1936, at a meeting at which Mr. Whitney was present,

the Board of Trustees authorized the underwriting agreement with Morgan Stan

ley & Co. Incorporated and the minutes do not indicate, nor does Mr Whitne
recall that he refrained from discussing or voting upon the authorization y



CONCENTRATION OF ECONOMIC IPOWER 12329

2. Consolidated Edison Company of New York, Inc. $30,000,000 3%º Debem

tures due 1958.-Because of a protracted illness, Mr. Whitney was not present at

the several meetings of the Board of Trustees or Executive Committee at which

the issuance and sale of the Debentures were considered, nor was he present at

the meeting at which the underwriting agreement with Morgan Stanley & Co.

Incorporated was finally authorized.

3. Consolidated Edison Company of New York, Inc. $60,000,000 3%'76 Debcm

tures due 1948.-The Board of Trustees at a meeting on February 28, 1938, at

which Mr. Whitney was present, approved in principle the issuance of debentures

and authorized the Chairman to negotiate with underwriters. Mr. Whitney was

not present at the meetings of the Board of Trustees at which the underwriting

agreement with Morgan Stanley & Co. Incorporated was finally authorized and

ratified.

4. The New York Edison Company, Inc. $55,000,000 31.4% Bonds duc 1965.-At

meetings held on December 23, 1935, at which Mr. Whitney was present, the

Board of Directors of The New York Edison Company, Inc. and the Board of

Trustees of Consolidated Gas Company approved in principle the issuance and

sale of new bonds by New York Edison Company, Inc. to underwriters. Mr.

Whitney was not present at the meeting at which the underwriting agreement

with Morgan Stanley & Co. Incorporated was finally authorized.

5. The New York Edison Company, Inc. $30,000,000 3.14% Bonds due 1966.

The Board of Trustees of Consolidated Edison Company of New York, Inc. at

a meeting on June 8, 1936, at which Mr. Whitney was present, approved in

principle the issuance and sale of new bonds by The New York Edison Com

pany, Inc. to underwriters. The Board of Directors of The New York Edison

Company, Inc. at a meeting held on July 21, 1936, authorized the underwriting

agreement with Morgan Stanley & Co. Incorporated. Mr. Whitney was present

at the meeting and the minutes do not indicate, nor does Mr. Whitney recall,

that he refrained from discussing or voting upon the authorization of the

underwriting agreement.

6. Brooklyn Edison Company, Inc. $55,000,000 31.4% Bonds due 1966.-Mr.

Whitney was not a director of this Company.

7. New York Steam Corporation $27,982,000 3.1% 7% Bonds due 1963.−Mr. Whit

ney was not a director of this Company. Consolidated Edison Company of New

York, Inc. was a party to the underwriting agreement and the Board of Trustees

of that Company at a meeting held on June 6, 1938, at which Mr. Whitney was

present, approved in principle the issuance and sale of new bonds by New York

Steam Corporation to underwriters and authorized the guarantee of such bonds

by Consolidated Edison Company of New York, Inc. and at a meeting held on

August 10, 1938, approved the underwriting agreement to which the Company

was a party. Mr. Whitney was present at this meeting and the minutes do

not indicate, nor does he recall, that he refrained from discussing or voting

upon the authorizaion of the agreement.

8. Continental Oil Company $21,071,600 234% Convertible Debcntures due

1948.-The Board of Directors at a meeting held on November 25, 1938, au

thorized and, at a meeting held on November 28, 1938, ratified the execution

of the underwriting agreement. Mr. Whitney was unable to be present at

either meeting but was fully familiar with the transaction to be considered.

Mr. T. S. Lamont was present at both meetings and the minutes do not indi

cate, nor does Mr. Lamont recall, that he refrained from discussing or voting

upon the authorization of the agreement.

9. Johns-Manville Corporation 100,000 shares of Common Stock.-The Board

of Directors at a meeting held on January 15, 1937, at which both Mr. Whitney

and Mr. Bartow were present, authorized the officers to negotiate an under
writing agreement. The underwriting agreement with Morgan Stanley & Co.

Incorporated was authorized at a meeting of the Board of Directors held on

February 8, 1937. Mr. Whitney was unable to be present at the meeting but

was fully familiar with the transaction to be considered. Mr. Bartow was

present at the meeting and the minutes indicate that he refrained from voting

upon the authorization of the underwriting agreement.

10. Phelps Dodge Corporation $20,285,000 3%% Convertible Debentures due

1952–The Board of Directors at a meeting held on April 26, 1937, authorized
financing through the issuance of $20,000,000 of debentures and authorized the

executive officers to work out with Morgan Stanley & Co. Incorporated the

terms of the issue and underwriting arrangements. Mr. T. S. Lamont Was
present at the meeting and the minutes do not indicate, nor does Mr. Lamont

124491–40—pt. 23–34
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recall, that he refrained from discussing or voting upon the proposal. The

Board of Directors on May 27, 1937, authorized the issuance of the Debentures

and approved the underwriting agreement with Morgan Stanley & Co. Incor.

porated. The minutes do not indicate, and Mr. Lamont does not recall, that

he refrained from discussing or voting upon the authorization.

11. Philadelphia Electric Company $130,000,000 34%% Bonds due 1967–The

Board of Directors at a meeting held on March 9, 1937, authorized the under

writing agreement with Morgan Stanley & Co. Incorporated. Mr. Hopkinson

was present and the minutes indicate that he refrained from voting upon the

authorization.

12. Standard Brands Incorporated 200,000 shares of Preferred Stock.-The

Board of Directors at a meeting held on June 2, 1937, directed the presentation

to the stockholders of authorizations to the President or the Treasurer to

negotiate the sale of 200,000 shares of Preferred Stock to a group of under

writers which might include Morgan Stanley & Co. Incorporated. Mr. H. P.

Davison was present at the meeting and the minutes do not indicate, nor does

he recall, that he refrained from discussing or voting upon the proposal. The

Board of Directors at a meeting held on June 21, 1937, authorized the under

writing agreement with Morgan Stanley & Co. Incorporated. Mr. H. P. Davi

son was present at the meeting and the minutes do not indicate, nor does he

recall, that he refrained from discussing or voting upon the authorization.

Yours very truly,

HENRY C. ALEXANDER.

The following letter and document are included at this point in

connection with testimony, Supra, p. 12096.

UNITED STATES STEEL CoRPoRATION,

71 Broadway, New York, October 10, 1939.

PETER R. NEHEMKIS, Jr., Esq.,

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEMKIS: In reply to your letter of October 9th, I am enclosing

herewith a copy of the minutes of the Board of Directors of United States Steel

Corporation held on May 31, 1938.

Sincerely yours.

IRWING S. OLDs.

(Irving S. Olds.)

ISO : MRW

Enclosure

[To be Returned to Secretary at Close of Moeting.]

UNITED STATEs STEEL Corporation BoARD of DIRECroRs—NEw York,

MAY 31ST, 1938

MEETING MAY 31ST, 1938

The regular meeting of the Board of Directors of the United States Steel

Corporation was duly held at No. 71 Broadway, in the City of New York, on

Tuesday, the 31st day of May, 1938, at 12:15 o'clock P. M.

The following Directors were present:

Edward R. Stettinius, Jr., William A. Irvin,

Sewell L. Avery, Thomas W. Lamont,

Philip R. Clarke, Nathan L. Miller,

Benjamin F. Fairless, J. P. Morgan,

James A. Farrell, Junius S. Morgan,

William J. Filbert, Irving S. Olds,

Leon Fraser, George A. Sloan,

Walter S. Gifford, Enders M. Woorhees.

Vice President Hughes was present by request.

The Chairman of the Board, Mr. Edward R. Stettinius, Jr., occupied the Chair.
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APROVAL DIRECTORs' MINUTES APRIL 26TH AND MAY 10TH, 1938

The minutes of the previous meetings of the Board of Directors, held April

26th and May 10th, 1938, were read and considered; and, on motion, duly

seconded, the following resolution was unanimously adopted :

Resolved: That the proceedings of the Board of Directors at its meetings held

April 26th and May 10th, 1938, as recorded in the minutes thereof, be, and

hereby the same are, approved, ratified, adopted and confirmed.

APPROVAL FINANCE COMMITTEE MINUTES APRIL 26TH TO MAY 24TH, 1938, INCLUSIVE

The Secretary submitted a summary of the proceedings of the Finance Com

mittee at its meetings held on April 26th, May 3rd, 10th, 17th and 24th, 1938,

and presented the minutes of said meetings; and, on motion, duly seconded,

the following resolution was unanimously adopted :

Resolved: That the proceedings of the Finance Committee at its meetings

held on April 26th, May 3d, 10th, 17th and 24th, 1938, as the same are recorded

in the minutes of such meetings, be, and hereby the Same are, approved, ratified,

adopted and confirmed.

REGISTRATION STATEMENT ON FORM A–2—TEN YEAR DEBENTURES.

The Chairman submitted to the meeting copies of the Registration Statement

on Form A–2 and Amendments NOS. 1 and 2 thereto, covering an issue of $100,

000,000 principal amount of Ten Year 334% Debentures, due June 1, 1948, of the

Corporation, which Registration Statement and two amendments he stated had

been filed by the Corporation with the Securities and Exchange Commission in

Washington, D. C. on May 11, 1938, May 25, 1938 and May 27, 1938, respectively,

pursuant to the resolutions adopted by the Board of Directors of the Corporation

at its meeting on May 10, 1938.

STATEMENTS AND AMENDMENTS PRESENTED–REPORT ON INTEREST RATE AND

REDEMIPTION PRICES.

The Chairman reported that the Finance Committee, pursuant to said resolu

tions, had fixed 3% 9% as the annual rate of interest to be borne by such De

bentures and had determined the redemption prices to be the following percent

ages of the principal amount of the Debentures to be redeemed : To and including

June 1, 1941, 103% ; thereafter, to and including June 1, 1944, 10.2%; thereafter,

to and including June 1, 1947, 10.1%; and thereafter, 100%.

PROPOSED INDENTURE AND UNDERWRITING AGREEMENT PRESENTED.

The Chairman also submitted to the meeting a copy of the proposed Indenture,

dated as of June 1, 1938, between the Corporation and The First National Bank

of the City of New York, as Trustee, under which such $100,000,000 principal

amount of Ten Year 3% 9%. Debentures are to be issued, and a copy of the pro

posed Underwriting Agreement, dated May 31, 1938, between the Corporation

and Morgan Stanley & Co. Incorporated, acting on behalf of itself and the other

underwriters named therein, covering the purchase of such issue of Debentures

by the underwriters.

AMENDMENT NO. 3, NAMING PRICES, PRESENTED.

The Chairman also submitted to the meeting a copy of Amendment No. 3 to

such Registration Statement, naming 98% 96 as the price of such Debentures to

the underwriters and 100% as the price of such Debentures to the public. He

stated that such Amendment No. 3 would be filed with the Securities and

Exchange Commission in Washington, D. C. after the conclusion of this meeting.

PROSPECTUS AND SPECIMIENS OF TEMPORARY DEBENTURES, PRESENTED.

The Chairman also submitted to the meeting the final amended Prospectus and

a proposed form of Newspaper Prospectus both relating to such issue of Ten Year

8%% Debentures, also specimens of the temporary Debentures to be issued in the

first instance.
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The Chairman reported that it was expected that such Registration Statement

would become effective on June 1, 1938, and that the Debentures would be offered

by the underwriters for sale on June 2, 1938.

After a full discussion, on motion, duly Seconded, the following resolutions were

unanimously adopted:

ACTION OF OFFICERS IN EXECUTING AND FILING FORM A-2 AND AMENDMENTS N08. 1

AND 2, RATIFIED.

Resolved: That the action of the Chairman of the Board of Directors, the

President and the Secretary of this Corporation, in executing in the name and for

and on behalf of this Corporation, under its corporate seal, and in filing with the

Securities and Exchange Commission under the Securities Act of 1933, as amended,

a Registration Statement upon Form A-2, dated May 10, 1938, and Amendments

Nos. 1 and 2 thereto, dated May 24, 1938, and May 27, 1938, respectively, with

accompanying financial statements and schedules, exhibits and drafts of Pros

pectus, all as presented to this meeting and hereby approved and ordered initialled

for identification and filed with the records of this Corporation, for the purpose

of registering under said Securities Act an issue of $100,000,000 principal amount

of Ten Year Debentures of this Corporation, due June 1, 1948, as heretofore

authorized at the meeting of the Board of Directors of this Corporation held on

the 10th day of May, 1938, be, and the same hereby is, in all respects ratified,

approved, confirmed and adopted ; and further

ACTION OF FINANCE COMMITTEE IN FIXING INTEREST RATE AND REDEMPTION PRICES,

RATIFIED. TITLE OF DEBENTURES FIXED.

Resolved: That the action of the Finance Committee of this Corporation in

determining 3% ſo as the annual rate of interest to be borne by said Debentures

of this Corporation, due June 1, 1948, pursuant to the authority granted to the

Finance Committee at the meeting of the Board of Directors of this Corporation

held on May 10, 1938, and in fixing the redemption and sinking fund prices and in

determining the period or periods to which such redemption and sinking fund

prices apply, viz.: To and including June 1, 1941, 103% ; thereafter, to and in

cluding June 1, 1944, 102% ; thereafter, to and including June 1, 1947, 10.1%; and

thereafter, 100%, be, and the same hereby is, in every respect ratified, approved,

confirmed and adopted; and that the title of the said Debentures is hereby

declared to be the “Ten Year 3% ſo Debentures, due June 1, 1948,” of this

Corporation.

After a full discussion (in which Messrs. Leon Fraser and Walter S. Gifford,

who are directors of The First National Bank of the City of New York, and

Messrs. J. P. Morgan, Thomas W. Lamont and Junius S. Morgan, who are

members of the firm of J. P. Morgan & Co., which firm is named in the below

mentioned Indenture as paying agent, sinking fund agent and bond registrar,

did not participate) and upon motion duly made, seconded and unanimously

carried (Messrs. Leon Fraser, Walter S. Gifford, J. P. Morgan, Thomas W.

Lamont and Junius S. Morgan not voting), it was

OFFICERS AUTHORIZED TO ExF.CUTE INDENTURE

Resolved: That the Chairman of the Board of Directors, or the Chairman

of the Finance Committee, or the President or any Vice President of this

Corporation, for and in its name and as its corporate act and deed, be, and

hereby he is, authorized to execute, acknowledge and deliver, under the cor.

porate seal of this Corporation, attested by its Secretary or any Assistant

Secretary, an Indenture between this Corporation and The First National

Bank of the City of New York, as Trustees, dated as of June 1, 1938, covering

said issue of $100,000,000 principal amount of Ten Year 34% Debentures, due

June 1, 1948, of this Corporation, in the form or substantially in the form of

the Indenture presented to this meeting and hereby approved and ordered

initialled for identification and filed with the records of this Corporation;

and further
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OFFICERS AUTHORIZED TO SIGN AND DELIVER DEBENTURES

Resolved: That the President or any Vice President of this Corporation,

for and in its name and as its corporate act and deed, be, and hereby he is,

authorized, upon the execution and delivery of said Indenture, to sign said

Ten Year 31.4% Debentures, due June 1, 1948, of this Corporation in the

aggregate principal amount of $100,000,000 and, pursuant to the provisions of

Article Second of said Indenture, to deliver said $100,000,000 principal amount

of said Debentures, executed by this Corporation in accordance with said

Indenture, to The First National Bank of the City of New York, as Trustee,

and to request such Trustee to authenticate and deliver said Debentures upon

the written order of this Corporation signed by the Chairman of the Board

of Directors, or the Chairman of the Finance Committee, or the President or

any Vice President of this Corporation, and by the Treasurer or any Assistant

Treasurer of this Corporation, under its corporate seal attested by the Secre

tary or any Assistant Secretary of this Corporation, and that the Secretary

or any Assistant Secretary of this Corporation be, and hereby he is, author

ized and directed to affix the corporate seal of this Corporation to said Inden

ture and to said written order and to cause a facsimile of such corporate seal

to be affixed to said Debentures and to attest such affixings of said seal, and

that The First National Bank of the City of New York, as Trustee, be, and

hereby it is, authorized and directed to authenticate and deliver such Deben

tures pursuant to said request and written order; and further

OFFICERS AUTHORIZED TO ISSUE, SIGN AND DELIVER TEMPORARY DEBENTURES

Resolved: That, pursuant to the provisions of Section 7 of Article First

of said Indenture, until definitive Debentures are ready for delivery, the Presi

dent or any Vice President of this Corporation be, and hereby he is, authorized,

empowered and directed, subject to the provisions and limitations set forth

in said Indenture, to execute in the name and on behalf of this Corporation,

and to cause to be authenticated and delivered by the Trustee, upon a written

order of this Corporation signed in the manner set forth in the preceding

paragraph of these resolutions, and to issue temporary printed Debentures

without coupons in the denominations of $1,000 and $500, exchangeable for

definitive Debentures, when ready for delivery, said temporary Debentures to

he in the form of the specimens presented to this meeting and hereby approved ;

and that the Secretary or any Assistant Secretary of this Corporation be, and

hereby he is, authorized and directed to cause a fascimile of the corporate

seal of this Corporation to be affixed to said temporary printed Debentures

and to attest such affixings of such seal; and The First National Bank of the

City of New York, as Trustee, be, and hereby it is, authorized and directed to

authenticate such temporary Debentures and deliver the same in accordance

with a written order of this Corporation signed in the manner set forth in the

preceding paragraph of these resolutions; and further

Resolved: That the officers of this Corporation be, and hereby they are,

authorized, empowered and directed to do or cause to be done all such acts

and things deemed by them necessary or advisable and proper to effect the

intents and purposes of the foregoing resolutions. .

After consideration and discussion (in which Messrs. J. P. Morgan, Thomas

W. Lamont and Junius S. Morgan did not participate) and upon motion, duly

made, seconded and unanimously carried (Messrs. J. P. Morgan, Thomas W.

Lamont and Junius S. Morgan not voting), it was

AUTHORIZING J. P. MoRGAN & Co., PAYING AGENT, ETC. TO EMPLOY COUNSEL AND

INDEMNIFYING SAID FIRM

Resolved: That when the firm of J. P. Morgan & Co. deems it expedient

in connection with any of its agencies in respect of which it has been appointed

or will act under the said Indenture between this Corporation and The First

National Bank of the City of New York, dated as of June 1, 1938, it may

apply to counsel for this Corporation, or to its own counsel, for instructions

or advice, and for any action taken by it in good faith in the performance of
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any of its aforesaid agencies, this Corporation will fully protect and indemnify

it and hold it harmless from any and all liability; and said J. P. Morgan & Co.

may employ agents or attorneys-in-fact, and shall not be answerable for the

default or misconduct of any agent appointed in pursuance hereof, if such agent

or attorney-in-fact shall have been selected with reasonable care; nor shall

J. P. Morgan & Co. be liable for anything whatsoever in connection with any

of its aforesaid agencies except for its negligence or bad faith; and, except

as aforesaid, this Corporation agrees to reimburse and indemnify said J. P.

Morgan & Co. for and against any liability or damage it may sustain or

incur in acting as such agent.

PROPOSED UNDERWRITING AGREEMENT PRESENTED

The Chairman submitted to the meeting a proposed Underwriting Agreement,

dated May 31, 1938, with an underwriting group represented by Morgan Stanley

& Co. Incorporated for the purchase from this Corporation by the several pur

chasers named in said Underwriting Agreement of $100,000,000 principal amount

of said Ten Year 3% º Debentures, due June 1, 1948, of this Corporation, at

98% Wo of their principal amount, plus interest accrued thereon from June 1,

1938, to the date of payment and delivery.

Messrs. J. P. Morgan, Thomas W. Lamont and Junius S. Morgan advised

the meeting that each of them owns a substantial amount of the outstanding

6% preferred stock (4% cumulative) of Morgan Stanley & Co. Incorporated

and that, because of their ownership of such preferred stock, they preferred

not to vote on any question concerning the aforesaid Underwriting Agreement.

Mr. Irving S. Olds advised the meeting that the firm of White & Case, of

which he is a member, has acted as counsel for Morgan Stanley & Co. Incor

porated and the other underwriters in connection with the proposed purchase

of said issue of Debentures, and that accordingly he preferred not to vote on

any question concerning the aforesaid Underwriting Agreement.

After consideration and discussion (in which Messrs. J. P. Morgan, Thomas

W. Lamont, Junius S. Morgan and Irving S. Olds did not participate) and

upon motion duly made, seconded and unanimously carried (Messrs. J. P.

Morgan, Thomas W. Lamont, Junius S. Morgan and Irving S. Olds not voting),
it Was

UNDERWRITING AGREEMENT APPROVED–OFFICERS AUTHORIZED TO ExECUTE

Resolved: That the form of Underwriting Agreement, dated May 31, 1938,

between this Corporation and Morgan Stanley & Co. Incorporated, acting

severally on behalf of itself and the several Underwriters named therein,

together with the exhibit, thereto attached, presented to this meeting and

ordered initialed for identification and filed with the records of this Corpora.

tion, covering the sale by this Corporation and the purchase by the several

Underwriters of an issue of $100,000,000 principal amount of Ten Year 33.4%

Debentures, due June 1, 1948, of this Corporation, at 98% 9, of their principal

amount, plus interest accrued thereon from June 1, 1938 to the date of payment

and delivery, be, and the same hereby is, approved, and the Chairman of the

Board of Directors, or the Chairman of the Finance Committee, or the Presi.

dent of this Corporation be, and each hereby is, authorized and directed in

the name, and, on behalf of this Corporation to execute such Underwriting

Agreement, with such changes and modifications therein as, with the advice of

counsel, the officer executing such Underwriting Agreement may deem necessary

or advisable and, upon the acceptance of such Underwriting Agreement by

Morgan Stanley & Co. Incorporated acting on behalf of the several Underwriters,

to deliver such Underwriting Agreement as so executed; and further

Resolved: That the officers of this Corporation be, and hereby they are, author.

ized, empowered and directed to do or cause to be done all such acts and things

deemed by them necessary or advisable and proper to effect the sale and delivery

of said Debentures pursuant to such Underwriting Agreement, and otherwise

to carry out the obligations of this Corporation under such Underwriting

Agreement.

After a full discussion, on motion, duly seconded, the following resolutions

were unanimously adopted :
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OFFICERS AUTHORIZED TO EXECUTE AND FILE AMENDMENT NO. 3

Resolved: That the Chairman of the Board of Directors, the President and the

Secretary of this Corporation are hereby authorized and directed in the name

and for and on behalf of this Corporation, under its corporate seal, to execute

and to file with the Securities and Exchange Commission Amendment No. 3,

dated May 31, 1938, to said Registration Statement, in the form or substantially

in the form presented to this meeting, with accompanying schedules and exhibits

and the final amended Prospectus, all as presented to this meeting and hereby

approved and ordered initialed for identification and filed with the records of

this Corporation, such Amendment No. 3 to be so filed with the Securities

and Exchange Commission after the execution and delivery of the above

mentioned Indenture and Underwriting Agreement; and further

CEIAIRMAN AUTHORIZED TO EXECUTE AND FILE PROSPECTUS

Resolved: That the Chairman of the Board of Directors of this Corporation

is hereby authorized and directed, in the name of and on behalf of this Corpora

tion, to execute and file with the Securities and Exchange Commission said

final amended Prospectus, in the form or substantially in the form presented

to this meeting and hereby approved and ordered initialed for identification

and filed with the records of this Corporation ; and further

NEWSPAPER PROSPECTUS APPROVED

Resolved: That the Newspaper Prospectus relating to said $100,000,000 prin

cipal amount of Ten Year 3% ºo Debentures, due June 1, 1948, of this Corpora

tion, in the form or substantially in the form of the Newspaper Prospectus pre

sented to this meeting, is hereby approved and ordered initialed for identification

and filed with the records of this Corporation, and the Chairman of the Board

of Directors of this Corporation is hereby authorized and directed to approve said

Newspaper Prospectus on behalf of this Corporation and to deliver the same to

Morgan Stanley & Co. Incorporated.

After a full discussion, on motion, duly seconded, the following resolutions were

unanimously adopted :

AUTHORIZING QUALIFICATION OF DEBENTURES FOR SALE IN ILLINOIS

WHEREAs, this Corporation desires to qualify for sale in the State of Illinois,

in accordance with the Illinois Securities Act, $100,000,000 aggregate principal

amount of its Ten Year 344% Debentures, due June 1, 1948; and

WHEREAs, in connection with Such qualification it is necessary that this Cor

poration submit the following agreements, which said agreements are to remain

in full force and effect so long as said $100,000,000 aggregate principal amount

of Ten Year 344% Debentures, due June 1, 1948, shall be offered for sale in the

State of Illinois under this qualification, addressed to the Secretary of State of

Illinois and executed by this Corporation as the “Issuer” of said Debentures:

a. That no changes in the methods of sale of the proposed issue as set forth

in the application and exhibits will be made without first notifying the Secretary

of State.

b. That no changes in the organization or capital structure of “Issuer” will be

made or any escrow, contract, agreement or other document filed with or made a

part of the application will be altered, amended or cancelled, without first notify

ing the Secretary of State.

c. That the “Issuer” will promptly notify, and furnish full information to, the

Secretary of State of any action taken by any public official or public authority

or any litigation or action of any kind that substantially affects adversely the

“Issuer”, its securities, or the sale and distribution of its securities.

Now, therefore, be it resolved: That Enders M. Voorhees, the Chairman of the

Finance Committee, or Adolph W. Vogt, the Comptroller, of this Corporation, be,

and hereby he is, authorized and directed for and on behalf of this Corporation

to enter into agreements with the Secretary of State of Illinois, as hereinabove

set forth, and to execute and deliver the same to said Secretary of the State of

Illinois for and on behalf of this Corporation; and further
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Resolved: That Geo. K. Leet, the Secretary of this Corporation, be, and hereby

he is, authorized and directed for and on behalf of this Corporation to deliver

to said Secretary of the State of Illinois, a certified copy of the above and fore

going resolutions in connection with the application of this Corporation for

permission to sell said $100,000,000 aggregate principal amount of Ten Year

31.4% Debentures, due June 1, 1948, in the State of Illinois.

After a full discussion, on motion, duly seconded, the following resolutions were

unanimously adopted :

OFFICERS AUTHORIZED TO REGISTER DEBENTURES UNDER S. E. C. ACT OF 1934

Resolved: That the Chairman of the Board of Directors, or the Vice Chairman

of the Board of Directors, or the Chairman of the Finance Committee, or the

President, or any Vice President, or the Comptroller, and the Secretary or any

Assistant Secretary of this Corporation, be, and hereby they are, authorized to

prepare or cause to be prepared an application on Form 8-A for the purpose of

registering said issue of $100,000,000 principal amount of Ten Year 31.4% Deben

tures, due June 1, 1948, of this Corporation under the Securities Exchange Act

of 1934, as amended; and that the said officers be, and hereby they are, author

ized and directed in the name and on behalf of this Corporation, and under its

corporate seal, to execute such application in such form as, with the advice of

counsel, they deem necessary or advisable, and that upon the execution of such

application as required by the Securities Exchange Act of 1934, as amended, and

under the rules and regulations of the Securities and Exchange Commission

promulgated thereunder, the Comptroller and Secretary of this Corporation be,

and hereby they are, authorized and directed to file or cause the filing of the same

with the Securities and Exchange Commission and the New York Stock Exchange,

on such date or dates as may seem advisable to the Chairman of the Board of

Directors, the Chairman of the Finance Committee, or the President or the

Comptroller of this Corporation; and further

OFFICERS AUTHORIZED TO LIST DEBENTURES ON NEW YORK STOCK ExcIIANGE

Resolved: That the Chairman of the Board of Directors, or the Vice Chairman

of the Board of Directors, or the Chairman of the Finance Committee, or the

President, or any Vice President, or the Comptroller and the Secretary or any

Assistant Secretary of this Corporation, be, and hereby they are, authorized

to prepare or cause to be prepared a form of listing application, with any

required financial statements, schedules and exhibits, for the purpose of listing

on the New York Stock Exchange said issue of $100,000,000 principal amount of

Ten Year 3% ſo Debentures, due June 1, 1948, of this Corporation; and that

the said officers be, and hereby they are, authorized and directed, in the name

and on behalf of this Corporation and under its corporate seal, to execute

said listing application in such form as, with the advice of counsel, they may

deem necessary or advisable, and that, upon the execution of said iisting

application as required by the rules and regulations of the New York Stock

Exchange, Enders M. Voorhees, the Chairman of the Finance Committee Adolph

W. Vogt, the Comptroller, and Geo. K. Leet, the Secretary, of this Corporati.
be, and hereby they are, authorized and directed to file the said application

or cause the same to be filed, with the New York Stock Exchange, and that

they or any one or more of them be, and hereby they are, designated by the

Corporation to appear before the Committee on Stock List of the New York

Stock Exchange, with authority to them or any one or more of them to make

such changes in said application or in any agreements relative thereto as may

be necessary to conform with the requirements for listing; and further -

Resolved: That the officers of this Corporation be, and hereby they are

authorized, empowered and directed to do or cause to be done any and aii

such further acts and things and to execute any and all documents as, with

the advice of counsel, they may deem necessary or convenient to carry out and

to execute the purpose and the intent of the foregoing resolutions in order tº

effect the registration of the Ten Year 3%% Debentures, due June 1, 1933 of

this Corporation under the Securities Exchange Act of 1934, as amended and

to effect the listing of said Debentures on the New York Stock Exchange

On motion, duly seconded, the meeting adjourned. -

GEO. K. LEET, Secretary.
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The following letters and list are included at this point in connec

tion with Mr. Leffingwell's testimony, supra, 12103.

JANUARY 29, 1940.

RUSSELL C. LEFFINGWELL, Esq.,

Messrs. J. P. Morgan & Co.,

23 Wall Street, New York, New York.

DEAR MR. LEFFINGWELL : I regret deeply the delay in acknowledging your letter

of January 2, 1940, in which you were good enough to send a memorandum

amplifying some of the views which you expressed to the Committee at the time

of your appearance. As you are no doubt aware, the memorandum has been

Offered in evidence.

You may recall in connection with your testimony before the Temporary

National Economic Committee on December 20, 1939 the following colloquy

(Page 269 of the Verbatim Record) took place:

“Mr. NEKEMKIS. The increase in deposits, I take it, permitted the large

increase in Government securities, would you say?

“Mr. LEFFINGWELL. Excuse me.

“Mr. NEHEMRIs. The question was, did the increase in deposits over this

period of time permit the large increase in holdings of Government Securities?

“Mr. LEFFINGWELL. Yes, sir, I should think so.

“Senator KING. You utilize your profits for the acquisition of Government

securities so you can get some little interest.

“Mr. LEFFINGWELL. Of course, it all goes into one total, it is not carmarked

but the increase in deposits is reflected in part.

Mr. NEHEMRIs. Now most of these Government socurities are wholly tax

exempt, are they not, sir?

“Mr. LEFFINGwBLL. Well, I would have to got an analysis of that. I wouldn't

be able to say, because, as you know, the Government issues a variety of issues,

some of which are wholly tax exempt and some of which are not wholly tax

exempt, and I am not at all sure how that stands in relation to the portfolio.

“Mr. NEHEMKIS. Would you make it available at some later date at your

convenience?

“Mr. LEFFINGWELL. Yes.”

Could you advise me whether you wish to add anything to the record in con

nection with the foregoing?

Sincerely yours,

PETER TR. NEHEMKIS, Jr.,

Spccial Counsel, Investment Bankinſ,

Section, Momopoly Study.

PRNohemkis : Ok

23 WALL STREET, NEw York, February 2, 1940.

DEAR MR. NEHEMKIs : I received your courteous letter of January 29th. Yes,

I was glad to see that my Notes had been put in the record. I quite understood

how busy you must be and did not expect an early answer to my previous letter.

I am obliged to you for reminding me of the colloquy which is quoted in your

letter. I enclose a list of our holdings of United States Government obligations

at par on September 30th, the date of our then last published statement. I trust

that this gives you the information which you desire.

If there is anything else you need to explain or amplify my testimony or my

pamphlet Notes please do not hesitate to call upon me.

With appreciation of your courteous reminder, I am

Very truly yours

R. C. LEFFINGWELL.

PETER R. NEHEMRIs, Jr., Esq.,

Special Counsel, Investment Banking Section,

Securities & Eacchange Commission, Washington, D. C.

Enclosure
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J. P. Morgan & Co.-Drca'el & Co.—Par Value of United States Government

Obligations Held September 30, 1939

TaX ExemptDescription

$26, 000,of America 34% Treas. Notes “A” due June 15, 1944-------------------

of America 1%% Treas. Notes “A” due June 15, 1943- - -

of America 1%% Treas. Notes “B” due December 15, 1943

of America 194% Treas. Notes “C” due December 15, 1941

of America 134% Treas. Notes due December 15, 1939---

of America 13%% Treas. Notes “B” due June 15, 1941

of America 1%% Treas. Notes “B” due June 15, 1940---

of America 1%% Treas. Notes “C” due December 15, 1940

of America 1%% Treas, Notes “A” due March 15, 1941--

of America 134% Treas. Notes “A” due March 15, 1942--

of America 134% Treas. Notes “C” due December 15, 1942

of America 1%% Treas Notes “A” due March 15, 1940--

of America 2% Treas. Notes due September 15, 1942---

of America 2% Treas. Bonds due December 15, 1947--------------------|--------------

of America 2%% Treas. Bonds due December 15, 1945--- ---

of America 2%% Treas. Bonds due September 15, 1945/47

. of America Conv. 3% due January 1, 1946-------------

. S. of America Conv. 3% due January 1, 1947-----------

Commodity Credit Corp. 34% Notes “C” due November 2,

Commodity Credit Corp. 56% Notes “D” due August 1, 1941

Home Owners Loan Corp. 56% due May 15, 1941-------

Home Owners Loan Corp. 2,4% due July 1, 1944/42 “G”

Reconstruction Finance Corp. 75% Notes N. due July 20

Reconstruction Finance Corp. 76% Notes “R” due January 15, 1942

Federal Land Bank 4% due Juſ; 1, 1946/44------------------------

Federal Land Bank.3% due January 1, 1956/46;--------------------- --

United States Housing Authority 1%% Notes “B” due February 1, 1944-----

i|:- %
:

S.

##

The following document was entered in the record on January

18, 1940, and is printed at this point in connection with the

testimony of R. C. Leffingwell, supra, p. 12107.

EXHIBIT NO. 2163

MEMORANDUM PREPARED BY TR. C. LEFFINGWELL, PARTNER IN J. P. MoRGAN &

COMPANY, SUPPLEMENTING HIs TESTIMONY BEFORE THE INVESTMENT BANKING

STUDY OF THE TEMPOItARY NATIONAL ECONOMIC COMMITTEE.

I. IDLE MONEY.

The amount and velocity of individual bank deposits are determined by the

depositor, not by the bank. A depositor selects his bank for safety, for finan

cial accommodation and service, and because of propinquity and convenience.

It is the depositor who decides when and with whom and in what amount he

deposits his money. It is the depositor who decides when and from whom and

how often to draw checks. The banker has nothing to do with these things

or precious little. His business is to keep himself in a position to honor the

checks when they are presented, to run a safe and sound bank. And the

banker who undertook to tell the depositor how to manage his business, when

he could and when he could not draw checks, how often or how seldom "would

soon have no deposits to worry about. That is the depositor's business.

But the amount and activity of the depositor's account is influenced and

indeed almost controlled by economic conditions and policies. His account Will

be active if his business is active; and nowadays his business is not active

or not as active as it should be, because of conditions and and policies which
retardº d busi d

In times of good business, deposits are often created by the ba -

money and crediting the depositors with the proceeds of ğ. ...”.
withdrawal by the depositors at once or from time to time as required. In

bad times, such as we have had for ten years, deposits are not so mucº,

created that way. In these times the immense expansion of bank deposits

is the result of the inflow of fright money from Europe, the devaluation ºf the

dollar, and our own Government's spending and deficit financing.
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Evidently these three major factors in the expansion of bank deposits are of

a character to discourage velocity of bank deposits rather than to stimulate

it, because they upset business confidence.

I cannot agree with those who criticize the Government for going off gold

in 1933. Then all the banks, including the Federal Reserve Banks, had to

close their windows and stop payment. It was sheer grim compulsion that

took us off gold. But it is evident that there was nothing very bright and

cheerful and encouraging for business about it.

Similarly the flight money from Europe expanded bank deposits here.

But these deposits were running away because of the fear of War and revolu

tion in Europe and Asia. The same fear tended to keep deposits idle here.

Government spending and deficit financing also carried their own antidote

against recovery. They are perhaps at first stimulants. But, too long continued,

they become depressants. Nobody doubts that the Government was bound to

look after the poor and the unemployed liberally and freely and generously.

Government spending for relief was most necessary. But Government spending

for recovery defeats itself. Government spending for materials and made work,

that is work that does not need to be done, is definitely discouraging to business,

retards recovery and deprives deposits of their velocity. When the Government

bids for materials and supplies and for labor, in competition with business, and,

still more, when Government itself engages in or subsidizes enterprises directly

competitive with business, for instance housing, public utilities, inland waterways,

transportation and banking, there is a plain indication to enterprise to stay

out of those fields. No business man supposes that he can compete successfully

with the Government of the United States in any field whatever.

Furthermore, the fact of the immense deficit which results from Government

spending fills the minds of business men with a sense of apprehension. The public

debt, including guaranteed debt, of the United States has been multiplied by about

three in the last nine years, while the United States is at peace. It is about 20

billion dollars greater than at the war peak twenty years ago. Sensible people

are concerned about this. This fear retards recovery and keeps bank deposits

still and Sterile.

Our tariff system and our tax system have not been devised with a view to

producing revenue so much as with a view to retarding imports in the one case,

and redistributing the wealth of wealthy persons and corporations in the other.

The tariff, and the excessive burden, and the wholly unequal burden, of taxation,

retard trade and recovery, and therefore retard the circulation of bank deposits.

The Government itself has had latterly a definite policy to prevent a rise in

prices. In pursuance of that policy in 1936 and 1937 it increased the reserve re

quirements of member banks, sterilized gold and announced that some prices

were too high. These drastic deflationary steps brought on a severe depression.

Even now Government is considering measures to prevent a rise in prices. Now

if Government does as it has been doing, take steps to increase the cost of labor

and taxes on the one hand, and, on the other hand, prevents prices from rising,

it is obvious that business is going to be ground between the upper and nether

millstone. Rising costs and frozen prices will surely take the profit out of the

profit system. This discourages enterprise and freezes deposits.

Another thing that keeps money idle is that business finds itself perplexed by

ever-increasing bureaucratic interference with its normal processes. Government

manages our money and plans our economy. Government creates more and more

bureaus, and sometimes puts the bureaus in charge of men without large practical

experience either in the civil service or in business. Business must and should,

and on the whole it does, obey the law. It is difficult however for business to

adjust to the changing decrees of bureaus. This is one of the things that retards

recovery and slows down the velocity of deposits. I do not say that critically.

I don't believe any group of Government managers, however able, can manage

the business of 130 million Americans successfully. I think you have to leave it to

the individual enterprise and initiative of all these people in all these cities and

towns and hamlets and farms and mines. And I do not believe, even if you could

make a success of a central bureaucratic government, it would be worth doing,

because the people would become just a nation of robots. And then we shouldn't

be worth Saving.

II. MANAGED MONEY AND PLANNED ECONOMY

Turning now to more detailed consideration of managed money and planned

economy: Few persons seem to realize how far economic conditions in this country
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are due, not only to the Great War of 1914, and the international policies and

disturbances which followed, but also to monetary management and economic

planning by our own governmental authorities. Until twenty-two years ago we

had on the whole a free economy, subject to the laws but not to the management

of Government authorities. But since the United States entered the war in 1917,

the Government has in large measure managed our money and planned our

economy.

I do not say this critically. For the Government's monetary and fiscal policies

from 1917 to 1920 I was, as war-time Assistant Secretary of the Treasury, in part

responsible. With some other and more recent policies—such as going off gold

in 1933, to mention one of the most controversial—I was in full sympathy, and

publicly expressed my approval. I have been outspoken in my approval of the

easy-money policy, of the tripartite agreements and of the able administration of

the Treasury by Secretary Morgenthau. Government could not do otherwise than

face and deal with the war crisis in 1917, the deflation crisis in 1933. Government

must and should minister without Stint to the relief of the poor and the unem

ployed.

It is our duty, not to criticize, but to learn from experience, not to waste time

justifying or blaming past decisions, but to weigh them and their effects for our

future guidance.

The point is that Government has for twenty-two years managed our money

and to a great extent planned Our economy.

The inflation of 1917–1919 was caused by war-deficit financing. The deflation

of 1920–1921 was caused by raising the Federal Reserve Bank rate to 6% and

then to 7% in the first half of 1920. The recovery from the end of 1922 on

was facilitated, and the disastrous inflation of 1927–1929 was stimulated, by

easy-money policies of the Federal Reserve Banks, which were always benefi

cent in intention though they worked out very badly in the latter period

The inevitable collapse of 1929 was precipitated by raising the Federal Reserve

I3ank rate to 6% in August 1929, a step too long deferred by the Federal

Reserve Board. The deflation of 1931–1933 was caused by upholding nobly

the pre-war gold standard for a year and a half after England had gone off it.

Honorably and to keep our pledged word, for a year and a half, we let the

gold go cheap to foreigners who were willing to pay more for it; and deposits

were necessarily deflated many times the gold withdrawn, until the banks all

ClOSed.

Wisely, and of necessity, the Government suspended gold payments in the

spring of 1933. Unwisely, under Professor Warren, Government bid up the

price of gold and sold the dollar down in the last half of 1933. Having thus

cheapened the dollar and Overvalued gold, Government raised the official

price of gold from $20.67, the price before April 1933, to $35 an ounce in

January 1934.

The dollar was cheapened with the intention of raising the commodity price

level, some said to the 1926 level. However, having, after N. R. A. was abol

ished, got real recovery and a lift in prices in 1936 and early 1937, Government's

commodity price policy was reversed, and deflationary measures were adopted

to prevent the rise of commodity prices for fear of inflation.

These deflationary measures brought on in the latter part of 1937, the swift

est and most abrupt depression recorded. Steps in this managed deflation were

(1) the increase in the reserve requirements of the member banks, (2) the

sterilization of gold imports, (3) the official announcement that some prices

were too high. Simultaneously Government expenditures were curtailed, and the

Government collected in the fiscal year 1937–1938 in taxes and social security

payments about as much money as the Government was spending, resulting in

the elimination of net deficit financing during that fiscal year and some reduction

in the publicly owned public debt of the United States.

These deflationary policies Were in part reversed in 1938, and a measure of

recovery has followed.

That is the economic history in a nutshell of twenty-two years of managed

money and planned economy in the United States.

Let us consider some by-products of these policies, and some collateral policies.

On the one hand, by paying $35 an ounce instead of $20.67 Government is

paying foreigners a premium, of nearly 70%, above the old gold price, for gold

we don't want, and can't use since the banks' reserves are excessive already.

On the other hand, Government is again using its authority or influence to

prevent some prices from rising at home in response to increased demand. So

we are selling dollars cheap for gold and keeping prices of commodities cheap
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too. This gives a double discount to foreign buyers of American goods and

Securities, but it has not brought full recovery or employment here.

That is partly because our policies have been undermining other currencies,

have had a deflationary influence upon world gold prices, and have hampered

the trade of the World.

The Fordney-McCumber and Hawley-Smoot tariffs contributed to the world

breakdown and to our own. I agree wholeheartedly with Secretary Hull and

What, against great handicaps, he has been trying to do about this. I wish he

Could go faster and farther.

The chief use of gold in the modern world is to settle international balances,

to move to and fro across the boundaries of nations—like a shuttle, to and

fro. When we make a one-way street for it, all to and no fro, we deprive it

of much of its usefulness. When we restrict our buying and lending abroad,

when we try to sell everything and to buy little, except gold, and for that one

thing we are prepared to outbid that world and pay a fancy price, we imperil

the economy of the world and measurably impair the usefulness of gold itself as

a monetary metal. When on top of that we sterilize the gold we buy, and, by

such deflationary measures as I have described, prevent it from reflecting itself

in Our price level, we make an immense contribution to world deflation and

SO to world distress and disorder.

We used to call India the Sink of the Precious Metals because her princes

and peoples drained all the gold and silver they could away from the mines

and currencies of the world and buried them. But today America has outdone

India as a hoarder. The most forward-looking country of the West has re

placed India as the Sink of the Precious Metals. We have blind faith in our

tariff against imported goods, goods which would be of use to us, and we are

gluttons for gold, which we cannot use and have to bury.

We subsidize exports, penalize imports, embargo loans and credits, and suck

gold Out from the mines and currencies of the world. So we do our bit to

make the world a worse place for us and our democracy to live in.

Notwithstanding the evils I have pointed out, I do not favor changing the

price of gold again. It is too bad to have to change it at all. To increase the

price of gold again when we are already paying too much for it, and have too

much of it, would be sheer lunacy. That would be a hair from the tail of the

dog that bit us. To decrease the price of gold would be politically impossible,

deflationary, and destructive of what confidence remains in our monetary

stability. We don't want more deflation. We have had enough of that. We

don’t want to destroy what confidence remains. We have not enough of that.

It is well to have something fixed, in a shimmying world.

Therefore the wise course is to allow commodity prices to rise somewhat, and

thus reduce the present gross disparity between the gold price and the com

modity price level. A gently rising level of prices is to be desired. This should

reduce the burden of debts, bring recovery of business and employment, in

crease profits, increase incomes and Treasury tax receipts, reduce and ulti

mately remove the need of relief and made work, and so balance the budget.

Rising costs, for taxes, wages, working conditions and social security on the

One hand, and low prices for manufactured goods on the other, tend to make

business wholly unprofitable, or at best not profitable enough to attract enter

prise and initiative to new undertakings.

Capital is plentiful. It is not timid. It is always ready to take a chance.

But when enterprise is confronted by Government policies which tend to make

business unprofitable, then enterprise won't hire the money. It knows it

hasn’t got a chance. Rising costs and low prices will surely make enterprise

unprofitable. We cannot permanently keep the profit out of the profit system

without making unemployment permanent, nor without bankrupting the

Treasury.

Our record peace-time deficit has nearly tripled the public debt, including

guaranteed debt, in nine years. It is 20 billions greater than at the wartime

peak. Extraordinary budgets, recoverable budgets, and financing through sub

sidiary corporations of the United States Government cannot help matters much.

Everybody knows that there is only one test, whether the public debt is rising.

And it is. And that scares business and retards recovery.

This deficit has latterly been financed by the fear of Hitler. Flight money

from Europe has been financing our deficit for us. That, and the depression

at home, keeps money plentiful, idle and cheap while the Government borrows

and spends.
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There are other things that we could do better than we have done:

We should have cooperation between business and Government. And I mean
cooperation, not dictation by Government, nor vituperation by business. No

economy can work well when business and Government are at loggerheads.

We need cooperation between Government, management, and labor, to in

crease the output, and the efficiency, and the real income, of labor as a whole.

Present labor policies seem to retard recovery and reemployment, and to per

petuate unemployment of the millions who are unable to get or keep jobs in a

depressed economy. High wage rates and short hours for the lucky ones who

have jobs do not help the unemployed millions who are out of work.

We should have taxes for revenue only, and not to penalize thrift, or to

distribute or destroy wealth, or to stop trade. We should not increase taxes.

We can never balance this budget by increasing the burden of taxes. We can

do it by increasing the incomes and profits of the people so that tax receipts,

instead of tax rates, will be bigger, and the people will be better able to pay

the taxes.

Finally, I believe we have had twenty-two disturbed years and a ten-year

depression, we have idle men and idle dollars, partly because our money has

been managed and our economy has been planned by Government.

The American economy isn’t worn out. We are in our adolescence as a

people. We have only scratched the surface of the resources of this great con

tinent. Our inventive genius puts new tools and new toys forever at our

disposal. Our appetites, our desires, our needs are insatiable. We shall suc

ceed in the struggle for existence and for the common welfare if more reliance

be placed on the old-fashioned virtues of individual enterprise and thrift.

I suspect that no man or group of men chosen to govern us can be wise

enough to manage our money and plan our economy for us. The infinite variety

of human affairs, the infinite desires and aspirations of tens of millions of

Self-willed people, with their hopes and fears, their loves and hates and ambi

tions, are too much for any central Government to control and regulate wisely

and well. The citizens themselves are likely to produce a healthier, happier

and more prosperous country. I suspect that the more money is managed

the more economy is planned, the more business is canalized and regimented.

the more the individual is controlled by Government, then so much the more

the national economy will run down hill, will deteriorate and be depressed, at

first slowly to be sure, then faster and faster, until the rulers of that econom
are forced to seek more desperate remedies, more autocratic powers. It i y

vicious circle. I believe the future of the human race, and above all the intº a

of the Americans of the United States, is in the freedom of the individ.
not in the aggrandizement of the powers of the State. I long for pea ual,
our time and a government of laws and not of men. DCace in

December, 1939.
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Nypano Railroad Co-------------- 12030–12031, 1722, 1725, 1749
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Chapin, John R.:
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Chicago, Burlington & Quincy Railroad Company financing------- 12040–12041,
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Church Life Insurance Corporation--------------------------- 12325, 1768–2

Church Pension Fund--------------------------------------- 12325, 1768–2

Church Properties Fire Insurance Company-------------------- 12325, 1768–2
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1762–1764–1, 1767–1, 1768–2
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Cincinnati Union Terminal Co. financing----------------------------- 12065,

12067, 12323, 1762–1763, 1764–2, 1768–2, 1770
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Clapp, C------------------------------------------------- 1659–2–1659–3
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Connely, Emmett F., statement by---------------------------- 11887–11889

Consolidated Edison Company of New York, Inc.:
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DeBardeleben Coal Corporation------------------------------------ 1768–2
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Other companies-------------------------------- 12322–12323

Relative participations in utility issues managed by Morgan Stanley

& Co.------------------------------------ 12091–12092, 1767–1, 1771

Succession to underwriting interests of Harris Forbes Companies---- 11963,

11967, 1698

First National Bank of Boston.-------- 11877, 11924, 11927, 11948, 1673, 1680–2

First of Michigan Corp--------------------------------------------- 1704

First National Bank, New York City:

Agreement with J. P. Morgan & Co. and National City Bank for the

division of securities business_ _ _ _ 11853–11854, 11922, 12036–12038, 1727

Compliance with Banking Act of 1933.--------------------------- 11963

Deposits by A. T. & T. Co. in -------------------------------- 1659–79

Introduction to A. T. & T. Group, 1913------------- 11852–11853, 1661–2

Loans of ---------------------------------------------- 1724, 1728–1

Participations in A. T. & T. system security issues.---------- 11851–11857,

11866, 11871, 11877, 11883, 11892, 11910, 11922, 11931, 1659–24,

1661–2, 1666–1667, 1671–1673, 1679, 1684, 1688–2–1687, 1689–1,

1689–2, 1695, 1709–1–1709–3.

Participations in security issue of Erie Railway Company---------- 17.2%

Trusteeship in U. S. Steel Corp., financing------------------ 12332–12333

First National Corporation, The------------------------------------- 1724

Fiscal Services performed by banks--------------------------- 12039, 1768–2

Fish, Frederick P., activities as president of American Telephone & Tele

graph Co------ 11830, 11834, 11848, 11858, 1659–4, 1659–7–1659–20, 1659–23,

1659–25, 1659–29, 1659–43–1659–54, 1659–57–1659–70, 1708

Fish, Irving D---------------------------------------------------- 12003

Fish, Harvey, & Sons-------------------------------------------- 1659–24

Fisk, Pliny------------------------------------- 1659–60, 1659–68–1659–69

Flintlock Realty Company---------------------------------- 1768–2, 12325

Florida East Coast Railway Co------------------------------------ 1768–2

Fly, Chairman J. Lawrence------------------------------------ 11845, 1660

Forbes, J. Malcolm ---------------------------------------- 1659–1–1659–2

Forbes, W. H--------------------------------------------- 1659–1–1659–3

Ford, Bacon & Davis Incorporated.---------------------------------- 1763

Ford, Nevil--------------------------------------------- 12019, 1717, 1719

Fordney-McCumber tariff------------------------------------------ 2163

Foster & Co., Inc.--------------------------------------- 1704, 1714–1, 1721

1435 Walnut Street Corporation------------------------------------ 1768–2

Framerican Industrial Development Corp--------------------------- 1768–2

France, Republic of, loan to, 1915, by J. P. Morgan & Co. and others--- 1659–79

Frankford & Southwark, Philadephia City Passenger Railroad Company-- 1768–?

Franklin County Coai Corp. TºTTTTTTTTT.II 1768–2

Fraser, Leon------------------------------------------------------ 12330

Free Library of Philadelphia, The---------------------------- 12327, 1768–2

French, C. }-------- - ---- ---- - - - - --- - --- --- ------------------- --- 1659–2

French Government---------------------------------------------- 1768–2

Frick, Collection, The--------------------------------------- 12326, 1768–2

NoTE.—Figures in ordinary type refer to page numbers; figures in italics are exhibit numbers. For pages

on which exhibits appear, see Schedule of Exhibits.
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“Frozen accounts.” See Proprietary interests; Underwriting groups.

Gardner, John L., Jr.---------------------------------------------- 1659–1

Gardner, Y. S., Jr.------------------------------------------------ 1659–1

Garrett, Robert & Sons-------------------------------------------- 1704

Gaston, William A----------------------------------------------- 1659–78

General Electric Company----------------------------------- 12326, 1768–2

General Motors Acceptance Corporation financing------------------ 12065,

1762–1763, 1764—2, 1768–2, 1770

General Motors Corporation financing------------------- 11879, 12326, 1768–2

General Steel Castings Corporation--------------------------- 12327, 1768–2

German Government External Loans, Trustees of -------------------- 1768–2

Gifford, Walter S., activities of, as President of A. T. & T. Co --- 11859, 11876,

11880–11881, 11893, 11898–11900, 11915, 11930, 11936–11937,

11941, 11959, 11968, 12330, 1659–80, 1659–82, 1692–1693, 1695.

Glass, Senator Carter---------------------------------------------- 12105

Glen Falls Insurance Co------------------------------------------- 1768–2

Glore, Forgan & Co------------------------------------------ 1704, 1767–1

Gold policy of U. S., discussion by R. C. Leffingwell-------------------- 2163

Goldman, Sachs & Co----------------------- 12031, 1659–24, 1700, 1704, 1771

Goodspeed, J. H-------------------------------------------------- 1659–2

Goodwill, acquisition of from predecessor organizations:

By reorganized Kidder, Peabody & Co. from old firm-------- 11942–11945

See also Succession to underwriting interests.

Gordon, Albert H.:

Activities in A. T. & T. systemſfinancing-------- 11929, 11942–11955, 1690

Testimony of—------------------------------------------ 11942–11955

See also Kidder, Peabody & Co. (new firm).

Gould, ----------------------------------------------- 1659–34, 1659–71

Government intervention in business, discussion by R. C. Leffingwell------ 2163

Graham, Parsons & Co--------------------------------------------- 1704

Great Britain, loan to, 1915, by J. P. Morgan & Co. and others---------- 1659–79

Great Northern Railway Company, The, financing-------------------- 12065,

1762–1763, 1764–2, 1768–2, 1770

Greater New York Fund, Inc., The--------------------------- 12326, 1768–2

Greek Government----------------------------------------------- 1768–2

Green, Ellis & Anderson-------------------------------------------- 1704

Griswold, J. W. A.------------------------------------------------ 1659–1

Guaranty Company of New York:

Banking activities for Van Sweringen interests---- 12022, 12028, 1722, 1724

Compliance with Banking Act of 1933---------------------------- 12002

Dissolution of-------------------------------------- 12002–12003, 1711

Erie Railroad Co. financing--------------------- 12027–12028, 1724, 1730

Officers and directors of, subsequent affiliation with E. B. Smith

Co----------,-,-,-,-7-;--> ------------------------ 12003, 12032, 1711

Participations in A. T & T. System security issues-11931, 1686–2, 1687, 1695

Position as distributor of securities------------------------------- 12032

Succession to underwriting interests of, by E. B. Smith & Co - - - - - - 1963,

12003, 12027–12034, 1711–1724

See also Guaranty Trust Co.

Guaranty Trust Company of New York:

A. T. & T. System financing:

Deposits by A. T. & T. Co------------------------------- 1659–79

Participations in security issues of A. T. & T. Co--------_____ 11855

11877, 11880–11883, 11886, 11899, 11909, 11910–11912, Ii.626

1661–2, 1671, 1673, 1679, 1684. -

Replaced as registrar for A. T. & T. Co. stock--------------- 1

Atlantic Coast Line R. R. Co. financing------------------- 12039,#;
Compliance with Banking Act of 1933----------------- 11963, 12002, 1711

Directorships held by partners of J. P. Morgan & Co. in--___ 12325, 1738.2

Loan to Erie Railroad Company--------------------------------'*' ºf

Relation to Guaranty Co. of New York--------------------- 12002, 1711
G SeeºGºranty Co. of New York. r

Ulernsey, Nº. 1 ------------------------------------------------- 1

Hahne & Company, Inc.------------------------------------- iñs ###
Hall, ------------------------------------------------------- 1659–75

Hall, Perry E----------------------- 12050–12051, 12053, 12069, 12073, 12087
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Hallgarten & Co-------------------------------------------- 1659–24, 1704

Hallowell, N. Penrose---------------- 11862, 11931, 11966, 1670, 1694–95, 1697

Halsey, Stuart & Co. Inc.:

Chesapeake & Ohio Railroad Co. financing------------------ 12067, 12323

Negotiations with A. T. & T. Co. for participations in security

issues.------------------------------------ 11935–11941, 11986, 12092

Paying agency in Public Service Co. of Northern Illinois financing_- 11862

- Testimony of Harold L. Stuart---------------------------- 11935–11941

Hambleton & Co.-------------------------------------------------- 1724

Haring, Albert----------------------------------------------- 11892, 1683

Harriman, B. H------------------------------------------------- 1659–24

| Harris, Norman W---------------------------------------------- 1659–30

Harris, Forbes companies:

Participations in A. T. &. T. security issues.---------------- 11857–11859,

11866, 11872, 11877, 11883, 11892, 11896, 11899, 11910, 11931,

1661–2, 1665–1666, 1671–1673, 1679, 1684, 1686–2–1687, 1695

Succession to underwriting interest of, by The First Boston Corp--- 11963,

11967, 1698

Harris, Hall & Company------------- 11974, 1700, 1701, 1703, 1704, 1706, 1771

Harvard College-------------------------------------------- 12326, 1768–2

Harvard Fund Council-------------------------------------- 12326, 1768–2

Haskins & Sells--------------------------------------------------- 1763

Haverford, Pa., Township of.-------------------------------------- 1768–2

Hawes, Stewart S--------------------------------------------- 11930, 1692

Hawley-Smoot Tariff----------------------------------------------- 2163

Hayden, Miller & Co---------------------------------------------- 1704

Hayden, Stone & Co.---------------------------------------- 11866, 11877,

11896, 11927, 11964–11965, 1671–1674, 1700, 1704, 1721, 1771

Haystone Securities Corporation---------------------- 11927, 1674, 1680–2

See also Hayden, Stone & Co.

Hemphill, Noyes & Co.--------------------------------------------- 1704

Henderson, Commissioner Leon:

Introductory statement on American Telephone & Telegraph Co.

financing--------------------------------------------- 11829–1 1830

Letter to Chairman J. L. Fly of Federal Communications Com

mission----------------------------------------------- 11845, 1660

Higginson, Francis L------------------------------------------ 11992, 1708

Higginson, Henry Lee------------------------------ 1659–1, 1659–7, 1659–30

Hilliard, J. J. B., & Son-------------------------------------------- 1704

Hine, Francis L-------------------------------------------------- 1659–8

Hires, Charles E., Company--------------------------------------- 1768–2

Historical relationship in selecting underwriting groups - 11963–11966, 12027–12028

See also A. T. & T. financing, “frozen” character of.

Hitler, Adolf------------------------------------------------------ 2163

Hocking Valley Railway Co---------------------------------------- 1768–2

Home Owners Loan Corporation, securities of ------------------------- 12338

Hornblower & Weeks----------------------------------- 1704, 1714–1, 1721

Hope & Co----------------------------------------------------- 1659–26

Hopkinson, Edward, Jr.------------------- 12083, 12327, 12380, 1766–3, 1768–2

Hospital Council of Greater New York------------------------ 12326, 1768–2

Household Finance Corporation------------------------------------ 1768–2

Houston, D. F-------------------------------------------------- 1659–82

Hovey, Chandler-------------------------------------------------- 11929

Howe, Henry S-------------------- 1659–2–1659–3, 1659–30, 1659–79, 1659–82

Hubbard, Charles Eustis--------------------------- 1659–2–1659–3, 1659–15

Hubbard, Gardiner G--------------------------------------- 11832, 1659–2

Hudson Bay Mining & Smelting Co. Ltd.---------------------------- 1768–2

Hudson, J. E.--------------------------------------------- 1659–2–1659–3

Hughes, H. L.----------------------------------------------------- 12330

Hull, Secretary Cordell--------------------------------------------- 2163

Humble Oil & Refining Co----------------------------------------- 1768–2

Huntington & Broad Top Mountain Railroad & Coal Co-------------- 1768–2

Huntington National Bank, Columbus, Ohio------------ 11922, 1689–1–1689–2

Hutchinson, W. S.------------------------------------------------ 1659–2

Hutton, W. E., & Company---------- 1700, 1704, 1714–1, 1721, 1728–1, 1767–1

Idle money, discussion by R. C. Leffingwell--------------------------- 2163

Note:-Figures in ordinary type refer to page numbers; figures in italics are exhibit numbers. For pages
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Illinois Bell Telephone Company financing-------------------------- 11917,

11935–11941, 11943–11944, 11952, 11958–11961, 11966, 11975,

11988–11989, 12065, 1681–2–1681–3, 1686–1–1688, 1690, 1697–

1698, 1700, 1703–1704, 1709–3, 1710–2, 1762–1763, 1768–2.

See also American Telephone & Telegraph System financing.

Illinois Company of Chicago, The----------------------------------- 1704

Indianapolis Water Company financing---------------------------- 12065,

12069, 1762–1764–1, 1767–1, 1768–2

Inland Steel Company Financing------------------------------- 12065, 1762

Institute of International Education-------------------------- 12325, 1768–2

Insurance Company of North America------------------------ 12327, 1768–2

International Agricultural Corporation ------------------------ 12325, 1768–2

International Committee of Bankers on Mexico.---------------- 12325, 1768–2

International General Electric Company----------------------- 12326. 1768–?

International Great Northern Railroad, Trustees of ------------------ 1768–2

International Mercantile Marine Co-------------------------------- 1768–2

International Telephone & Telegraph Corporation-------------- 12326, 1768–2

Interstate Commerce Commission-------------------- 11968, 1735, 1739, 1749

Investment bankers:

Defaults by-------------------------------------------------- – 11982

Deposits by, with J. P. Morgan & Co----------------- 11861–11862, 1668

See also Investment Banking.

Investment Bankers Association of America:

Membership in------------------------------------------------ 11887

Statement by Emmett F. Connely------------------------- 11887–11889

Investment banking:

By partnerships and corporations, advantages and disadvantages---- 11954

Competition in----------------------------------------- 11848–11849,

11858–11859, 11939–11941, 12031–12032–12064, 1209í

Competitive bidding in:

Advantages and disadvantages of, discussed.------------ 11838–11841,

11915–11916, 11969–11970, 11993–11994

See also under A. T. & T. System financing.

Documents used in, examples of:

Agreements among underwriters--------------------------- 1659–22

Certificate of incorporation-------------------------------- 1760–1

Letter terminating syndicate------------------------------ 1659–27

Letter to stockholders-------------------------------------- 1711

Notice of annual meeting--------------------------------- 1659–15

Proxy-------------------------------------------------- 1659–15

Purchase contracts------------------------------- 1659–20, 1659–25

Purchase group letters--------------------------------- 1663–1665

Increased expense of, under Securities Act of 1933, alleged---------- 11990

Leadership in, advantages from--------------------------- 12025–12026

Management fee in---------------------- 11923–11924, 11989, 1702, 1707

Management of Security issues by single firms, advantages of ------ 11944,

- - - - - - - - 11946–11947

Negotiations with issuing company by one or several bankers, dis

cussed------------------------------------------- 11877–11879, 1673

Overhead expenses in------------------------------------------ 12063

Oversubscription of security issues in 1920's------------ 11917–11919, 1688

Position of small dealer in, since Securities Act of 1933------- 11991–11992

Professional character of--------------------------- 11840, 11858–11860,

- ... , 11915–11916, 11940, 11970, 11982, 12006, 12011, 12029, 12004

Reciprocity in------------------------------------- 11983–11984, 12026

Risks in------------------------------------------ 11983–11986, 12032

Several liability of underwriters since Securities Act of 1933___ 11981, 12093

“Spread” in--------------------------- 11875, 11913–11914, 11985, 11989

Subscription period in, length of -------------------- 11916–11918, 11988

See also Banking Act of 1933; investment bankers; underwriting groups.

Iowa Telephone Co. financing 1661–2

Irvin, William A.-------------------------------------------------- 12330

Iselin, A., Jr.---------------------------------------------------- 1659–30

Italian Credit Consortium for Public Works---------------------____ 1768–2

Italy-America Society--------------------------------------- 12325, 1768–2

Italy, Kingdom of—----------------------------------------------- 1768–2
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Jackson & Curtis-------------------------------------------------- 1704

Jackson, C. C---------------------------------------------------- 1659–1

Jacksonville Terminal Company financing---------------------------- 12323

Jaffrey, C. T------------------------------------------------------ 1739

Japan Society---------------------------------------------- 12326, 1678–2

Jesup, Edward N---------------------------- 11862, 11966, 11972, 1670, 1697

Jewett, ----------------------------------------------------- 1659–82

Johns-Manville Corporation financing - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12065,

12326–12327, 1762–1763, 1764–2, 1768–2

Johnson, Bradish, Estate of.---------------------------------------- 12327

Johnson, Lane Space & Co------------------------------------------ 1704

Jones, Allen Northey------------------- 12050–12051, 12053, 12073, 1713, 1761

Jones, Jesse------------------------------------------------------- 1713

Jones & Laughlin Steel Corporation financing-- - - - - - - - - - - - - - - - - - - - - - - - 1762

Kansas City Terminal Railway Company---------------------------- 1768–2

Kean, Taylor & Co --------------------------- 1704, 1714–1, 1721, 1724, 1771

Kennecott Copper Corporation------------------------------- 12326, 1768–2

Kentucky & Indiana Terminal Railroad Co-------------------------- 1768–2

Keyes, Leonhard A.:

Question of J. P. Morgan & Co. documents furnished by, to T. N.

E. C------------------------------- 11885, 11904–11909, 11920–11921

Testimony of------------------------------------------- 11904–11909

Keystone Watch Case Corporation - - - - - - - - - - - - - - - - - - - - - - - - - - - 12327, 1768–2

Kidder, Peabody & Co. (old firm):

A.T. & T. System financing:

Documents concerning, made available to the T. N. E. C.------ 11906–

11908, 11920–11921

Management fee received on security issues.------------ 11923, 1680–2

Originations of, and participations in security issues, and nego

tions therefor------------------------------------- 11848–11857,

11863, 11885–11886, 11910–11912, 11929, 11949–11952, 11967,

1659–6, 1659–9–1659–12, 1659–20–1659–28, 1661–2–1662, 1665–

1667, 1684, 1686–2, 1695, 1698.

Participations relative to Morgan Stanley & Co - - - - 11974–11976, 1703

“Proprietary interest” in----------------------------- 11864–11870,

11875–11876, 11883, 11892–11896, 11927, 11997, 1671–1680–2

Subdivision of “Proprietary interests”-------- 11864–11870, 1671, 1672

Other relations with A. T. & T. Co- - - - - - - - - - 11835, 1659–30, 1659–78

Borrowings from J. P. Morgan & Co. and others - - - - - - 11944, 11948–11949

Liquidation of------------------------------------- 11944–11945, 11949

Relations with Baring Bros. & Co., Ltd - - - - - - - - - - - - - 11851, 11863, 1661–2

Testimony of John R. Chapin----------- 11863–11870, 11882, 11926–11928

See also A. T. & T. System financing; Kidder, Peabody & Co. (new

firm); Winsor, Robert.

Kidder, Peabody & Co. (new firm):

Acquisition of good will of Kidder Peabody & Co. (old firm) -- 11942–11945

Capital of --------------------------------------------- 11945, 11948

Participations in security issues and negotiations therefor:

Securities of:

A. T. & T. System ------------------------ 11929, 11942–11945,

11949–11953, 11960, 11975–11979, 1690, 1700, 1704–1706

Atlantic Coast Line R. R. Co -------------------------- 1728–1

Chicago & Western Indiana Railroad Co------------- 1729, 1731

Toledo & Ohio Central Railway Company --------------- 12010,

- 12015–12016, 1714–1, 1717

Rºº participations in utility issues managed by Morgan Stanley

O
------ - -- - - - -- - - - -- - -- - - - - - - - -- - -- - - - -- - - - - -- - - -- 1767–1, 1771

Testimony of John R. Chapin----------- 11863–11870, 11882, 11926–11928

. Testimony of Albert H. Gordon--------------------------- 11942–11955

Kimball, Ritchie-------------------------------------------------- 12003

Kinnicut, Herman R----------------------------------------------- 11929

Knickerbocker Trust Co------------------------------------------ 1659–24

Kuhn, Loeb & Co.:

A. T. & T. System financing:

Increase in participations in, subsequent to “library agreement” of

1920--- 11886, 11901–11903, 11909–11910, 1675–1678, 1685–1–1685–2

Participations relative to Morgan Stanley participations--- 11973, 1703
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Kuhn, Loeb & Co.—Continued.

Co-managership of security issues with Morgan Stanley & Co.------- 12002

Orginations of, and participations in security issues and negotiations

therefor:

Securities of:

A. T. & T. System------------------------------------- 11848

11857, 11866, 11871, 11877, 11885–11886, 11892, 11899–11901,

11909, 11914, 11926–11927, 11931, 11960–11963, 11967, 11974–

11979, 11997, 1659–20–1659–28, 1659–30, 1661–2–1662–1664,

1666–1667, 1671, 1679–1684–1687, 1695, 1698, 1700, 1704, 1706,

1710–2.

Atlantic Coast Line R. R. Co-------------------------- 1728–1

Chicago & Western Indiana R. R. Co-------------------- 1730

Erie Railway Company--------------------------- 12028, 1724

Nypano Railroad Co------------------------- 12034, 1726, 1749

Relative participations in utility issues managed by Morgan Stanley

& Co------------------------------------------------- 1767–1, 1771

Specialization in railroad issues.--------------------------------- 1

Kurrie, --------------------------------------------------- 1744, 1746

Ladenburg, Thalmann & Co.--------------------------------- 1659–24, 1704

La Follette, Senator Robert M., Jr.---------------------------------- 11832

Lamont, Corliss and Company------------------------------- 12325, 1768–2

Lamont, Thomas S------------- 12041, 12070, 12326, 12329, 1729, 1765, 1766–3

Lamont, Thomas W.:

Directorships and trusteeships of ------------------- 12326, 12330, 1768–2

Partnership interest in J. P. Morgan & Co----------- 12079, 12083, 1766–3

Stock interest in Morgan Stanley & Co -- 12054, 12083–12084, 1761, 1766–3

Testimony before Wheeler Railroad Committee, cited.-------------- 12076

Land, James N.---------------------------------------------------- 1726

Langley, W. C. & Co.---------------------------------------------- 1704

Lankenau, John D., Fund----------------------------------- 12327, 1768–2

Lazard Freres & Co. participations in security issues.---------- 1700, 1704–1705,

1714–1, 1721, 1767–1, 1771

Lazard Speyer-Ellissen------------------------------------------- 1659–19

Leadership of security issue, advantages from------------------- 12025–12026

Ledyard, Lewis Cass--------------------------------------------- 1659–79

Lee, Higginson & Co.:

American Telephone & Telegraph System financing:

Attempt to secure leadership of, 1906------------- 11830, 11992, 1708

Competitive bids made or attempted on---------------- 11830, 11835,

11837, 11841, 1659–19, 1708

Introduction to underwriting group in 1916------ 11856–11857, 1661–2

Participations in, and negotiations therefor---------------___ 1
- 1

11859, 11866, 11872, 11877, 11880, 11883, 11893, 11896, #.
11914, 11926, 11931, 11974–11979, 1659–6, 1661–2, 1664–16671671–1673, 1679, 1684, 1686–2–1687, 1695, 1703. r

Chicago Burlington & Quincy R. R. financing----------------____ 1659–7

Former dominant position in distribution of securities---------_____ 11859

Participations in security issues and negotiations therefor:

Securities of:

Toledo and Ohio Central Railway Company -- - - - - - - - 12010,

- - 12015–12016, 1714–1, 171;
United Corporation--------------------------- 12070, 1765

See also Lee Higginson Corporation.

Lee Higginson Corporation:

Participations in security issues, and negotiations therefor:

Securities of:

A. T. & T. System-------------------------- 11931–11932,

. . 11960–11967, 1694–1695, 1697, 1698, 1700, 1704–1706

Atlantic Coast Line Railroad Coll-----------_II. I. 1728–1

O

Relation to Lee, Higginson & Co.-------------------------------- 11912

K---------------------------------------------------- 12336
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Leffingwell, Russell C.:

Directorships and trusteeships of - - - - - - - - - - - - - - - - - - - - - - - - - 12326, 1768–2

Partnership interest in J. P. Morgan & Co----------------- 12083, 1766–3

Proposals on public policy--- - - - - - - - - - - - - - - - - - - - - - - - - 1210.4–12109, 2163

Stock interest in Morgan Stanley & Co--------- 12054, 12083, 1761, 1766–3

Supplementary information submitted by-------------------- 12337, 2163

Testimony of ------------------------------------------- 12101–12112

Legal Aid Society------------------------------------------- 12327, 1768–2

Lehigh Valley Coal Corporation------------------------------------ 1768–2

Lehigh Valley Railroad Company----------------------------------- 1768–2

Lehman Brothers-------------------- 12067, 1659–24, 1700, 1704, 1767–1, 1771

Leib, George--------------------------------- 11930, 11979 1692, 1705, 1757

Lesser, Lawrence S------------------------------------ 11995–11996, 12089

Letter terminating syndicate, example of --------------------------- 1659–27

Letter to stockholders, example of ----------------------------------- 1711

Leverett, George V--------------------------- 11835–11836, 1659–9, 1659–25

Liberty Bonds, sale of.--------------------------------------- 11918–11919

Liberty National Bank-------------------------------------- 11855, 1661–2

“Library Agreement”.

See under American Telephone & Telegraph System financing.

Lloyd, H. Gates, Jr.------------------------------ 12054, 12083, 1761, 1766–3

Lloyd, Horatio G------------------------------------------- 12054, 1766–3

Lloyd, Richard W-------------------------------------------- 12054, 1761

Lochranets, A------------------------------------------------— — — — 1659–1

Long Dock Company, The, financing-------------------------------- 12023,

1722, 1725, 1749 1753–1754–2, 1768–2

Lord & Taylor---------------------------------------------------- 12327

Louisville & Jeffersonville Bridge Co-------------------------------- 1768–2

Louisville & Nashville Railroad Company financing--- - - - - - - - - - - - - - - - - 12035,

12043, 12065, 1748, 1762–1763, 1764–2, 1768–2, 1770

See also Atlantic Coast Line Railroad Co.

Low, Seth------------------------------------------------------ 1659–17

Lumberman's Insurance Co----------------------------------------- 12327

Lyband, Ross Bros. & Montgomery---------------------------------- 1763

Lyons, Barrow, testimony of—--------------------------------------- 12001

Lyons, W. L. & Co.------------------------------------------------ 1704

MacDugal, Macfarlane, Scott and Hugessen - - - - - - - - - - - - - - - - - - - - - - - - - - 1763

Mackay, Clarence H., relations with A. T. & T. Co- - - - - - - - - - - - - - - - 1659–33–

1659–54, 1659–57–1659–70, 1659–72–1659–77

Mackay Companies: -

Acquisition of Bell Telephone Co. stock------------------------ 1659–33

Attempt to acquire control of A. T. & T. Co. stock------ 1659–33–1659–43

Attempts to influence selection of A. T. & T. Co. trustees and direc

tors------------------------------ 1659–44–1659–54, 1659–57–1659–70

Proposed combination with A. T. & T. Co-------------- 1659–55–1659–56

Purpose in organization of---------------------------- 1659–33–1659–35

Resignation of J. I. Waterbury and T. J. Coolidge, Jr. as trust

CCS.----------------------------------------------- 1659–36–1659–39

Stock interests of, in A. T. & T. Co---- 1659–57–1659–63, 1659–72–1659–77

MacKubin, Legg & Co.-----------------------------------------------1704

Macomber, John R.-------------------------------- 12019–12021, 1719–1720

MacVeagh, – ---------------------------------------------- 12016, 1717

Madden, O. E---------------------------------------------------- 1659–2

Mahaffie, Commissioner Charles D------------------------------ 1749, 1756

Managed money, discussion by R. C. Leffingwell---------------------- 2163

Management fee in investment banking, justification of - - - - - - - - - - 11923–11924

Management of security issues by single firm, advantages of 11944, 11946–11947

Manhattan Trust Co------------------------------------- 1659–24, 1659–30

See also Waterbury, J. I.

Manitoba, Province of.------------------------------------------- 1768–2

Markle Corporation----------------------------------------------- 1768–2

Markle, John and Mary L., Foundation----------------------- 12325, 1768–2

Marks, Lawrence M., & Co----------------------------------------- 1704

Marsters, A. A.-------------------------------------------------- 1659–79

Massachusetts Electric Companies--------------------------------- 1659–35

Mathers, Lloyd C----------------------------------------------- 1659–82

Note.—Figures in ordinary type refer to page numbers; figures in italics are exhibit numbers. For pages

on which exhibits appear, see Schedule of Exhibits.
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McAdoo, William G------------------------------------------------ 12105

McCaig, W. W--------------------------------------------------- 1728-1

McCreery, James & Co--------------------------------------------- 12327

McLean, -------------------------------------------- 1659–68–1659–69

Mellon Securities Corporation--------------- - - - - - - - - - - - - - - - - - - - - - - - 11960,

11967, 11976, 1698, 1700, 1704–1705, 1767–1, 1771

Mercantile Trust Co---------------------------------------- 11855, 1661–2

Merrill, Turben & Co.---------------------------------------------- 1704

Metropolitan Life Insurance Co---------------...---. ------- 12008, 1713, 1788

Metropolitan Museum of Art -------------------------------- 12325, 1768-2

Meyer, Commissioner Balthasar H----------------------------------- 1756

Meyers, --------------------------------------------------- 1738, 1749

Michigan State Telephone Company 1659–63, 1659–81

Middle West Utilities Company financing---------------------------- 11939

Miller, Nathan L-------------------------------------------------- 12330

Milne, G. D.--------------------------------------------- 1659–2, 1659–79

Minor, George H-------------------------------------------------- 1723

Minturn, R. B.-------------------------------------------------- _ 1659–2

Missouri-Illinois Railroad Company-------------------------------- _ 1768–2

Missouri & Kansas Telephone Co. financing-------------------------- 1661–2

Missouri-Pacific Railroad Company financing------------- 12030, 1724, 1768–2

Mitchell, Charles E.:

Activities in A. T. & T. System financing------------------------ 11929–

11931, 11960–11961,11983–11984, 1691–1693, 1706

Activities in Louisville & Nashville Railroad Co. financing----- 12043, 1748

Testimony of, cited-------------------------- 11859, 11978–11979, 11984

Mitchell, J. J.--------------------------------------------------- 1659–30

Mitchell, Sidney A., testimony of—----------------------------- 12086–12095

Mitchell, W. A.--------------------------------------------- 12327, 1768–2

Mitchurn, Tully & Co.--------------------------------------------- 1704

Mobile & Ohio Railroad Company---------------------------------- 1768–2

Moffat, George Barclay------------------------------------------ 1659–17

Moffat and White----------------------------------------------- 1659–30

Monetary policy, discussion by R. C. Leffingwell---------------------- 2163

Montgomery Ward & Co., Incorporated.----------------------- 12327, 1768–2

Moody's Steam Railroads, cited--------------------------------- 12004, 1712

Moore, Horace D------- 12008, 12027–12028, 12030, 1713, 1724, 1730, 1734, 1735

Moore, Leonard & Lynch--------------------------------------- 1704, 1724

Morgan Building Corporation-------------------------------------- 1768–2

Morgan Grenfell & Co., Ltd.:

irectorships in, by partners of J. P. Morgan & Co--------- 12325, 1768–2

Participations in security issues:

Securities of:

A. T. & T. System------------------------------------- 11852,

11855–11857, 11871, 1661–2, 1666–1667

Nypano Railroad Co------------------------ 12034–12035, 1726

Predecessor companies----------------------------------------- 11852

See also Morgan, J. S., & Co.

Morgan, Henry S------ 12014, 12049, 12051–12054, 12073, 1699, 1716, 1749, 1761

Morgan, J. P., & Co.:

Advisory relations with railroad companies after Banking Act of

1933------------------------------------- 12004–12007, 12010–12011

A. T. & T. System financing:

Attempts to change participation in underwriting group-- 11880–11881,

11893, 11996–11997, 1685–1, 1685–3

Bankers' commissions on security issues managed by---- 11874–11875,

1682

Exclusive nature of financial relations------- 11830, 11970–11971, 1708

First appearance of Morgan syndicate in business, 1906 - 11841–11842,

- 11847–11848, 1997

Influence over selection of underwriting group after Banking Act
of 1933---------------------------- 11928–11934, 1692–1693, 1695

Letter to A. T. & T. Co. advising economy----------------- 1659–30

Management fees from------------------------ 11923–11924, 1680–2
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Morgan, J. P., & Co.—Continued.

A. T. & T. System financing—Continued.

Originations of, and participations in, security issues, and nego

tiations therefor----------------------------------- 11847–11865,

11874–11877, 11883, 11892–11893, 11910–11911, 11922–11923,

1659–9–1659–12, 1659–20–1659–28, 1659–79, 1661–2–1662, 1664–

1667, 1671–1680–2, 1681–2, 1681–3, 1684–1689–2, 1695,

Profits from---------------------------------------------- 11874,

11913–11914, 11988–11990, 1680–2, 1681–2, 1681–3

Sole management of, obtained------------------------- 11946–11953

Arrangement for the division of securities business with National City

Bank and First National Bank of N. Y- - - - -------------- 11853–11854,

11922, 12036–12038, 1727

Availability of records to T. N. E. C----------- 11883–1188.4, 11904–11909

Compliance with Banking Act of 1933--------------------- 11934–11935,

12001–12002, 12039, 12044–12045, 12073, 12317–12320, 1749–1755

See also Morgan, J. P., & Co., selection of underwriting groups after

Banking Act of 1933.

Departmental organization of----------------------------- 11845, 11900

By A. T. & T. Co--------------------------------------- 1659–79

By investment bankers-------------------------- 11861–11862, 1668

Increase of, since 1934------------------------------------- 12102

Ofgoºd. of security issues managed by Morgan Stanley &

0----------------------------------- 12097–12101, 12320–12821

Distribution of income of.-------------------------------- 12080–12085

Dominant position in banking field------------------------ 11843, 12075

Fiscal services performed by:

For companies financing through Morgan Stanley & Co -- 12100–12101

List of governments and corporations served----------- 12096, 1768–2

Former accounts of, managed by Morgan Stanley & Co.—12064–12075, 12094

Former accounts of, managed by other firms---------- 12067, 12320–12324

Government obligations held by, increases in, 1934–1939----- 12102–12105,

12111–12112, 12337–12338

Loans by:

To Atlantic Coast Line Railroad Co------------------------- 12035,

12038, 1728–1–1728–2

To Great Britain and France, in 1915---------------------- 1659–79

To Kidder, Peabody & Co---------- 11944, 11948–11949, 12316–12317

Originations of, and participations in security issues, and negotiations

therefor:

Securities of:

Consolidated Gas Co. of N. Y. and subsidiaries------- 12096, 1769

Erie Railway Company--------------------------- 12028, 1724

United Corporation------------------------- 12070–12072, 1765

Partners of:

Affiliation with Morgan Stanley & Co------ 12049–12050, 12073, 12319

Directorships of ------------------------------------------ 1768–2

Participation in directors' meetings authorizing financing

through Morgan Stanley & Co--------------- 12328–12337, 1766–3

Stock interests in Morgan Stanley & Co., relation to partnership

interests----------------------------------- 12076—12085, 1766–3

Purchases by, of security issues managed by Morgan Stanley & Co-- 1768–2

Selection of underwriting groups after Banking Act of 1933, See

financings of Atlantic Coast Line R. R. Co.; Chicago & Western

Indiana R. R. Co.; Nypano Railroad Co.; Toledo & Ohio Central

Railway Co.; Wilmington & Weldon R. R.

Tax exempt income of.----------------------------------- 12111–12112

Testimony of Henry C. Alexander------------------------------- 11846,

- 11916, 12044–12045, 12095–12096

Testimony of Arthur M. Anderson------------------------- 11999–12046

Testimony of Leonhard A. Keyes-------------------------- 11904–11909

Testimony of Russell C. Leffingwell------------------------ 12101–12112

Testimony of George Whitney---------------------------- 11845–11861,

11871–11887, 11894–11903, 11909–11919, 11921–11926, 11928–

11935, 11995–12048, 12064–12085, 12097–12101.
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Morgan, J. P., & Co.—Continued.

United Corporation, organization of------------------ 12070–12071, 12086

See also A.T. & T. System financing; Morgan, J. S., & Co.; Morgan

Stanley & Co. Incorporated; Whitney, George.

Morgan, J. Pierpont:

Activities in A. T. & T. System financing------------------------ 11873,

11876–11877, 11898, 11925, 1659–19, 1659–30, 1659–32, 1673

Directorships and trusteeships of------------------- 12325, 12332, 1768–2

Partnership interest in J. P. Morgan & Co.----------------- 12079–12080,

12082–12083, 1766–3

Stock interest in Morgan Stanley & Co. Incorporated.-------------- 12054

See also Morgan, J. P., & Co.

Morgan, J. S., & Co.'

Participations in A. T. & T. System financing-------------------- 11847,

11851, 11892, 1659–24, 1659–26, 1661–2, 1666–1667, 1671

See also Morgan Grenfell & Co.

Morgan, Junius S.:

Partnership interest in J. P. Morgan & Co----------------- 12083, 1766–3

Directorships and trusteeships of------------- 12326, 12330, 12332, 1768–2

Stock interest in Morgan Stanley & Co--------- 12054, 12083, 1761, 1766–3

Morgan, Lewis & Bockios----------------------------------------- 1763

Morgan Memorial Park, Glen Cove, N. Y--------------------- 12325, 1768–2

Morgan Stanley & Co. Incorporated:

Agreement with Bonbright & Co. on Niagara Hudson Power System

financing--------------------------------- 12087–12093, 1767–1, 1771

A. T. & T. System financing:

Bankers commissions on security issues managed by-, 11874–11875, 1682

Changes in underwriting group made by---------- 11964–11965, 11982

Exclusive nature of financial relations----------------------- 1193

11937, 11970–11971, 11992

Originations of, and participations in security issues, and nego

tiations therefor--------------------------------------- 11960–

11961, 11974–11979, 1661–2, 1666–1667, 1681–2–1681–3, 1700,

1704–1707.

Participations relative to other members of group------------ 11973–

11976, 1703

Profits and management fees from--11988–11990, 1681, 1702, 1705, 1707

Advertising agencies for security issues managed by-------------- 1763

Accountants for issuers of securities managed by------------------ 1763

Bankers gross commissions on issues managed by---------- 1764–1-1764–2

Capital stock of:

Amount-------------------------------------------- 12050–12051

Limitations on disposition of, under articles of incorporation 12055–

12057, 1760–4

Co-management with other firms------------------------------ 12062

Counsel for security issues managed by--------------------------- 1763

Deposits of proceeds of issues managed by, with J. P. Morgan & Co.,

question of- - - --------------------------- 12097–12101, 12320–12321

Engineers and appraisers for issuers of securities managed by------ 1763

Fiscal services performed by J. P. Morgan & Co. for companies

issuing securities through.------------------------------- 12100–12101

Guarantee of financial responsibility of underwriting groups by---- 11968,

11981–11982, 11990–11991

Gross spread on security issues, summary

Leading position in banking field-------------------------------- 12075

Loss on Shell Union Oil Corp. security issue---------------- 12061, 1762

Memorandum on competitive bidding by------------------- 11993–11994

Management fees--------------------- 12060.12063, 1762, 1764–1–1764-2

Officers and directors of, and their prior affiliations
-------------- 12049–

- - - 12050, 12073, 12319

Organization of---------------------- 12073, 12318–12320, 1760–1–1760-4
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Morgan Stanley & Co. Incorporated—Continued.

Originations of, and participations in security issues, and negoti

ations therefor:

Companies in which partners of J. P. Morgan & Co. were direc

tors---------------------------------------------- 12327–12336

Companies invested in by United Corporation-- - - - - - - - - 12070–12072

Former accounts of J. P. Morgan & Co---------- 12064–12075, 12094

Industrial issues.----------------------------------- 12066, 1764–2

Issues managed by others------------------------------ 12060, 1762

Issues not previously managed by J. P. Morgan & Co - - - - - - - - 12065

12068–12069

Railroad issues.------------------------------------- 12066, 1764–9

Securities of:

Consolidated Edison Co. and subsidiaries---------------- 1771–

1772–12328–12329

Consumers Power Co------------------ 12058–12059, 1762–1763

Continental Oil Co-------------------------------- 12329

Niagara Hudson Power System____ 12087–12093, 1767–1, 1771

U. S. Steel Corp----------------------------- 12330–12336

Other companies------------------ 11862, 12043, 1670, 1748

Summary--------------------------------- 12058–12061, 1762–1768

Utility issues.-------- 12065, 12070–12072, 12088–12091, 1764–1, 1767–1

Profits------------------------------ 12059–12063, 1762, 1764–1–1764–2

Reciprocity with other banking firms, question of ----------- 11983–11984

Relative participations in issues managed by---- 12090–12092, 1767–1, 1771

Security issues managed by, sold to J. P. Morgan & Co - - - -------- 1768–2

Stock interests in:

By former partners and employees of J. P. Morgan & Co------ 12051–

12054, 1761

Proportions of preferred stock held by partners of J. P. Morgan

& Co. related to their partnership interests_ _ _ _ 12076–12085, 1766–3

Succession to underwriting interests of J. P. Morgan & Co---- 12064–12075

Testimony of Perry E. Hall------------------------------------- 12069

Testimony of Harold Stanley----------------- 11958–11995, 12049–12084

See also Morgan, J. P., & Co.

Morgenthau, Secretary Henry S------------------------------------- 2163

Morrow, Dwight W-------------- 11869, 11901–11902, 11907, 11920, 1675–1678

Moseley, F. S., & Co---------------------------------- 11866, 11877, 11896,

11927, 11964, 1671–1674, 1680–2, 1700, 1704, 1714–1, 1721, 1771

Moulton, H. G---------------------------------------------------- 1763

Mountain States Telephone & Telegraph Co. financing---------- 11977, 12065,

1659–81, 1700, 1703–1704, 1707, 1710–2, 1762–1763, 1768–2, 1770

See also American Telephone & Telegraph System financing.

Murphy, G. M.-P., & Co-------------------------------- 1704, 1714–1, 1721

Wally, ------------------------------------------------------ 1659–75

Nassau Hospital-------------------------------------------- 12326, 1768–2

National Bank of Commerce----------------- 11855, 1659–78–1659–79, 1661–2

National Bell Telephone Company-------------------- 1659–1–1659–2, 1659–4

See also A. T. & T. Co. (early history); A. T. & T. System financing.

National City Bank of New York, The:

Arrangement with J. P. Morgan & Co. and First National Bank of

New York for the division of securities business---------------- 11853–

11854, 11922, 12036–12038, 1727

Deposits of A. T. & T. Co. in --------------------------------- 1659–79

Participations in A. T. & T. System security issues and negotiations

therefor---------------------------------- 11854–11856, 11866, 11871,

11877, 11883, 11892, 1659–24, 1661–2, 1666–1667, 1671–1673, 1697

See also National City Company.

National City Company:

Arrangement with J. P. Morgan & Co. and First National Bank of

New York for the division of securities business---------------- 11853–

11854, 11922, 12036–12038, 1721

Compliance with Banking Act of 1933---------------------------- 11963
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National City Company—Continued.

Participations in security issues and negotiations therefor:

Securities of:

A. T. & T. System------------------------------------ 11852–

11853, 11857, 11871, 11910–11914, 11922, 11931, 1661–2, 1666–

1667, 1684, 1686–2–1687, 1689–1–1689–2, 1695.

Other companies-------- 12028–12030, 1724, 1730, 1759–1–1759–2

Succession to underwriting interests of, by IBrown Harriman & Co.,

Incorporated.----------------------------------------- 11963–11964,

12030–12031, 12036–12038, 12041, 1727, 1729, 1730

See also National City Bank of New York.

National City Union Co-------------------------------------------- 1724

National Recovery Administration---------------------------------- 12110

National Shawmut Bank ---------- 11927, 1659–78–1659–79, 1673–1674, 1680–2

See also Shawmut Corporation, The.

National Steel Corporation financing--------------------------------- 1762

Nebraska Telephone Co. financing---------------------------------- 1661–2

Nehemkis, Peter R., Jr., special counsel:

A. T. & T. testimony summarized by ---------------------- 11892–11893

Correspondence concerning exhibits----------------------- 12047–12048,

12320–12338, 1681–1, 1709–1–1709–2, 1710–1, 1749, 1750,

1759–1–1759–2, 1761, 1768–1, 1768–2.

Newbold, Arthur------------------------------------------- 12083, 1766–3

Newbold's, W. H., Son & Co------------------------------------ 1704, 1724

New England Telephone Company:

Directors of ------------------------------------------------- 1659–2

Stock interests by officers and directors in ----------------------- 1659–4

See also American Telephone & Telegraph System financing.

New England Telephone & Telegraph Company:

Security issues of 11917, 12322, 1681–2–1681–8, 1686–1–1688, 1709–3, 1710–2

Stock interest in, by A. T. & T. Co-------------------- 1659–79, 1659–81

See also American Telephone & Telegraph System financing.

New Orleans & Northeastern Railroad Company--------------------- 1768–2

New Orleans, Texas & Mexico Itailway Company-------------------- 1768–2

Newton, Abbe & Co.----------------------------------------------- 1704

New York Botanical Garden--------------------------------- 12326, 1768–2

New York Central Railroad Company financing---------------------- 11878

12009–12014, 12065, 12326, 1712, 1713–1714–2, 1715, jºi.
1762–1763, 1764–2, 1768–2, 1770.

New York, Chicago & St. Louis Railroad Company financing- 12020, 1724, 1730

New York Edison Company, Inc. financing-------------------------- 12065,

12329, 1762–1764–1, 1768–2, 1769–1771

New York Hospital.----------------------------------------- 12325, 1768–2

New York, New Haven & Hartford Railroad Company, The Trustees of - 1768–2

New York, Pennsylvania & Ohio Railroad, financing.

See Nypano Railroad Co. financing.

New York & Pennsylvania Telephone Co---------------------------- 1659–9

New York Public Library----------------------------- 12325–12326, 1768–2

New York & Queens Electric Light & Power Company financing________ 12065,

1762–1764–1, 1768–2, 1770–17

New York Steam Corporation financing-----------------r - - - - - - - - - - - - 71

New York Stock Exchange------------------------------------ 1195

New York Telephone Company: 5, 1751

Securities issues of -------------------------------------- 11917–11918,

11977, 12065, 12323, 1661–2, 1667, 1681–2–1682, 1686–1–1685,

1703–1704, 1707, 1709–3, 1710–2, 1762–1763, 1768–2.

Stock interests in-------------------------- 1659–60, 1659–79, 1762–1763

See also American Telephone & Telegraph System financing.

New York Trade School----------------------"-- -- - ---- - - - - - - 12326, 1768–2

New York Trust Co., The---------------------------- 12327, 1725–7, 7%–3

Niagara Falls Power Company financing--- 12065, 1762–1764–1, 1767–1, 1763-2
Niagara Hudson Power Corporation:

Hearings concerning, under Public Utility Holding Company Act___ 11995–

- - - - 11996, 12088–12089

Securities issues of.----------- 12068, 12088–12093, 1764–1, 1767–1, 1765-g

Stock interest of United Corporation in------------------- 12071, 1766–2
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Niagara Share Corporation of Maryland----------------------------- 1768–2

Nichols, Terry & Dickinson, Inc.------------------------------------- 1704

Nichols, William R., & Company------------------------------------ 1739

Nickel Plate Railroad, See New York, Chicago & St. Louis Railroad Co.

Niles & Niles----------------------------------------------------- 1763

Nolligan, J. J.---------------------------------------------------- 1728–1

Nord Railway Company------------------------------------------- 1768–2

North British & Mercantile Insurance Co., Ltd - - - ------------- 12326, 1768–2

Northeast Harbor Water Company--------------------------- 12327, 1768–2

Northern Indiana Public Service Co. financing------------------------ 11939

Northern Pacific Railway Company financing------------ 11879, 12326, 1768–2

Northwestern Bell Telephone Company financing--------------------- 11917

1681–2–1681–3, 1686–1–1688, 1709–3, 17io #

See also American Telephone & Telegraph System financing.

Northwestern Telephone Exchange Co. financing--------------------- 1661–2

Notice of annual meeting, example of - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 1659–15

Nypano Railroad Co. financing------------------------- 12005, 12021–12023,

12030–12034, 1712, 1722–1723, 1725–1726, 1749, 1752

Ohio Bell Telephone Company, The------------------------- 1689–1–1689–2

Ohio Edison Company financing------------------------------------ 12065,

12069, 1762–1764–1, 1767–1, 1768–2, 1770

Ohio Power Company financing------------------------------------- 1762

Ohio State Telephone Co. financing---------------------------- 1661–2, 1667

Old Colony Trust Company---------------------------------------- 11864,

11866, 11877, 11896, 11924, 11927, 1659–9, 1671–1674, 1680–9

See also Coolidge, T. Jefferson, Jr.

Olds, Irving S----------------------------------------------------- 12330

Olney, - - -------------------------------------------- 1659–34–1659–35

O’Mahoney, Senator Joseph C.

Correspondence concerning testimony---------------------------- 12316

Statement by, concerning purposes of T. N. E. C------------ 11859–1 1860

Otis & Co.-------------------------------------------- 12067, 1661–2, 1704

Pacific Gas & Electric Company financing------------------ 11929, 1690, 1762

Pacific Telephone & Telegraph Company financing-------------------- 11851,

11965, 11976, 11984, 12065, 1644, 1659–79, 1661–2, 1667, 1681–2–

1681–3, 1686–1–1688, 1700–1701, 1703–1704, 1706–1707, 1709–3,

1710–2, 1762–1763, 1768–2, 1770.

See also American Telephone & Telegraph System financing.

“Padding,” See investment banking, oversubscription.

Paine, Webber & Co------------------------------------ 1704, 1714–1, 1721

Parish Securities Corporation-------------------------------- 12325, 1768–2

Partnership in investment banking, advantages of --------------------- 11954

Patterson, Teele and Dennis---------------------------------------- 1763

Peabody & Co.---------------------------------------------------- 11852

Peacock Corporation---------------------------------------- 12327, 1768–2

Peacock Point Corporation---------------------------------- 12327, 1768–2

Peat, Marwick, Mitchell & Co.-------------------------------------- 1763

Peck, E. Stuart----------------------------------- 12014–12015, 1716, 1749

Pennsylvania Fire Insurance Company------------------------ 12327, 1768–2

Pennsylvania Institution for the Instruction of the Blind-------- 12327, 1768–2

Pennsylvania Power Company financing------------------------------ 12322

Pennsylvania Railroad Company financing---------------------------- 1762

Pennsylvania, University of—--------------------------------- 12327, 1768–2

People's Gas Co. financing------------------------------------------ 11939

Pere Marquette Railway Co. financing------------- 12028, 12030, 1724, 1768–2

Perkins, 3. E--------------------------------------------- 1659–1–1659–2

Perkins, George W----------------------------------------------- 1659–28

Perry, Arthur, & Co., Incorporated.---------------------------------- 1704

Perry, Marsden J------------------------------------------------ 1659–16

Peterson, R. S.----------------------------------------------- 11862, 1669

Phelps Dodge Corporation financing-------------------------------- 12065–

12066, 12326, 12329–12330, 1762–1763, 1764—2, 1768–2, 1770

Philadelphia Chamber of Commerce--------------------------------- 12327

Philadelphia, City of, financing-------------------------------------- 1729

Philadelphia Contributionship for Insuring Houses from Loss by Fire-----1#:
–2

Note:-Figures in ordinary type refer to page numbers; figures in Italics are exhibit numbers. For pages
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Philadelphia Electric Company financing---------------------------- 12065,

12330, 1762–1764–1, 1767–1, 1768–2, 1770

Philadelphia Electric Power Company------------------------------- 1768–2

Philadelphia National Insurance Co---------------------------------- 12327

Philadelphia & Reading Coal & Iron Corporation--------------------- 1768–2

Philadelphia Saving Fund Society, The------------------------ 12327, 1768–2

Philadelphia Steel & Wire Corporation------------------------------ 1768–2

Philadelphia Traction Company------------------------------------ 1768–2

Philips Exeter Academy------------------------------------- 12325, 1768–2

Phillips, G. L.---------------------------------------------------- 1659–2

Phoenix Iron Company-------------------------------------------- 1768–2

Pierpont Corporation--------------------------------------- 12326, 1768–2

Pierpont Morgan Library------------------------------------ 12326, 1768–2

Pilgrims of the United States-------------------------------- 12325, 1768–2

Pittston Co------------------------------------------------------ 1768–2

Place, Willard F----------------------- 12007–12014, 1714–1, 1715–1717, 1749

Pogson Peloubet & Co.--------------------------------------------- 1763

Police Relief Association of Nassau County-------------------- 12326, 1768–2

Post, C. B- ------------------------------------------------------ 1723

Postal Telegraph & Cable Corp-------------------- 1659–50, 1659–71, 1768–2

See also Commercial Cable Co., The; Mackay Companies.

Potomac Edison Co., The, financing--------------------------------- 11953

Potter, Mark W--------------------------------------------------- 1739

Potter, William C--------------------------------- 12003, 12039, 1711, 1780

Pressprich, R. W., & Co.--------------------------------- 1704, 1714–1, 1721

Price policy, discussion by R. C. Leffingwell-------------------------- 2163

Price, Waterhouse & Co-------------------------------------------- 1763

Private placement of securities---------------- 12322–12323, 12008, 1713, 1738

Proctor & Gamble Company--------------------------------------- 1768–2

Professional character of investment banking-------------------------- 11840

11858–11860, 11915–11916, 11970, 11982, 12006, 12029, 12094

See also Investment banking, competition in.

“Proprietary interests” in A. T. & T. System financing---------------- 11864–

11870, 11875–11876, 11942–11943, 1671–1674, 1680–2

Provident Fire Insurance Company--------------------------- 12327, 1768–2

Proxy, example of ---------------------------------------------- 1659–15

Prudential Insurance Co. of America, The------------------ 12008, 1713, 1738

Public debt, discussion by R. C. Leffingwell--------------------------- 2163

Public Service of Indiana, Inc. financing------------------------------ 11939

Public Service Company of Northern Illinois financing------------ 11862, 1669

Public Service Corporation of New Jersey financing-li------------_____ 12068,

12071, 1764–1, 1766–2, 1767–1

Public Service Electric & Gas Company financing-----------------___. 12065,

12322, 1762–1764–1, 1767–1, 1768–3

Pullman Company------------------------------------------ 12326, 1768–2

Pullman, Incorporated.-------------------------------------- 12326, 1768–2

Purchase contracts, examples of--------------------------- 1659–20, 1659–25

Purchase group letters, examples of------------------------------ 1663–1665

Putnam & Co----------------------------------------------- 12067, 12322

Putnam, W. L.-------------------------------------------------- 1659–17

Reading Company---------------... ------------------ - - - - - - - - 12327, 1768–2

Reciprocity in selection of underwriting groups------- 11983–11984, 12026, 1706

Reconstruction Finance Corporation---------------------------- 12338, 1713

Redmond, Roland L---------------------------------------------- 1728–2

Reed, Lansing P---------------------------------------------- 12070, 1765

Refunding, amount of, relative to new financing---------------------II 11998

Reinholdt & Gardner-------------------------------------------III 1704

Reynolds, - ---------------------------------------------------- 1713

Rhokana Corporation Ltd---------------------------------------II 1768–2

Ripley, Joseph P------------ 12015, 12021–12022, 12030, 1717, 1722, 1725, 1757

Riteſ & Cº------------------------------------------------------- '1%',

Robinson-Humphrey C9. The-----------------------------------III 1704

Robinson-Humphrey Ward Law & Co--------------------------IIIIII 1667

Rochester Gas & Electric Corporation financing------------_____ 12322–12323
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Rockefeller, John D-------------------------------------- 1659–24, 1659–34

Rollins, E. H., & Sons, Inc.----------------------------------------- 1704

Rome, City of—--------------------------------------------------- 1768–2

Roosevelt Hospital.----------------------------------------- 12326, 1768–2

Roosevelt, President Franklin D., letter of May 16, 1939, to Senator

Joseph C. O’Mahoney, cited.-------------------------------------- 11888
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memo [“Exhibit No. 1833”] regarding Cleveland

Cliffs Iron Company financing---------------------

Memorandum, dated August 28, 1935, by Dana Kelley,

Bankers Trust Company, regarding meeting with

Cleveland-Cliffs Iron Company underwriting group

relative to Mr. Greene's report that the management

ment had decided to abandon the Cliff's merger plan

and the change in financing plans which followed------

Letter, dated January 5, 1940, from Lehman Brothers

to Peter R. Nehemkis, Jr. enclosing stipulation for

six documents-----------------------------------

Stipulation covering six letters that were prepared,

received, or sent as the case may be from Lehman

Brothers----------------------------------------

Letter, dated October 28, 1935, from Lehman Brothers

to Hayden, Stone & Co., confirming understanding

regarding Cleveland-Cliffs Iron Company financing--

Letter, dated October 28, 1935, from Lehman Brothers

to Field, Glore & Co., confirming understanding

regarding Cleveland-Cliffs Iron Company financing--

Iletter, dated October 28, 1935, from Lehman Brothers

to Kuhn, Loeb & Co., confirming understanding

regarding Cleveland-Cliffs Iron Company financing--

Memorandum, dated December 2, 1935, by M. É.

Gutman to Douglas Dimond, both of Lehman

Brothers, relative to Mr. Tompkins' request for

position in Cleveland-Cliffs Iron Company financing

for C. D. Barney & Co.---------------------------

Extract from registration statement of Cleveland-Cliffs

Iron Co. for $16,500,000 of 1st mtge. 4%'s of 1950,

showing participations in a bank loan of $5,000,000

to supplement the bond issue----------------------

Letter, dated December 18, 1935, from B. A. Tompkins

to E. B. Greene regarding sub-participation in bank

loan supplementing The Cleveland-Cliffs Iron Com

pany bond financing-----------------------------

Letter, dated November 22, 1935, from Kuhn, Loeb

& Co. to Lehman Brothers, regarding the sharing of

commissions in sale of 10,000 shares of Republic Iron

& Steel common stock by Cleveland-Cliffs-----------

Memorandum, dated August 24, 1936, by M. C. Gutman

to Mr. I. Sack, both of Lehman Brothers, relative to

sharing of commissions on sale of Republic Iron &

Steel common stock for Cleveland-Cliffs

12451

12456

12456

12457

12458

12458

12458

12458

12458

12458

12458

12461

12462

12466

12466

12753

12754

12755

12457

12756

12756

12757

12757

12758

12758

12759

12759

12760

12761

12761
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1847–3.

1848.

1849.

1850.

1851.

1852–1.

1852–2.

1852–3.

1853.

Extract from registration statement, showing agreement

dated October 31, 1935, between Cleveland-Cliffs

Iron Company and Kuhn, Loeb & Co. and others

with regard to the sale of 20,000 shares of Republic

Steel Corporation common stock-------------------

Extract from registration statement, showing agreement

dated October 31, 1935, between McKinney Steel

Holding Company and Kuhn, Loeb & Co. and others,

with regard to the sale of $5,500,000 principal amount

of Republic Steel Corporation purchase money first

mortgage convertible 5%% bonds due November 1,

Extract from registration statement, showing agreement

dated October 31, 1935, between McKinney Steel

Holding Company and Kuhn, Loeb & Co. and others,

with regard to the sale of 10,000 shares of 6% cumu

lative convertible prior preference Series A stock of

Republic Steel Corporation------------------------

Copy of letter dated May 22, 1930, from Kuhn, Loeb &

Co. to J. R. Swan, Guaranty Company of New York

confirming agreement between Guaranty Trust Co.

and Kuhn, Loeb relative to future financing by Amer

ican Smelting and Refining Company---------------

Letter, dated May 26, 1930, from J. R. Swan to Kuhn,

Loeb & Co. regarding agreement between Guaranty

Company and Kuhn, Loeb & Co. relative to future

financing by American Smelting and Refining Com

pany-------------------------------------------

Letter, dated May 21, 1930, from Frank P. Shepard,

Guaranty Company, to Kuhn, Loeb & Co. regarding

175,000 shares of American Smelting and Refining

Company 6% cumulative second preferred stock, con

firming Kuhn Loeb's 22% interest on original terms

in purchase of this stock--------------------------

Copy of letter dated May 21, 1930, from J. R. Swan,

&ºut, Company, to F. H. Brownell, Chairman of

the Board, American Smelting and Refining Com

pany, enclosing prospectus of the second preferred

stock to be offered at 103-- - - - - - - - - - - - - - - - - - - - - - - -

Letter, dated July 19, 1937, from H. T. Pritchard,

President, Indianapolis Power & Light Company, to

Lehman Brothers giving to Lehman Brothers the

right to head the syndicate, authority to act as sole

agent in Indianapolis Power & Light Company

financing----------------------------------------

Letter, dated July 21, 1937, from O. C. Johnston, Simp

son, Thacher & Bartlett, to Robert Lehman, Lehman

Brothers, relative to proposed reply to Indianapolis

Power & Light Company regarding contemplated

financing----------- --- - -- - - - - - - - - - - - - - -- - - - - - - ---

Copy of letter dated July 21, 1937, from Robert Lehman

to H. T. Pritchard, president, Indianapolis Power &

Lightº accepting position to head India

napolis Power & Light Company financing----------

Copy of letter dated May 24, 1938, from J. F. F. (John

F. Fennelly), Glore, Forgan & Co., to J. Russell

Forgan, Glore, Forgan & Co., regarding views of

Charles Glore relative to Indianapolis Power & Light

Company financing and position of Lehman Brothers

in this financing----------------------------------

12467

12467

12467

12468

12468

12468

12468

12468

12468

12468

12468

12761

12762

12763

12764

12764

12765

12765

12766

12766

12766

12767
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1854–1.

1854–2.

1854–3.

1855—1.

1855–2.

1855–3.

1856.

1857–1.

1857–2.

1857–3.

1857–4.

Memorandum, dated June 26, 1939, by Joseph A.

Thomas, Lehman Brothers, regarding agreement be

tween Lehman Brothers and Goldman Sachs and The

First Boston Corporation on Indianapolis Power &

Light Company financing and future financing of

subsidiary companies of Utilities Power & Light Co- -

Letter, dated June 26, 1939, from Joseph A Thomas to

to G. D. Woods, The First Boston Corporation,

putting in writing the agreement regarding the

financing or refinancing of Indianapolis Power &

Light Company between Lehman Brothers, Goldman,

Sachs & Co. and The First Boston Corporation having

equal percentages--------------------------------

Letter, dated June 26, 1939, from Joseph A Thomas to

Sidney Weinberg, Goldman, Sachs & Co. putting in

writing the agreement regarding the financing or

refinancing of Indianapolis Power & Light Company

between Lehman Brothers, Goldman, Sachs & Co.,

and The First Boston Corporation having equal per

centages----------------------------------------

Letter, dated July 11, 1938, from Floyd Odlum, Atlas

Corporation, to Robert Lehman regarding Lehman

Brothers’ position in proposed financing of Indianapo

lis Power & Light Company and suggesting better

treatment for other firms--------------------------

Copy of letter dated July 13, 1938, from J. A. Thomas

to Floyd B. Odlum setting forth the considerations

which prompted Lehman Brothers to act as they did

in the Indianapolis Power & Light Company financing

Letter, dated July 13, 1938, from F. B. Odlum to J. A.

Thomas regarding Shields & Company dissatisfaction

with their position in Indianapolis Light & Power

Company financing-------------------------------

. Letter, dated July 18, 1938, from F. B. Odlum to J. A.

Thomas requesting the Shields & Company matter be

straightened out with reasonable satisfaction_ _ _ _ _ _ _ _

Transcription of telephone conversation on October 20,

1932, between J. A. W. Iglehart, Glore, Forgan & Co.,

and P. N. Russell, N. W. Harris & Co., regarding

New York State Electric & Gas financing

Letter, dated January 5, 1940, from Arthur H. Dean,

Sullivan & Cromwell, to Peter R. Nehemkis, Jr., au.

thorizing use of certain documents for the record re

lating to New York State Electric & Gas Corp. fi

IlanC1118-----------------------------------------

Memorandum, dated January 25, 1937, by G. D. Woods,

The First Boston Corporation, regarding inclusion of

Lehman Brothers in underwriting group for issues of

New York State Electric & Gas Corporation and other

subsidiaries of Associated Gas & Electric Company--

Letter, dated January 25, 1937, from M. C. Gutman,

Lehman Brothers, to The First Boston Corporation,

enclosing memorandum embodying understanding on

financing of New York State Electric & Gas Corp.

and other financing of the Associated Gas & Electric

systems-----------------------------------------

“Memorandum regarding relationship of The First

Boston Corporation and Lehman Brothers in con

nection with Associated Gas & Electric financing,”

12468

12468

12468

12468

12468

12468

12468

12468

12475

12475

12475

dated January 25, 1937--------------------------- 12475

12768

12768

12769

12769

12770

12771

12771

12772

12773

12774

12775

12775
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1857–5.

1858.

1859.

1860.

1861.

1862–1.

1862–2.

1863.

1864.

1865.

Letter, dated January 29, 1937, from George D. Woods,

The First Boston Corporation, to Lehman Brothers,

correcting memorandum concerning Associated Gas &

Electric Co. financing-----------------------------

Memorandum, dated July 27, 1934, by J. M. Schiff,

Kuhn, Loeb & Co., regarding discussion with M. L.

Freeman relating to possible financing of Armstrong

of Armstrong Corp Company----------------------

Memorandum, dated November 18, 1927, by Jerome J.

Hanauer, Kuhn, Loeb & Co., regarding discussion

with Seward Prosser, Bankers Trust Co., explaining

efforts made by Kuhn, Loeb & Co. to be sure they

were not competing with Bankers Trust Co. for fi

nancing of Youngstown Sheet & Tube Co. Memoran

dum, dated November 18, 1927, by Jerome J. Hanauer

giving telephone statement by James A. Campbell,

president, Youngstown Sheet & Tube Co., regarding

negotiations with Bankers Trust Co. for bond issue---

Extracts from diary entries, dated October 22, 1934, to

July 24, 1935, by John W. Cutler and J. N. Land,

Edward B. Smith & Co., regarding Armstrong Cork

Company financing-------------------------------

Memorandum, dated February 4, 1935, initialed W. W.

(Webb Wilson, Edward B. Smith & Co.) entitled

“Outline of Guaranty Company of New York's rela

tionship to public financing of The American Rolling

Mill Company”----------------------------------

Memorandum, dated December 16, 1937, by K.

Weisheit to J. W. Cutler, Edward B. Smith & Co.,

referring to inquiry by Fred Krayer, Brown, Harri

man & Co., Inc., as to desires of Edward B. Smith

& Co. on formation of account for purchase and sale

of rights to preferred stock of Dow Chemical Co----

Memorandum, dated July 23, 1935, by C. L. Austin,

Edward B. Smith & Co., summarizing discussions

with officials of Pure Oil Co. on proposed refunding,

and commenting on various items in registration state

ment for $32,000,000 15 year 4%% notes, due 1950--

Memorandum, undated, by C. L. Austin, Mellon

Securities Corporation, discussing reasons for selec

tion of underwriters of $25,000,000 Koppers Com

pany first mortgage and collateral trust bonds, series

A, 4%, due November 1, 1951----------------------

Memorandum, dated August 17, 1936, by C. L. Austin,

Mellon Securities Corporation, regarding invitations

to Morgan Stanley & Co., Inc., and Edward B. Smith

& Co. to participate in Jones & Laughlin Steel Cor

poration financing. Memoranda, dated October 29,

1935, and November 8, 1935, by Frank R. Denton,

Mellon Securities Corporation, relating to deferring

the Jones & Laughlin Steel Corporation bond issue

and discussions with Morgan Stanley & Co., Inc., and

Edward B. Smith Co-----------------------------

Memorandum, dated October 18, 1934, by C. L. Austin,

then of Edward B. Smith & Co., giving list obtained

from the Guaranty Co., of purchase group members

in Wilson & Co., Inc., note offering in January 1927

and in offering of first mortgage bonds in April 1921---

12475

12484

12487

12508

12509

12510

12510

1251.1

1251.1

1251.4

12775

12776

12776

12779

12781

12781

12782

12787

12788

12789
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1866–1

1866–2

1867.

1868.

1869.

1870.

1871.

1872.

1873.

1874.

1875.

. Memorandum, dated September 10, 1934, by C. L.

Austin to Joseph R. Swan, Edward B. Smith & Co.,

regarding possibility of recapitalization of Wilson &

Co., Inc., and suggesting approach to the company

through E. A. Potter, Jr.--------------------------

. Memorandum, dated September 5, 1934, by Herman

Safro to Karl Weisheit, Edward B. Smith & Co.,

reporting discussion with Paul Appenzellar regarding

plan of recapitalization approved by Wilson & Co.,

Copy of letter dated July 8, 1935, from Faris R. Rus

sell, White, Weld & Co., to John W. Cutler, Edward

B. Smith & Co., containing chronological history of

discussions regarding position of White, Weld & Co.,

in Wilson & Co. issue of July 1935 and their failure

to be included. (Carbon copy of “Exhibit No.

1886.")-----------------------------------------

Letter, dated February 25, 1935, from M. L. Freeman

to Gurdon Wattles, wiłł. Weld & Co., giving finan

cial position of Wilson & Co., Inc., and referring to

discussions with its president concerning bond issue__

Copy of letter, dated February 21, 1935, from Edward

Foss Wilson, president, Wilson & Co., Inc., to M. L.

Freeman expressing willingness to discuss sale of

bonds-------------------------------------------

Memorandum, dated February 26, 1935, by G. W. Wat

tles to Mr. Timpson, White, Weld & Co., regarding

M. L. Freeman's proposal on Wilson & Co. refunding

issue and attitude of two insurance companies toward

purchase of the bonds----------------------------

Telegram, dated February 27, 1935, from M. L. Freeman

to E. F. Wilson, president, Wilson & Co., Inc., sug

gesting meeting with bankers on Wilson & Co. financing

Copy of telegram, dated February 27, 1935, from E. F.

Wilson, president, Wilson & Co., Inc., to M. L. Free

man stating that J. D. Cooney, vice president, will

visit New York and discuss financing---------------

Letter, dated February 28, 1935, from M. L. Freeman to

Gurdon W. Wattles, White, Weld & Co., enclosing

copies of communications between M. L. Freeman and

E. F. Wilson------------------------------------

Letter, dated February 28, 1935, from M. L. Freeman to

G. W. Wattles proposing discussion prior to calling
E. F. Wilson

Letter, dated February 28, 1935, without signature (from

White, Weld & Co.) to M. L. Freeman stating compen

sation to be paid to him if White, Weld & Co. com

pletes refunding operation for Wilson & Co., Inc

1876–1. Letter, dated March 1, 1935, without signature (from

White, Weld & Co.) to M. L. Freeman enclosing a

signed letter

1876–2. Letter dated March 27, 1935, from M. L. Freeman to

1877

Gurdon W. Wattles, White, Weld & Co., requesting

a new agreement---------------------------------

. Diary entries, dated September 11, 1934, to May 12, 1937,

by John W. Cutler and others, Edward B. Smith & Co.,

regarding Wilson & Co. financing

12515

1251 5

1251.7

12519

12519

12519

12519

12519

12519

12519

12519

12519

12519

12520

12790

12790

12791

12792

12793

12793

12794

12794

12795

12795

12795

12796

12796

12796
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1878.

1879.

1880.

1881.

1882–1.

1882–2.

1883.

1884.

1885.

1886.

Letter, dated March 15, 1935, initialed J. R. S. (Joseph

R. Swan, Edward B. Smith & Co.) to Thomas E.

Wilson, chairman of the board, Wilson & Co., Inc.,

regarding conversations with E. A. Potter, Jr., relating

to possible financing of Wilson & Co., Inc., and readi

ness of Edward B. Smith & Co. to submit definite

proposal.----------------------------------------

Memorandum, dated March 8, 1935, initialed J. W. C.

(John W. Cutler) to C. L. Austin, Edward B. Smith

& Co., referring to denial by Wilson & Co. of M. L.

Freeman's authority to speak for it and mentioning

suggestion by E. A. Potter, Jr., that Edward B. Smith

& Co. inform Wilson & Co. of willingness to negotiate

on bond issue------------------------------------

Copy of letter dated May 18, 1935, initialed D. R. L.

(from D. R. Linsley, vice president, The First Boston

Corporation) to J. H. Briggs, H. M. Byllesby & Com

pany, regarding The First Boston Corp.’s unwilling

ness to enter into highly competitive negotiations for

Wilson & Co. financing and suggestion to Edward B.

Smith & Co. to include H. M. Byllesby & Co. in the

Wilson syndicate---------------------------------

Memorandum, dated May 16, 1935, by H. M. Addinsell,

The First Boston Corporation, regarding J. R. Swan's

invitation to The First Boston Corporation to join in

refinancing of Wilson & Co. and suggestion by Addin

sell that H. M. Byllesby & Co. also be included.-------

Copy of telegram dated March 15, 1935, from D. R.

Linsley, The First Boston Corporation, to Miles

Warner, H. M. Byllesby & Company, stating condi

tion under which The First Boston Corporation

Yºlº be willing to discuss financing with Wilson &

O. , J D.C.----------------------------------------

Memorandum, dated September 9, 1935, by J. J. B.

(J. J. Buckley, Edward B. Smith & Co.) discussing

conferences on the inclusion of investment banking

firms in The Wilson & Co. bond syndicate- - - - - - - - - -

Letter, dated May 23, 1935, by James D. Cooney, vice

president, Wilson & Co., Inc., to Mr. Wilson regard

ing details of forthcoming issue and selection of one

or two underwriters as leaders---------------------

Pencil memorandum (apparently draft of cablegram)

in response to J. D. Cooney's letter, suggesting lead

ing underwriters--------------------------------

Memorandum, dated June 27, 1935, by D. R. Linsley,

The First Boston Corporation, listing the under

writers and their percentage participations in financ

ing of Wilson & Co., Inc., along with names of com

panies to head business---------------------------

Letter, dated July 8, 1935, from Faris R. Russell,

White, Weld & Co., to John W. Cutler, Edward B.

Smith & Co., containing chronological history of dis

cussions regarding position of White, Weld & Co. in

Wilson & Co. issue of July 1935 and their failure to

be included. (Original of “Exhibit No. 1867.”)

Memorandum, initialed M. D. to John W. Cutler,

stating that letter was discussed personally with

Russell and reply by Cutler is thought unnecessary--

124491–40—pt. 24—2

12521

12521

12526

12527

12527

12528

12528

12532

12534

12799

12799

12799

12800

12526

12801

12802

12803

12803

12804
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1887–1.

1887–2.

1887–3.

1887–4.

1888.

1889–1.

1889–2.

1889–3.

1889–4.

1889–5.

1890.

1891.

1892.

1893.

1894.

“Schedule of operations followed by Smith, Barney &

Co. when acting in capacity of head manager in

wholesaling a new issue,” dated August 1, 1939-----

“Buying Department Work Sheet form,” dated March

9, 1937, used by Edward B. Smith & Co. when man

ager Or COInanager--------------------------------

Memorandum, for Industrial Division of Buying De

partment entitled “Industrial Investigations, Out

line for use as guide in conducting investigations of

Industrial Companies”----------------------------

Memorandum, dated January 1, 1937, entitled “Buy

ing Department Work Sheet form for use in connec

tion with issues headed by other houses in which we

have a position as an underwriter”-----------------

Specimen of dealer performance record card used by

Smith, Barney & Co

Letter, dated September 1, 1939, from W. H. Coulson,

Smith, Barney & Co., to the Securities & Exchange

Commission describing methods used by under

writers in financing the purchase of securities from

issuing corporations------------------------------

Schedules showing day loan and collateral loan for The

Pure Oil Company 5% cumulative preferred stock

underwritten by Edward B. Smith & Co., and activity

of loan and collateral-----------------------------

Schedules showing day loan and collateral loan for Beth

lehem Steel Corporation 15-year sinking fund con

vertible 3%% debentures underwritten by Edward B.

Smith & Co., and activity of loan and collateral-------

Schedule showing day loan for Shell Union Oil Corpora

tion 15-year 2%% debentures underwritten by Smith,

Barney & Co.------------------------------------

Schedule showing day loan for Pennsylvania Power &

Light Company first mortgage 3%% bonds and 4%%

debentures underwritten by Smith, Barney & Co------

Trust receipt form used by the Continental Illinois Na

tional Bank & Trust Company of Chicago. Trust re

ceipt form used by the City National Bank & Trust

Company of Chicago. Day loan agreement form

used by The National City Bank of New York. Day

loan agreement form used by the Chase National

Bank of the City of New York. Day loan agreement

%. used by the Manufacturers Trust Co. of New

9Tº-------------------------------------------

Loan agreement form used by the National City Bank of

New York---------------------------------------

General loan and collateral agreement form used by the

Bank of the Manhattan Company, New York. Gen

eral loan and collateral agreement form used by the

Chase National Bank of the City of New York. Gen

eral loan and collateral agreement form used by the

Guaranty Trust Company of New York------------

Day loan agreement form used by the Guaranty Trust

8. of New York---------------------------

Letter, dated August 29, 1939, from Kidder, Peabody &

Co. to the Securities & Exchange Commission sub

mitting information regarding financing of their par

ticipation in Panhandle Eastern Pipe Line Co. 4s, due

1952, Commercial Credit Co. 2%s due 1942 and Pure

Oil Company 5% cumulative convertible preferred

stoc

12535

12535

12535

12535

12535

12543

12543

12543

12543

12543

12544

12544

12544

12544

12544

12806

12811

12819

12829

12831

12832

12833

12834

12836

12836

12837

12840

12842

12849

12850
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1895.

1896.

1897.

1898.

1899.

1900.

1901.

1902.

1903.

1904.

1905.

1906.

1907.

Copy of letter dated September 1, 1939, from Peter R.

Nehemkis, Jr. to Nevil Ford, The First Boston Cor

poration, requesting information regarding method of

financing participations in issues of securities. Letter,

dated September 7, 1939, from H. M. Addinsell, The

First Boston Corporation, to Peter R. Nehemkis, Jr.,

submitting memorandum. Memorandum, dated

September 6, 1939, by E. J. Costello, assistant treas

urer to H. M. Addinsell, Chairman of executive com

mittee, The First Boston Corporation, describing

method of financing participations in issues of secur

ities--------------------------------------------

Letter, dated September 11, 1939, by Halsey, Stuart &

Co., Inc., to the Securities & Exchange Commission

describing method of financing participations in

issues of securities--------------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated April 28, 1939,

between Airplane Manufacturing & Supply Corp. and

G. Brashears & Co."------------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated November 7,

1924, between South Carolina Electric & Gas Co. and

Halsey, Stuart & Co., Inc.'-- - - - - - - - - - - - - - - - - - - - - - -

Abstract of provision granting preferential rights to

future financing, from contract dated October 10,

1919, between Metropolitan Edison Co. and Halsey,

Stuart & Co., Inc.'-------------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated December 14,

1927, between Lexington Water Power Co. and

Halsey, Stuart & Co., Inc."------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated August 29, 1917,

between Binghamton Light, Heat & Power Co. and

Halsey, Stuart & Co., Inc.!------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated September 30,

1919, between General Gas & Electric Co. re New

Jersey Power & Light Co. Securities and Halsey,

Abstract of provision granting preferential rights to

future financing, from contract dated February 17,

1937, between Brown, McLaren Manufacturing Co.

Abstract of provision granting preferential rights to

future financing, from contract dated February 20,

1937, between Bender Body Co. and Wm. J. Mericka

Abstract of provision granting preferential rights to

future financing, from contract dated July 7, 1937,

between Cinecolor (Inc.) and G. Brashears & Co."----

Abstract of provision granting preferential rights to

future financing, from contract dated September 13,

1937, between Mode O'Day Corp., and three officers

and directors and Banks Huntley & Co."------------

Abstract of provision granting preferential rights to

future financing, from contract dated September 15,

1922, between fand & Sea investment Co. re. Wis:

consin Public Service Corp. securities and Halsey,

Stuart & Co."------------------------------------

--

1 The full text of the contract is on file with the committee.

12544

12544

12547

12547

12547

12547

12547

12547

12547

12547

12547

12547

12547
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12854

12854

12854

12855

12855

12855

12855

12856

12856

12856
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1908

1909

1910

1911

1912

1913.

1914.

1915.

1916.

1917.

1918.

1919.

1920.

1921.

1922.

. Abstract of provision granting preferential rights to

future financing, from contract dated July 14, 1938,

between eight stockholders of Dixie Home Stores

and J. G. White & Co. and nine others ---------...--

. Abstract of provision granting preferential rights to

future financing, from contract dated July 10, 1936,

between Bell Aircraft Corp. and G. M. P. Murphy &

Co. and four others."-----------------------------

. Abstract of provision granting preferential rights to

future financing, from contract dated May 5, 1939,

between Rands and the stockholders and Floyd D.

. Abstract of provision granting preferential rights to

future financing, from contract dated January 17,

1939, between Norwich Pharmacal Co. and two

stockholders and F. Eberstadt & Co."---------------

. Abstract of provision granting preferential rights to

future financing, from contract dated April 6, 1937,

between Houston Oil Field Material Co. and Robin

Abstract of provision granting preferential rights to

future financing, from contract dated September 28,

1937, between L. E. Carpenter & Co. and Whittaker

Bros. & Co., Inc. (New York)"---------------------

Abstract of provision granting preferential rights to

future financing, from contract dated July 9, 1937,

between Reed Drug Company and Floyd D. Cerf Co.1

Abstract of provision granting preferential rights to

future financing, from contract dated April 12, 1938,

between General Plastics Inc. and Fuller Cruttenden

Abstract of provision granting preferential rights to

future financing, from contract dated October 26,

1939, between Continental Motors Corp. and Van

Alstyne, Noel & Co."-----------------------------

Abstract of provision granting preferential rights to

future financing, from contract dated August 23,

1939, between Butler's Inc. and R. S. Dickson & Co.i

Abstract of provision granting preferential rights to

future financing, from contract dated August 4, 1939,

between Finch Telecommunications, Inc., and Dis

tributors Group Incorporated "--------------------

Abstract of provision granting preferential rights to

future financing, from contract dated March 25, 1939,

between Hayes Body Corp. and A. W. Porter, Inc.1__

Abstract of provision granting preferential rights to

future financing, from contract dated February 4,

1937, between Burd Piston Ring Co. and certain

stockholders and Van Alstyne, Noel & Co.1--------

Abstract of provision granting preferential rights to

future financing, from contract dated January 19,

1937, between Brewster Aironautical Corp. and a

stockholder and Van Alstyne, Noel & Co.1---------

Abstract of provision granting preferential rights to

future financing, from contract dated May 15, 1922,

between Commonwealth Power Railway & Light Co.,

gºonwealth Power Corp. and Federal Securities

OFP."------------------------------------------

1 The full text of the contract is on ſile with the committee.

12547

12547

12547

12547

12547

12547.

12547

12547

12547

12547

12547

12547

12547

12547

12547

12857

12857

12857

12857

1285)

12858

12858

12858

12858

12858

12858

1285)

12859

1285)

12859
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1923.

1924.

1925.

1926.

1927.

1928.

1929.

1930.

1931.

1932.

1933.

Abstract of provision granting preferential rights to

future financing, from contract dated September 24,

1921, between Central Illinois Light Co. and Federal

Abstract of provision granting preferential rights to

future financing, from contract dated March 1, 1923,

between Illinois Electric Power Co. and Federal

Abstract of provision granting preferential rights to

future financing, from contract dated November 29,

1921, between Illinois Power Co. and Federal Secu

Agreement, dated June 19, 1925, between Ladenburg,

Thalmann & Co., H. M. Byllesby & Company, and

Standard Gas & Electric Company granting H. M.

Byllesby & Co. an interest in Pittsburgh Utilities

Corporation. (Holding company of Philadelphia

Company Utilities system.)-----------------------

Memorandum of agreement between H. M. Byllesby

& Company and Standard Gas & Electric Company

dated June 19, 1925, granting Standard Gas & Elec

tric Company an interest in Pittsburgh Utilities

Corporation-------------------------------------

Agreement, dated March 22, 1926, between Ladenburg,

Thalmann & Co., H. M. Byllesby & Company and

Standard Gas & Electric Company altering interests

of Ladenburg, Thalmann & Co. and associates in

Pittsburgh Utilities Corporation and related com

panies, and including provisions regarding future

financing, management and engineering fees, and

counsel of the companies-------------------------

Table: Securities sold to the public by Standard Power

& Light Corp. and its subsidiaries, March 22, 1926–

December 31, 1929, and percentages of participations

therein------------------------------------------

Table: Names of issues, and participants therein, of

securities sold to public from January 1, 1924, to De

cember 31, 1929, by Standard Gas & Electric Com

pany or any of the corporations in its system--------

Memorandum, dated December 21, 1929, entitled

“Banking,” signed by J. H. Briggs, H. M. Byllesby

& Co., Victor Emanuel, United States Electric Power

Corporation, and Walter Rosen, Ladenburg, Thal

mann & Co., allocating participations, leadership,

and management in future financing of Standard

Gas & Electric, Standard Power & Light, and Phila

delphia Company systems-------------------------

Memorandum, dated May 15, 1928, by Victor Emanuel,

United States Electric Power Corporation, regarding

agreement covered in conversation between Alfred

Lowenstein and Victor Emanuel relative to Standard

Gas & Electric Co., American Water Works & Elec

tric Company, Inc., and Middle West Utilities Co

Parly-------------------------------------------

Memorandum, dated May 16, 1929, by Carlton P.

Fuller, Schroder, Rockefeller & Company, Inc., re

garding status of Standard Gas & Electric Company

for London interests------------------------------

1 The full text of the contract is on file with the committee.

• On file with the Securities & Exchange Commission, Docket 31 420, vol. 2, Exhibit No. 21.
* On file with the committee,

12547

12547

12547

12552

12552

12553

12555

12555

12561

12564

12569

12859

12860

12860

12860

12865

(2)

12867

(3)

12868

12563

12870
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1934.

1935.

1936.

1937.

1938.

1939.

1940–1

1940–2

1940–3

1940–4

1941

1942

Cable, dated October 15, 1928, from Frank Tiarks, to

Schrodpriv (J. Henry Schroder & Co., London) with

regard to acquiring control of Standard Gas & Elec

tric Company------------------------------------

Copy of Cable dated October 19, 1929, from C. L.

isher, vice president, Hydro-Electric Securities

Corp. to Loewenstol, Brussels, (Hydro-Electric Se

curities Corp., Brussels office), regarding agreement

as to terms in gaining control of Standard Gas &

Electric Company--------------------------------

Copy of cable dated September 12, 1929, from Schroder,

Rockefeller & Co., Inc. to Schrodpriv (J. Henry

Schroder & Co., London) regarding invitation to

Baron Schroder to accept directorship in United

States Power Corporation-------------------------

Cable from Baron Schroder, J. Henry Schroder & Co.,

to J. Henry Schroder Banking Corporation for C. L.

Fisher, Hydro-Electric Securities Corp., accepting

position on the board of directors------------------

Cable, dated September 13, 1929, from J. Henry Schroder

Banking Corp. to Baron Schroder, J. Henry Schroder

& Co., London, regarding position in United States

Electric Power Corporation business----------------

Cable, dated September 13, 1929, from Schrodpriv (J.

Henry Schroder & Co., London) to Schrobanco (J.

Henry Schroder Banking Corporation, New York)

§: reason for accepting directorship of United

tates Electric Power Corporation-----------------

Table: Securities sold to the public by Standard Gas

& Electric Company or any of the corporations in

its system, January 7, 1930, to June 1, 1936, and per

centages of participations therein------------------

Supplementary Exhibit A to Table: Securities sold to

the public by Standard Gas & Electric Company or

any of the corporations in its system, January 7, 1930,

to June 1, 1936, and percentages of participations

therein------------------------------------------

Supplementary Exhibit B to Table: Securities sold to

the public by Standard Gas & Electric Company or

any of the corporations in its system January 7, 1930,

to June 1, 1936, and percentages of participations

therein------------------------------------------

Supplementary Exhibit C to Table: Securities sold to

the public by Standard Gas & Electric Company or

any of the corporations in its system January 7, 1930,

to June 1, 1936, and percentages of participations

therein------------------------------------------

Table: Names of issues, and participants therein, of

securities sold to the public from January 1, 1930, to

April 22, 1938, by Standard Gas & Electric Company

or any of the corporations in its system-------------

Letter, dated June 11, 1938, from W. G. Pohl, H. M.

Byllesby & Co., to C. Roy Smith, Securities and Ex

change Commission, giving names of syndicate man

agers in Standard Gas & Electric Company, January

1, 1924, to April 22, 1938

1 Onºfile with the Committee.

12571

12574

12575

12575

12575

12575

12576

12576

12576

12576

12576

12576

12871

12872

12872

\º

12873

12873

Facing

12874

12874

12874
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1943.

1944.

1945.

1946.

1947.

1948.

1949.

1950.

1951.

1952–1.

1952–2.

1953.

1954–1.

Memorandum, dated August 10, 1934, by Carlton P.

Fuller, Schroder, Rockefeller & Co., Inc., regarding

general evaluation of future prospects of Standard

Gas & Electric Company--------------------------

Cable, dated September 13, 1934, from Mr. Wander

straten, Hydro-Electric Securities Corp., to Alemanual

(Albert Emanuel Co.) regarding Chase National

Bank negotiating with group for Harrison Williams

concerning pledged USepco securities - - - - - - - - - - - - - - -

Cable, dated September 16, 1934, from Alemanuel

(Albert Emanuel Co.) to Mr. Wanderstraten, Hydro

Electric Securities Corp., regarding arrangement with

H. M. Byllesby & Company giving Hydro-Electric

Securities Corp. option on Usepco securities - - - - - - - - - -

Cable, dated September 21, 1934, from Schrobanco

(J. Henry Schroder Banking Corporation, New York)

to Schrodpriv (J. Henry Schroder & Co., London)

for Major Pam regarding further financial interest

by Hydro-Electric Securities Corp. in United States

Electric Power Company--------------------------

“Extract from Mr. Mocarski's letter of December 17,

1934” regarding Hydro-Electric's bid for Usepco

indebtedness------------------------------------

Cable, dated November 6, 1934 (from J. Henry Schroder

Banking Corporation, New York), to Schrodpriv

(J. Henry Schroder & Co., London) for Major Pam

regarding necessary readjustments among operating

companies to make Standard Power or Standard Gas

equity attractive---------------------------------

Memorandum, dated December 18, 1935, by Robin

Wilson, J. Henry Schroder & Co., London, regarding

possible sale of $3,000,000 claim against Usepco by

Chase Bank, Chemical Bank and Guaranty Trust----

Cable, dated December 19, 1935, from Robin Wilson, J.

Henry Schroder & Co., London, to Neil Adshead, J.

Henry Schroder & Co., London, regarding Victor

Emanuel, Hydro Electric and Leadenhall Securities

Co. acquiring Usepco's holdings in Standard Power &

Light shares and 75 percent of Standard Gas System

financing----------------------------------------

Cable, dated December 19, 1935, from Neil R. Adshead,

J. Henry Schroder & Co., London, to C. F. Beal, J.

Henry Schroder Banking Corporation, New York,

with regard to delaying until more definite plan for

USepco available---------------------------------

Cable, dated December 20, 1935, from J. Henry

Schroder & Co., London, to (J. F. Beal) J. Henry

Schroder Banking Corporation, New York, regard

ing possible value of 75% financing of Standard Gas

System-----------------------------------------

Memorandum, entitled “Standard Gas & Electric Co.—

Information obtained by Robin Wilson from Victor

Emanuel”---------------------------------------

Letter, dated December 26, 1935, from Carlton P. Fuller,

Schroder Rockefeller & Co., Inc., to John L. Simpson,

J. Henry Schroder Banking Corporation, New York,

regarding plan to pay banks $1,500,000 for their claim

against Usepco.-----------------------------------

Letter, dated January 10, 1936, from Carlton P. Fuller to

John L. Simpson reviewing situation with respect to

Schroder interests and future prospects-------------

12578

12579

12580

12583

12583

12583

12585

12585

12586

12586

12586

12588

12591

12875

12876

12876

12877

12878

12878

12879

12879

12880

12880

12880

12882

12884



CONTENTS

SCHEDULE OF EXHIBITS-Continued

Number and summary of exhibits

Intro

duced

at page

Appears

On page

1954–2

1955.

1956.

1957.

1958.

1959.

. Cable, dated January 8, 1936, from Emanuel to Schroder,

London, for Major Pam and Robin Wilson regarding

respective participations in future financing of London

and American interests---------------------------

Cable, dated January 14, 1936, from Carlton P. Fuller to

Schrodpriv (J. Henry Schroder & Co., London), re

garding active competition for Usepco securities by

Harrison Williams and stating that American group

must be prepared to put in cash and/or reciprocity in

order to retain position in Standard financing--------

Cable, dated January 15, 1936, from Schrodpriv, J.

Henry Schroder & Co., London, to Schrobanco, J.

Henry Schroder Banking Corporation, New York, re

garding Hydro Schroder group agreeing to take par

ticipation in purchase group of Usepso loan----------

Cable, dated February 14, 1936, from Schrodpriv, J.

Henry Schroder & Co., London, to Schrobanco, J.

Henry Schroder Banking Corporation, New York, re

questing information regarding advisability of Hydro

and other clients participating in Usepco loan--------

Letter, dated February 17, 1936, from Victor Emanuel,

Emanuel & Co., to C. P. Fuller, J. Henry Schroder

Banking Corporation, offering suggestions for reply to

J. Henry Schroder & Co.'s cable of February 14, 1936–

Cable, dated February 18, 1936, from C. P. Fuller,

Schroder Rockefeller & Co., to Schrodpriv (J. Henry

Schroder & Co., London) regarding attractiveness of

Usepco loan acquisition and future underwriting of

Standard Gas System securities

1960. Cable, dated February 20, 1936, from Schrodpriv (J.

1961–1

1961–2

1962

1963. Cable, dated May 25, 1936, from Robin Wilson, J. Henry

Henry Schroder & Co., London) to C. F. Beal, J.

Henry Schroder Banking Corporation (New York)

regarding J. Henry Schroder & Co., or Leadenhall

Securities Co. sharing directly in American under

Writing -----------------------------------------

. Cable, dated February 24, 1936, from C. P. Fuller,

Schroder Rockefeller & Co., Inc., to Schrodpriv (J.

Henry Schroder & Co., London) regarding disqualifi

cation of Leadenhall Securities Co. or new company

and suggesting Conti-Trust as appropriate partici

pant for American underwritings.-------------------

. Letter, dated March 27, 1936, from Robin Wilson,

London, to Victor Emanuel, New York, regarding

Usepco deal having “gone completely to sleep for the

moment”--------------------------------------

. Cable, dated May 22, 1936, from Schrodpriv (J. Henry

Schroder & Co., London) to Robin Wilson, J. Henry

Schroder & Co., London, regarding promise to Hydro

Electric Securities Corp. of participation in financing

profits and other_details on American underwriting -

Schroder & Co., London, to Schrodpriv (J. Henry

Schroder & Co., London) regarding possible returns

on investment of Hydro-Electric Securities Corp.;

difficulties of foreign underwriters enforcing reciproc.

ity, and advising underwriting risk still exists although
limited to few hours

12591

12594

12595

12596

12597

12597

12597

12597

12597

12600

12600

12886

12887

12887

12887

12888

12889

12890

12890

1289.1

12892

12892
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1964.

1965.

1966.

1967–1.

1967–2.

1968.

1969.

1970. .

1971.

1972.

1973.

1974.

Letter, dated August 24, 1936, from J. Henry Schroder

& Co. to Schroder Rockefeller & Co., Inc., regarding

the taking over from J. Henry Schroder Banking

Corporation by Schroder Rockefeller & Co., Inc., of its

interest in United States Electric Power Corporation

and Schroder Rockefeller & Co. to become agent for

London interests in financing of Standard Gas Sys

tem--------------------------------------------

Memorandum, dated May 28, 1936, by E. G. Diefen

bach, Bancamerica-Blair Corporation, regarding

acquisition of notes of United States Electric Power

Corporation and agreement between latter and H. M.

Byllesby & Co. for 75% of the financing of the Stand

ard Gas & Electric System------------------------

Cable, dated January 6, 1936, from Schrodpriv (J.

Henry Schroder & Co., London) to Schrobanco (J.

Henry Schroder Banking Corporation, New York)

requesting legal advice on Usepco program and

whether contract assuring 75% future group financing

to Emanuel and Hydro is binding------------------

Cable, from Victor Emanuel, Emanuel & Co. to Robin

Wilson, J. Henry Schroder & Co., London, regarding

difficulties with respect to Sullivan and Cromwell----

Cable, dated January 7, 1936, to Major Pam, Hotel

Meurice, Paris, from Carolton P. Fuller, J. Henry

Schroder Banking Corporation, New York, regarding

Sullivan & Cromwell's comments with reference to

cable of January 6, 1936- - - - - - - - - - - - - - - - - - - - - - - - - -

Memorandum, dated March 10, 1936, by Carolton P.

Fuller, J. Henry Schroder Banking Corp., New York,

to Messrs. Beal and Simpson, J. Henry Schroder

Banking Corp., New York, regarding comments of

Mr. R. Crispell, Sullivan & Cromwell, on Byllesby

Usepco agreement--------------------------------

Memorandum, dated March 13, 1936, by Carlton P.

Fuller regarding the three agreements entered into

between H. M. Byllesby & Co. and Usepco.----------

Copy of letter dated March 13, 1936, from J. L. Simpson,

J. Henry Schroder Banking Corporation, to Frank

Common, Messrs. Brown, Montgomery & McMichael,

confirming view that financial agreement between

Byllesby and Usepco is not legally binding----------

Memorandum, dated May 18, 1928, regarding Standard

Gas & Electric Company, American Water Works &

Electric Company, Inc., and Middle West Utilities

Company covering statistical information, earnings

and dividends per shares, financial and statistical

information along with explanation of certain items---

Letter, dated January 4, 1940, from S. W. Duhig, vice

president, Shell Union Oil Corporation, to Peter R.

Nehemkis, Jr., Special Counsel, with stipulation

covering communications or memoranda sent or re

ceived by Shell Union Oil Corporation--------------

Letter, dated June 7, 1935, from J. C. Van Eck, director,

Shell Union Oil Čorporation, to F. Godber, director,

Shell Union Oil Corporation with regard to prospective

financing by Hayden, Stone, Lee Higginson group

approach by a banking syndicate consisting of Lehman

Brothers and others------------------------------

Memorandum showing public offerings of Shell Union

Securities with principal underwriters prior to 1935---

12600
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12611

12616

12622
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1975.

1976.

1977.

1978.

1979.

1980.

1981.

1982.

1983.

1984.

1985.

1986.

Letter, dated July 22, 1935, from S. Belither, director,

Shell Union Oil Corporation, to J. C. Van Eck,

director, Shell Union Oil Corporation, regarding dis

cussions with Dillon, Read & Co. relative to refinanc

Union Oil Corporation, New York) to Sir Henri

Deterding, director, Royal Dutch Company, regarding

offer of Dillon, Read & Co. to underwrite $50,000,000

4% debentures of Shell Union Oil Corporation-------

Cable, dated October 14, 1935, from Sir Henri Deterding

to J. C. Van Eck, director, Shell Union Oil Corpor

ation, regarding introduction of Pierre David Weill,

Lazard Frères § Co., Paris, in view of possible future

financing of Shell Union Oil Corporation, and to

introduce Stanley Russell--------------------------

Cable, dated July 29, 1935, from Sir Henri Deterding

to Condeteck (Shell Union Oil Corporation) attention

J. C. Wan Eck, et al, suggesting Dillon, Read & Co.

first make their offer in Shell Union Oil Company re

financing with suggestion that Lehman Brothers be

considered next.----------------------------------

Cable, dated November 1, 1935, from Condeteck (Shell

Union Oil Corporation, New York) to Sir Henri

Deterding regarding terms of Dillon, Read & Co.'s

offer in Shell Union Oil Corporation refinancing with

suggestion that “other banker friends” be given

opportunity to submit terms-----------------------

Letter, dated December 16, 1935, from Dillon, Read &

Co. to Shell Union Oil Corporation regarding $50,

000,000, 3%% fifteen year debentures-------------___

Letter, dated December 18, 1935, from Lee Higginson

Corporation and Hayden, Stone & Company to Shell

Union Oil Corporation regarding their interest in Shell

Union refinancing as soon as market conditions reach

the point where issue can successfully be made--------

Cable, dated January 14, 1936, from Sir Henri Deterd

ing, Royal Dutch Company, to Shell Union Oil Cor

oration regarding refinancing proposal and Pierre

avid Weill's phone call. Recommends careful con

sideration of any proposal more attractive than that of

Dillon, Read & Co.'s------------------------------

Cable, dated January 13, 1936, unsigned (from Shell

Union Oil Corporation) to Condeteck, London, re

garding Clarence Dillon's verbal offer and relative to

obtaining in writing an offer regarding $50,000,000

refinancing from all interested parties----------------

Cable, dated January 22, 1936, from Shell Union Oil

Corporation to Sir Henri Deterding remarking about

undesirable complications of competitive bidding and

reporting that Dillon, Read & Co. and Hayden, Stone

& Co. are to be joint syndicate managers-------------

Table: List of participants showing the dollar amount of

participations of the Shell Union Oil Corporation group

dated February 10, 1936---------------------------

Telegram, dated March 6, 1936, from R. van der Woude,

president, Shell Union Oil Corporation, to F. Godber,

director, Shell Union Oil Corporation, regarding Dil

lon's desire to express views to Mr. Godber relative to

Shell,Union Oil Corporation issue-------------------
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12629

12629

12630
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1987.

1988.

1989.

1990.

1991–1.

1991–2.

1992.

1993.

1994.

1995.

1996.

Telegram, dated March 6, 1936, from F. Godber to R.

van der Woude relative to maintaining view already

expressed to Dillon-------------------------------

Letter, dated November 3, 1939, from Wilbur C.

DuBois, Dillon, Read & Co., to O. L. Altman, Secur

ities & Exchange Commission, enclosing photostatic

copies of accounts connected with $60,000,000 Shell

Union Oil Corporation 15-year, 3%% debentures, and

copy of underwriting agreement dated March 7, 1936

between Dillon, Read & Co., Hayden, Stone & Co.

and Shell Union Oil Corporation for $60,000,000

15-year, 3%% debentures, due March 1, 1951---------

Telegram, dated March 11, 1936, from J. W. Watson,

Shell Petroleum Corp., to S. W. Duhig, treasurer, Shell

Union Oil Corporation, regarding fact that $60,000,000

15-year, 3%% debentures moving slowly -- - - - - - - - - - - -

Telegram, dated March 11, 1936, from J. C. Van Eck,

director, Shell Union Oil Corporation, to F. Godber,

director, Shell Union Oil Corporation, regarding neces

sary time before $60,000,000 15-year, 3%% debentures

are absorbed as result of slow sale of issue-------------

Letter, dated January 9, 1940, from H. H. Egly, Dillon,

Read & Co., to Peter R. Nehemkis, Jr., confirming

memorandum submitted regarding distribution of

Shell Union 3%% debentures in 1936 and explaining

why no management fee was charged---------------

Memorandum, prepared by Investment Banking Section

of Securities and Exchange Commission dated No

vember 17, 1939, headed “Distribution of Shell Union

3%% debentures in 1936” showing underwriting group

and amount of participation of each----------------

Letter, dated April 3, 1936, from J. C. Van Eck, director,

Shell Union Oil Corporation, to G. Legh-Jones,

director, Shell Union Oil Corporation, London, re

garding report of Mr. Clarence Dillon, Dillon, Read

Co., relative to Shell Union issue, and telling

amount of bonds still in hands of several underwriters

Cable, dated January 20, 1937, from R. G. Van der

Woude, president, Shell Union Oil Corporation to

Wanwood, London, regarding Tide Water Associated

financing----------------------------------------

Letter, dated February 4, 1937, from R. G. A. Van der

Woude to J. C. Van Eck regarding financial standing

of Shell Union Oil Corporation and possibility of

refunding outstanding preferred stock and raising

additional capital.--------------------------------

Cable, dated March 5, 1937, to Wanwood from R. G.

Van der Woude relative to it being best not to disturb

. of bankers as was formed in 1936 financing.

entions fact that Dillon Read, Hayden Stone, and

Lee Higginson have come to understanding among

themselves--------------------------------------

Memorandum, dated March 16, 1937, by S. W. Duhig,

treasurer, Shell Union Oil Corporation, regarding

proposal underwriting group were prepared to make

in refinancing Shell Union preferred stock and the

proportion each banker would share in the under

Writing-----------------------------------------
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1997

1998.

1999.

2000–1

2000–2.

2001

2002.

2003.

2004.

2005.

2006.

2007.

2008.

Cable, dated March 16, 1937, from R. G. Van der

Woude, president, Shell Union Oil Corporation, to

Wanwood, regarding unsatisfactory offer of Dillon,

Read & Co. in proposed new financing of Shell Union

Oil Corporation----------------------------------

Cable, dated March 17, 1937, from R. G. Van der

Woude to Wanwood, regarding 10-day limit set for

Dillon, Read & Co. to revise the offer in Shell Union

financing at end of which period company considers

itself “entirely free to approach others.” -- - - - - - - - - - - -

Letter, dated January 18, 1938, from J. C. Van Eck,

director, Shell Union Oil Corporation, to R. G. Van

der Woude regarding a possible new banking con

nection with Morgan Stanley & Co., Incorporated

and latter's ideas about restrictions on proposed

financing----------------------------------------

Letter dated January 8, 1940, from C. B. Stuart, Halsey,

Stuart & Co., Inc., to Peter R. Nehemkis, Jr., enclos

ing stipulation identifying letter initialed C. B. S.

dated May 11, 1938------------------------------

Letter, dated May 11, 1938, from C. B. S. (Charles B.

Stuart), Halsey, Stuart & Co., Inc., to H. L. Stuart,

Halsey, Stuart & Co., Inc., relative to Morgan Stan

ley & Co., Incorporated working on Shell Union Oil

Corporation financing-----------------------------

Letter, dated April 13, 1938, from R. G. Van der Woude,

president, Shell Union Oil Corporation, to J. C. Van

Eck, director, Shell Union Oil Corporation, regarding

preliminary discussions with Morgan Stanley & Co.

Incorporated for new financing of Shell Union-------

Memorandum dated April 22, 1938, by S. W. Duhig,

treasurer, Shell Union Oil Corporation, regarding dis

cussions with M. C. Laffey of Equitable Life Assur

ance Society of U. S. A. regarding proposed $25,000

000 loan----------------------------------------

Cable, dated April 30, 1938, from R. G. Van der Woude

to Wanwood regarding various financing opportunities

and opinion insurance companies most preferable to

Shell Union-------------------------------------

Letter, dated June 1, 1938, from R. G. Van der Woude

to A. Fraser, Shell Petroleum Corp. requesting com

prehensive preliminary report so Equitable Life

Assurance Society of U. S. A. will be justified in clos

ing deal prior to receiving final report---------------

Letter, dated May 23, 1939, from S. W. Duhig, treasurer,

to R. G. Van der Woude, president, Shell Union Oil

Corporation, regarding attempt to negotiate an ad

}.} in the interest rate on $25,000,000 loan with

Jquitable Life-----------------------------------

Letter, dated May 24, 1939, from S. W. Duhig to R. G.

Van der Woude giving summary of talk with William

Ewing and Perry E. Hall, Morgan Stanley & Co.

Incorporated, regarding Shell Union financing-------

Cable, dated June 6, 1939, from R. G. Van der Woude

to Vanwood, regarding Equitable Life's willingness

to reduce interest rate in exchange for bonus and

Suggestion that company proceed to finance through

Morgan Stanley----------------------------------

Cable, dated June 26, 1939, from R. G. Van der Woude

to Vanwood regarding tentative agreement with

Morgan Stanley & Co. Incorporated for the public

12640

12640

12640

12641

12641

12643

12644

12644

12646

12646

12647

12647

12924

12924

12925

12925

12926

12926

12927

12927

12929

12929

12930

12931
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offering of $85,000,000, 15-year, 2%% debentures at

98%, as result of Equitable's refusal to make changes

in existing agreements --------------------------

2009. Cable, dated July 13, 1939, by R. G. van der Woude to

Wanwood regarding discussion with Morgan Stanley

& Co. Incorporated. Due to market changes a

successful issue was impossible at an offering price

better than 97%----------------------------------

2010. Telegram, dated July 17, 1939, from R. G. van der

Woude to S. Belither, director, Shell Union Oil Cor

poration, regarding the signing of underwriting agree

#;" with Morgan Stanley & Co. Incorporated at

97%--------------------------------------------

2011. Purchase contract between Shell Union Oil Corporation

and Morgan Stanley & Co., Incorporated, covering the

$85,000,000 Shell Union Oil Corporation 15-year,

2%% debentures dated July 1, 1939, due July 1, 1954

showing list of participants and amount each received

in underwriting.

Selling group letter from Morgan Stanley & Co., In

corporated, covering dealer participations in the

above described issue-----------------------------

2012. Cable, dated July 20, 1939, from R. G. van der Woude,

president, Shell Union Oil Corporation to Wanwood,

regarding slow response of Shell Union Oil Corporation

$85,000,000, 15-year, 2%% debentures--------------

2013–1. Stipulation by Arthur Dean, Sullivan & Cromwell,

counsel to The First Boston Corporation, identifying

memorandum dated March 10, 1937 by H. M. Addin

sell, The First Boston Corporation-----------------

2013–2. Memorandum, dated March 10, 1937, by H. M. Addin

sell, The First Boston Corporation, regarding tele

phone conversation with Dean Mathey of Dillon,

Read & Co. concerning Shell Union's proposed pre

ferred stock issue. Mentions “well-known trading

proclivities of the Shell people.” --------------------

2014. Letter, dated November 20, 1939, from Perry E. Hall,

Morgan Stanley & Co., Incorporated, to P. R.

Nehemkis, Jr., enclosing a memorandum relating to

Shell Union Oil Corporation 3%% debentures--------

2015. Underwriting agreements between Morgan Stanley &

Co. Incorporated and Shell Union Oil Corporation

regarding the $85,000,000 Shell Union Oil Corporation

15-year 2%% debentures dated July 1, 1939, due July

1, 1954, listing group of eighty-five underwriters and

amount of participation of each--------------------

2016. Extract of underwriting agreement dated July 17, 1939

between Morgan Stanley & Co. Incorporated and

Southern Bell Telephone & Telegraph Company for

$22,250,000 3% debentures due July 1, 1979, con

taining Morgan Stanley & Co.'s guarantee of per

formance by underwriters------------------------

2017. Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for Appalachian Electric

Power Co. $57,000,000 first mortgage 4% bonds, due

1963 and $10,000,000 sinking fund debentures 4%%

series, due 1948, dated January 28, 1938, Bonbright

& Co. Inc. syndicate managers'-------------------

1 The full text of the Contract is on file with the Committee,

12647
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12650

12651
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2018.

2019.

2020.

2021.

2022.

2023.

2024.

2025.

2026.

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Bethlehem

Steel Corporation, $25,000,000 consolidated mort

gage 20-year sinking fund 3%% bonds, Series F, due

1959, dated June 26, 1939, Kuhn, Loeb & Co., Smith

Barney & Co., Mellon Securities Corporation syndi

cate managers ----------------------------------

Provisions governing disposition of securities reserved

dealers in selling group but not purchased by them,

from underwriting contract for Central Illinois Public

Service Company $38,000,000 first mortgage bonds,

Series A, 3%%, due 1968, dated December 5, 1938;

Halsey, Stuart & Co., Inc., syndicate managers 1-----

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Central Maine

Power Company, $4,500,000 first and general mort

gage bonds, Series J, 3%% due 1968, dated February

17, 1939; Coffin & Burr, Incorporated, syndicate

managers'-------------------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Consolidated

Gas, Electric Light & Power Company of Baltimore,

$7,000,000, Series P, 3% first refunding mortgage

sinking fund bonds due 1969, dated June 5, 1939;

White, Weld & Co., syndicate managers 1-----------

Provisions governing disposition of securities reserved

for dealers in selling groups but not purchased by

them, from underwriting contract for Dallas Power

& Light Company, $16,000,000 first mortgage bonds,

3%%, due 1967, dated February 6, 1937; Lee, Higgin.

son Corporation, syndicate managers 1--------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Firestone Tire

& Rubber Company, $50,000,000 10-year 3%%

debentures, due 1948, dated October 24, 1938 Brown,

Harriman & Co., Incorporated and Otis & Co. (Incor'.

porated) syndicate managers ---------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Gatineau

Power Company, $52,500,000 first mortgage 3%%

bonds, Series A, due 1969, dated April 21, 1939 Thé

First Boston Corporation, syndicate managers 1------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Indianapolis

Power & Light Company $32,000,000 first mortgage
bonds,§ series, due 1968 and $5,500,000 serial

notes, dated August 3, 1938 Lehman Brothers,

syndicate managers *----------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for Michigan Čonsoli:

dated Gas Company, $34,000,000 first mortgage

bonds, 4% series, due 1963, dated October 4, 1938;

Dillon, Read & Co., Mellon Securities Corporation,
syndicate managers 1
•

1 The full text of the contract is on file with the Committee.
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2027,

2028.

2029.

2030.

2031.

2032.

2033.

2034.

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Montana

Dakota Utilities Co. $9,000,000 first mortgage sinking

fund bonds, 4%% series, due 1954, dated May 20,

1939; Blyth & Co., Inc. and Merrill Lynch & Co.,

Inc., syndicate managers -------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for National Distillers

Products Corporation $22,500,000 10-year convertible

3%% debentures, due March 1, 1949, dated March 17,

1939; Glore, Forgan & Co., Harriman Ripley & Co.,

Inc., syndicate managers -------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for National Steel Cor

poration $50,000,000 first (collateral) mortgage bonds,

3% series, due April 1, 1965, dated April 24, 1939;

Kuhn, Loeb & Co. and Harriman Ripley & Co., In

corporated, syndicate managers -------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for New York State

Electric & Gas Corporation $13,000,000 first mortgage

bonds, 3%% series, due 1964, dated June 19, 1939; The

First Boston Corporation and Glore, Forgan & Co.,

syndicate managers -----------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for North Shore Gas

Company and North Shore Coke & Chemical Com

pany $5,100,000 joint first mortgage 4% bonds, series

A, due January 1, 1942; A. G. Becker & Co., syndicate

manager"---------------------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for Pennsylvania Power

& Light Company $95,000,000 first mortgage bonds,

3%% series, due 1969, $28,500,000, 4%% debentures

due 1974, dated August 7, 1939; Smith Barney & Co.,

The First Boston Corporation, Bonbright & Com

pany, Incorporated, and Dillon, Read & Co., syndi

cate managers'----------------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by them,

from underwriting contract for Public Service Com

pany of Colorado $40,000,000 first mortgage bonds,

3%% series, due 1964, dated November 25, 1939;

Halsey, Stuart & Co., Inc., syndicate manager "------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Rochester

Gas & Electric Corporation, $8,323,000 general mort

gage 3%% bonds, Series J, due 1969, dated June 19,

1939; The First Boston Corporation, syndicate man

agers ------------------------------------------
–

1 The full text of the contract is on file with the Committee.
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2035.

2036.

2037.

2038.

2039.

2040.

2041.

2042–1.

2042–2.

2042–3.

2042–4.

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Shell Union

Öii Corporation $60,000,000 is year 3% deben

tures, due March 1, 1951, dated March 7, 1936;

Dillon, Read & Co. and Hayden, Stone & Co., syn

dicate managers --------------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Southern In

diana Gas & Electric Company 85,895 shares 4.8%

preferred stock, dated October 23, 1936; Bonbright

& Company, Incorporated, syndicate manager "------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Texas Corpor

ation $40,000,000, 3% debentures due 1959, dated

April 10, 1939; Dillon, Read & Co., syndicate man

agers ------------------------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Union Oil Com

pany of California $30,000,000, 3% debentures, due

1959, dated August 14, 1939; Dillon, Read & Co.,

syndicate managers -----------------------------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for West Texas

Utilities Company $18,000,000 first mortgage bonds,

series A, 3%%, due 1969, dated June 2, 1939; Harris,

Hall & Company (Inc.), syndicate managers 1-------

Provisions governing disposition of securities reserved

for dealers in selling group but not purchased by

them, from underwriting contract for Wisconsin

Electric Power Company $54,500,000 first mortgage

bonds 3%% series, due 1968, dated October 21, 1938;

Dillon, Read & Co., syndicate manager ------------

Table: Shell Union Oil Corporation debentures pur

chased by underwriters from company and reserved

to underwriters for retail distribution by Morgan

Stanley & Co., Incorporated-----------------------

Telegram, dated August 29, 1938, from T. E. Hough,

Halsey, Stuart & Co., Inc., to J. H. Carlson request

ing information regarding amount set aside for special

sales and selling groups in certain specified security

Cº. ofº dated August 30, 1938, from J. H.

arlson to T. E. Hough stating he will check around

and advise as to information requested.--------------

Copy of telegram dated August 30, 1938, from J. G.

Carlson to T. E. Hough regarding “giveups” in

issues headed by Morgan Stanley & Co. Incorporated,

as reported by various houses----------------------

Copy of telegram dated August 31, 1938, from J. H.

Carlson to T. E. Hough stating “giveups” in issues

headed by Morgan Stanley & Co., Incorporated, as

reported by Blyth & Co., Inc.----------------------

1 The full text of the contract is on file with the Committee. -
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2042–5.

2043.

2044.

2045.

2046.

2047–1.

2O4.7–2.

2048.

2049.

2051.

2052.

2053.

2O54–1.

2O54–2.

2055.

2O56.

Copy of telegram dated August 30, 1938, from J. H.

Carlson to T. E. Hough regarding “giveups” in cer

tain other security issues.--------------------------

Sample of dealer performance record card used by

Morgan Stanley & Co., Incorporated - - - - - - - - - - - - - - -

Sample of dealer performance record card used by

Kidder, Peabody & Co----------------------------

Sample of dealer performance record card used by

White, Weld & Co.-------------------------------

Sample of dealer performance record card used by

Mellon Securities Corporation - - - - -----------------

Sample of dealer performance record card used by

Harriman Ripley & Co. Incorporated.---------------

Memorandum prepared by Harriman Ripley & Co.

Incorporated entitled, “The syndication of new issues

of corporate securities,” describing formation of sell

ing groups and manner of keeping performance cards

Stipulation by George A. Brownell, counsel to Morgan

Stanley & Co. Incorporated, identifying documents

from the files of Morgan Stanley & Co. Incorporated

Telegram, dated July 18, 1939, from H. B. Cohle & Co.

to Morgan Stanley & Co. Incorporated, asking for

offering and participation in Shell Union Oil Corpora

tion syndicate-----------------------------------

. Letter, dated July 18, 1939, from Sumner B. Emerson,

Morgan Stanley & Co. Incorporated, to H. B. Cohle

& Co. requesting information as to distributing

ability, etc., before making an offering of Shell Union

Oil Corporation debentures------------------------

Letter, dated July 14, 1939, from Morgan Stanley &

Co. Incorporated, to Messrs. Surdam & Co. requesting

Information as to distributing ability, etc.-----------

Letter, dated July 14, 1938, from J. Lyle Osborne,

Schwabacher & Co., to John Young, Morgan Stanley

& Co. Incorporated, reporting on company’s distribu

tion of Standard Oil Company of New Jersey issues.--

Letter, dated October 26, 1936, from John M. Young,

Morgan Stanley & Co., Incorporated, to E. O. Dor

britz, Messrs. Moore, Leonard & Lynch, expressing

dissatisfaction with firm's excessive distribution of

American Telephone & Telegraph Company deben

tures to country banks----------------------------

Letter, dated January 14, 1937, from George W. Rotan,

George W. Rotan Co., to John M. Young expressing

hope that standing of George W. Rotan Co. will not

be impaired for declining an offering----------------

Letter, dated January 19, 1937, from John M. Young to

George W. Rotan saying that “single instance” of dec

lination will not affect, standing of George V. Rotan

Co. with Morgan Stanley & Co. Incorporated - - - - - - -

Letter, dated WJuly 19, 1939, from Earle F. Spencer,

Spencer, Swain & Co., to William L. Day, Morgan

Stanley & Co., Incorporated, hoping firm's future

position with Morgan Stanley & Co., Incorporated,

as result of returning $10,000 of Shell Union Oil Cor

poration bonds will not be jeopardized--------------

Letter, dated July 19, 1939, from F. L. Dabney & Co.

to William L. Day, Morgan Stanley & Co., Incorpo

rated, regarding acceptance of $10,000 debentures

(although not sold) and return of $40,000 of Shell

Union Oil Corporation 15-year 2%% debentures----

124491–40—pt. 24—3
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2057. Letter, dated July 19, 1939, from Leland M. Bell, Kerr

& Bell, to Sumner B. Emerson, Morgan Stanley &

Co., Incorporated, regarding firm's return of Shell

Union Oil Corporation 2%% debentures------------ 12685 | 12987

2058. Letter, dated July 19, 1939, from Philip H. Gerner,

George D. B. Bonbright & Co., to Sumner B. Emer

son, Morgan Stanley & Co., Incorporated, regarding

future participation in other deals as result of small

sales of Shell Union Oil Corporation debentures------ 12685 || 12988

2059. Memorandum, dated November 6, 1935, by Blyth & Co.

to the sales managers relative to Morgan Stanley &

Co., Incorporated, checking through brokers for 60

or 90 days after selling groups are closed to find out

who among underwriters and selling group are not

selling bonds for permanent placement-------------- 12685 || 12686

2060. Letter, dated July 21, 1939, from C. H. Hyams, 3rd,

Hyams, Glas & Carothers, to Perry Hall, Morgan

Stanley & Co., Incorporated, expressing regret at

failure to sell Shell Union Oil Corporation debentures

or Southern Bell Telephone & Telegraph Company

debentures-------------------------------------- 12686 || 12989

2061. Letter, dated July 20, 1939, from Arthur H. Bosworth,

Bosworth, Chanute, Loughridge & Company, to

Morgan Stanley & Co., Incorporated, regarding high

price of Shell Union Oil Corporation debentures and

Southern Bell Telephone & Telegraph Company de

bentures---------------------------------------- 12686 || 12989

2062. Table: Securities offered for cash by type of offering,

January 1934–June 1939, covering registered and

unregistered issues publicly and privately offered----- 12690 | 12990

2063. Table: Securities offered for cash by type of security,

January 1934–June 1939, showing bonds, notes and

debentures, preferred stock and common stock and

total-------------------------------------------- 12690 | 12990

2064. Table: Amount and percent of registered bond and

preferred and common stock issues managed by

selected investment banking firms, January 1934–

June 1939--------------------------------------- 12691 || 12991

2065. Table: Distribution among bonds and preferred stock

and common stock in registered issues managed by

selected investment banking firms, January 1934–

June 1939--------------------------------------- 12692 || 12992

2066. Chart: Quality of bond issues managed by 38 invest

ment banking firms—all industries, January 1934–

June 1939--------------------------------------- 12693 || 12694

Table: Quality of bond issues managed by 38 investment

banking firms—all industries, January 1934–June

1939-------------------------------------------- 12693 || 12993

2067. Table: Amount and percent of registered bond issues of

each quality grade managed by Morgan Stanley &

Co., Incorporated, from organization to June 30, 1939-- 12696 || 12994

2068. Chart: Quality of bond issues managed by 38 investment

- banking firms-manufacturing companies, January

1934–June 1939---------------------------------- 12696 || 12697

Table: Quality of bond issues managed by 38 investment

banking firms—manufacturing companies, January

1934–June 1939---------------------------------- 12696 || 12996

2069. Chart: Quality of bond issues managed by 38 investment

banking firms—electric light and power, gas, and

water companies, January 1934–June 1933---------- 12698 || 12699

Table: Quality of bond issues managed by 38 investment

banking firms—electric light and power, gas, and

water companies, January 1934–June 1939–l-------- 12698 || 12997
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2070.

2071.

2072.

2073.

2074.

2O75.

Chart: Quality of bond issues managed by 38 investment

banking firms—transportation and communication

companies, January 1934–June 1939----------------

Table: Quality of bond issues managed by 38 investment

banking firms—transportation and communication

companies, January 1934–June 1939-- - - - - - - - - - - - - - -

Chart: Quality of bond issues managed by 38 investment

banking firms—companies other than manufacturing

or public utility, January 1934–June 1939-----------

Table: Quality of bond issues managed by 38 investment

banking firms—companies other than manufacturing

or public utility, January 1934–June 1939----------

Table: Distribution by grades of registered bond issues

managed by Morgan Stanley & Co., Incorporated,

and 37 other leading investment banking firms,

September 16, 1935–June 30, 1939------------------

Table: Amount and percent of participations of selected

investment banking firms in issues managed or co

managed by those firms, June 14, 1934–June 30, 1939:

Part I, Morgan Stanley & Co., Incorporated.

Part II, Kuhn, Loeb & Co.

Part III, The First Boston Corporation.

Part IV, Blyth & Co., Inc.

Part V, Dillon, Read & Co.

Part VI, Mellon Securities Corporation.

Part VII, Harriman Ripley & Co., Incorporated.

Part VIII, Smith, Barney & Co------------------

Chart: Distribution of sales to various classes of pur

chasers by the distributing group, six bond issues,

1936–1938------------------------------------ - - -

Table: Distribution of sales to various classes of pur

chasers by the distributing group, six bond issues,

1936–1938---------------------------------------

Chart: Distribution by states of the sales made by the

distributing group of six bond issues, 1936–1938-- - - -

Table: Distribution by states of the sales made by the

distributing group of six bond issues, 1936–1938------

SUPPLEMENTAL DATA

Unnumbered. Letter dated January 27, 1940, from Peter R.

Nehemkis, Jr., to John M. Hancock, Lehman

Brothers, requesting amplification of testi

InOnV-------------------------------------y

Unnumbered. Letter dated February 16, 1940, from John M.

Unnumbered. Letter dated January 27, 1940, from Peter R.

Nehemkis, Jr., to Walter Sachs, Goldman

Sachs & Co., requesting amplification of testi

mony

Unnumbered. Letter dated February 6, 1940, from Walter E.

Sachs to Peter R. Nehemkis, Jr., replying to

above-------------------------------------

Unnumbered. Letter dated January 22, 1940, from Arthur H.

Dean, Sullivan & Cromwell, to Peter R.

Nehemkis, Jr., enclosing letter from C. R.

Palmer, Cluett Peabody & Co., to John M.

Hancock for inclusion in the record----------

Unnumbered. Letter dated May 25, 1937, from C. R. Palmer,

Cluett Peabody & Co., Inc., to John M. Han

cock, Lehman Brothers, replying to points

raised in Mr. Hancock's letter of May 18th

(“Exhibit No. 1814”)-----------------------
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Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

Unnumbered.

SUPPLEMENTAL DATA—continued

Letter dated January 30, 1940, from Edwin Gibbs,

Lehman Brothers, to Peter R. Nehemkis, Jr.,

enclosing stipulation identifying documents

from the files of Lehman Brothers-----------

Letter dated December 22, 1937, without signa

ture (from Robert Lehman, Lehman Brothers),

to C. M. Chester, General Foods Corporation,

stating points which would constitute an equal

basis for handling of General Foods financing

by Goldman Sachs & Co. and Lehman Brothers

Letter dated February 1, 1938, without signature

(from General Foods Corporation) to Lehman

Brothers, enclosing resolution of Board of Di

rectors and copy of letter to Goldman Sachs &

O----------------------------------------

Resolution dated January 27, 1938, of the Board

of Directors of General Foods Corporation au

thorizing the offer of joint syndicate manager

ship of proposed stock issue to Goldman, Sachs

& 8. and Lehman Brothers-----------------

Letter dated February 1, 1938, from C. M. Chester,

Chairman of the Board, General Foods Corpo

ration, to Goldman Sachs & Co. enclosing reso

lution of Board of Directors and copy of letter

to Lehman Brothers-------------------------

Letter dated May 19, 1937, from R. O. Kennedy

to Sanford L. Cluett describing regret at differ

ences between Lehman Brothers and Goldman,

Sachs & Co. and efforts at compromise--------

Letter dated August 20, 1937, from John M.

Hancock, Lehman Brothers, to Cluett Peabody,

& Co. submitting resignation as a director__I__

Letter dated January 24, 1940, from C. P. Fuller,

Schroder, Rockefeller & Co., Incorporated, to

Peter R. Nehemkis, Jr., describing considera

tions leading to conclusion that agreement for

the division of underwriting profits need not be

included in registration statement-------------

Memorandum dated July 17, 1934, by Webb Wil

son, Edward B. Smith & Company, entitled

“General Arrangements Pursuant To Which

Investment Bankers Are Selected and Com

panies Comprising the Standard Gas & Electric

Gas System--------------------------------

Letter, dated February 5, 1940, from Perry E.

Hall, vice president, Morgan Stanley & Co.,

Incorporated, to Peter R. Nehemkis, Jr., adding

the names of three investment banking com

panies to those mentioned in testimony as hav

ing been suggested by Shell Union Oil Corpora

tion for inclusion in underwriting syndicate____

Supplement by Oscar L. Altman, Securities and

xchange Commission, to testimony on con

centration in the management, underwritingand

sale of registered bond issues, entitled “The

Role of Commercial Banks in the Distribution

of Registered Bond Issues and Some Aspects of

Bond Acquisitions by Life Insurance Com

panies."-----------------------------------
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INVESTIGATION OF CONCENTRATION OF ECONOMIC POWER

MONDAY, JANUARY 8, 1940

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:40 a. m., pursuant to adjournment on

Wednesday, December 20, 1939, in the Caucus Room, Senate Office

Building, Senator william H. King presiding.

Present: Senator King (acting chairman); Representative Wil

liams; Messrs. Lubin, O'Connell, Henderson, and Brackett.

Present also: Clifton M. Miller and Robert McConnell, Depart

ment of Commerce; Peter R. Nehemkis, Jr., special counsel, and

Oscar L. Altman, associate financial economist, Securities and Ex

change Commission.

Acting Chairman KING. The committee will be in order.

Mr. Henderson, have you anything on your mind?

Mr. HENDERSON. Yes; I have an introductory statement, Mr.

Chairman.

STATEMENT BY MR. HENDERSON

Mr. HENDERSON. Prior to the committee's recess, the S. E. C.’s

Investment Banking Section presented testimony on “frozen ac

counts” and the realignments in the investment banking industry

resulting from the divorce of the bank security affiliates pursuant to

the Banking Act of 1933. This committee may sometime have to

make a judgment as to whether actual divorce took place, or whether

merely separate establishments were set up. There was also pre

. in the former hearings evidence with respect to certain

aspects of the concentration of economic power in this industry.

Today and throughout this week, the witnesses to appear before

the committee will testify, among other things, as to the treaties,

agreements, and understandings which exist among investment

banking houses and between investment banking houses and the cor

porations whose securities are issued.

The committee will recall that, prior to our recess, evidence was

offered with respect to a number of “understandings” existing be

tween various underwriting firms. There was testimony on the

“understanding” relating to former National City Co. business and

the Pacific Gas & Electric Co. financing; * Mr. Sidney Mitchell

testified concerning his “understanding”—or as he characterized it,

. Supra, Part 22, pp. 11417, 11484 and 11511.

* Ibid, p. ii.500 ft.

12343
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his “hope and expectation”—with Mr. Harold Stanley on Niagara

Hudson Power Co. business; there was offered in evidence the

written agreement between the Harris Trust & Savings Bank and

Harris Forbes & Co. concerning the respective division of the secur.

ity originations and participations of those two organizations'

Finally, the committee heard considerable testimony on the now

famous “library understanding” of May 5, 1920, between Messrs

J. P. Morgan and H. P. Davison, of J. P. Morgan & Co., and

Robert Winsor, of Kidder, Peabody & Co., relating to A. T. & T.

financing.”

In my considered opinion, the testimony on agreements and under.

standings which is being presented before this committee by the

S. E. C.’s Investment Banking Section is highly significant. Theº

treaties, agreements, and understandings are the sinews of the pre:

vailing method of doing business; they form the framework of

banker-issuer relations and are the essence of the system of negoti.

ated prices.

According to the resolution of the Congress which created this com:

mittee, restrictions upon competition and concentration of economic

power—wherever they may appear in the American economic scº

are matters of concern. -

This morning, Mr. Nehemkis will present to the committee testi.

mony on the first of a Series of understandings or agreements between

investment banking firms—the understanding between Lehman Bros.

and Goldman, Sachs & Co.

Mr. NEHEMRIs. Mr. Walter E. Sachs, Mr. John Hancock, please.

Acting Chairman KING. Do you solemnly swear that the evident:

you will give in this hearing will be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. SACHS. I do.

Acting Chairman KING... Mr. Hancock, do you solemnly swear that

the testimony you will give in this hearing will be the truth, the

whole truth, and nothing but the truth, so help you God?

Mr. HANCOCK. I do.

TESTIMONY OF WALTER E. SACHS, GOLDMAN, SACHS & CO., NEW

YORK CITY, AND JOHN M. HANCOCK, LEHMAN BROS, NEW YORK

CITY

Mr. NEHEMRIs. Mr. Sachs, will you state your full name at

address, please?

ciº SACHS. Walter E. Sachs, 120 East End Avenue, New York

ity.

Mr. NEHEMKIS. Mr. Hancock?

Mr. HANCOCK. John M. Hancock, Scarsdale, N. Y.

Mr. NEHEMRIs. Mr. Sachs, when did you first become a partner ºf
the firm of Goldman, Sachs & Co.2

Mr. SACHS. January 1, 1910.

Mr. NEHEMKIS. When was Goldman, Sachs organized as a partner

ship, Mr. Sachs?

1 Part 23, p. 12088.

2 “Exhibit No. 1626–2,” Part 22, p. 11525.

* Part 23, p. 11872 f.
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Mr. SACHs. Well, the original partnership was organized in the

year 1869; not under the name Goldman, Sachs & Co., but that was

the origination of the partnership.

Mr. NEHEMRIs. Was not Goldman, Sachs & Co. originally a com

mercial paper house?

Mr. SACHs. That was our original business; yes, sir.

Mr. NEHEMKIs. And a commercial paper house acts as an inter

mediary between business enterprises and banks, does it not?

Mr. SACHs. Yes.

Mr. NEHEMRIs. It buys commercial paper from business enter

prises and sells this paper to one or more banks?

Mr. SACHS. That is correct.

Mr. NEHEMRIs. Now, as a result of its activities

Acting Chairman KING (interposing). And the bank, I suppose,

sold to individuals as they cared to purchase the paper.

Mr. SACHs. Yes; but in 99 percent of the cases I should say the

buyers are banks, national banks, or trust companies.

Mr. NEHEMRIs. As a result of its activities in handling commercial

paper, did not Goldman, Sachs become well acquainted with many

business enterprises, their officers, their finances, and their credit

needs?

Mr. SACHs. Yes; we established over the years many intimate rela

tionships of that kind.

Mr. NEHEMRIs. But Goldman, Sachs never engaged in any under

writing activities during the first years of its existence despite these

commercial contacts?

Mr. SACHs. No. As far as I can recollect, our first underwriting

activity was about the year 1906. -

Mr. NEHEMKIs. Mr. Chairman, I should say that we had hoped this

morning to have Mr. Robert Lehman as a witness. Unfortunately,

Mr. Lehman was taken ill with an attack of appendicitis last night.

His partner, Mr. John Hancock, is appearing in his stead.

Mr. Hancock, when did you first become a partner of Lehman

Brothers?

Mr. HANCOCK. 1924.

Mr. NEHEMKIs... There are some questions which I am going to ask

you which were directed toward Mr. Lehman, and you may have some

difficulties. If so, I will understand, and I am sure the committee

will. Do you know when Lehman Brothers was first organized as a

partnership?

... Mr. HANCOCK. The date isn't a matter of history; it was about 1848;

it might have been 1850, within that range of those 2 years.

Mr. NEHEMKIS. What was the nature of the original business of

Lehman Brothers prior to its becoming an underwriting house?

Mr. HANCOCK. Traditionally, and I don't know more than that,

primarily a banker in the cotton industry.

Mr. NEHEMRIs. A banker or a factor?

Mr. HANCOCK. A banker.

Mr. NEHEMRIs. A banker in the cotton industry.

Mr. HANCOCK. That is right; dealing in commodities in large de
gree, of course.

. Mr. NEHEMRIs. Do you recall when Lehman Brothers first engaged

in underwriting activities?
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Mr. HANcock. 1906 or 1907, around the turn of the century.

Mr. NEHEMRIs. About the same time as Goldman, Sachs'

Mr. HANcock. I believe that they were together in the first venture,

EARLIEST FINANCING BY THE TWO HOUSES

Mr. NEHEMRIs. Mr. Sachs, was not the earliest financing under.

taken by Goldman, Sachs & Co. with respect to a preferred stock issue

about the year 1906 of a company that later became the General Cigar

Company?

Mr. SACHs. That is correct. It was then known as the United

Cigar Manufacturers. -

Mr. NEHEMRIs. Two other houses were associated with you in this

financing, Lehman Brothers and Kleinwort & Co., of London. Is

that correct, sir?

Mr. SACHS. Lehman Brothers were—I would have to refresh my

memory. Kleinwort Sons & Co. were associated with us in some

businesses in subsequent years. I am not quite clear whether they

were associated in the United Cigar Manufacturers business.

Mr. NEHEMRIs. We can correct the record at our convenience.

Mr. SACHS. I would think they were not but you may be entirely

COrrect.”

Mr. NEHEMRIs. Suppose we correct the record if there is a differ.

OnCe.

Assuming, however, that I am correct, suppose we proceed on that

basis. Did not Goldman, Sachs, Lehman Brothers, and Kleinwort

have equal shares in their financing?

Mr. SACHs. Yes; very likely it was a 3–3 account.

Mr. NEHEMR1s. And at this time Kleinwort & Co. was a very well

*ºg. London banking house?

r. SACHS. Yes; they were one of the great merchant bankers of

Jondon, and are today.

Acting Chairman King. Those associations were temporary?

Mr. SACHs. No, sir; our association with Kleinwort Sons & Co.

dated from about the year 1898, and we still have a very close associa.

tion with them, have had for a great many years. -

Acting Chairman KING. In ºft activities or just some of the trans.

actions?

Mr. SACHS. No, sir; in certain activities and certain specified bus.

nesses, and also a running relationship in the commercial banking

business.

Mr. NEHEMRIs. The General Cigar Store financing, Mr. Sads

marked, I believe, the first underwriting transaction in which your

ſº yas associated with the firm of Lehman Brothers on an equal
aSIS

Mr. SACHS. That is correct.

RELATIONS BETWEEN THE FIRMS TO 1920

Mr. NEHEMKIS. Was not the relationship between the two firms

Goldman, Sachs & Co., and Lehman Brothers, so close at this time

* Mr. Sachs, under date of February 6, 1940, informed the co - wort.

Sons & Co., were not associated with Goldman, Sachs & Co. as§§§#. the

financing in 1906 of United Cigar Manufacturers. See appendix, p. 13011.
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that if at any stage of the negotiations either firm had refused to go

on, the other firm would in all probability have withdrawn from the

financing?

Mr. SACHs. Very likely. I might explain, if I may, that the rela

tionship was initiated at that time because of a very close personal

friendship and personal relationship between Mr. Philip Lehman,

who was the senior partner of Lehman Brothers, and M. Henry

Goldman, who was one of the seniors of my firm.

Mr. NEHEMRIs. Is it not a fact, Mr. Sachs, that at this time the

two firms had in effect decided to go into the investment-banking busi

ness as partners, although they would continue to operate under sep

arate names and, of course, with separate physical establishments?

Mr. SACHS. I don’t think it was quite like that. I think that that

original business was done—and I don’t know that in 1906 there was

any preconceived plan as to the future—but I think it developed as

a perfectly natural situation that subsequent businesses the following

years were done together in the same way. In other words, at that

time there was no written memorandum or anything, but it just de

veloped because of this personal relationship between these two men

whom I have mentioned.

Mr. NEHEMKIs. The two firms were associated together in many

other pieces of financing after 1906, were they not?

Mr. SACHs. Yes; my recollection is that between 1906 and 1916–

1917—that we financed initially about fourteen or fifteen different

industrial companies.

Mr. NEHEMRIs. Would it be correct for me to say, Mr. Sachs,

from 1906 until the World War, all of the financing of Lehman

Brothers and Goldman, Sachs was undertaken jointly

Mr. SACHs. All the issue business, of course.

Mr. NEHEMKIS. Issue business, originations.

Mr. SACHS. Originations—that is definitely my recollection.

Mr. NEHEMKIS. Am I also correct in understanding, Mr. Sachs,

that where Lehman Brothers and Goldman, Sachs were the only

underwriters, each firm usually shared in the participations on a

50–50 basis?

Mr. SACHs. That is correct.

Mr. NEHEMKIS. And where other firms were brought in, the par

ticipations of the two firms remained equal?

Mr. SACHs. Yes.

Acting Chairman KING. Were these firms partnerships or did they

become partnerships later?

Mr. SACHS. Goldman, Sachs was a partnership. I cannot speak

for Lehman Brothers. My impression is it was also a partnership.

During these years Goldman, Sachs was a partnership.

Mr. NEHEMKIS. And still is?

Mr. SACHS. It is a partnership today. I may say there was an

intervening period when Goldman, Sachs & Company was organized

as a joint-stock association under New York State laws. -

Mr. NEHEMRIs. You have already indicated that during this period

we have been discussing, 1906 up to the World War, there was never

any written agreement between the two firms. The close relation

ship was based upon the close ties between the heads of the two

houses and their friendship, so may I summarize the relationship
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as follows: that it was that kind of close relationship which exists

between any two close business associates?

Mr. SACHS. Right.

Acting Chairman KING (to Mr. Nehemkis). Where the element of

friendship becomes paramount.

Mr. NEHEMKIs. Yes.

Mr. SACHs. It was kind of an informal partnership for that typº

of business.

Mr. NEHEMRIs. By 1920 had not the partners of Goldman, Sachs

and their respective interests in the firm changed somewhat from

what they had been before the World War?

Mr. SACHS. Yes; that is correct.

Mr. Nemºris Mr. Hancock, is it not also true that about this time

the partnership interests of Lehman Brothers had changed some.

what from what it had been prior to the World War?

Mr. HANCOCK. My impression is that there was a moderate chang

of interest, but I was the first one outside the Lehman family to

join the firm as a partner. I didn't come into the firm until 1%

Mr. NEHEMRIs. Mr. Sachs, when did Mr. Waddill Catchings and

Mr. Sidney Weinberg become admitted as members of the firml

Mr. SACHs. Mr. Catchings was admitted on January 1, 1918. Mr.

Weinberg, although a very important member of our organizatiºn,

only became a partner on January 1, 1927. I might also say Mr.

Henry Goldman retired from the firm at the end of the year, D.

cember 31, 1917.

Mr. NEHEMRIs. I take it there were during this subsequent period,

that is to say after the World War, other changes in the partnership

from its original membership.

Mr. SACHs. There may have been minor changes. Those were the

major ones. There were no other partners admitted until the 'thirties

after that.

Mr. NEHEMRIs. Mr. Hancock, you were admitted as a partner Ol

August 1, 1924, were you not?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMKIS. And Mr. Monroe C. Gutman was admitted as i

partner on January 1, 1927, is that correct?

Mr. HANCOCK. Correct.

Mr. NEHEMKIS. And Mr. Robert Lehman, who was to have aſ

peared here this morning, was admitted as a partner July 1, 1921
Mr. HANCOCK. Correct. 2

Mr. NEHEMRIs. Those were the major changes that took place in

the partnership immediately after the war?

r. HANCOCK. Correct.

RELATIONS FROM 1920 TO 1926

Mr. NEHEMRIs. Mr. Sachs, between the years 1920 and 1928, was

there not a change in the previous underwriting relationship between

the two firms, that is to say, Goldman, Sachs for instance e

in pieces of financing in which Lehman Brothers did not participital

Mr. SACHS. Well, if my recollection is correct, those aft only

began to take place around 1926. There was a difference .#.
developing.
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Mr. NEHEMRIs. That is to say in some of these financings Lehman

Brothers was not offered a participation.

Mr. SACHs. Well, not prior to 1925.

Mr. HANCOCK. Not that I know of.

Mr. SACHs. Not that I know of. There was little financing during

the war. The first piece of issue business was in 1918, which was

Endicott Johnson Corp. business.

Mr. NEHEMRIs. May I attempt, subject to your corroboration, which

is always difficult with two witnesses, to summarize this relationship.

Please tell me if I have it correctly. There were financings in which

Goldman, Sachs and Lehman Brothers had equal participations and

equal profits—bear in mind our time period, if you will. There were

financings in which Goldman, Sachs alone participated but shared its

profits with Lehman Brothers, and finally there were a few isolated

cases where Lehman Brothers had neither participation nor profits

in Goldman, Sachs business; is that correct?

Mr. SACHs. That was subsequent to 1915 or 1916, however.

Mr. NEHEMRIs. With that qualification, you accept my characteri

zation of the situation?

Mr. SACHS. Yes.

Mr. HANCOCK. May I add, by participations you also mean obli

gations, I take it. You include the obligations in the participations.

Mr. NEHEMRIs. What do you mean by obligations?

Mr. HANCOCK. The risk in the contract.

Mr. NEHEMRIs. Yes; but I am not interested in that now, Mr.

Hancock.

Acting Chairman KING. It is a fact, I suppose, if there were losses

they would be deducted from the profits, and all participating would

have to share those losses according to their respective interests.

Mr. HANCOCK. That is right.

Mr. NEHEMRIs. I assumed that.

Mr. HANCOCK. I wanted to be sure; that is all.

Mr. NEHEMKIs. As illustrative of the situation where Goldman,

Sachs alone participated but divided the profits with Lehman

Brothers, there are a number of exhibits relating to the financing

of B. F. Goodrich Company which I should like you to identify for

the record, if you will. I now show you four letters. Would you

be good enough to examine them and tell me if you recognize them

to be copies of originals in your files and in your custody?

For your convenience, may I say, Mr. Sachs and Mr. Hancock, each

of the exhibits that will be offered to you for identification bears on

the top of the exhibit a legend indicating the respective files from

which it was obtained. I think you may assume that we have been

accurate in that respect and that will save you considerable time.

Mr. SACHS. Yes; I recognize these.

mr. Niñºs. Mr. Chairman, I offer in evidence the four letters

identified by the witness.

Sºč. conference off the record.)

º; Chairman KING. They may be received. Do you want them

printed?

Mr. NEHEMRIs. I think in this case they are all relevant.

(The letters referred to were marked “Exhibits Nos. 1773 to 1776”

and are included in the appendix on pp. 12713–12714.)
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Mr. NEHEMRIs. Mr. Hancock, during this, same period did not

Lehman Brothers observe a similar practice with respect to financing

in which Goldman, Sachs was not a member of the underwriting

or purchase group !

Mr. HANCOCK. I think that is correct.

Mr. NEHEMRIs. I now show you three letters which are illustra.

tive of this practice and involve an issue by Detroit City Gas Cº.

in 1922. That, as you recall, was an issue of $13,500,000 first mort.

gage 6's of 1947, series “A.” Will you examine these three dock

ments, Mr. Hancock, and tell me whether or not they are true and

correct copies of originals in your possession and custody?

Mr. HANCOCK. They are.

Mr. NEHEMRIs. And as further illustration of the same practice,

I ask you to examine two documents relating to the financing of

R. H. Macy & Co. in 1922 and 1926. Will you be good enough to

examine these two documents? Are they true and correct copies

of originals in your possession and custody?

Mr. HANCOCK. They are.

Mr. NEHEMRIs. These five documents, Mr. Chairman, identified by

the witness are offered in evidence.

Acting Chairman KING. They may be received.

(The documents referred to were marked “Exhibits Nos. 1777 to

1781” and are included in the appendix on pp. 12714–12716.)

EVENTS LEADING TO MEMORANDUM OF 1925

Mr. NEHEMKIs. Mr. Hancock, did not Goldman, Sachs and Lehmall

Bros. have an equal underwriting participation in the financing in

1924 which resulted in the creation of the National Dairy Products

Corporation?

Mr. HANÇock. My impression is they did. I can verify it by the

summary I have here.

Mr. NEHEMRIs. Give me your best recollection at this time, subject

to your privilege of checking the record later. What is your answer!

Mr. HANCOCK. My answer is their participation was equal."

Mr. NEHEMRIs. Mr. Sachs, at this time were not two partners of

your firm, Mr. Catchings and Mr. Dauphinot, devoting a great deal

of time to the affairs of National Dairy Products?

Mr. SACHS. Yes. I must make the correction that Mr. Dauphinſ

was not a partner. Mr. Catchings was. Mr. Dauphinot was a ver,

trusted member of the organization. Other than that, your state
ment is correct.

Acting Chairman KING. In other words, he was an employee but

not a partner.

Mr. SACHS. That is correct; a very trusted employee.

Mr. NEHEMRIs. Did not Goldman, Sachs feel as the result of the

efforts of these two men and others in the organization devoting a

great deal of their time to the development of the company, that

Goldman, Sachs was entitled to a larger compensation in connection

with any transactions that might be effected?

Mr. SACHs. Yes, sir.

* Mr., Hancock, under date of February 16, 1940, confi t. Seep. 13008, paragraph numbered 1. rmed this statemen
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Mr. NEHEMRIs. Goldman, Sachs also believed that the same situa

tion might develop with respect to Lehn & Fink.

Mr. SACHs. Yes, sir.

Mr. NEHEMKIs. And if this situation should materialize, did not

Goldman, Sachs feel this preferential position should also be recog

nized by Lehman Bros.'

Mr. SACHs. That is correct.

Acting Chairman KING. That is to say, there were some transac

tions in which one side of the two firms, or one of the two firms,

occupied a more important position than the other, by reason perhaps

of former associations with the business enterprises.

Mr. SACHS. Yes; or a great amount of work being done in that

particular situation.

Mr. NEHEMRIs. As the result of this view which we have been dis

cussing, Mr. Sachs, did not various conferences take place between

the two firms with respect to rearranging their relative interests in

future financing by these two companies?

Mr. SACHS. Yes, sir.

Mr. NEHEMRIs. Did not these conferences finally terminate in a

conference at the nome of Mr. Arthur Sachs on the night of October

25, 1925?

Mr. SACHS. I take your word for the date. I know it was the latter

part of 1925.

Mr. NEHEMRIs. Will you state the partners of Goldman, Sachs who

were present at this conference at the home of Mr. Arthur Sachs?

Mr. SACHS. I think Mr. Catchings and Mr. Arthur Sachs were at

that particular conference.

Mr. NEHEMRIs. Was Mr. Arthur Sachs then the senior partner of

the house of Goldman, Sachs?

Mr. SACHS. No.

Mr. NEHEMRIs. A senior partner?

Mr. SACHS. A senior partner, but we have no senior partner. He

was a senior partner.

Mr. NEHEMKIS. Mr. Hancock, are you familiar with the names of

the partners who were present at the conference in behalf of the

House of Lehman?

Mr. HANCOCK. I am.

Mr. NEHEMRIs. And their names, please?

Mr. HANCOCK. Herbert Lehman and Arthur Lehman.

Mr. NEHEMRIs. Herbert H. Lehman is now Governor of the State

of New York?

Mr. HANCOCK. Right.

M; NEHEMRIs. And is Arthur Lehman now connected with the

firm'.

Mr. HANCOCK. He is deceased.

Mr. NEHEMRIs. Was not Mr. Arthur Lehman senior partner of the

firm at that time?

Mr. HANCOCK. It looks like collusion, but my answer is the same

as Mr. Sachs’. We have older partners. We have no senior partners.

Mr. NEHEMKIS. I have to keep checking up on you two, you see.

Mr. Sachs, as the result of the conference which took place at the

home of Mr. Arthur Sachs, was there not prepared a memorandum,

the purpose of which was to govern the future relations between the

two firms?
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Mr. SACHS. Yes; that is a fair statement.

Acting Chairman KING. All relations, or just some?

Mr. SACHs. Relations in connection with what is popularly known

as the issue business.

Mr. NEHEMRIs. We are going into that, Senator, in a moment.

I show you, Mr. Sachs, a memorandum dated October 26, 1925. I

ask you to examine this memorandum and tell me if that is not the

memorandum resulting from that conference.

Mr. SACHs. Yes; it is.

Mr. NEHEMRIs. Will you pass it on to Mr. Hancock, and willãº

tell me, Mr. Hancock, whether you recognize that as the memorandum

of October 26, 1925? Incidentally, it was obtained from your files,

Mr. Hancock.

Mr. HANCOCK. It must be the right one. I had the impression it

was signed by Herbert Lehman.

Mr. NEHEMRIs. Just answer my questions, Mr. Hancock, as we

proceed.

Mr. Sachs, who was the draftsman of this memorandum ?

Mr. SACHs. My impression is that it was Herbert Lehman.

Mr. NEHEMRIs. Mr. Hancock, what is your impression?

Mr. HANCOCK. That is my impression.

Mr. NEHEMRIs. Can either of you be more positive and tell me it

was drafted by him?

Mr. SACHs. Yes; because there is a subsequent letter which sub

stantiates that.

Mr. NEHEMRIs. Mr. Sachs, what is your answer?

Mr. SACHS. I know it was.

Mr. NEHEMRIs. Mr. Hancock, what is your answer?

Mr. HANCOCK. I know it was drafted by him.

Mr. NEHEMRIs. The memorandum is now offered in evidence.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1782” and

is included in the appendix on p. 12717.)

Acting Chairman KING. Is the material merely for the purpose of

jºin; that these two firms cooperated together in work subsequent

to this?

Mr. NEHEMRIs. Sir, it is rather difficult for me to answer that ques.

tion. I expect to develop precisely the implications of your question

through these two witnesses.

Mr. Sachs, was not one of the problems settled by the conferent:

the relationship of the two houses with respect to the future finant.

ing of Lehn & Fink and National Dairy Products Co.?

r. SACHS. Yes.

Mr. NEHEMKIS. I now read a portion of that memorandum to you

[reading from “Exhibit No. 1782”]:

Our joint relation to all Companies previously financed by the two houses

was to remain exactly as it had been in the past, save that a different arrange.

ment be entered into now with regard to the National Dairy Products Co. and

later possibly with regard to Lehn & Fink.

With the exception of these two companies, Mr. Sachs, was it not

determined that the relationship of the two firms to all of the old

business would remain on an absolutely equal basis?

Mr. SACHs. That is correct.
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MEMORANDUM OF JANUARY 5, 1926

Mr. NEHEMRIs. Now, it would appear, Mr. Sachs, would it not,

that Governor Lehman's efforts at mediation between the two firms

did not result in a clear definition of the rights and responsibilities of

the two houses to each other?

Mr. SACHs. Yes; that would be indicated by the later memoran

dum of January 5.

Mr. NEHEMRIs. And on January 5, 1926, did not the two firms

again attempt to codify their relationship to each other with a mem

orandum ?

Mr. SACHs. With repect to these old businesses; yes, sir.

Mr. NEHEMRIs. Now, Mr. Sachs, I show you a memorandum dated

January 5, 1926, and I ask you to identify this as being a true and

correct copy of that memorandum to which reference has been made.

Mr. SACHs. That is correct.

Mr. NEHEMRIs. Will you show it to Mr. Hancock? Do you iden

tify it as a true and correct copy of the memorandum in question?

Mr. HANCOCK. I do. I would like to make a little explanation.

The first memorandum didn't purport to be a final agreement.

Mr. NEHEMRIs. I will give you full opportunity to develop that.

Aºting Chairman KING. I think that is a proper interpretation

Of it.

Mr. NEHEMRIs. The memorandum identified by the witnesses is

offered in evidence, Mr. Chairman.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1783”

and is included in the appendix on p. 12718.)

Mr. NEHEMRIs. Who was the draftsman, Mr. Sachs, of this

memorandum ?

Mr. SACHS. I couldn't say who the actual individual was.

*. Nºmurº. It was more or less a cooperative effort by various

eoplep Mr. SACHS. I think very likely.

Mr. NEHEMRIs. What is your recollection?

Mr. HANCOCK. My impression is Mr. Catchings and Mr. Lehman

worked it out together.

Mr. NEHEMRIs. Which Mr. Lehman?

Mr. HANCOCK. Herbert Lehman.

Mr. SACHs. That may be.

Mr. HANCOCK. I never saw any drafting work done. The two

men were working together on the draft, I know.

Mr. NEHEMRIs. Mr. Sachs, I note that this memorandum is divided

into nine sections or articles and contains an appendix, and the appen

dix lists 60 corporations. Mr. Sachs, is it not a fact that the corpora

tions covered by this memorandum issued approximately $200,000,000

of securities within the next decade, and that the issuance of these

securities was governed by the memorandum of 1926?

Mr. SACHs. The next decade from where?

Mr. NEHEMKIS. From 1926.

Mr. SACHS. I can't substantiate your figure because I haven’t gone

back to the record. There was a very substantial amount of financ
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ing done by some, not all, of these companies in the subsequent

'ears."
y Mr. NEHEMRIs. Now I want to read from paragraph 1 of the

memorandum dated January 5, 1926, which reads as follows [read

ing from “Exhibit No. 1783”]:

With respect to the corporations specified on the attached list it will be

the desire of the two firms to do any financing which may arise in the future

upon the basis of the same relative interest in such financing which the firms

had in the original business with respect to such company.

Mr. Sachs, does not the phrase “same relative interest” in this

paragraph 1 mean that the interests of Goldman, Sachs and Lehman

Brothers were to be equal?

Mr. SACHS. Yes.

Mr. NEHEMRIs. Where only Lehman Bros. and Goldman, Sachs

were to be involved, the interest of each under paragraph 1, was to be

50 percent?

Mr. SACIIs. Yes.

Mr. NEHEMRIs. Where other houses in addition to Lehman Bros.

and Goldman, Sachs were involved, the interests of each would be

equal to half of the remainder after allotment to any of the other

houses.

Mr. SACHs. That is correct, always with the exception of the two

companies.

Mr. NEHEMRIs. Paragraph 1 continues as follows [reading further

from “Exhibit No. 1783”].

Such business shall be handled either in the office of Goldman, Sachs & Co.

Or in the Office of Lehman Brothers as indicated On the attached list.

According to the list attached to the memorandum, Mr. Sachs, was

not the financing of 41 companies to be handled in the office of Gold.

man, Sachs, while the financing of 19 companies was to be handled in

the office of Lehman Bros. 2

Mr. SACHs. I accept your count.

Mr. NEHEMRIs. This division, therefore, Mr. Sachs, reflected, did

it not, the sphere of interest of each house in the joint venture?

Mr. SACHS. May I ask what you mean by the sphere of interest?

Mr. NEHEMRIs. Just what you meant when you set down in two

!ategories 41 corporations under Goldman, Sachs, and 19 under

Lehman Bros.; nothing different.

Acting Chairman KING. 19 might issue more than the 41.

Mr. SACHs. Yes, but I think in fact they did not.

Mr. NEHEMRIs. Mr. Hancock, this division, therefore, reflected the

sphere of each interest in the joint venture, did it not?

Mr. HANCOCK. I think not.

Mr. NEHEMRIs. What did it mean, then?

Mr. HANCOCK. It reflected the historical record as to what firm

had handled the business originally in their office.

Mr. NEHEMRIs. Neither house, however, Mr. Sachs, was to receive

. additional compensation for handling the financing in their own

OTIICe.

Mr. SACIIs. No; not at that time.

* Mr. Sachs, under date of February 6, 1940, submitted supplemental informa

this point: , See appendix, p. 13011. See also Mr. Hancock's comment under †. º
February 16, 1940, appendix, p. 13010, paragraph beginning “Regarding page 485 jº
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Mr. NEHEMRIs. Yet of course there were expenses involved in han

dling the financing.

Mr. SACHs. The expenses were generally charged to the banking

syndicate formed in connection with such issue rather than to joint

account.

Mr. NEHEMKIS. Now, paragraph 2 of the memorandum of January

5, 1926, reads and provides that [reading further from “Exhibit No.

1783”]:

Each firm shall endeavor to maintain the present relationship of the other

firm or of any of its members with the respective listed companies.

If each house maintained its relationship with the issuer, I take

it the participations of the two houses together would be larger,

would it not?

Mr. SACHS. I don’t follow that question; I am sorry.

Mr. NEHEMRIs. I say, if each house, your house and Lehman Bros.,

maintained its relationship with the issuing corporation, continued

that relationship, the participations you each would have in the

business would of course be larger than if you did not maintain

the relationship.

Mr. SACHS. You mean if we didn't have the business at all, yes,

it is quite obvious.

Mr. NEHEMRIs. I just want you to tell me that.

I want to read to you the first clause of paragraph 3 of the memo

randum [reading further from “Exhibit No. 1783”]:

If any of the listed companies refuses in the future to have either firm par

ticipate in a piece of financing, the other firm will endeavor to have such excluded

firm afforded a full opportunity of presenting its case.

This provision meant, in effect, did it not, Mr. Sachs, that if both

firms were not jointly designated to handle this financing, either

Goldman, Sachs, or Lehman Bros., as the case might be, would use

its good offices to permit the excluded firm to present oral argument,

so to speak, before the board of directors? Correct, sir?

Mr. SACHs. Correct; but I also think it brings out one very interest

ing fact, that in spite of this mutual agreement between Goldman,

Sachs, and Lehman Bros., corporations in every instance were per

fectly free agents and were under no obligation, contractual or other

wise, to do business with either firm or both firms.

Mr. NEHEMRIs. I think that is correct; they could have gone to

anybody.

Mr. SACHs. They could have gone to anybody.

Mr. NEHEMRIs. However, as the subsequent testimony shows, they

preferred not to.

Mr. HENDERSON. Mr. Nehemkis, may I ask a question? Did you

regard the agreement as binding upon each other?

r. SACHs. At that time it was an understanding as expressed in

these terms; yes, sir. It wasn’t from our point of view, at least, an

agreement that that could not have been changed at any future time;

it had no term; it didn't last so and so many years.

Mr. HENDERSON. Your point is this wasn’t binding on the 60 firms

that were mentioned in their relationships with each other.

Mr. SACHs. My point is exactly that; it is the relationship between

the two banking houses and had nothing to do with the relationshi

of these various industrial and mercantile firms with either or bot

124491–40–pt. 24—4
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of the banking houses; that there was no contractual relationship as

to future business.

Mr. HENDERSON. But in the past the business had generally fol.

lowed the lines that had been indicated.

Mr. SACHs. These were old relationships, old clients, with whom

we had a very pleasant and a very intimate relationship. They con

sidered us as their financial advisers, just as a man goes to his lawyer

or to his physician, and without contract the relationship had con

tinued because apparently in the minds of those who conducted

these corporations we were giving effective financial service.

Mr. HENDERSON. But assuming that there was no overthrow or

any extraordinary circumstance, you had reason to believe that the

financing would go about like that in the future; that is, go in the

future as it had in the past.

Mr. SACHs. Yes. To put it quite simply, we believed as long as

we did a good job we would get future business from these companies.

Acting Chairman KING. You understood that there were other

banking and investment organizations throughout the United States

who perhaps were soliciting business and you were in competition
with them ż

Mr. SACIIs. We not only understood it, Senator; we knew it. We

suffered from it occasionally.

Mr. HENDERSON. But in relation to these 60 companies, competition

had never been effective enough to get it away from them, had it?

Mr. SACHs. I will have to look at the list for just a moment. I

think my answer would agree to that, but I want to be quite sure.

Mr. HENDERSON. I think you did lose some part of that business.

Mr. SACHS. I think there are certain exceptions; yes, sir. My

associate just reminds me that—I don’t see their name here—Under.

wood Typewriter, yes, Underwood Typewriter—new elements came

in ; I think we might consider the fact, for instance, while the B. F.

Goodrich business was originally done between the three houses, the

Bankers Trust Co., the Guaranty Trust Co., and Kleinwort & Śons,

became associated in that. There was always the element, the dan:

ger, of competition.

Mr. HENDERSON. There was the danger, but it didn't come to frui

tion to such an extent that you lost much business.

Mr. SACHs. No. I think the answer was that we did a good job,

if I may say so.

Acting Chairman KING. At any rate, these firms whose paper you

had taken and made the extension of credit, they were satisfied with

the terms upon which they did business with you?

DIRECTORSHIPS IN COMPANIES FINANCED THROUGH INVESTMENT BANKERs

Mr. SACHS. Yes, sir; and I think there is another element to be

taken into consideration, and that is that in the periods between suc

cessive financings, we spent a great deal of time as financial advisers;

we were on the boards of directors in most instances, and we gave a

reat deal of our time and a great deal of our thought to the wel

are and the development of these companies. In other words, we

were not the investment bankers only at the time when there was an

issue to be made, but we were their financial advisers and investment

bankers in the intermediate periods.
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Mr. O'Connell. Did I understand you to say for most of these

*g. your firms were represented on the board of directors?

r. SACHs. In most cases, Sir yes.

Mr. O'Connell. Would you say that was an element helpful to you

people, to your firm in maintaining the business?

Mr. SACHs. I think it was. I would be very glad to state what our

theory on that was. I am speaking for the moment for Goldman,

Sachs & Co. We went on the board of directors because we sold

these securities to the public and we in a sense represented the inter

ests of the public in being on the board of directors and in that way

knowing what was going on in a company. In many instances I

think we probably could not have sold the securities as successfully

if we had not indicated that we were going on the board because the

general American public in these early years was not as investment

minded, and certainly as far as equity securities were concerned, and

we considered an element of strength all around to go onto these

boards, and it became a very common practice in our instance. I

think, in practically every instance we had some member of our firm

who was represented on the board of directors.

Mr. NEHEMKIs. In fact, in some instances, Mr. Sachs, not only did

your firm and Lehman frothers act from the very beginning, you

were instrumental in putting together many of these corporations,

and as the testimony will subsequently show, one of the conditions

of the very financing was that you would be represented on the board

and have a continuing perspective over financial plans and programs.

Isn’t that correct? -

Mr. SACHs. Yes; it was not part of the contract, but it was an

understanding that we should go on the board. After all, it was

subject to reelection by the stockholders.

Acting Chairman KING. You felt a moral responsibility, if not a

legal responsibility, having issued the securities through your firm,

to see that the organization whose securities you issued were in a

Solvent and going condition all the time.

Mr. SACHs. Exactly. We felt a certain moral responsibility for

having sold these securities. -

Acting Chairman KING. You didn't want to sell securities of com

panies whose solvency or ability to maintain themselves in the mar

ket you doubted.

Mr. SACHs. We tried to do business with companies that had the

possibility of continued growth and development and profitable

Operation.

Acting Chairman KING. Some of those companies were babies, so

to§§ were they, when the securities were first issued ?

r. SACHs. Yes, sir; many of them were very, very much smaller.

I could show you a balance sheet in our office of Sears, Roebuck &

Co., in 1897, showing a net worth of $275,000. Ten years later we

bought $10,000,000 of their 7-percent preferred stock. Today the

company makes an annual profit of $40,000,000 a year. We are very

proud of that record.

Mr. O'ConnELL. I was interested in your statement to the effect

that you would be represented on the board of directors of your com

panies as a sort of representative of the public, feeling you were pro

tecting the public interest in that respect. that is somewhat 'if.
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ferent from the function of the other members of the board of

directors of an issuing corporation, I should take it. Sort of a public

obligation, an obligation to the public as a member of the board ºf

directors of the issuing company.

Mr. SACHs. I can't see quite that it is different, because, after all

every member of the board of directors is interested primarily in

the success and development of the company. As we wished Our

public to have and hold securities that would increase in value, Our

interest was exactly the same, it seems to me. We were primarily

interested in the soundness and development of the company.

Mr. O'ConnELL. You think that the interest of the issuing com:

pany, and the interest of the public, and the interest of Goldman,

Sachs in the underwriting of securities are all one?

Mr. SACHS. I think very identical, yes; except the fact I might

add when there was occasionally a new issue, we made a bankers

fee out of it, which we were very glad to make.

Acting Chairman KING. You assume that if you sold an issue of

a corporation, and that corporation failed, that it would be moreſt

less of a reflection upon you, and to that extent might injure the

public who had bought the securities and at the same time petals

have some little effect upon the reputation of your firm.

Mr. SACHs. Why, certainly. I mean every firm can make mistakº,

of course. They try to make as few mistakes as possible.

Acting Chairman KING. So there was an interest in the public and

your interest was in seeing that your issues were sound and that

the corporation or partnership with which you identified yourself in

the sale of securities was continued along reasonable lines so as tº

insure safety and the public confidence.

Mr. SACHs. That is right.

Mr. MILLER. May I ask a few questions of the witness? I notice,

Mr. Sachs, that on this list, they are all industrial companies, with

the exception of one railroad, the French railroad, Paris-Lyons.

Mediterranean, and the American Light & Traction Co. All the rest

were industrials. In most of these instances, were the securities

that were sold equity securities? By equity securities I mean com:

mon stocks orFº stocks instead of bond obligations.

Mr. SACHS. I think we would find by checking up in most instances

the sale was a combination of preferred stocks and common stocks

There were some instances, I think, where only common stocks wer

sold, and a few, a very few where only a preferred stock was soll

Generally speaking, it was a combination sale of some pref

shares and common shares; subsequently, in some instances it was

debentures, or bonds, but these were somewhat rarer.

Mr. MILLER. As a matter of fact, when you did a good deal of this

financing, was that not really the introduction to the public, to in

vesting public, of that type of security? That was not the generally

accepted thing that had prevailed during the earlier period.

Mr. SACHS. I think it was very definitely a new departure; yes, sir;

and not only the preferred stocks, but certain provisions that were

put in them which were somewhat new, notably that if the preferred

dividend was passed for four periods, then the preferred stock had

a vote. Also, I think it was a new departure that companies of this

kind sold their equity securities to the public. There were some very

definite reasons for that, I mean the necessity of men who owned
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private businesses in toto, because of the development of the inher

itance tax, and so forth, the necessity of liquefying the investment

in these companies in the face of death duties.

Mr. MILLER. In these equity issues, the question of management—

and particularly in some of these industries, these mercantile con

cerns—was of utmost importance, and was that one of the main con

cerns, reasons for your putting directors on these boards because

of the fact that if the management wasn't good, the company prob

ably would have a very precipitous downward career? It isn't like

. railroad, it isn’t like a public utility, which has a better organized

aSe.

Mr. SACHs. That is correct. We consider management of utmost

importance in companies of this sort. It has always been our policy

not to interfere with management if management was sound and

*...* along well; it was only in occasional instances where the

oard of directors, of whom we were one, had to consider the ques

tion of finding management. That did occur, of course.

Mr. MILLER. There were instances where you were able to assist in

finding management of particular ability?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. We were speaking earlier, Mr. Sachs, of the clause

of paragraph 3' which provided that in case one of the two firms were

excluded, the other would afford the excluded firm an opportunity to

be heard. Do you recall any instances in which Goldman, Sachs

attempted to secure a hearing for Lehman Bros..?

Mr. SACHs. I think the Pillsbury case was one. I don’t know if

that is the case you have in mind.

Mr. NEHEMRIs. Do you know of any others?

Mr. SACHs. Goodrich—I wish you would refresh my memory.

Mr. NEHEMRIs. Would you, in the interest of making the record

complete on that, Mr. Sachs, have one of your associates prepare a

little statement about that and let us have it at the earliest con

venience?

Mr. SACHs. I would be glad to.”

Mr. NEHEMRIs. Mr. Hancock, do you recall any instance in which

Lehman Brothers afforded Goldman, Sachs an opportunity for oral

argument, so to speak, before a corporation covered by the list?

Mr. HANCOCK. I believe it was done in the case of Macy.

Mr. NEHEMRIs. R. H. Macy?

Mr. HANCOCK. Right.

Mr. NEHEMRIs. Do you know of any others?

Mr. HANCOCK. I don't recall any.

Mr. NEHEMRIs. Are you sure?

Mr. HANCOCK. I am sure I don’t recall; I am not sure it didn't

happen.

Mr. NEHEMRIs. May I make the same suggestion to you, if you

will let us have a memorandum ?

Mr. HANCOCK. I will be glad to.”

Mr. MILLER. Were you always successful when you went to the

mat for the other fellow 7

1 “Exhibit No. 1783.”

* Mr. Sachs, under date of February 6, 1940, submitted the information requested. It is

included in the appendix on p. 13011.

* Mr. Hancock, under date of Fubruary 16, 1940, submitted the information requested.

It is included in the appendix on p. 13008, paragraph numbered 2.
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Mr. SACHs. No, sir.

Mr. HANCOCK. I make the same answer.

Mr. NEHEMR1s. Continuing from Paragraph 3, this clause read:

[reading from “Exhibit No. 1783”]:

but if the corporation in question still maintains its refusal the other firm shall

be free to do the business itself either alone or with other houses.

Mr. Sachs, wasn't either Goldman, Sachs or Lehman Bros. f*

to do business with the company that objected to one of the firms'

Mr. Sachs. Well, my recollection is that it hadn’t come up priorſ

this time. We just had this practice of doing business each with

the other. -

Mr. NEHEMRIs. Isn’t it also true, Mr. Sachs, that in the years priºr
to the time we are discussing, because of the close personal friend.

ship and business relationship between the partners, there was

general feeling that if something wasn't good for one firm, well, it

wasn’t good for the other firm'

Mr. SACHs. Well, there was a feeling, yes, of these two men whom

I mentioned before who were intimate associates. I presume if ſº

didn't like the business, the other one said, “Let’s drop it,” that hid

of relationship.

Mr. NEHEMRIs. But prior to the memorandum of January 5, 1%

and the business experience of the two firms preceding that periºd.

would it not be correct to say that such a situation as was covered

by Article 3 would never have arisen?

Mr. SACHs. Very likely not. I will admit that.

Mr. NEHEMRIs. I think I have one other point in article 3 to call

|. attention to. I continue reading [reading further from “Ex.

ibit No. 1783”]:

offering to the other firm its participation in the profits and losses provided the

company in question does not object to such offering.

Now, I take it, Mr. Sachs, the effect of this provision was that even

if one firm were excluded from the financing, it would still sharei.

the underwriting profits.

Mr. Sachs. Yes; it could still be offered its share. That did haſ

pen in some instances.

Mr. NEHEMRIs. Under this covenant, it was not necessary to *

the company for permission to divide such profits, was it? -

Mr. SACHs. No; unless the company specifically would object to it

I mean they might inquire into it, I suppose.

Mr. NEHEMRIs. Had you up to the time of this agreement alway;

asked for such permission in such cases?

Mr. SACHs. I think not; I wouldn't say positively.

Mr. NEHEMRIs. Had, you ever asked for permission? Did you

usually ask for permission?

Mr. SACHs. No; not usually. It may have come up in some iſ,

stances in the course of discussion of a piece of business with one 0

these issuers.

Mr. NEHEMRIs. Let me ask you to turn to paragraph 5 of the

agreement of January 5, 1926. I read from that clause [reading

from “Exhibit No. 1783”]:

If the future financing results from, or pertains to a corporation resulting

from, a consolidation of one or more of the corporations included in the aº.

company list, and such corporation or corporations or its or their st
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holders receive (including a proportionate share of what the Bankers acquire)

less than one-half of the total securities, including cash, issued in connection

with the consolidation, then the firm originating the consolidation shall en

deavor to give the other firm an interest in the financing substantially equiva

lent to the proportion which such other firm's interest in the original financing

Of the listed corporation in question bears to the total new securities issued

On the consolidation.

As I read that, as I have read that clause on other occasions, I

take it it means that the “proprietary interest,” to use the phrase

associated with A. T. & T. financing, of each firm in a company’s

financing, was recognized, shall we say through thick and thin,

through merger, consolidation, absorption, or purchase. Is that sub

stantially correct.

Mr. SACHS. Yes; except that “proprietary interest” is perhaps a

strong term.

Mr. NEHEMKIS. I qualified it as being used in another connection.

Mr. HENDERSON. Well, Mr. Sachs, is it too strong a term in view

of the historical banking relation? Didn't you acquire or seem to

acquire Some kind of a continuing interest that amounts almost to a

“proprietary interest” in that financing?

Mr. SACHS. It was only a “proprietary interest” if the business was

done, if the issuer agreed to do the business.

Mr. HENDERSON. We agreed a little while ago, did we not, that the

business was done? That is, you had something there which was a

valuable interest, did you not?

Mr. SACHS If the interest was there it was to be divided in certain

ways, that is perfectly correct, but I really must repeat that there was

no contractual relationship with the issuer which would indicate

definitely that the interest was to be there.

Mr. HENDERSON. If you had reduced it to a contract and made it

binding on all the firms, which is quite logical to assume, of course,

there would have been something which you could have peddled

around and divided up and sold, and the like; in other words,

ou could have obtained a considerable financial return for it. But

in effect, without the contractual relationship, without anything bind

ing on the issuer, you did have something which was still extremely

valuable.

Mr. SACHs. Yes. I also must repeat what Mr. Hancock indicated,

that was, it was an obligation as well as a possible piece of profitable

business. It worked both ways.

Mr. HENDERSON. I didn't presume you had a one-way franchise

or a one-way vested interest here. I am not suggesting that, but you

took issue with the strength of the term “proprietary interest”. Is

that it?

Mr. SACHS. Yes. Property is something that you actually own.

We didn’t actually own the business as far as financing was con

cerned.

Mr. HENDERSON. You were on the boards of directors of firms

which you financed?

Mr. SACHS. Yes; we were 1 director out of 10 or 20, whatever the

board of directors was. That meant nothing. We didn’t control

these boards of directors. We didn't own any shares of stock in

these companies, except perhaps a nominal amount. I would like

to make that point while we are discussing it, that the fact that

we were on these boards of directors meant in no sense of the word
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that we or our firm in any sense of the word controlled these com:

panies or these businesses. -

Mr. HENDERSON. These companies followed proprietary interests in

financing; I didn’t assume you were dominating the corporations

Mr. SACHS. No, indeed.

Acting Chairman KING. This agreement to which counsel has

called your attention could be terminated at any moment?

Mr. SACHs. That was my understanding of it; yes, sir.

Mr. O’ConMELL. Terminated how, by mutual consent?

Mr. SACHs. By either party.

Acting Chairman KING. It wasn't a hard and fast rule that bound

you for 1 year or 10 years; you could repudiate it the next day!

Mr. SACHs. That is my understanding.

Acting Chairman KING. Either one.

Mr. SACHs. Yes, sir.

Acting Chairman KING. Without the consent of the other.

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. Mr. Sachs, the interest of the two firms in the

financing of a merger or consolidated company under the coval

that we have been addressing ourselves to, was equal to an intº

#;" I quote from paragraph 5 [reading from “Exhibit Nº.

1783”]:

substantially equivalent to the proportion which such other firm's interest

That is to say, Goldman, Sachs, or Lehman, depending upon whº

had originated the financing of the consolidation—

in the original financing of the listed corporation in question bears to the total

new securities issued on the consolidation.

I take it that the merger of any of the corporations listed in the

appendix to the agreement did not relieve Goldman, Sachs, or Leh.

man Bros., of their partnership obligations to each other. Is that

correct?

Mr. SACHs. That is correct.

Mr. NEHEMRIs. Now, I ask you to turn with me, if you will, to

clause 6 of the agreement [reading further]:

With regard to any financing not pertaining to any of the listed corporations

either firm is at liberty at any time to make proposals to the other firm, but

neither firm is under any commitment to the other excepting to the extent

Voluntarily made in each case.

I take it, Mr. Sachs, this article meant in effect that the relation:

ships governing the 60 corporations was fixed, but that with respectſ

new business, each firm was under no restriction to the other.

Mr. SACHs. That is correct.

Mr. NEHEMRIs. Now, prior to the date of this treaty, if I may sº

refer to it, did either firm have any commitment to the other with

regard to new financing?

Mr. SACHS. Prior to this date?

Mr. NEHEMRIs. Yes.

Mr. SACHS. No; but as I pointed out, in those early years it seems

to have been just practice that one firm went to the other in case

there was a new piece of business.

Mr. NEHEMRIs. Now, I want you, if you will, to turn to the las

part of paragraph 6 [reading further from “Exhibit No. 1783):
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In thus relieving each firm of such commitments, banks, or security houses

committed through either firm were similarly relieved.

Will you be good enough, Mr. Sachs, to explain which banks, which

investment banking firms, were also joined to Goldman, Sachs and

Lehman Bros. by commitments?

Mr. SACHs. Well, I haven't a list in mind. There were a number

of people that were associated at one time or another, notably Klein

wort, Sons & Co., in London, and in a number of instances. I think

some business was done with Halsey Stuart in the traction business,

I believe, and with the Bankers Trust Co. and the Guaranty Trust

Co. in the Goodrich business. There may have been some other

businesses.

Mr. NEHEMRIs. If I correctly understand the situation, it may be

explained as follows: Where one firm was relieved of its commitment,

all other firms or banks associated with that firm were likewise re

leased from any commitment.

Mr. SACHs. Yes; I think that is a correct interpretation.

Mr. NEHEMRIs. Is that your understanding, Mr. Hancock?

Mr. HANcock. Substantially so. I think you have given a little

too tangible a meaning to that, because there are commitments that

are oral in character that survive, with reference to finder's fees, for

example.

Mr. NEHEMRIs. Are you generalizing about legal draftsmanship, or

are you confining yourself to the meaning of the last part of clause 6?

Mr. HANCOCK. I am confining myself to the last three lines of

| clause 6.

Mr. NEHEMRIs. Will you proceed, sir?

Mr. HANCOCK. The effort in that was to cover that kind of commit

ment. That was recognized in good morals, but was not a legal

commitment.

Mr. HENDERSON. Could you give me a tangible instance that comes

to your mind as to how this took place?

Mr. HANCOCK. I don’t recall instances; I can recall a type. For

example, a piece of business might have been under discussion on the

part of Lehman Bros. with a certain industrial company, and there

might have been anyone in the finder's position who had brought that

business to us. We might have talked with Goldman, Sachs about

the possibilities of doing that business some day and then when we

change our relationship as to that, they are relieved of any obligation

to that firm. We carry it ourselves. That is the character of trans

action referred to here.

Mr. HENDERSON. Does that pertain only to a finder's fee?

Mr. HANCOCK. It might be any other kind of an obligation.

Mr. HENDERSON. Would it be a reciprocal obligation?

Mr. HANCOCK. There was no reciprocal obligation.

Mr. HENDERSON. No; but if you had gotten, say, a piece of business

through bankers, and a commitment originated there, then they would

have a participation in any new business that you got. Would that

be the kind of commitment that was involved?

Mr. HANCOCK. I don't know; that never happened in our firm, so

far as I know.

Mr. SACHs. You say “findings”; sometimes a security house, nat

urally— - - -
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Mr. HENDERSON. I wanted to find out whether it ran further than

just a finder's fee.

Mr. NEHEMRIs. Mr. Sachs did indicate, Mr. Commissioner, I think,

in part in answer to your question that other houses associated with,

let us say, the Goldman, Sachs group would be relieved of any obli

gation to continue as members of the Goldman, Sachs group, if Gold

man, Sachs pursuant to the clause in question were relieved of its

commitment. It follows also that all members of the Lehman group,

including any number of houses, I take it, in a particular piece of

financing, previously associated with the Lehman group, would a

fortiorii. likewise relieved of their commitments to Lehman Bros.

provided Lehman was relieved of its commitment to Goldman, Sachs.

Does that sum it up?

Mr. HANcock. In general terms; yes.

PARAGRAPH EIGHT OF MEMORANDUM OF 19:26

Mr. NEHEMRIs. Now, I ask you, if you will, to turn to paragraph

8 [reading further from “Exhibit No. 1783”].

Wherever joint financing business is done for any of the listed corporations

the names Of the two firms shall be used.

Mr. Hancock, in the matter of the appearance of a banking house,

advertising is purely a prestige question, is it not?

Mr. HANCOCK. Correct.

Mr. NEHEMRIs. Nevertheless, under paragraph 8 it was specifically
covered.

Mr. HANCOCK. Correct.

PARAGRAPH SEVEN OF THE MEMORANDUM OF 1926

Mr. NEHEMRIs. Now, under paragraph 7 of the agreement, each

firm also had the right to participate in trading accounts of the other

with respect to the 60 corporations set forth in the appendix to the

agreement. Is that correct?

Mr. HANCOCK. Right.

Mr. NEHEMRIs. Would you explain briefly to the committee, Mr.

Hancock, what is meant by a trading account? >

Mr. HANCOCK. I think trading accounts were of several but

the most important type and the one that has recurred most t ough

the history of our firm has been in connection with a distributiºn

of a new issue. The underwriters, not necessarily all, but the

leaders, and those who chose to join in, would form a trading ac.

count for the purpose of insuring a good distribution of the stock

of this new stock, to the public. I suppose its major purpose was

stabilization; it was hoped of course that it would be profitable, too.

The same character of transaction would take place in a secon

distribution, where the large initial block ift to be hi.

where some large holder would like to distribute his large holding.

The trading, account might then be handled and those securitis

would be sold customarily on the exchange, occasionally through
dealers if that seemed to be the need of the situation.1

*Mr. Hancock,under date of February 16, 1940, supplemente timappendix, p. 13009, reference to “Pageºn; column.” pp. d this tes ony. See
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Mr. HENDERSON. Making a market, or stabilizing, and if any profit

accrued, it was to be jointly divided.

Mr. HANCOCK. By the ratio set up in the account.

Mr. HENDERSON. And to be managed by the two houses?

Mr. HANcock. Ordinarily it was managed by one.

Mr. HENDERSON. Stabilizing operations would be managed by one

of the two houses?

Mr. HANCOCK. In fact, but also in fact the men in the two firms

would be talking to each other on the 'phone very frequently and

seeing each other very frequently. They knew each day what they

were doing.

Mr. NEHEMKIS. Mr. Hancock, will you follow me as I read to you

paragraph 7 of the agreement [reading further from Exhibit No.

1783] :

Any trading account formed by either firm in association with any of the

listed corporations or any official thereof shall be managed by the firm specified

On the accompanying list with respect to such corporations, but each firm

shall be free to determine its relative participation in such trading account,

having the option to participate in the primary profit and losses thereof up to

its proportion in the original business of the two firms with respect to such

corporation. Except as herein provided each firm shall be free to form and

manage trading accounts in any securities of the listed corporations.

Is it not a fact, Mr. Hancock, that the provisions with respect to

trading accounts apply to trading in outstanding securities of the

60 corporations as well as their newly issued securities?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMKIs. And under paragraph 7, is it not a fact that

officers and stockholders of the 60 companies likewise participated

in such trading accounts?

Mr. HANCOCK. Sometimes; not always.

Mr. NEHEMKIS. They had that privilege if you so elected.

Mr. HANCOCK. If they so requested and we consented.

Mr. NEHEMKIS. And you elected to permit them to share.

Mr. HANCOCK. Yes.

Mr. HENDERSON. That is, in connection with any of the older under

writings which you undertook, it was permissible at that time for the

corporation itself, or for the officers or the stockholders, to enter into

a trading account with either of you people?

Mr. HANCOCK. So far as I know the corporation never entered the

trading account.

Mr. HENDERSON (reading):

* * * any of the listed corporations * * *.

Mr. HANCOCK. It is conceivable; I don't think it happened; as far

as I recall it didn't. It happened with regard to large stockholders

of the corporation.

Mr. HENDERSON. It would be independent of the underwriting

agreement?

Mr. HANCOCK. As a document contract, yes; but it might happen

about the same time.

Mr. HENDERSON. It would be almost sure to happen about the same

time. I mean that in connection with an underwriting there was

usually a stabilizing operation, was there not?

Mr. HANCOCK. It might have followed thirty days afterwards.

There was no pattern; it would depend upon the needs of the

situation.
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Mr. NEHEMRIs. I don’t think you quite answered Mr. Henderson's

question. Under clause 7 of the agreement, theoretically it was p0s.

sible for a trading account to be formed with any of the listed

corporations.

Mr. HANCOCK. In theory that is correct.

Mr. NEHEMRIs. Is it not a fact, Mr. Hancock, that Lehman Brºs.

and Goldman, Sachs each had a one-third interest in various trading
accounts in securities of Archer-Daniels-Midland Co. between the

years 1927 and 1933.

Mr. HANCOCK. I think so, but I can verify it.

Mr. NEHEMRIs. Will you accept that subject to future correction

I merely say that in the interest of time."

Mr. HANCOCK. Yes.

Mr. NEHEMRIs. Mr. Sachs, did not Goldman, Sachs and Lehman

Bros. each have various trading interests in the accounts of Sears,

Roebuck & Co. '

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. And many others?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. Did not Goldman, Sachs and Lehman Bros. At

jointly and divide commissions in trading accounts involving ſº

standing securities held or owned by officers or directors covered by

the agreement of January, 1926?

Mr. SACHs. Yes.

Mr. HENDERSON. Did that cover commissions from such trading

operations?

Mr. SACHs. Commissions—I suppose you mean commissions in:

volved in connection with Sales of securities on the exchanges.

Mr. HENDERSON. That is what I mean. If one of the two handled

all the trading operations and there was a commission derived, it was

to be split.

Mr. SACHs. Yes; in these particular accounts we were referring to

Mr. NEHEMRIs. For example, Mr. Sachs, when the estate of Julius

Rosenwald attempted to dispose of 50,000 shares of stock in 1933, did

not Goldman, Sachs and Lehman Bros. act jointly in arranging for

the sale?

Mr. SACHS. I don’t know who arranged it originally, but it is a

fact that commissions earned from the sale of those securities were

divided between the two firms.

Mr. NEHEMRIs. Your recollection is correct. Do you happen tº

recall the amount of the commissions you divided?

Mr. SACHS. I don’t.

Mr. NEHEMRIs. May I refresh your recollection by telling you i

was $30,964?

Mr. SACHs. I will accept that.

Acting Chairman KING. That is your commission for disposing of

50,000 shares amounted to $30,000.
-

Mr. SACHs. Those are the ordinary Stock Exchange commissions, I

presume, laid down by the Stock Exchange. There was an addi.

tional commission. I beg your pardon, I would like to correct that

statement. Plus some additional commission which was arranged be.
tween the estate and the firms.

1 Mr. Hancock, under date of February 16, 1940, fi -

See appendix, p. 13008, paragraphhº 3. confirmed the preceding testimony
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Mr. NEHEMRIs. So that the record may be complete, I am going to

ask you a full question and give you a chance to respond to it. Did

you not jointly share commissions with Lehman, Bros. in connection

with an additional 26,000 shares of Sears for the Rosenwald Fund

later in the same year?

Mr. SACHs. I don’t recall your figures.

Mr. NEHEMRIs. You may accept them subject to correction.

Mr. SACHs. Right."

Mr. NEHEMRIs. I want to ask you, Mr. Sachs, to identify for me

four letters pertaining to these transactions, if you will. You have

before you a letter from Goldman, Sachs to Lehman Bros. dated

June 26, 1933, a letter from the Rosenwald Fund to Goldman, Sachs

dated June 27, 1933, and a letter from Goldman, Sachs to Lehman

Bros. dated June 27, 1933, and another one dated July 21, 1933. Are

those letters true and correct copies of originals in your custody?

Mr. SACHs. Yes, sir.

Acting Chairman KING. There is no controversy % I am asking

that as a preliminary to the question. Do you think it is necessary

to insert the letters in the record?

Mr. NEHEMKIS. If you wish, they need not.

Acting Chairman KING. You may summarize them later if you

desire. They will be identified and filed with the clerk.

Mr. NEHEMRIs. Will the reporter mark the letters identified for

the record?

(The documents referred to were marked “Exhibits Nos. 1784 to

1787” and are on file with the committee.)

Mr. NEHEMRIs. Mr. Sachs, in December of 1933, did not Goldman,

Sachs purchase 8,966 shares of Lehn & Fink common stock for the

account of Lehn & Fink Products Co.?

Mr. SACHS. I will have to ask my associate about that.

Mr. NEHEMRIs. If you want to ask any one of your associates

to join you on this I think it might be helpful.

Mr. SACHS. That is correct.

Mr. NEHEMKIS. And were not these commissions on brokerage trans

actions shared with Lehman Bros. ?

Mr. SACHs. That is my recollection; yes, sir.

SHARING COMMISSIONS ON TRADING AND BROKERAGE ACCOUNTS

Mr. NEHEMRIs. Mr. Hancock, is not the privilege of sharing in

trading or brokerage accounts generally extended to the underwriters

who are regarded as the bankers for a company?

Mr. HANCOCK. Generally not, so far as I know.

Mr. NEHEMRIs. Usually Ž

Mr. HANCOCK. No.

Mr. NEHEMRIs. Sometimes?

Mr. HANCOCK. Occasionally; yes.

Mr. NEHEMRIs. And in the case of Goldman, Sachs and Lehman,

usually?

* Mr. Sachs, under date of February 6, 1940, confirmed these figures. See appendix,

pp. 13010–13011.

Mr. Robert V, Horton, of Goldman, Sachs & Co., subsequently stated to the committee,

by way, of clarification, that the 26,000 shares of ºl stock of Sears, Roebuck & Co.

were sold for a trio account, as shown by “Exhibits Nos. 1784 through This?:
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Mr. HANCOCK. With regard to these companies, I think invariably.

Mr. NEHEMKIS. Thank you very much. For example, did not

Lehman Bros. share commissions on trades for the account of the

Aviation Corporation and affiliates during 1933 with Brown Brothers

Harriman & Co.?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. And also with respect to stock of Columbia Broad.

casting System in 1934?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. And did not Lehman Bros. share commissions with

Kuhn, Loeb & Co. in connection with purchases of the 3% percent

sinking fund debentures of 1952 for the account of Tidewater Asso

ciated Oil Co. 2 That was in 1938.

Mr. HANCOCK. Correct.

Mr. NEHEMRIs. And this sharing of commissions resulted from

the fact, did it not, that Kuhn, Loeb and Lehman Bros. were joint

managers of the syndicate?

Mr. HANCOCK. No; I wouldn't say entirely that.

Mr. NEHEMRIs. Did any other members of the syndicate share in

the commissions?

Mr. HANcock. Not so far as I know. Maybe I can explain how

it happened. There is no mystery about it.

Mr. NEHEMRIs. I want you to explain, but I do want the record

to show what your answer was, if you can give me an answer to my

question. I will repeat my question to you. This sharing of com

missions resulted, did it not, from the fact that Kuhn, Loeb and Leh

º,Bº were joint managers in the syndicate. Čan you answer

that'.

Mr. HANCOCK. In some cases, yes; in some cases, no.

Mr. NEHEMKIS. Now, you want to make some explanation. Will

you proceed?

Mr. HANCOCK. The handling of the case would depend upon the

facts in the individual case. It would be perfectly easy in the case

of the Rosenwald estate, which you have referred to, to give us orders

to sell, and we would have the commissions on the one-half which

we would do for their account. They could then turn to Goldman.

Sachs and ask them to handle a similar amount and they would have

had their own commission on their direct share of it. In order to

simplify the operation it was put into one place, one man handled the

whole transaction all through, and being a fellow member of the

Stock Exchange we were allowed to share commissions and we did.

That is the usual procedure, and that is usually the way it happens

Mr. NEHEMKIS. How many years have you been in the investment.

banking business?

Mr. HANCOCK. About 15 plus.

Mr. NEHEMKIS. 15 plus. In your vast experience do you know of

any instance where members of a syndicate, other than the m

or managers, have ever shared in the commissions derived from a

trading account?

Mr. HANCOCK. I haven't thought of your question before, and I

don't think of a case at the moment, but please leave out the words

“vast experience,” will you?
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Mr. NEHEMRIs. I will withdraw that phrase if it makes you feel

better. Will you give the committee the benefit of your advice by a

memorandum on that point? Discuss it with your associates.

Mr. HANCOCK. On the question of whether—

Mr. NEHEMKIS. Whether you know of any case where a member

of a group other than the manager or comanager has shared in the

commissions derived from trading-account operations.

Mr. MILLER. Mr. Nehemkis, aren't we talking about two types of

commissions? If you are talking about Stock Exchange commissions

you would be precluded under the rules of the Stock Exchange, would

you not, from sharing with anybody but a member of the #xchange?

Mr. HANCOCK. Right.

Mr. MILLER. If you are talking about commissions that weren’t

Stock Exchange commissions, then you might be free, would you not,

to share with others if you cared to do so.

Mr. NEHEMKIs. I am sorry if my question wasn't clear, Mr. Miller.

I was addressing myself to the latter.

Mr. MILLER. To the commissions that were not Stock Exchange?

You were addressing yourself to commissions which were not Stock

Exchange commissions?

Mr. NEHEMKIs. Yes.

Mr. HANCOCK. I misunderstood your line of questioning. These

things we were talking about were Stock Exchange commissions. I

will be very glad to get a statement of the kind you want."

Mr. NEHEMRIs. So that whenever the co-manager of an issue, Mr.

Hancock, buys or sells that security for the account of the issuing com

pany or directly for important stockholders of the issuer he is under

an obligation to share profits on such transactions with the co

manager?

Mr. HANCOCK. No; he is not. In the case of our two firms; yes.

Mr. NEHEMKIS. But in the case of other such transactions, such as

you have just testified for Kuhn, Loeb, Brown Bros. Harriman trans

actions, how did it happen that you shared in those commissions?

Mr. HANCOCK. I am satisfied in the case of the Aviation Corporation

that there were two members of the board, one partner from our firm,

one from Brown Harriman and rather than divide the exchange busi

ness and let two men handle them separately they put them in the

hands* one and the two men agreed to divide equally when they got

through.

- .*NEHEMRIs. Let me see if I follow you on that. Let's take the

trades for the account of Aviation Corporation and affiliate. In whose

hands was the account placed, Brown Brothers Harriman & Co. or

yourself?

Mr. HANCOCK. I have no recollection. The memorandum shows it

was in our office.

Mr. NEHEMKIs. On what basis of morality, ethics, or obligation, or

however you want to characterize it, was your firm constrained to share

those commissions with Brown Brothers Harriman & Co.? Why

didn't you share any of the others with someone else? Why was it just

Brown Brothers Harriman & Co.' That is why I am trying to get you

to give me a response.

1 Mr. Hancock, under date of February 16, 1940, submitted the information requested.

See appendix, p. 13008, paragraph numbered 4.
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Mr. HANcock. I wasn’t the man who made the arrangement, but I

am confident beyond any question that Averell Harriman, of the

Brown Harriman firm, and Robert Lehman, of our firm, were asked to

do a piece of business, and this was merely, a method, a convenient

method, of handling it. There was no question of ethics or anything

else involved—a convenient way of handling a simple business opera.

tion.

Mr. NEHEMRIs. I am merely trying to explore your answer to see if

I understand it and the committee does.

Mr. MILLER. Were these Stock Exchange commissions in the Avia

tion Corporation case or were they other commissions?

Mr. NEHEMRIs. These were Stock Exchange commissions.

Mr. MILLER. I think that is what you have got to make clear.

Mr. NEHEMKIS. These were Stock Exchange Commissions.

You have also testified, Mr. Hancock, a moment ago that Lehman

Bros. shared commissions with Kuhn, Loeb & Co. in connection with

purchases of the 3% percent sinking-fund debentures of 1952 for the

account of Tidewater Oil. How did it happen that commissions were

shared there? This is a Stock Exchange commission. Let me ask

you a preliminary question; perhaps this will aid you. Who was the

leader of the account, Lehman Bros. or Kuhn, Loeb 2

Mr. HANCOCK. It was a divided management and they led the
bonds and we led the stock.

Mr. NEHEMRIs. Right. How did it happen you both shared com:

missions on that deal?

Mr. HANCOCK. I don't personally know. I can do some surmising.

Mr. NEHEMKIS. I don't want you to do that. You wouldn’t want to

do that yourself. Will you follow our usual practice and let us have

a memorandum on that point? I am going to repeat the Question

which caused the argument, retracing our tracks, and see if now,

having tracked and double-tracked, we will come out with a con.

clusion. Wherever the co-manager of an issue buys or sells that se.

curity for the account of the issuer or directors or important stock.

holders of the issuer, is he not under some obligation to share profits

on such transactions with the co-manager of the account?

Mr. HANCOCK. I know of no such obligation generally prevaili

though it was specifically covered with regard to our two firms .
the reason for the obligation in our case was that it had been” spe

cifically stated in the argreement.

Mr. NEHEMRIs. And you want this committee to understand that

in several instances concerning which you have testified, the sharing

of commissions was just a pure coincidence?

Mr. HANCOCK. No, I didn’t say that.

Acting Chairman KING. Will you make such explanation as you

care to make?

Mr. HANcock. So far as I know, the relatively few cases in all the

activity over the years arose because of the set of facts in each Case.

In the great majority of cases I would say it was a convenient way

of handling it and it was handled that way for no other reason than

that it was convenient.
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Mr. NEHEMKIs. I accept your statement. I think there are prob

ably other factors involved, but then you have agreed to see if you

can’t enlighten the committee on it."

(Mr. Henderson took the chair.)

Mr. NEHEMKIs. May I ask you this question. May not this sharing

of commissions be one of the reasons why a managership of an ac

count is so attractive, Mr. Hancock? I will repeat the question. Is

not the sharing of commissions one of the reasons why the manager

ship of an account is considered to be rather attractive?

Mr. HANCOCK. Do you mean being a member of a management?

Mr. NEHEMKIs. No; being the manager.

Mr. HANCOCK. Is attractive to him because he gives something

away?

sº. NEHEMKIS. Is attractive to him because he has the right to

bring someone else in on the sharing of commissions and therefore

may place that other party under a reciprocal obligation to him?

Mr. HANCOCK, No. He cannot give a sharing except for services

rendered, or with the consent of the Exchange.

Mr. O'CoNNELL. What were the services rendered by Brown

Harriman & Co.” in connection with this Aviation stock handled by

your company?

Mr. HANCOCK. The two firms had originated the business. The

origination of it and the developing of the business was the im

portant part of it. The purely mechanical worth of handling it was

the minor part.

Mr. O'Connel L. But after the business had been originated and the

issue floated, the trading account continued, I take it, or was set up

even after that point, and the trading account was handed by Lehman

BrOs.

Mr. HANCOCK. Yes, sir.

Mr. O'CoNNELL. And the commissions received by you through the

gºtion of the trading account were shared with Brown Harriman

& Co.

Mr. HANCOCK. Right.

Mr. O'Connelſ. Now, at that time what services were being ren:

dered by Brown Harriman & Co. in connection with the operation of

the trading account?

Mr. HANCOCK. There was undoubtedly discussion every day between

the man in our firm who was managing the account and the man in

their firm who was supervising it for them. I am talking usual prac

tice; that has been the usual practice, done without exception, so far

as I know.

Mr. O'Connell. So that the successful operation of the trading ac

count by Lehman Bros, was dependent upon services rendered by

Brown Harriman & Co. in connection with the operation of the trad

ing account. Is that what you mean?

Mr. HANCOCK. No.

Mr. O'ConnDLL. What services were rendered ?

Mr. HANCOCK. There were services rendered by two people which

were merged and agreed to be paid for in the division.

* Mr. Hancock, under date of February 16, 1940, submitted the information requested.
See appendix, p. 13008, paragraph numbered 4.

* The reference is to Brown Brothers Harriman & Co. See p. 12374, infra.

124491–40—pt. 24 5
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Mr. O'Connel.L. You are talking about the origination of the busi.

IneSS now.
-

Mr. HANCOCK. No. This particular business with Brown Harri.

man involved a sharing of Stock Exchange commissions, the pur.

chase of securities by the Aviation Corporation on the New York

Stock Exchange—

Mr. NEHEMRIs (interposing). Now, that was Lehman Bros.' busi.

ness. How did Brown Brothers Harriman & Co. figure in it?

Mr. HANCOCK. That wasn’t Lehman Bros.' business. They didn't

think so, certainly. Both had an interest in the original interest.

Mr. NEHEMRIs. Since the question has arisen, how did you receive

your instructions to enter into the transaction; from whom?

Mr. HANCOCK. I don’t know.

Mr. NEHEMRIs. As far as your recollection serves at the present
time, precisely what did Brown Brothers Harriman & Co. do in con.

nection with this transaction? What were the physical labors per

formed; the mechanical services rendered? Do you know?

Mr. HANCOCK. I can't speak with certainty on this particular cas.

I speak only of the general practice, the general procedure that p.

plied to all cases.

Mr. NEHEMRIs. Does Mr. Gibbs, your associate, know?

Mr. EDw1N GIBBS (Lehman Bros.). No

Mr. NEHEMRIs. Give your answer to Mr. Hancock and off the record

Let me ask you a formal question. Do you accept asº yout

answer the answer that Mr. Dean has furnished you and Mr. Gibbs!

Mr. HANCOCK. I haven’t given you the answer yet.

Mr. NEHEMRIs. You are about to give it.

Mr. HANCOCK. I am not going to give you the answer Mr. Dean

gave me.

Mr. NEHEMKIS. Fine. It will be your own information?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. Don’t take offense.

Mr. HANCOCK. I'm not taking offense.

Mr. NEHEMRIs. Proceed, Mr. Hancock.

(The question was read: “Precisely what did Brown Brothers Harri.

man & Co. do in connection with this transaction? What were the

physical labors performed, the mechanical services rendered? Do you

know?”)

Mr. HANCOCK. I don't know... I'll be glad to get all the facts aboutit

Mr. NEHEMRIs. And submit it later?

Mr. HANCOCK. I can answer in a general line, however, that will

cover all this kind of cases.

Mr. NEHEMRIs. I would like to proceed to the particulars and then

give you an opportunity, if you will, to send the committee a memoran.

dum on the general practice. Let me go over once again certain test:

mony you have given. You have testified that Lehman Brothers shared

commissions with Kuhn, Loeb & Co. in connection with the purchase
of 3% percent sinking fund debentures of 1952 for the account of

Tidewater Associated Oil Co. That was a transaction which took

place in 1938. Was that a joint account between Lehman Brothers

and Kuhn, Loeb or was Kuhn, Loeb the manager alone? I am refer.

ring to the original offering.

Mr. HANCOCK. In the original offering we were

Mr. NEHEMKIs (interposing). Joint managers?

1 See footnote 2, preceding page.
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Mr. HANCOCK. Joint managers. As I explained, however, they were

on the bonds and we on the stock.

Mr. NEHEMKIS. Right. Now, what work in connection with the

purchases of those debentures did Kuhn, Loeb do? Do you know?

Mr. HANCOCK. I don’t as a matter of fact; no. It is a general

practice, though, that

Mr. NEHEMRIs (interposing). Let me just—excuse me, sir; I want

to afford you every opportunity to complete your testimony, but it is

necessary for my purposes that this record be complete in all respects,

and so, if I interrupt, it is only because I want the record to show a

logical sequence. Now, what did Lehman Brothers do in connection

with this transaction?

Mr. HANCOCK. I don’t know.

Mr. NEHEMKIs. And you will furnish the answer to that question?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMKIS. And you also have very graciously agreed to make

available a memorandum to the committee on the general practice.

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. Very well."

LIFE OF MEMORANDUM OF 19:26

Mr. NEHEMRIs. Now, Mr. Sachs, may I turn to you for a moment?

This document,” the agreement of January 5, 1926, which we have

been discussing, which Mr. Hancock has been giving testimony about

likewise, was considered so vital to the interests of your respective

firms that you requested advice of counsel as to its form, did you not?

Mr. SACHS. I have no doubt it was submitted to counsel; yes.

Mr. NEHEMKIs. Do you know the name of counsel?

Mr. SACHs. Our counsel was Sullivan and Cromwell.

Mr. NEHEMKIS. Did not this agreement remain operative until

February 6, 1936?

Mr. SACHs. Well, I should say that on February 6, 1936, or there

abouts, there was an exchange of letters between Lehman Brothers

and Goldman Sachs & Co. which certainly put into the discard this

memorandum; there had been differences of opinion that had arisen

before that date of February 6.

Mr. NEHEMKIS. But actually the treaty was operative up until

that date, in terms of identifying it.

Mr. SACHs. Right.

Mr. NEHEMKIS. During this decade, am I correct in understanding

that only one provision was modified; namely, clause 7 dealing with

trading accounts?

Mr. SACHS. Yes; there was a letter, an exchange of letters.

Mr. NEHEMKIS. I show you a letter which purports to have been

written by Mr. Waddill Catchings to Mr. Philip Lehman, dated

January 26, 1927, and ask you to examine this document and tell me

whether or not it is a true and correct copy of an original in your

possession and custody.

Mr. SACHs. Yes; it is.

1 Mr. Hancock, under date of February 16, 1940, submitted the information requested.

See appendix, p. 13008, paragraphs numbered 4 and 5.

2 “Exhibit No. 1783.”
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Mr. NEHEMKIs. Will you examine it, Mr. Hancock, and tell, me

whether you find that to be a true and correct copy of an original

in your possession and custody?

Mr. HANCOCK. Yes, sir.

Mr. HEHEMRIs. The document, Mr. Chairman, is offered in

evidence.

Acting Chairman HENDERSON. The document, having been identi

fied, may be received.

(The letter referred to was marked “Exhibit No. 1788” and is

included in the appendix on p. 12720.)

HANDLING FINANCING UNDER THE MEMORANDUM OF 19:26

Mr. NEHEMKIs. Mr. Sachs, I now show you letters on four cases

which illustrate the manner in which the two firms handled specific

pieces of financing under the agreement. Will you examine the fol.

lowing exhibits, which I propose to offer in evidence, and tell me

whether you recognize them to be true and correct copies of originals

in your possession and custody? One refers to Gimbel Brothers,

another to May Department Stores, a third to B. F. Goodrich Co.,

and the last to Pillsbury Flour Mills.

Will the record show that these are but seven exhibits, referring to

four cases, of a number of other letters which are not being offered?

Mr. SACHs. Yes, sir; I recognize those letters.

Mr. NEHEMRIs. Thank you, sir. Mr. Chairman, may I offer in evi

dence the documents just identified by the witness?

º Chairman HENDERSON. Do you wish them inserted in the

reCOrCl

Mr. NEHEMRIs. I would like them printed, sir.

Acting Chairman HENDERSON. The documents, having been identi.

fied, may be received and printed in the record.

(The letters referred to were marked “Exhibits Nos. 1789 to 1795"

and are included in the appendix on pp.12720–12724.)

Acting Chairman HENDERSON. We will recess until 2:30.

(Whereupon, at 12:15 p.m. the committee recessed until 2:30 p.m.

of the same day.)

AFTERNOON SESSION

The hearing was resumed at 2:30 p.m. upon the expiration of the

reCeSS.

Acting Chairman HENDERSON. The committee will be in order.

TESTIMONY OF WALTER E. SACHS, GOLDMAN, SACHS & CO., NEW

YORK CITY; JOHN M. HANCOCK, LEHMAN BROS, NEW YORK

CITY-Resumed

Mr. NEHEMRIs. Mr. Hancock, I wonder if you wouldn’t care to cor.

rect the record. In the course of your testimony this morning you

referred to Brown Brothers Harriman & Co. as Brown Harriman &

Co." Would you like to indicate that you had in mind Brown

Brothers Harriman & Co. 2

Mr. HANCOCK. Right, I would.

1 Supra, pp. 12371–12372.
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|

STOCKHOLDER AND OFFICER PARTICIPATION IN TRADING ACCOUNTS

Mr. NEHEMRIs. Mr. Sachs, you recall this morning that we were

speaking of trading accounts. Under article 7 of the agreement it

is possible, is it not, for a trading account to be formed in association

with any of the listed corporations, or any official of such corporations.

That is correct, is it not, sir?

Mr. SACHs. That is correct.

Mr. NEHEMRIs. Do you recall whether or not such trading accounts

ºpen formed with officials of any of the listed corporations in the

past?

Mr. SACHs. Yes; I do. I can specifically recall in connection with,

for instance, the May Department Stores Co; I think that is one.

Mr. NEHEMRIs. Do you recall who the individuals were:

Mr. SACHs. My recollection is they were the wives of some of the

principals. I am not certain of that.

Mr. NEHEMRIs. Does this refresh you: Mrs. Rosa May and Mrs.

Florence G. May, each of whom had a 25-percent participation?

Mr. SACHs. Right.

Mr. NEHEMRIs. Is it not a fact that in connection with trading

accounts of Cluett, Peabody & Co., E. H. Benson and associates had a

50-percent participation and D. G. Cluett and associates also had a

50-percent participation?

Mr. SACHS. That is correct.

Mr. NEHEMRIs. And in connection with a trading account of Con

tinental Can Co., Carle Conway, Charles Rich, and J. Horace Harding

each had a 20-percent participation.

Mr. SACHs. Yes; but J. Horace Harding was not an official of the

company. He was a partner of C. D. Barney & Co.

Mr. NEHEMRIs. But Carle Conway and Mr. Rich were officials.

Mr. SACHs. Carle Conway was. I don’t think Rich was. Carle

Conway definitely was.

Mr. NEHEMRIs. And in the case of the May Department Stores Co.,

as you have indicated, the two individuals previously mentioned had

participations. Do you recall whether in the Munsing Wear, Inc., any

individuals had participations in the trading account?

Mr. SACHs. I don’t recall.

Mr. NEHEMRIs. Would this refresh your memory—a Mr. F. M.

Stowell?

Mr. SACHs. Yes; he was the president of the company.

Mr. NEHEMRIs. His participation was equal, was it not, to 25 per

cent?

Mr. SACHs. Well, I don’t recall; but I accept your figure.

Mr. NEHEMRIs. Now, in the case of Sears, Roebuck & Co. do you

recall whether or not the Employees’ Profit Sharing Fund of Sears.

Roebuck had a 33%-percent participation?

Mr. SACHs. I do recall they had a participation and I accept that

percent.

Mr. NEHEMRIs. And in the case of Spear & Co., is it not a fact

that Nathaniel Spear had a 25-percent participation?

1 “Exhibit No. 1783,” appendix, p. 12718.
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Mr. SACHS. I don’t recall that.

Mr. NEHEMRIs. By the way who is Nathaniel Spear?

Mr. HANcock. He was the head, principal stockholder, and the

president.

Mr. NEHEMRIs. Do you have any information that would confirm

that statement?

Mr. HANCOCK. It was a trading account, No. 2, so-called in our

books, March 21, 1935.

Mr. NEHEMRIs. What was the percentage of participation? The

same as that which I mentioned, 25 percent.

Mr. HANcock. Twenty-five percent.
Mr. NEHEMRIs. And in the case of the Studebaker Corporation,

Mr. Sachs, do you recall whether Mr. Erskine, Mr. F. S. Fiske, and

Mr. James Studebaker, 3d, had participations in the trading account!

Mr. SACHs. Mr. Frederick Fish—I recall that was subject to con

firmation; I don’t know that specifically.

STOCKHOLDER AND OFFICER PARTICIPATION IN UNDERWRITING SYNDICATE

Mr. NEHEMRIs. Now, is it not also true, Mr. Sachs, that indirik

uals from time to time have been given positions in the purch's

group of originations brought out by Goldman, Sachs and Lehman

Bros., pursuant to the terms of the treaty?

Mr. SACHs. Well, there have been instances of that sort; yes.

Mr. Nemrukis. And would not one of the purposes of giving an

individual who might perhaps have been an officer of the company

whose security was being brought out an opportunity to participate

in the purchase group—would not the purpose have been to cement

relationships between the firms and such company?

Mr. SACHs. Well, not necessarily. These yery individuals were of

course, selling their own—a portion of their own—interest in these

companies, and then if they wanted to participate—

Mr. NEHEMKIS. Isn’t it rather unusual to have an officer of a com:

Pº, take a position in a purchase group? -

r. SACHs. Well, in those days it occurred from time to time; it

wasn't universal at all; it wasn't, perhaps, frequent, but it did occur.

Mr. NEHEMKIS. Did you in conjunction with Lehman Bros. bring

out an issue for the Cuyamel Fruit Co. in 1920?

Mr. SACHs. Yes.

Mr. NEHEMRIs. And was not Mr. S. Zemurray given the larges

single participation in the purchase group?

Mr. SACHs. Well, I don't recall.

Mr. NEHEMRIs. I show you a letter from Lehman Brothers ad.

dressed to your firm, among others, containing the statement I just

made. I ask you to examine this letter and tell me whether or not

it doesn't refresh your recollection. Does that refresh your recollet.

tion, Mr. Sachs?

Mr. SACHS. Yes. Of course, this company at the time was a

privately owned company and I take it Mr. Zemurray was by far

the chief stockholder. That is my recollection of it.

Mr. NEHEMKIS. Now, will you, while you have the letter in you!

hand, tell me the amount of the participation taken by Mr. Zemurray

Mr. SACHS. $1,000,000 out of the $5,000,000.



CONCENTRATION OF ECONOMIC POWER 12377

Mr. NEHEMRIs. And that was the largest individual participation

of any taken by the group?

Mr. SACHs. Yes, sir. -

Mr. NEHEMRIs. Now, who was Mr. Zemurray and what was his

official position?

Mr. SACHs. He was the president and chief stockholder of the

Cuyamel Fruit Co.

Mr. NEHEMRIs. As a matter of fact that participation offered to

Mr. Zemurray at that time involved Mr. Zemurray in no risk what

soever; is not that correct?

Mr. SACHs. As to that I would have to refresh my memory on the

terms of the-I should think he took his share of the risks involved

in the business.

Mr. NEHEMRIs. How could he when he was a member of the pur

chase group and you had subsequent groups organized thereunder

who were going to take on the various commitments?

Mr. SACHs. Well, we might not have been able to form those selling

groups; it might have been incumbent on this group of two, four,

six, eight people to take up their share of the bonds, all or such

part as was not syndicated.

Mr. NEHEMRIs. Do you recall in this particular case that the deal

was syndicated?

Mr. SACHS. I believe it was.

Mr. NEHEMRIs. Therefore, do you care to withdraw your previous

statement that Mr. Zemurray did not assume any risk whatsoever?

Mr. SACHs. Well, I should suppose that the purchase group was

formed first and the selling group afterwards.

Mr. NEHEMKIs. Right; and the purchase group received a profit

on the transaction when it passed the deal on to the banking group,

did it not?

Mr. SACHs. Yes; but I say it might not have been able to form the

banking group.

Mr. NEHEMRIs. But in this case it did?

Mr. SACHS. It was successful; yes.

Mr. NEHEMRIs. Now, what is the relation between the Cuyamel

Company and the United Fruit Co.?

Mr. SACHs. Oh, subsequently the United Fruit Co. purchased the

Cuyamel Fruit Co. That was sometime after.

Mr. NEHEMKIs. And is it not a fact that one of the benefits to be

derived by a banking house in permitting an officer of the company

for whose securities underwriting is being done to share in the pur

chase group, as Mr. Zemurray did, is to solidify and cement good rela

tions with that company?

Mr. SACHs. There might have been various reasons. I mean it

might have been a question of the distribution of the risks. That is

possible.

(Representative Williams assumed the Chair.)

Mr. NEHEMRIs. You identify this letter as a true and correct copy?

Mr. SACHs. Yes; I do.

Mr. NEHEMKIS. The letter is offered in evidence.

(The letter referred to was marked “Exhibit 1796” and is included

in appendix on p. 12724.)
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Mr. NEHEMRIs. Mr. Sachs, do you recall bringing out an offering

for the Pet Milk Co. in 1928 in which your firm and Lehman Brothers

each had equal interest?

Mr. SACHS. Yes.

Mr. NEHEMRIs. And do you recall who your other associates in the

purchase group were 2

Mr. SACHs. I don't recollect of my own memory, but my memory

has been refreshed that Mr. J. S. Alexander and associates were.

Mr. NEHEMRIs. Will you tell me who J. S. Alexander and associ

ates are, or were 2

Mr. SACHs. J. S. Alexander at that time was president of the Na

tional Bank of Commerce, and the associates I suppose were some

of the other officials in that bank. My recollection, I now remember,

is that that business was brought to us through one of the vice

presidents of the bank, Mr. Rovensky.

Mr. NEHEMRIs. And was not Mr. John Rovensky also a member

of the purchase group?

Mr. SACHS. I believe he was; I think through one of the associates.

He may have been independent.

Mr. NEHEMRIs. He acted as an independent.

Mr. SACHS. So he did.

Mr. NEHEMRIs. So that the participations in that group were

Goldman, Sachs, 33%; Lehman Brothers, 331/3; J. S. Alexander and

associates, 16%; and John Rovensky, 16%. , Now, may I ask you with

ºffence to John Rovensky, will you tell me once again who he

WaS :

Mr. SACHs. He was at that time a vice president of the National

Bank of Commerce.

Mr. NEHEMRIs. Did Mr. Rovensky take that 16% percent partici

pation for himself or was he acting for the bank?

Mr. SACHs. That I can’t say; I don't know.

Mr. NEHEMRIs. You have no knowledge at all?

Mr. SACHs. I certainly don’t recall.

Mr. NEHEMRIs. Would it be fair for me to assume that it is most

unlikely that Mr. John Royensky could have taken 16%-percent par

ticipation in an underwriting syndicate?

Mr. SACHs. I don't know what his question of wealth was at that
tline.

Mr. NEHEMKIs... So you would not care to say. -

Mr. SACHS. I believe that Mr. Alexander was reputed to be a

wealthy man. I don't recall, that is so many years ago.

Mr. NEHEMKIs. You don't think I would be justified in stating at

this time that Mr. John Rovensky could not conceivably have i.

that 16% participation for himself individually and that he must
hº beenº º the bank!

r. SACHS. Well, I can’t say positively of my own knowwish I could, I would be glad i.º§ y ledge. I

Mr. MILLER. Mr. Nehemkis, what was the nature of the underwrit.

ing, was it bonds or stocks?

Mr. NEHEMKIS. I think probably we had better ask Mr. Sachs

§. §. º.*º issue. -

r. MILLER. Would a bank be apt to underwrite a com ºMr. SACHs. This was done by tº. individuals. mon stock!
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Mr. MILLER. What was the dollar value involved in the 16% per

cent?

Mr. SACHs. Not very large. It was a relatively small issue.

Mr. HANCOCK. Roughly a million and half.

Mr. NEHEMKIS. There were 55,161 shares without par value, $33

share.

Mr. SACHs. Sixteen percent was about $300,000.

Mr. NEHEMRIs. About that.

Mr. SACKs. Sixteen percent was about $300,000.

Mr. NEHEMRIs. Were you through, Mr. Miller?

Mr. MILLER. Yes. -

Mr. NEHEMRIS. Will you examine this letter and tell me whether

you recognize it is to be a true and correct copy of the original in

your possession?

Mr. SACHs. I don’t see the final page of the letter.

Mr. NEHEMKIS. You see the caption, Goldman, Sachs & Co.

Mr. SACHS. Oh, yes; it is our letterhead, and I have no question

about it.

Mr. NEHEMKIs. I think the legend we used probably has fallen off.

Mr. SACHs. That is correct. -

Mr. NEHEMRIs. The letter, Mr. Chairman, is offered in evidence.

Acting Chairman WILLIAMs. It may be received.

(The letter referred to was marked “Exhibit 1797° and is included

in the appendix on p. 12725.)

(Discussion off the record between Mr. Hancock and Mr.

Nehemkis.)

Mr. NEHEMRIS. I would like Mr. Hancock to make a statement

for the record.

Mr. HANCOCK. I think it might help to an understanding of the

whole facts in connection with the Cuyamel Fruit Co. testimony and

the interest of Mr. Zemurray of $1,000,000 in the largest single

participation in the account. I think it would help if it were under

stood that Mr. Zemurray took no profits out of that; that he

showed his good faith in the value of the securities underwritten

by him without expectation of profit. It was done on his part, as

I believe, to convince the banking firm that the security was good

and in fact had his personal guaranty of a million dollars expressed
in that form.

Mr. NEHEMRIs. Do I understand correctly, Mr. Hancock, that Mr.

Zemurray took no profit comparable to that taken by the other
bankers?

Mr. HANCOCK. He took no profit in the group; the 134 percent on

his share was divided among the remainder of the group.

Mr. NEHEMKIS. Was your statement predicated upon some docu

mentation that you have in your possession?

Mr. HANCOCK. Yes, sir; and memory, too.

ABROGATION OF MEMORANDUM OF 1926 IN 1936

Mr. NEHEMRIs. Mr. Sachs, you have previously testified 1 before

the recess that the treaty of January 5, 1926, remained operative

until February 1936.

Mr. SACHs. Yes.

1 Supra, p. 12373.
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Mr. NEHEMRIs. Now, on February 6, 1936, did not Lehman

Brothers declare the treaty of 1926 without force and effect and no

longer binding upon the signatories thereto.

r. SACHs. That is correct; they wrote us a letter.

Mr. NEHEMRIs. I show you a letter from Lehman Brothers to

Goldman, Sachs dated February 6, 1936, and ask you to tell me

whether or not that is a true and correct copy of the original in your

possession. -

Mr. SACHS. Yes; that is. It is a true copy of a copy of a letter.

Mr. NEHEMKIS. Subject to that correction.

Mr. Hancock, will you examine that letter and tell me whether you

recognize that to be a true and correct copy of an original in the

files of Lehman Brothers?

Mr. HANCQCK. This is a true and correct copy of a carbon copy
in the files of Lehman Brothers. I am sorry to i. captious; I hope

it didn’t appear so.

Mr. NEHEMKIS. I might ask what happened to the original.
Mr. SACHs. We have it.

(The letter referred to was marked “Exhibit No. 1798” and is

included in the appendix on p. 12726.)

Mr. NEHEMRIs. Mr. Hancock, was not the reason for Lehman Bros.

abrogation of the treaty the fact that Lehman Bros. regarded Gold.

man, Sachs had breached the spirit of the terms of the treaty?

Mr. HANcock. Yes, sir.

Mr. NEHEMRIs. The particular instances of the violation of the

terms of the treaty, according to Lehman Bros., were the financin

lans of Goldman, Sachs with respect to Brown Shoe Co.,R.

É. Products Corporation, and Endicott Johnson Corporation. Is

that correct?

Mr. HANCOCK. That is correct, as I recall them.

Mr. NEHEMRIs. Now, I want to read to you, Mr. Hancock, from

the letter of February 6, 1936, now in evidence [reading from “Ex.

hibit No. 1798”]:

As of October 26, 1925, and January 5, 1926, you and we agreed to memo.

randa setting forth a mutual understanding that appeared to both of us equi

table and satisfactory. Briefly and generally stated, these memoranda outlined

the arrangements as they related to both of us and our equal participation in

future financing for a list of corporations. The list embraced those corpora

tions with which our two firms had a relationship over a great many years.

We believe we have proceeded completely in accordance with these memo.

randa and their spirit. The recent instances of the financing plans for Brown

Shoe, National Dairy, and Endicott Johnson indicate clearly that you have not

felt bound by your agreement with us, in spite of the fact that no notice has

as yet been given us of the termination of the arrangement to which both firms

were parties.

In view of the situation, we see no alternative for us but to inform you that

inasmuch as the arrangement has not been controlling upon you for some time,

we cannot accept any longer any commitments inherent within our written

arrangements which we have always assumed as controlling upon us.

Mr. Hancock, just what had Goldman, Sachs proposed in these

financing plans which caused Lehman Bros. to accuse Goldman, Sachs

of having breached the arrangement?

Mr. HANCOCK. I suppose an unequal division of a new factor in

security underwriting called the management fee.

Mr. NEHEMRIs. In other words, Goldman, Sachs wanted to charge

a management fee. -
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Mr. HANCOCK. It was determined

Mr. NEHEMKIs (interposing). Also, Goldman, Sachs in a number

of issues wanted to act as sole manager.

Mr. HANCOCK. Correct.

Mr. NEHEMKIS. Goldman, Sachs wanted the real privilege of han

dling the syndicate books.

r. HANCOCK. Yes.

Mr. NEHEMKIS. And Goldman, Sachs wanted a relatively larger

underwriting for themselves. Does that summarize the casus º:
shall I say?

Mr. HANCOCK. I think so. They might not all have been perti

nent to any one case, but they were the kind of difficulties that were

arising in the situation.

Mr. NEHEMKIS. Just like sovereign powers, there is never one

specific incident, but a concatenation of events?

Mr. HANCOCK. That is right.

Mr. NEHEMKIS. Lehman Bros. was opposed to the idea of the

management fee on the grounds that there was neither principle

nor precedent for such a fee in the past relations between the two

houses?

Mr. HANCOCK. Right.

ORIGIN OF THE MANAGEMENT FEE

Mr. HENDERSON. Could I ask a question there? This is for my

own information. Do you know when the management fee first

got into the underwriting?

Mr. HANCOCK. Yes, sir; it came in with the law of 1933, the Securi

ties Act of 1933.

Mr. HENDERSON. There had been management fees charged before

that. What I am trying to get is the historical background.

Mr. HANCOCK. No, not quite; it was conceivable that there were,

but it was a different kind of situation. I would like to have counsel

state the question, and maybe I can explain it in laymen's terms.

That provision came into the law in an effort to safeguard the

rovision to prevent an underwriting firm with capital from creat

ing a dummy corporation to do the underwriting under which the

real corporation, the real firm, would be getting all the profits and

the liabilities would be put, under the Securities Act, upon the

dummy. The management fee came in as a part of that protective

device.

Mr. HENDERSON. I am talking historically. What underwriting

house first instituted it? It was before 1933 because last week or

the week before last the question of management fee came up in

connection with A. T. & T. financing, .# Morgan instituted it

somewhere in the twenties, 1928, wasn’t it? I am wondering, to

the best of your knowledge, if it antedated that. Do you recall?

Mr. HANCOCK. I have no doubt there were cases, but it wasn't a

general practice.

Mr. NEHEMRIs. In those days, Mr. Hancock, there used to be

something that was called by the business “over-writing fee” that

occasionally made itself known.

Mr. HANCOCK. Yes.
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Mr. NEHEMRIs. But it would perhaps be correct to say that the

term as we now use it, “management fee,” is perhaps more clearly

associated with contemporaneous financing than with financings that

took place in an earlier period, and that is largely due to the change

in the nature of syndication which has arisen as a result of the

1933 act.

Mr. HANcock. That is right. . .

(Senator King assumed the Chair.) - -

Mr. NEHEMRIs. It was Goldman, Sachs’ position, was it not, Mr.
Sachs, that in essence, since the Goldman, Sachs accounts were at that

time the only ones which were very active, your firm had the right to

charge a management fee for itself and not share this with Lehman

Bros. ?

Mr. SACHs. Well, our theory of charging a management fee, was

just this, that under the Securities Act the nature of doing busines

was changed, the amount of preliminary work that had to be done in

connection with being helpful in the preparation of registration,

statements, and these long prospectuses and what not, was such that

that required a special amount of work that under ordinary instances

it was simpler and more effective for one house to do, and therefore

we felt that if that work was done it ought to be compensated. My

recollection is quite clear that that question of management fee

and this question of compensation because of the Securities Act came

up first in the instance with Brown Shoe Co. financing that you men

tioned, and that was in 1935, and if I might answer Mr. Henderson's

question, according to my best recollection the whole question of the

management fee had become alive and active just prior to 1935, back

in 1934, perhaps early in 1934, I don’t remember exactly.

Mr. NEHEMRIs. Mr. Sachs, I should like to show you five letters

which I ask you to examine and identify and tell me whether they are

true and correct copies of originals. I don’t intend to examine you

on the contents of those letters, Mr. Sachs, but I want to offer them

for the record.

Mr. SACHs. Yes, sir: I recognize them.

Mr. NEHEMRIs. Mr. Chairman, I ask that these letters be admitted

in evidence and that they be spread on the records of the committee.

Acting Chairman KING. What is the object?

Mr. NEHEMRIs. The relevancy of the letters? They show various

discussions that were taking place on the questions that I have put

to the witnesses and are the foundation for subsequent testimony that
I will elicit and tie up at a later time.

Acting Chairman KING. I suppose they are offered for the p

of showing the character of business conducted, and the conclusions

to be drawn therefrom would be for the committee.

Mr. NEHEMRIs. Correct, sir.

Acting Chairman KING. And you are making no contention that

these transactions to which you refer are violations of the Sherman
antitrust law or Securities Act? -

Mr. NEHEMRIs. Mr. Chairman, you know me better than that I

never make allegations of that sort.

Acting Chairman KING.. I just wanted to probe a little and ascer.

tain what the relevancy of this testimony was. Of course, as a mere

fishing expedition it is unimportant, but if it has some relation to the
transaction—
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Mr. NEHEMRIs (interposing). You have my word for it that the

evidence will be tied up before this hearing is concluded.

Acting Chairman KING. Proceed. The letters may be received.

*ś. referred to were marked “Exhibit Nos. 1799 to 1803,”

and are included in the appendix on pp. .)

Mr. NEHEMRIs. Mr. Sachs, turning to the financing of Endicott

Johnson Corporation, did you not proceed and form a syndicate

without Lehman Bros. after they had declined to participate in the

underwriting?

Mr. SACHS. That is correct.

Mr. NEHEMRIs. I show you a letter from H. S. Bowers to Mr. George

W. Johnson, dated January 31, 1936. Will you tell me whether this

is a true and correct copy of an original in your possession?

Mr. SACHS. We have the copy of this letter in our possession; yes.

This is a photostat of the copy of the letter that was sent.

Mr. NEHEMKIS. I should like to read the first sentence of the second

paragraph of this letter [reading from “Exhibit No. 1804”]:

It is the custom for the house leading such a business privately to sound out

by word of mouth important possible underwriters well ahead of the actual sign

ing of the contract.

By “contract” was meant here, I take, the contract between the

underwriters and the company?

Mr. SACHS. Yes.

ATTITUDE TOWARD MORGAN STANLEY & CO.

Mr. NEHEMRIs. Now, I continue with that letter:

We therefore approached Morgan, Stanley & Co.—this is the investment security

end of J. P. Morgan & Co. . . .

Acting Chairman KING. What is the date of that?

Mr. NEHEMKIS. January 31, 1938. I offer the letter in evidence.

(The letter referred to was marked “Exhibit No. 1804” and is

included in the appendix on p. 12729.)

Mr. NEHEMRIs. I should say that Mr. Bowers, in accordance with

the previous testimony before this committee, was not alone in that

understanding.

Mr. SACHs. I would not, if I may be permitted to say so, take that

remark, which was in a conversational letter, too seriously. I don't

think Mr. Bowers would write that today. Morgan Stanley had been

formed, it was the same name, and in writing to Mr. Johnson in a ve

informal manner he may have made that remark, and I feel confident

he wouldn't say that today.

Mr. HENDERSON. Does that mean you would not say it?

Mr. SACHS. I don’t believe it, and I don’t believe Mr. Bowers be

lieves it.

Mr. HENDERSON. You don’t believe Morgan Stanley is the invest

ment end of the Morgan business? -

Mr. SACHS. No, sir; I do not.

Mr. HENDERSON. How about you, Mr. Hancock? Do you want to

be heard?

Mr. HANCOCK. I have no desire to be heard.

Acting Chairman KING. They can hardly be called upon as char

acter witnesses as to which is the better of the members of that firm

or any other firm.
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Mr. HENDERSON. No; but, Mr. Chairman, last week, or the week

before, the evidence at this hearing showed that at one time there

were certain partners and certain capital in the firm of J. P. Morgan

& Co. Following the formation of Morgan Stanley & Co., what

seemed to have happened was a division between partners and

capital, and running throughout the various items of evidence that

the part of people in the same business that Morgan Stanley & Co.

is—perhaps not in a legal, contractual relationship—the investment

end of the Morgan business.

Mr. SACHs. I think the “Street” felt at the time, and feels today,

that certain individuals decided to go into the investment banking

business, certain individuals who had been connected with J. P. Mor.

gan, rather than to remain with them, but that the two things were

entirely separated. It followed perfectly naturally that some of these

. had certain personal contacts and were able to build up a

business for Morgan Stanley & Co. as members of that organization,

Acting Chairman KING. My observation was directed to the ques.

tion of whether this committee should determine or ask you to pas

upon the qualifications or the moral turpitude of one firm or another

Mr. SACHs. I have no definite—

nºting Chairman KING (interposing). It wasn't our business toū)

that.

Mr. HENDERSON. I wasn't asking a moral question. Mr. Sachs and

Mr. Hancock are still in the same business of people similarly situated

and partners in other great houses have chosen in their private and

public expressions to indicate that, and I was just giving them an op

portunity to comment if they wanted to. It is evident Mr. Hancock

doesn’t want to.

Mr. HANCOCK. I don’t want to be dragged into the conversation. I

didn’t write the letter.

Mr. SACHs. The point I want to make, Mr. Chairman, is this remark

in this letter written many years ago was a conversational letter and

was not considered a particularly important or well-thought-out re.

mark, nor was it intended to be a statement of fact.

Mr. NEHEMRIs. I think we will assume all of this, Mr. Sachs, and

had Mr. Bowers known that in 1939 this letter was to be used for this

purpose he wouldn't have written it.

I want to show you a letter dated February 7, 1936, from Goldman,

Sachs & Co., to Messrs. Lehman Bros., in reply to the notice of termina.

tion of the treaty. Would you be good enough to examine this and

identify it for me so I may offer it in evidence?

Mr. SACHs. Mr. Nehemkis, may I make one observation in regard

to a letter that was put into the record a little while ago? There was

a letter" put into the record which I wrote to our manager in St. Louis

regarding the Brown Shoe Co. business, in which I said Mr. Horton,

who was associated with us, was spending a day or a day and a half

in St. Louis. I didn't want to create the impression that that was all

the work that was involved in connection with the preparation of

registration statements, and so forth, and therefore the earning of the

management fee. There was a great deal more than the spending of a

day or two in a foreign city.

1 “Exhibit No. 1801.”
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Mr. NEHEMRIs. Having once had the pleasure of being an associate

of Mr. Horton, I know that is impossible.

Mr. SACHs (examining letter). Yes; this is correct.

Mr. NEHEMRIs. Mr. Chairman, may I offer in evidence the letter

identified by the witness?

Acting Chairman KING. You want it printed in the record?

Mr. NEHEMRIs. Yes, sir.

Acting Chairman KING. It may be received.

(The letter referred to was marked “Exhibit No. 1805” and is in

cluded in the appendix on p. 12730.)

RELATIONS AFTER THE ABROGATION IN 1936

Mr. NEHEMKIs. Mr. Sachs, did not some of the companies covered

by the agreement in 1926 issue securities after the agreement had been

abrogated in 1936?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. For example, there were security flotations by Conti

nental Can Co. in 1936 and 1937.

Mr. SACHs. That is correct.

Mr. NEHEMRIs. And by the B. F. Goodrich Co. in 1936.

Mr. SACHS. That is correct.

Mr. NEHEMRIs. And by Sears, Roebuck & Co. in 1937.

Mr. SACHs. Yes, sir. -

Mr. NEHEMRIs. By Cluett, Peabody in 1937.

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. By General Foods Corporation in 1937.

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. And by R. H. Macy in 1937 ?

Mr. SACHs. Well, I can’t

Mr. NEHEMRIs (interposing). Mr. Hancock?

Mr. HANCOCK. That is correct.

Mr. NEHEMKIS. Did not Goldman, Sachs manage the issues of Con

tinental Can?

Mr. SACHs. They did.

Mr. NEHEMRIs. Goodrich?

Mr. SACHs. Yes, sir.

Mr. NEHEMKIS. Sears, Roebuck?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. And Cluett, Peabody?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. Did not Lehman Bros. manage the issue of R. H.

Macy & Co.?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. May I summarize, subject to your correction, the

situation with regard to the financing of Continental Can Co.?

In the five pieces of financing involving common and preferred stock

between 1912 and 1936, Goldman, Sachs and Lehman Bros. shared

equally in the leadership and in the public offerings. In May of

1936 Continental Can Co. offered $10,000,000 of common stock to

its stockholders and the offering was underwritten by a syndicate

headed by Goldman, Sachs & Co., Goldman, Sachs were managers

of this issue, but Lehman Bros. did not have a position as co-man

agers, is that substantially correct, sir?
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Mr. SACHs. You made the statement there was an equal participa.

tion in five pieces of business. I don’t think that is correct. There

was an equal participation in probably the first three, and then sub

sequently we managed the business and received a management fee.

Mr. NEHEMR1s. On the last two pieces of business?

Mr. SACHs. On the latter two, according to my recollection.

Mr. NEHEMRIs. Mr. Hancock, when Continental Can Corporation

issued 20,000,000 of cumulative preferred stock in 1937, did not Leh

man Bros. refuse to accept the participation offered by Goldman,

Sachs?

Mr. HANCOCK. Yes, sir.
-

Mr. NEHEMKIS. This was because Lehman Bros. had not been

offered co-managership and a participation equal to that taken by

Goldman, Sachs?

Mr. HANcock. Correct, largely that. I wouldn't say that tells the

whole story.

Mr. NEHEMRIs. So that for the first time in a quarter of a century

of close personal relationship with this company, Lehman Bros.

was no longer able to participate in its financing. That is a simple

statement.

Mr. HANCOCK. No, your last two or three words—“was no longer

able to.” We did not participate, I agree. I don't want to get in an

argument about the wording.

Mr. NEHEMRIs. I will correct that: so that for the first time in a

quarter of a century Lehman Bros. did not participate in that

financing.

Mr. HANCOCK. Correct, so far as I know.

Mr. NEHEMRIs. Mr. Hancock, I show you three letters dated Sep.

tember 20, 1937, September 29, 1937, and October 4, 1937, corre.

spondence between yourself and Mr. Huffman, and Mr. Philip Leh.

man and Mr. Huffman. Will you be good enough to examine these

letters and tell me whether they are true and correct copies of origin.

als in your possession?

THE NATIONAL SCOPE OF INVESTMENT BANKING

Acting Chairman KING, While the witness is examining those pro

posed exhibits, I would like to ask Mr. Sachs a question, whether by

and large during the past quarter of a century there have been differ.

ent houses or corporations or partnerships or organizations to whom

persons seeking capital have gone, in Chicago, New York, San Fran.

cisco, or other important industrial or financial sections, for the sale

of their securities or for the obtaining of capital with which to

expand their business activities or to launch new activities?

Mr. SAGHs..Qertainly; many. I might point out that although (I
am sure Mr. Hancock would agree) both Goldman, Sachs & Co. and

Lehman Brothers were important banking houses and are important

banking houses of large capital, nevertheless their combined capital

was only a small part of the underwriting capital available in the

country, not only in New York City but in Chicago and Boston and

some other centers. Does that answer your question?

Acting Chairman KING. I think so. And if they accepted as a

client a man whº was trying to obtain finances to launch a mining
company in Utah or Nevada or in the West, or a manufacturing
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company in St. Louis, they would then have to unload—I don't use

that term opprobriously—but they would have to find markets for the

securities in various parts of the United States. -

Mr. SACHs. They would have to go to—or would go to—some in

vestment banking house whom they knew as people of standing and

who were accustomed to make original issues of securities. They were

perfectly free, of course, to go to any one of a number of people.

Acting Chairman KING. Those investment houses, whether Lehman

or Goldman, Sachs, would open up channels through which they

might dispose of securities to various persons throughout the United

States who had money to invest in securities or reputable organi

zations.

Mr. SACHs. Yes, sir; we were essentially merchants of securities;

in other words, according to the nature of the particular security that

we underwrite, we have the channels, which may be partly through

private investors, partly through what are known as investment deal

ers throughout the country, institutional buyers—we have the chan.

nels through whom we can market these securities we originate.

Acting Chairman KING. I have in mind the fact that years ago,

when I was a lawyer, I represented an organization that wanted funds

with which to develop a property. Funds were not available in the

immediate vicinity, and representatives of the corporation came East

because it was believed there were in New York or Chicago banking

or investment companies who would, through the channels that were

open to them, find markets for those securities. Now, has that been

the custom for many years for organizations, new organizations, or

those which have been in existence for some time and desired to expand

their business, to approach these various business houses and banking

houses and investment companies for the purpose of obtaining capital

with which to prosecute their activities?

Mr. SACIIs. Yes, sir; I just believe that in any country there must

of necessity be money centers; one, or two, or perhaps three. That is

true all over the world; it is the natural place where these investment

bankers make their headquarters. If they are to do national busi

ness—and we know it to be a fact that while very small pieces of

financing may be done locally in some smaller cities, pieces of financ

ing that are of national size, of national importance—they naturally

drift to the money centers like Chicago and New York, and that is

where the investment banker establishes his main office.

Acting Chairman KING. Have you discovered in your business

activities that from various parts of the United States, from the

Pacific to the Atlantic, from the Canadian border to the Gulf, per

sons who would have some surplus funds in remote parts of the United

States would send those funds or make them available to the banking

and investment houses in Chicago or Denver—I remember in Denver

we had an investment company, Rollins & Co., that took many of our

securities from Utah—hoping or expecting to obtain from those invest

ment and banking houses funds with which to prosecute their busi

ness and find the market for the surplus funds which they who had

them desired ?

Mr. SACHs. Except the business is done, perhaps, just a little dif

ferently. The funds that are available for investment in Denver or

Kansas City or Sioux City, or wherever it may be, are made avail

able through the local investment dealer, and the New York or the

124491–40—pt. 24—6
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Chicago house forms these large selling groups. We sometimes have

as many as three or four, perhaps five or six or seven hundred dealers

who become members of this selling group and who then sell to their

individual customers in their particular territory.

Acting Chairman KING. All parts of the United States?

Mr. SACHs. Yes, sir.

Mr. HENDERSON. I think the last two big issues in the S. E. C. have

had anywhere from 60 to 100 different distributors. The last one had

upwards of 90, if I recall.

Acting Chairman KING. The point I am trying to make is that—

Mr. SACHs. May I just reply to that? Are you referring, Mr. Hen

derson, to underwriters?

Mr. HENDERSON. Yes.

Mr. SACHS. I was speaking of underwriters, but underneath that

this selling group which is a very much larger group ordinarily.

Mr. HENDERSON. Yes.

Acting Chairman KING. Proceed.

UNDERWRITING GROUP FOR CONTINENTAL CAN CO. FINANCING

Mr. NEHEMRIs. These documents identified by Mr. Hancock are

offered.

(The documents referred to were marked “Exhibit Nos. 1806 to

1808” and are included in the appendix on pp. 12730–12732.)

Mr. NEHEMRIs, Mr. Sachs, at the time of the offering of Continen

tal Can’s Securities to which reference has been made, in 1936 and

§Č. not your partner, Mr. Weinberg, a director of Continental

a.I] UO. :

Mr. SACHs. Yes; he was.

Mr. NEHEMKIS. Among other things Mr. Weinberg was a director

of the company by virtue of Goldman, Sachs' long public sponsorship

of the issues of that company, was he not?

Mr. SACHS. Yes.

Mr. NEHEMKIs. Now when Mr. Weinberg became a director of Con.

tinental Can Co. it was presumably intended that he would take an

active interest in the affairs of that company?

Mr. SACHs. Yes, sir.

Mr. NEHEMKIS. And that his interest would attach to all matters of

corporate policy and not merely to matters of prospective financing?
Mr. SACHS. Yes.

Mr. NEHEMKIS. Now shortly before the time this issue was offered

do you recall, Mr. Sachs, whether or not Goldman Sachs & Co. was

interested in the possible financing by Jones & Laughlin Steel Cor.

poration of an offering which was managed subsequently by the
Mellon Securities Corporation?

Mr. SACHS. We were associate underwriters; we were offered a par

ticipation as an associate underwriter in that business; yes.

Mr. NEHEMKIS. Mr. Sachs, is it not a fact that Mr. Weinberg used

his position as a director of Continental Can Co. to bring pressure on

Jones & Laughlin to have Goldman, Sachs included in that financing

Mr. SACHS. He may very likely have said to Carle Conway, “You

know the Jones & Laughlin people, and we will see whether we

can't have a participation in that attractive business.” I don’t recall

the exact circumstances, but that may have very likely occurred.
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Mr. NEHEMRIs. Mr. Chairman, I should like to offer in evidence a

letter from Mr. C. L. Austin, Vice President of the Mellon Securities

Corporation, Pittsburgh, Pa., and then when you have admitted it, if

you will, may I read from it?

Acting CHAIRMAN KING. Who is Austin'

Mr. NEHEMRIs. Vice President of the Mellon Securities Co.

Acting Chairman KING. It may be received.

(The document referred to was marked “Exhibit No. 1809” and is

included in the appendix on p. 12733.)

Mr. NEHEMKIS. I now read to you, Mr. Sachs, from a diary entry

made by Mr. C. L. Austin, dated January 11, 1936.

Mr. SACHS. Who is Mr. Austin'

Mr. NEHEMRIs. Vice President of the Mellon Securities Corporation.

He used to be with E. B. Smith.

Mr. SACHS. I know him personally.

Mr. NEHEMRIs [reading from “Exhibit No. 1809”]:

Mr. Hackett spoke to me yesterday about pressure being exerted on them on

, the part of Continental Can on the inclusion of Goldman, Sachs & Co. Gold

man, Sachs & Co. has a director on the Board of Continental Can. Continental

Can, of course, is an important customer of Jones and Laughlin.

Now was not Goldman, Sachs included in the Jones & Laughlin

1936 offering of $30,000,000 414s of ’61?

Mr. SACHs. Yes, sir.

FINANCING BY GENERAL FOODS CORPORATION, 1938

Mr. NEHEMRIs. On May 4, of 1938, did not General Foods Corpora

tion issue $15,150,000, $4.50 cumulative preferred stock?

Mr. SACHs. That is correct.

Mr. NEHEMRIs. During the latter part of 1937 did not Goldman,

Sachs discuss possible financing with Mr. C. M. Chester, chairman of

the board? Do you recall that?

Mr. SACHs. Yes.

Mr. NEHEMKIS. And had you not requested the managership for

the proposed offering?

Mr. SACHS. Oh, yes.

Mr. NEHEMKIs. Mr. Hancock, is it not a fact that Lehman Bros.

also wanted the position of co-managership !

Mr. HANCOCK. Yes, sir.

Mr. NEHEMKIS. I show you a letter from Mr. Robert Lehman to

Mr. C. M. Chester dated December 22, 1937. Be good enough to

examine this and tell me whether this is a true and correct copy of

an original in your possession?

Mr. HANCOCK. It is.

Mr. NEHEMKIS. This is a letter" from Mr. Robert Lehman, whose

place Mr. Hancock is taking this afternoon, to Mr. C. M. Chester:

Dear Clare: I want to tell you that I deeply appreciate the very fair way

in which you handled the matter we discussed today. As I told you, I feel

that the suggestion which you made is thoroughly satisfactory to me and my

firm.

1 Included in the appendix, p. 13014.



12390 CONCENTRATION OF ECONOMIC POWER

In order that there may be no misunderstanding as to what should be con

sidered “an equal basis,” I am giving you the following notes which cover the

more important points so that you may have them before you.

Your suggestion that G. S. & Co. should handle the business in their office

is entirely satisfactory to me, although, of course, I consider that that is a real

privilege.

And now Mr. Lehman lists the points as follows:

1. Both firms to share equally in the profits and to take the same commit

ment. Any step-up to be shared equally by both firms.

2. Both firms to be syndicate managers and both signatures to appear on all

syndicate and selling group letters and letters of confirmation.

3. Both names to appear on the same line in all newspaper advertising and

any syndicate, selling groups and other letters. Both names to be included on

a parity basis in newspaper publicity as jointly heading the business.

4. Syndicate and selling groups to be formed jointly as to who should be

included therein.

Now on or about January 27, 1938, Mr. Hancock, did not the

board of directors of General Foods Corporation offer to create a

joint managership for the proposed security issue?

Mr. HANCOCK. I understood so.

Mr. NEHEMRIs. Mr. Sachs, was not this decision transmitted to

Goldman, Sachs and to Lehman Bros. on or about February 1, 1938?

Mr. SACHS. I so understood.

Mr. NEHEMRIs. Do you understand, Mr. Sachs, that you, too, re

ceived such a proposal?

Mr. SACHs. Yes, sir."

Mr. NEHEMRIs. Now, the board of directors, Mr. Hancock, of

General Foods had decided that Goldman, Sachs and Lehman Bros

were to be joint managers, but that either firm might do the actual

Work without, however, getting a management fee, and furthermore

that if neither firm accepted this offer, “then neither of said firms

shall be selected as syndicate manager or as joint syndicate man

ager.” Do you recall that?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. Now, both firms refused this proposal, did they

not, Mr. Sachs?

Mr. SACHs. Well, in the first instance, I think.

Mr. NEHEMRIs. Mr. Hancock, your firm refused that?

Mr. HANCOCK. I don’t recall that.

Mr. NEHEMRIs. Suppose you consult with Mr. Gibbs.

Mr. HANCOCK. What was the date on that last one?

Mr. NEHEMRIs. That was February 1, 1938.

Mr. HANCOCK. I will have to verify; my recollection is not clear:

Mr. NEHEMKIS. Well, we will put it in later. When the issue was

finally offered on May 4, 1938, Goldman, Sachs and Lehman Bros.

were joint managers with equal participations, were they not?
Mr. SACHs. That is correct.

Mr. NEHEMRIs [to Mr. Hancock]. Is that your understanding, sir!
Mr. HANCOCK. Yes. -

Mr. NEHEMRIs. Mr. Sachs, may I now call your attention to cer.

tain letters written by Mr. Weinberg to Mr. Chester, chairman of the

board of General Foods Corporation, on February 11, 1938. My

* See, letters, February 1, 1938, C. M. Chester to Robert Lehman dmanSachs & Co., appendix. p. 12390 e and to Gol -

* Mr. Hancock, under date of February 16, 1940, submitted addithis point. See appendix, p. 13009, paragraph numbered 6. tional information on
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associate will show you these two letters. Be good enough, please,

to examine them and tell me whether you recognize them as true and

correct copies of original letters in your possession and custody? I

believe the legend there carries your firm’s name.

Mr. SACHs. Yes; that is correct.

Mr. NEHEMRIs. May I have them, please. These two letters, Mr

Chairman, may it please the committee, are offered in evidence.

Acting Chairman KING. You desire them inserted in the record?

Mr. NEHEMRIs. If you will; sir.

(The letters referred to were marked “Exhibits Nos. 1810 and

1811” and are included in the appendix on Pºi 12733–12734.)

Mr. NEHEMKIS. I want to read, if I may, Mr. Sachs, a paragraph

from one of these letters from Mr. Sidney J. Weinberg, your partner,

to Mr. Chester [Reading from “Exhibit §. 1810”]:

First, the resolution contemplates that the transaction should be handled by

two firms jointly, and this I believe to be fundamentally unsound and ineffi

cient. Under present day conditions, an offering of this kind covers a wide

field. There is the negotiation with the company and the determination of the

characteristics of the security. There is the registration with the S. E. C., a

complex matter. Also, there is the problem of syndication, which calls for

expert handling. Experience confirms that this is done best if responsibility

and the making of decisions are centered in one firm. The company should be

called upon to deal with only one firm in the negotiations; one firm should

make the primary and detailed investigation and supervise the preparation of

the registration statement and the handling of it with the S. E. C., and one

firm can best deal with the intricacies of syndication. The centralization of

responsibility is desirable and productive of the best results. If inefficiency

and delay, and all the other evils of divided authority and responsibility are to

be avoided, joint management must develop into formalism, with one party

the real manager; and for many reasons that usually is undesirable.

Now at the time of this financing, Mr. Sachs, was not Mr. Wein

berg, a director of General Foods Corporation?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. As a director was he not under a duty to see that

the General Foods Corporation made the best possible arrangements

with respect to financing?

Mr. SACHs. Yes, sir.

Mr. NEHEMRIs. Now, despite the low opinion held by Mr. Wein

berg of joint managerships, Goldman, Sachs accepted a joint man

agership, did it not?

Mr. SACHS. Yes.

Mr. NEHEMRIs. Therefore did not Goldman, Sachs consent to a

method of security flotation which Mr. Weinberg was on record as

not being in the best interests of the General Foods Corporation?

Mr. SACHs. Well, my answer to that is perfectly simple, Mr.

Nehemkis.

Mr. NEHEMRIs. I will take it any way you want to give it to me,

Mr. Sachs.

Mr. SACHs. Mr. Weinberg believed then, and he still believes

today, I am sure, as I certainly believe, that the statements made as

to efficiency of management are best handled by one firm. In other

words, that was our theory then; that is our theory today. In spite

of that, in life, as in business, compromises have to be made; General

Foods Company apparently didn't—or the officials of the General

Foods Co. didn't—agree with that theory. They insisted that the

matter be handled in the other way, and it was just a question, there
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fore, of trying to make some division of the work and dividing the

fee, and we sometimes do things, even if we don’t think they are the

best way of doing it, even if there is no alternative, and that was

the basis of our whole theory of why we believed the management

fee should not be divided and should go to one house.

Now we had to in this instance, on the insistence of the General

Foods officials, make that compromise.

Acting Chairman KING. Let me ask a question there, for my own

information. Where an investment or banking company underwrites

or floats a considerable number of issues, there must come a time,

it would seem to me, if they did not have cooperation with or collabora

tion with other investment or banking houses, they might have ob

ligations which might be a little too great for them and therefore

they would seek cooperation or collaboration of organization with

some other investment or banking house?

Mr. SACHs. You mean obligations in underwriting?

Acting Chairman KING. In underwriting.

Mr. SACHs. Well, we always are seeking associates in the under.

writing; what I was referring to was the actual work undertaken

in "...# an issue for the market. Now, all of us maintain large

and expensive organizations for conducting just that work. Unfor

tunately in the last few years those organizations haven’t had as

much to do as we would like them to have to do; we have, never

theless, had to maintain them at great expense to ourselves. I think

that is true of most investment-banking houses in recent years.

Acting Chairman KING. It has organizations to prepare the neces.

sary papers to present to the S. E. C.?

Mr. SACHs. Yes; and prepare the whole issue—the registration, the

prospectuses, the working with lawyers, the preparation of trust in

dentures, and all the many things that have to be done to prepare

an issue for the market. As I say, I can only hope that the day

will come, Senator, where we will find ourselves short-handed; that

there would be too many burdens of that sort, but I think we would

be very quick then—of course quite seriously—to increase our organi.
zation in order to handle it.

Acting Chairman KING... But it isn't an uncommon thing—indeed.

experience has justified it, has it not—the cooperation of two or three

or four investment or banking houses to handle very large issues of

corporate securities?

Mr. SACHS. In the way of finding underwriting associates to spread

the financial responsibility, and that, of course, was true in all these

instances. In all these instances in which we said that we thought

the management fee should be given to one house we were ready to

associate with ourselves other underwriters, and certainly Messrs

Lehman Brothers had equal underwriting participations with our

own. I mean there was no question about that, and that is quite a

different thing from the actual working of managing and preparing
the issue for sale. -

Acting Chairman KING. I didn't refer to the managing and pre:

paring of the issue for sale, but generally the distribution of the

securities throughout the United States, or wherever there was a

field in which they would absorb those issues.
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Mr. SACHS. Certainly; because any conservative house would nat

urally limit the amount of its underwriting obligation at any one

time in accordance with its own capital.

Dr. LUBIN. May I ask a question? This has a little different bear

ing but I might for my own enlightenment ask this question: Has it

always been customary in the industry for one house to compete one

against the other for the right to have its name on the first line?

Mr. SACHs. Well, it is the recognized custom that the leader in the

business appears either on the first line alone or on the left side of the

first line. That is more or less traditional. I can recall, however, if

I may just add, that curiously enough back in 1906 and 1907, when

we first did this business, it was the leading house who had its name

on the right-hand side on the first line, but that custom changed in

subsequent years.

Dr. LUBIN. Evidently the movie stars have good precedent for

competing one against the other for their names in the footlights.

Mr. NEHEMRIs. In the case of the General Foods Corporation, Mr.

Sachs, being a director of the corporation and at the same time a

partner in an underwriting firm might have resulted in conflicts of

interest, as we have been speaking earlier?

Mr. SACHs. Well, I can't follow you.

Mr. NEHEMRIs. But if there had been any conflict of interest in this

situation it would appear, would it not, that Mr. Weinberg resolved

them in favor of Goldman, Sachs & Co.'

Mr. SACHs. No; I think the facts show that he was of necessity

negotiating at arm’s length with General Foods Co. and General

Foods Co.'s decision prevailed in the matter. He may have thought

that the other course was the wiser course, but they made the

decision.

Mr. HENDERSON. Mr. Hancock, may I ask you a question? In this

articular piece of financing, did your house ever consider the possi

§ of competing on terms for business and getting it for yourself?

Mr. HANCOCK. You mean and breaking the partnership agreement,

so-called partnership agreement, or treaties referred to ? Not as far

as I know; not during the life of the agreement.

Mr. HENDERSON. Did you try in this particular case to get the

exclusive managership?

Mr. HANCOCK. So far as I know we did not; never intimated it, so

far as I know.

Mr. HENDERSON. In other words, you suggested if you couldn't get

it on a proper basis you would withdraw Ż

Mr. HANCOCK. I don’t know; that question never arose in that

form in the case of General Foods; as far as I recall it did not. It

did arise in other cases.

FINANCING BY NATIONAL DAIRY PRODUCTS CORP., 1936

Mr. NEHEMRIs. Which we will come to in a moment.

Mr. Hancock, on or about April 10, 1936, do you recall whether

National Dairy Products Corporation floated $63,000,000 of deben

tures?

Mr. HANCOCK. Yes, sir; it did.
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Mr. NEHEMRIs. Was not Goldman, Sachs the manager of this offer.

ing, Mr. Sachs?

Mr. SACH. Yes.

Mr. NEHEMKIS. Lehman Brothers was not given the joint man.

agership or a position equal to that of Goldman, Sachs?

Mr. SACHs. They did not participate in the management fee, that

is correct."

Mr. NEHEMRIs. And this was true despite the fact that Lehman

Brothers had been associated along with Goldman, Sachs as the com

pany's bankers for over a decade?

Mr. SACHs. Yes; I suppose about 10 years.

Mr. NEHEMRIs. As a matter of fact the two firms were the original

bankers responsible for the organization of the company?

Mr. SACHs. Yes.

Mr. NEHEMRIs. Now prior to this offering had not Mr. Lehman

been a director of the National Dairy Products Corporation, Mr.

Hancock?

Mr. HANcock. Yes, sir; he had been a director.

* NEHEMRIs. Did he not resign as a director in February of

1936%

Mr. HANCOCK. I know he resigned; I am ready to accept that date;

I have forgotten about the time.

Mr. NEHEMRIs. This was some 3 months prior to the public offer.

ing of the company's securities, I believe?

Mr. HANCOCK. I think there was delay on the issue for some rea

sons I have now forgotten.”

Mr. NEHEMKIs. Now was not the motivating reason for Mr. Leh

man's resignation from the board of directors the fact that he be

lieved that Goldman, Sachs had violated the agreement of January

5, 1926%

Mr. HANCOCK. That was one of the reasons stated, yes, sir.

Mr. NEHEMRIs, I show you two letters dated respectively February

18, 1936, and February 21, 1936, which purport to come from the

files of Lehman Brothers. Will you be good enough to examine

them and tell me whether you recognize them as true copies?

Mr. HANCOCK. That is correct.

Mr. NEHEMRIs. Mr. Chairman, I ask that these be admitted into

evidence and spread on the records of the committee.

(The letters referred to were marked “Exhibits No. 1812 and 1813”

and are included in the appendix on pp.12735 and 12736.)

Mr. NEHEMRIs. I now read you, Mr. Hancock, from a letter dated

February 18, 1936, by Mr. Robert Lehman to Mr. Thomas H. Mc

Innerney, president of the National Dairy Products Corporation

(reading from “Exhibit No. 1812”):

About January 9, 1936, Goldman Sachs & Co. advised us that they had

arranged with National Dairy Products Corporation that they should receive

an overwriting fee—

intºº,ºft
§ºº'º','!'};º;.# the

"#"ºrthur H. Dean, of Sullivan & Cromwell, counsel to Mr. Hancock in that

lº.in the offering. - ~ ere was no delay
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That is another expression for management fee, is it not?

Mr. HANCOCK. That is right.

Mr. NEHEMRIs (reading further):

of 93% (about $240,000.) upon the proposed financing, and that we would

receive no share in such overwriting fee, but that we would be permitted to

participate in the underwriting upon identically the same basis as other invest

ment bankers would be offered participations (except that our name would

appear with theirs on the top line of any prospectus and that we would be joint

syndicate managers with them). We protested to them that this proposal not

only was a clear violation of a written agreement dated January 5, 1926, which

existed between Goldman Sachs & Co. and ourselves, but wholly apart from

that was an unwarranted attempt to deprive us of the position which we had

had over many years as one of the two bankers of the Corporation on a parity

with Goldman Sachs & Co.

The agreement provided generally for equal participation, but there was an

exception as to National Dairy, in which case my firm was entitled to an

interest smaller in amount than Goldman Sachs & Co.'s interest but on the

identical basis. In discussing the agreement with Mr. Weinberg on September

13, 1935, Mr. Hancock was told that “the interests will be equal” in any

National Dairy financing (though it must be pointed out that this discussion

was not embodied in a modification of the agreement, as a general modification

was under discussion).

I continue:

We believe that your Corporation will not wish to take the position that the

sole question involved is a dispute between Goldman Sachs & Co. and ourselves

and a violation by them of their agreement with us, to which National Dairy

Products Corporation is not a party.

Now, was not the motivating reason for Mr. Lehman’s resignation

from the board of directors the fact that he believed that Goldman,

Sachs had violated the agreement of January 5, 1926?

Mr. HANCOCK. Yes, sir.

FINANCING BY CLUETT, PEABODY & Co., 1937

Mr. NEHEMRIs. Mr. Hancock, did not a similar situation arise in

connection with the proposed financing of $2,500,000 of common stock

in 1937 by Cluett, Peabody & Company ? In that case, you recall,

Goldman, Sachs won the sole managership.

Mr. HANCOCK. Slightly different set of facts, slightly different

conditions, but essentially the same main problem.

Mr. NEHEMRIs. In view of the fact that Lehman Brothers had,

along with Goldman, Sachs been instrumental in organizing the com

pany, your firm felt that such treatment wasn’t justified?

Mr. Hancock, will you examine a letter which is now shown you

from Mr. R. O. Kennedy to Sanford L. Cluett, dated May 19, 1937,

#. ſell me whether you recognize that as having come from your

eS :

Mr. HANCOCK. Yes, I do; it has some of my own handwriting on

the margin.

Mr. NEHEMRIs. I am going to ask you to hold that for a moment

because I would like you to explain those notations. First, if I may,

Mr. Chairman, I would like to read the letter to the committee. This

is a letter, you recall, from Mr. R. O. Kennedy. Who is Mr. Ken

nedy, by the way?

Mr. HANCOCK. Vice President of Cluett, Peabody.

hiM; NEHEMRIs. Who is Mr. Sanford L. Cluett? Will you identify
lm 4
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Mr. HANcock. He was a director—I am not sure he was an office

at that time—of Cluett, Peabody Company.

Acting Chairman KING. That is addressed to whom?

Mr. NEHEMR1s. The letter is from Mr. Kennedy to Mr. Sanfor

Cluett and is dated May 19, 1937."

Thank you a lot for telling me about Mr. G. A. Cluett's letter. I can undº
stand exactly Mr. Cluett's reaction. I feel sure that he does not understall

the situation, just as we did not in the very beginning.

What did hurt me about his letter, though, was the implication that some

thing is being done that would mar the long record of fair and honorº
dealings. As you know, the Board faced a situation that was not only embar

rassing, but most upsetting. Naturally our inclination was to have both ºf

these houses work together as they always have. We have always felt wº

close to each one, and particularly so to the representatives on Our Board

But there has grown up between the two houses an antagonism that we simply

could not break through. As you know, I had dinner twice with Mr. Hancº

and met with Sidney—

Mr. Sidney Weinberg’

Mr. SACHs. That is right.

Mr. NEHEMRIs (reading further):

two or three times. We told them how we felt, what we wanted, but wejº

could not get it. Goldman, Sachs just would not work with Lehman Brºthº

for reasons which to them seemed sound, although to an outsider may sºul

just a little childish, and Mr. Weinberg admitted that they might be so.

The feeling is so intense, however, that in all recent financing they have!"

shared, even though it be for companies in which they are both represented

Sears, Roebuck would not have Lehman Brothers. National Dairy gave a

of the work to Goldman, Sachs. Endicott-Johnson had Goldman, Sachs do."

alone. Continental Can was recently refinanced with Goldman, Sachs coope!’

ation.

We pleaded and put all the pressure we could, requesting that they overlºº

their differences, but those differences were too fundamental and we could dº

nothing about it. As late as last Friday night, Mr. Weinberg said he would

think it over again and see if they could not make an exception. As you knºw,

he has already offered Lehman Brothers full participation as to the amouſ

that each is to have, but he called me up yesterday and Said that he could

not consent to go along with Lehman Brothers' name appearing along

theirs.

Mr. Weinberg did suggest that we drop Goldman, Sachs altogether and giſt

it all to Lehman Brothers. He promised he would do everything he could tº

help if we did. Lehman Brothers gave us no such assurance and have ſº

today. Lehman Brothers feel that Goldman, Sachs have taken the position the

they would have it all or would not play. That is not the case, whereas!

do believe that Lehman Brothers up to now are taking the position that tº

will not go along if not offered all that they want—half of the participatiº

and the prestige of being a joint principal.

As you know, the Board felt that Goldman, Sachs were in a position to *

a better job in this particular instance than Lehman Brothers could alomº

We have been supported in this by the examples of other companies who hº

had similar work to do. Also it is true that Lehman Brothers have been helpſ

to us, but it is quite as true that Goldman, Sachs have. Goldman, Sa

interest has been a warm and very cordial one during the last few years,

particularly during the dark years of 1932 and 1933, where, on the other hand

I have an impression that Lehman Brothers were willing to drop us altogethe

back in 1932 and 1933.

It is most unfortunate that this has happened. I know that it has bothere

Mr. Palmer, as it has bothered all of us, all out of proportion to its importanº

But what can we do? Goldman, Sachs will give Lehman Brothers much

which they ask, but will not accept their name as cooperator. No one could

have tried harder to bring about the cooperation than have we. If Mr. G.

Cluett would talk to Mr. Weinberg for just a few minutes, I am sure lº

1 Included in appendix, p. 13015.
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would appreciate that our situation is a difficult one, and that our decision has

not been an altogether unwise or unfair one.

Acting Chairman KING [to Mr. Nehemkis]. That controversy seems

to have been as to which would be the prima donna, but that didn't

compel Cluett, Peabody to accept either as prima donna, they could

go some other place if they desired.

Mr. NEHEMRIs. I suppose so. As a result of further discussions

with the Cluett people, Mr. Hancock, was it not generally understood

that the financing would be handled on a basis of equality between

Goldman, Sachs and Lehman Brothers?

Mr. HANCOCK. There was at one time, but there was confusion of

thinking.

Mr. NEHEMRIs. But the board of directors subsequently altered

that decision, did they not?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs. I show you a letter from yourself to Mr. Palmer

dated May 18, 1937. Will you be good enough to examine this letter

and tell me whether you recognize it as a true copy of an original in

your possession and custody?

Acting Chairman KING. Apparently there was some disagreement

between these two companies. What effect would that disagreement

have upon the ethical, the moral, or the legal status?

Mr. HENDERSON. I think that the chairman asks a very pertinent

question. This testimony shows a long line of joint managership,

a rather unusual one, I think, in the history of American financing.

Acting Chairman KING. Based upon the friendship between Philip

Lehman and the founder of Goldman Sachs.

Mr. HENDERSON. Philip Lehman and others, and shows an intro

duction of new conditions and new concepts. While it may be per

Sonally painful for some of these expressions and these conversa

tions to be brought forth, I think there is nothing more revealing

than the explicit and implicit connotations of some of these letters.

Certainly if you studied the whole prospectuses that come to S. E. C.

you would never get really to understand what is going on in this

kind of group financing. I think it is very germane to have these

introduced.

Acting Chairman KING. I express no opinion as to whether it is

Televant or germane. It only shows that human nature exists among

bankers and among investment people as well as among lawyers

and representatives of this committee. We differ in our views and

our concepts in various policies and I can understand that business

people disagree.

r. HENDERSON. If it served no purpose other than showing that

bankers are human it is very pertinent. . [Laughter.] I think ours

* stand out as one congressional inquiry that undertook to show
at.

Acting Chairman KING. Well, I discovered they were human when

I tried to borrow money. [Laughter.]

.NEHEMRIs. I offer these three letters.

Acting Chairman KING. They may be received.

(The letters referred to were marked respectively “Exhibits Nos.

#,* and 1816” and are included in the appendix on pp. 12736–
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Mr. NEHEMRIs. One of the letters which you have just been good

enough to identify is a copy of a letter to Mr. Sanford L. Cluett from

his father, G. A. Cluett.

Mr. HANCOCK. Not his father.

Mr. NEHEMRIs. Who is Mr. G. A. Cluett?

Mr. HANCOCK. A cousin, I believe. -

Mr. NEHEMRIs. Who had at the time been retired from the busi

ness?

Mr. HANcock. Yes—son of the original owner, I believe, and re

tired.

Mr. NEHEMKIs [reading from “Exhibit No. 1815”]:

I hesitated for some time the other day before calling you on the telephone

regarding the proposed new financing and I did so finally only because Mr.

John Hancock of Lehman Brothers had urged me to do so. Since my retire.

ment from business some ten years ago, I have endeavored scrupulously to

avoid offering advice or making suggestions to those who are now directing

the affairs of the company. In this particular instance, I thought best to call

you, as it often happens that the active directors of a company are not

familiar with arrangements or commitments entered into by their predecessors.

I call your attention, Mr. Chairman, to the next paragraph par

ticularly:

At the time the present company was organized through the joint efforts of

Lehman Brothers and Goldman, Sachs and Co., a representative of each bank

ing firm was elected to the board. It was clearly understood at the time that

each firm would have a voice in the financial affairs of the company and that

any new financing that the company might be called upon to do in the future

would be handled by both firms.

Mr. HENDERSON. Mr. Nehemkis, did you say that this firm was

organized jointly'

r. NEHEMRIs. By both of the houses.

Mr. HENDERSON. Mr. Hancock, is that correct?

Mr. HANCOCK. He used an unfortunate word when he said “organ

ized.” I think he referred only to the sale of the securities.

Mr. NEHEMKIS. To use banking language, Lehman Brothers and

Goldman, Sachs sponsored the first issue of Cluett, Peabody.

Mr. HANCOCK. There might have been a change of name at that

time and therefore a new incorporation.

Mr. NEHEMRIs. In connection with another letter which you were

good enough to identify for me and which is now in evidence, Mr.

Hancock, I want to read this to you, if I may. This, you will recall,

is a letter which you wrote to Mr. C. R. Palmer.

Mr. HANCOCK. President of the company.

Mr. NEHEMRIs. This letter which I just read, Senator, was from

the first president, who had been retired for some years. This is Mr.

Hancock now writing to the present president [reading from “Ex.

hibit No. 1814”]:

If the board at its last meeting did carefully consider and decide that the

stock split-up and offering of rights was best, then it should have considered

its relations to its bankers and how best to use them for Cluett's benefit.

After three men, you, G. A. Cluett, and E. H. Cluett, all separately told me

that none knew a reason why the financing should not be handled on a basis of

equality of the two banking firms represented on the board, and after R. O.

told me on Tuesday afternoon that the board would drop the financing unless

it were so worked out, and after Green and I both advised that there was no

interference to the company plans in a week's delay in which this equal basis

could be agreed upon, I was confronted on Wednesday, May 12, with a state

ſº
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ment that the board had changed its mind and had decided to go ahead on its

original plan which subordinated us to the other firm.

I am ready to accept the opinion of the Cluett board as to what is best for

Cluett in connection with its relations with bankers, if the facts are examined

before a decision is reached. In this case I doubt that the facts were looked

into, and Sometime I want you to learn more about them.

In the COurSe Of the discussions some matters have arisen which I think are

worth further consideration so I am going to present one. R. O. referred to the

fact that our difference with Goldman Sachs put Cluett in a squeeze. I told him

that I was sorry Cluett was in that position but that I had not put it there, but

rather Cluett had put itself there by not consulting with me or the board at an

early date and before it made any commitment to Goldman' Sachs. I think you

will find R. O. agrees with my position on this. I did not say to him at the

time but it is obvious that Goldman Sachs is using Cluett in its dispute with us.

It is also obvious that Cluett chose to squeeze me and be itself squeezed by sub

mitting to an unfair demand rather than squeeze the man making the unfair

demand. If he threatened to resign in case Cluett did not give him undisputed

leadership in its financing, did he not control the Cluett financing by the threat

which the Board undoubtedly felt would, if carried out, harm the company.

After the Board took its position Tuesday and when it reversed its position

Wednesday in the face of that threat, Cluett surrendered its judgment to a man

who was willing to harm Cluett for his own purposes. Instead of threatening to

resign as I too might have done, I made no demands and it now seems that I get

the rough end of the Stick because I was reasonable in my request for an equal

position. The man who would not work on this basis does not claim to me that

my suggestion of a fair plan was not fair. He only asserts that he owes no

consideration to Lehman Bros. and that he will not do what I proposed. If my

suggestion was not fair, in fact, then he should object to it on that ground. I did

not feel that I was asking him to do me or my firm a favor. I felt I was asking

him to do what Cluett wanted done.

Mr. Hancock, who is this mysterious “he” and “him” referred to in

your letter?

Mr. HANCOCK. The only one that I recall is Mr. Weinberg

Mr. NEHEMRIs (reading further from “Exhibit No. 1814”):

I have been given no reason and I know of none why my position is not fair.

The net fact is that one man will not accept my suggestion, regardless of its fair

ness, and he governs the action of the Cluett Board. When the Board reversed

its former position and accepted his demand, it made a decision in effect that my

suggestion was not in the best interest of Cluett to accept. It may have con

cluded that my suggestion was not a fair one. I do not accept either conclusion

as sound or soundly arrived at.

Now, as to the purely personal aspects of the situation, it was personally

embarrassing to be left out of the discussions, but that is a very minor point.

The main point is whether the action taken by Cluett is wise and sound and in

Cluett's best interests.

Acting Chairman KING. From this letter it appears there is some

controversy between your company and Goldman, Sachs, and you com

plained because Cluett didn't accept your view, and you blame, as I

understand your letter, Weinberg for insinuating himself too much

into the activities of the control of Cluett Bros. and to the disadvantage

of your company. - - - - - -

Mr. HANCOCK. That is a partial summary; insofar as it goes, it is

accurate; it isn’t the whole story. -

Acting Chairman KINg. You are complaining because Cluett Co.
didn't avail themselves of your organization to facilitate the disposi

tion of their funds, of their issue.

Mr. HANCOCK. In the first place, they didn't discuss the matter until

after the issue had arisen. They had made a decision without dis

CuSS1011. - -

Acting Chairman KING. Didn't they have the right to do that?

Mr. HANCOCK. I think a legal right; yes.
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Mr. HENDERSON. Were you on the board at the time?

Mr. HANCOCK. Yes, sir.

Mr. HENDERSON. But you were not present at any discussions of the

board?

Mr. HANCOCK. No, sir.

Mr. HENDERSON. And was it the board, the management, that made

the decision?

Mr. HANCOCK. I think, from information I have gathered since, that

the management in the form of an executive committee made the

decision.

Mr. HENDERSON. And from that statement you understood that

the board would drop the financing if it could not be arranged for a

joint managership 2

Mr. HANCOCK. Came to me from a vice president and the president

of the company at the time.

Mr. HENDERSON. Well, now, as I understand, to go further, you said

that Senator King gave a partial summary. Included would be two

other things that you were relying on. One was this understanding

that had been reduced to a pretty clear agreement, and the other was

mentioned not in your letter, but in another which has been read into

the record, that it was clearly understood at the time the company was

organized that Sachs and Lehman were to have membership on the

board, and they were very clearly to have quite a bit to say about the

financing. Were you relying on the letter, also?

Mr. HANCOCK. I didn't know of Mr. Cluett's statement at that time,

and so far as I know, there was no such agreement. The traditional

practice of the firm had been that they would ask for representation

on the board for 1 year, or the shortest term for which directors were

elected, and then during that year the management or control was

satisfied with the representative of our firm, or they were not. If they

were satisfied, they continued; if they were not, they were dropped. '

Mr. HENDERSON. You are putting your complaint mainly, then, on

the agreement and on the lack of consideration of the financing on its

merits.

Mr. HANCOCK. And the fact that I had worked on that board for a

longer time that Mr. Weinberg had, and had done as much work, I

thought, as he had done. Opinions in that might naturally differ.

Acting Chairman KING. There is no question as to the right, the

legal right of the Cluett board to give greater consideration tº Gold.

man, Sachs than to your organization.

Mr. HANCOCK. None whatever, sir.

Acting Chairman KING. And there was no legal agreement which

would compel Cluett Co. to accept your organization as an underwriter

or as a coequal partner, if that is the proper term, with Sachs Bros. in

handling their securities. -

Mr. HANCOCK. Not so far as I know, sir.

Acting Chairman KING. You just felt there was a breach of con.

tract, a breach of understanding the terms of which—

Mr. HANCOCK (interposing). A breach of precedent, too, over the
years.

1 “Exhibit No. 1815.”
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Acting Chairman KING. But there was no agreement under the

terms of which that precedent was to be perpetuated indefinitely.

Mr. HANCOCK. That is correct.

Mr. O'ConnELL. Mr. Hancock, as I understood that letter, though,

there apparently was some question in your mind as to the propriety

of Mr. Weinberg, as a member of the board of directors of Cluett,

Peabody, in taking the position he did as regards that financing. Did

you not have in your mind the fact that Mr. Weinberg was in a dual

position in that he was a member of the board of directors of Cluett,

Peabody and also a member of the banking firm interested in the

financing of Cluett, Peabody?

Mr. HANCOCK. I don’t recall that I did. I would assume in that

case, as in every case where I am working—I assume Mr. Weinberg

would be governed by the same ethics and standards—that he would

not have taken part in any decision. I have no reason to assume he

did.

Mr. HENDERSON. You did say, however, if I recall, that he was using

the Cluett case in the fight with you and putting the squeeze on you.

Mr. HANCOCK. That is right.

Mr. Hºsomsos. You did raise a question of propriety in that, did

Vou not!
y Mr. HANCOCK. I wasn’t raising the question of propriety as affect

ing any counter interests of him as a director against him as a mem

ber of the firm of Goldman, Sachs.

Mr. HENDERSON. But it would be very clear in your mind, would it

not, that there would be a conflict?

Mr. O'Connell. There is one portion of that letter that I would

like to have reread that would illustrate the point I had in mind.

ROLE OF DIRECTORS WHO ARE INVESTMENT BANKERS

Acting Chairman KING. The primary obligation of Mr. Weinberg

would be, would it not, to Cluett Co. rather than to Goldman, Sachs,

the same as if you had been on that board; your primary interest,

duty, would be to serve the Cluett Co. rather than to serve Lehman

Bros.'

Mr. HANCOCK. I wouldn't take a position in an individual transac

tion where I was on the two sides.

Mr. NEHEMRIs. You mean to say you would not vote or participate?

Mr. HANCOCK. I would not participate in any discussions.

Mr. NEHEMKIS. Is that a fixed policy of the House of Lehman, for

directors to adhere to that position?

Mr. HANCOCK. I can't govern other partners; I know it is a fixed

policy on my part.

Mr. NEHEMRIs. You are speaking, then, for Mr. John Hancock.

Mr. HANCOCK, I believe it is true for every other partner, but I

can’t vouch for it. .

Mr. NEHEMKIS. Would you say, Mr. Sachs, that was the policy of

the House of Goldman, Sachs, that partners who serve as directors

never participate in discussions of financing matters on the boards

of which they serve on the part of Goldman, Sachs?

Mr. SACHS. It seems to me that is absolutely a, b, c.

Mr. NEHEMKIS. Are you sure about that? You are testifying, now.
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Mr. SACHs. Yes; I understand. Certainly I should think that when

the decision came as to the accepting of terms of a proposal a banking

firm made that the director or partner of that banking firm who was

a director would be absent himself, or would not vote on that actual

decision.

Mr. NEHEMKIs. You mean he leaves the room?

Mr. SACHs. In many instances; yes. In some of these very discus.

sions he wasn’t there, he didn’t come to the board of directors' meet.

1Ilg.

Acting Chairman KING. It seems to me, even under the highest

form of ethics that if you or Mr. Hancock were a director in Clue!

Co. and a bond issue were necessary, and funds were to be secured, I

can’t see any impropriety in his participating with the board in

discussing as to the best means of obtaining the funds at the lowest

price or the best price in the interest of the company, but if a coll:

troversy arose as between determining what organization should be

the vendor of the securities and theºãº of the securities, the

another question would arise, but it would seem to me that it would

be his duty as a director, notwithstanding his affiliation with Lehman

Bros., if he were on the board to give his best judgment as to what

would be the best interest of Ciudit Co., and what course should be

pursued in order that the company might reap the highest rewalls

and the best terms in the disposition of the security.

Mr. HANCOCK. Clearly so, Senator; no question.

Mr. SACHS. He would do that in the discussions that led to the

final proposal, the fact that he made a proposal to purchase such and

such securities he would participate in those discussions.

Acting Chairman KING.. He wouldn't be muzzled in discussing the

question of issuing securities in the best interest of the company.

Mr. O'Con NELL. May I read to you from your letter? [Reading

from “Exhibit No. 1814”]:

If he threatened to resign in case Cluett did not give him undisputed leader

ship in its financing, did he not control the Cluett financing by the threat which

the Board undoubtedly felt would, if carried out, harm the company. After

the Board took its position Tuesday and when it reversed its position Wednes

day in the face of that threat, Cluett surrendered its judgment to a man whº

was willing to harm Cluett for his own purposes.”

Reading that in connection with your testimony, is it not fair for

me to assume that this conduct described here is conduct which you

have indicated you would not think proper for a member of the board

of directors of your company?

Mr. HANCOCK. You have forgotten the first word. I said “If" he

did so-and-so.

Mr. O'Con NELL. Did you understand he did not?

Mr. HANCOCK. I have been told he did not.

Mr. O'CºxNELL. At the time you wrote this letter, did you know
that he had 2

Mr. HANCOCK. I did understand at that time he had.

Mr. O'CoNNELL. If these facts, as stated, are correct, it indicate

a course of conduct on the part of a director which you would not

think#.
Mr. HANCOCK. Correct.

* For additional information on this point, see letter of Jan Arthur

H. Dean to Peter R. Nehemkis, Jr., enclosing letter of May #"###.º:
president, Cluett. Peabody & Co. to John M. Hancock, appendix, p. 1361; ºr "
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Mr. HENDERSON. Mr. Sachs, an underwriting contract is a contract

to purchase an issue, is it not?

Mr. SACHS. Yes.

Mr. HENDERSON. An underwriter buys an issue from the issuer.

Now, in the negotiations leading up to the dealing with the under

writer, a man who is on the board of directors of the issuer and is a

#. in the banking house does have a very serious conflict, does

e not?

Mr. SACHS. Well, in a sense I can see what you mean, that he is

a buyer as a member of the banking house and a seller as a director

of the company; yes, sir.

Mr. HENDERSON. He does have a distinct conflict of interests there?

Mr. SACHS. I know of no relationship in life or in business in which

occasionally conflicts of interest don’t arise. I know that subject

has been up many times. You just can’t go through life, certainly

not through business life, without occasional conflicts of interest.

Mr. HENDERSON. I agree with you there. We occasionally have

them in government. We have conflicts, but this type of conflict

I am instancing here is bound to arise, is it not, every time there is a

question of financing when a member of an underwriting house is on

the board 2

COMPETITION WITH MARRET CONDITIONS

Mr. SACHS. Except for this, and I think this is as good a place,

if I may be permitted to say it, as any, that in these dealings with

companies for the purpose of buying and then marketing the securi

ties, we are always in competition with market conditions. We

couldn’t attempt for a moment to buy an issue of securities from

Cluett Peabody & Co. or Sears, Roebuck & Co., or any other industrial

or mercantile concern without being faced with the problem that if

we don’t make the proper price in accordance with market conditions,

that that company won’t accept it and that they have got a dozen or

25 other investment banking houses who will make the proper price.

In other words, do all the discussion about competitive bidding that

you like, these relationships that we are talking of have always got

the competition of the market, and I have, if I may be permitted to say

so, followed these hearings before the committee for the last week or

two, and I haven’t seen that point properly brought out. In 25 years

of experience, I find that we are continually, even though we have

done business with Sears, Roebuck & Co. for 25 years, in competition

with the market.

Mr. NEHEMRIs. Mr. Commissioner, would you permit me to break

In for a moment?

Mr. HENDERSON. Yes, sir.

Mr. NEHEMRIs. Mr. Sachs, I think it is probably fair for me to

say that during the numerous weeks that we have plagued you, you

have turned over everything in your files, have you not, to us?

Mr. SACHs. As far as we have been requested.

Mr. NEHEMKIs. And I think it is also fair to say, Mr. Hancock,

that your firm, too, has very graciously given us full data and infor

mation of everything in your files pertaining to this treaty that we

have been discussing today. Is that correct?

Mr. HANCOCK. It is correct, so far as I know; it was certainly our

intention.

124491–40—pt. 24—7
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Mr. NEHEMRIs. We lived there for many weeks. Now, I am liter.

ally amazed—I have studied this correspondence with great care

that I find nowhere in any of this correspondence anything that bears

out the statement that you just made, Mr. Sachs, that your respective

firms were at any time concerned with competition from any other

house with reference to the 60 corporations covered by the appendix

to the agreement.

Mr. SACHs. I can answer that very simply, that the memoranda in

our files, or the letters, are just a fraction of what goes on in the

discussions or in the placing of an issue. In other words, nine-tenths

of it, or 99 percent is done by word-of-mouth discussion, and in these

discussions, certainly in any of the negotiations that I have had to do

with in the last twenty-odd years of experience, questions have always

come up of price, conditions underlying the issues, and what others

would do. We are constantly meeting the competition of the market.

That hasn’t found its way, it is quite true, into the files because into

the files come your final documents of agreement, your final con:

tracts, and so forth. But we have days and weeks and months of

discussion before we make an issue.

Acting Chairman KING, Let me ask a question there. Did you con:

sider that those corporations or companies that have been referred

to were bound hook, line, and sinker to take their securities, or rather

to have you, or Lehman Bros., handle all their securities?

Mr. SACHs. Most certainly not. I stated earlier in the day that

there was never any contractual arrangement, any contract or con:

tractual arrangement between these companies and ourselves, and I

presume I can speak for Lehman Bros. when I say that.

Acting Chairman KING. Is that your understanding, Mr. Hancock!

Mr. HANCOCK. That is my understanding.

Acting Chairman KING. Then each of those companies had a right

to seek underwriters or investment houses for the purpose of handling

their securities as they pleased.

Mr. SACHS. Exactly.

Mr. HANCOCK. Riºt.

Acting Chairman KING. And was there competition in the mar:

kets? Did you encounter prospective or active competition from

other investment or banking houses for the securities or underwrit.

ings of issues of these? -

Mr. SACHs. There were sometimes threat of competition on price,

because time and again those questions came up. e sometimes had

verbal agreements with companies that we thought such-and-such

would be the price, but if market conditions improved between the

time that we were having our preliminary discussions and the final

period of issue, we would give that company the benefit of price

simply because our spread, so-called, was to be so-and-so much and

not more.

May I enlarge on one other thing?

Acting Chairman KING. }...;

Mr. SACHS. My associate reminds me of it. In connection with this

Brown Shoe issue, we bought $4,000,000 of 334-percent bonds. The

first I knew that the Brown Shoe Co., which company I was a director

of, was contemplating any business was that I received a letter from

them one day saying that they had received an offer from a certain

investment banking house in St. Louis, such-and-such an offer, and
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as an active and energetic banker, the first thing I did was to jump on

the very next train and go to St. Louis. I certainly had competition

to#. that business in that particular instance. I got the business;

and probably would have gotten it because of the past, I will say

frankly; on equal terms I probably would have been given the pref

erence, but I certainly wouldn’t have been the preference on unequal

terms.

Mr. HENDERSON. Leaving out any discussion of competition, Mr.

Sachs—I can clearly see you and I would have quite a violent dis

agreement as to where competition actually takes place—if I thought

that over that period of years in those 60 firms any large part of

business actually passed on competition, I would feel more sympa

thetic to your present sentiments.

But,$º. from that, was Mr. G. A. Cluett the first president

of the Cluett Peabody Co.?

Mr. SACHS. I think not.

Mr. HANCOCK. An interim president, after the original organiza

tion and before Palmer went in.

Mr. HENDERSON. He says in that letter of May 13, 1937, to Sanford

Cluett [reading from “Exhibit No. 1815”]:

it was clearly understood at the time each firm would have a voice in the finan

cial affairs of the company and any new financing that the company might be

called upon to do in the future would be handled by both firms.

Mr. SACHs. All right; that was their general intention, but there

was no obligation on their part.

Mr. HENDERSON. You mean no legal obligation?

Mr. SACHS. Certainly not; and if we hadn't proved satisfactory as

investment bankers and a satisfactory relationship they would have

immediately gone elsewhere. Any businessman would have done that.

We maintained our relationship simply by reason of the fact that we

gave good and efficient service, and we couldn’t have maintained it for

one moment—Goldman, Sachs & Co. have had clients in other depart

ments of their business for 50 or 60 years, and they couldn't maintain

those relationships if they didn't perform service.

Mr. HENDERSON. I am prepared to accept that.

CONFLICTS OF INTEREST

Mr. HENDERSON. I go on to this question of the conflicts of interest.

With this situation here, partially foreclosed, shall we say, doesn’t a

director have a difficult jº in connection with any new financing?

Mr. SACHs. I am sorry to disagree. I don’t want to be controversial.

Mr. HENDERSON. I see no reason why you shouldn't be controversial.

This is an arena of controversy here.

Acting Chairman KING. We are not presumed to be judges.

Mr. SACHS. I consider that the investment-banking business is a pro

fession of the highest professional type. It has high standards; it

takes long experience; it takes a lot of qualities that we hope some of

us have. Now, I don’t think due consideration is given to that, and I

think that where investment bankers have attained a high position in

their profession that that is recognized by their clients, just as if we

have an attorney—we have no contract with him; there are lots of

other good attorneys; but we go back to the man whom we know and
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the man that knows us; the same thing is true in the investment

banking business.

Acting Chairman KING. The attorneys do not have a partner on

your board?

Mr. SACHs. Attorneys sometimes are on boards.

Mr. HENDERSON. We are seeking an analogue here that he has used

himself, Mr. Chairman. A legal firm would have to have a partner

on the board of Goldman, Sachs. I am just pointing out—is Mr.

Dean [of Sullivan and Cromwell] on your board?

Mr. SACHS. No.

Mr. HANcock. But, Mr. Dean has partners on the boards of indus

trial companies.

Mr. HENDERSON. Of what?

Mr. HANCOCK. It has been true at some time

Mr. HENDERSON. Oh, the partners.

Mr. HANCOCK. On the boards of industrial companies for which his

firm is general counsel.

Mr. NEHEMRIs. That would create in itself a conflict of interest,

but that is another field of discourse.

Mr. MILLER. Is Mr. Dean counsel for both of your firms?

Mr. SACHS. He is.

Mr. HANCOCK. At times.

Mr. SACHS. I think we should modify that by saying usually the

firm of Sullivan and Cromwell are counsel for both firms; different

partners in those firms usually represent our two banking houses.

Mr. LUBIN. Mr. Sachs, how many members were there on the board

of Cluett Co.'

Mr. HANCOCK. Thirteen or fourteen. I would like to make just one

point clear, that you may have overlooked, and I am presuming you

can straighten it out quickly. How does this question of relation

ship or counter-interest arise? The first time a piece of business is

done? The first time that Cluett, Peabody, came to Goldman, Sachs

and Lehman Bros., isn't it a fair assumption that at that time, havin

an importantP. of financing to be done, that they had satisfie

themselves and that these two firms could probably, in their opinion

at least, do the best job that could be done in this country at that time.

Mr. HENDERSON. } will accept that.

Mr. LUBIN... I don't think anybody would deny that fact, but does

that necessarily mean that if they shopped around in an open market

that they may not have found Somebody who could have done it still

better than you two?

it. Mr.º NoàIYº. Sayº necessarily meant that, no; but

it meant an independent ju ent men certainly at arm’at that stage of the...” y y rm’s length

COMPETITIVE BIDDING

Mr. LUBIN. I think that raises the whole question of responsibility

of management, if a corporation where the stock is owne by stock.

holders spread throughout the country, whether or not a group of

that sort doesn't have a moral, if not legal, responsibility to see to it

that they are sure after actual competitive bidding that they are

getting the best returns for their stockholders and their organization

that it is possible to be gotten.

ſº
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Mr. HANCOCK. If I may comment, that question splits itself in two.

These cases we are talking about were not that kind of case. In the

first place, they were industrial companies, where the sale was made

on the whole by the largest stockholder. They were not made by a

management owning no stock. That is the first differentiation on that.

So there was found to be actual arm's-length transaction.

Now, I can readily conceive that as of any minute someone might

get a better price for the sale of a security, but that isn’t going to

mean that necessarily over the years it is the best thing to have gotten

a higher price merely because it could have been gotten at the moment.

Acting Chairman KING. Might have gotten a higher price on one

issue and on the next got a much lower price?

Mr. HANCOCK. Yes; or if a large holder of securities wants to deaden

public interest in securities by design, the most effective way would be

to try to sell them at too high a price, so that the people who buy it

the first time lost their money in part, and the public will be chilled

in that security for years and years ahead.

Mr. HENDERSON. Getting past this initial financing, at which time

the issuer accepts the conditions of the underwriter or member of the

board for a year and in succeeding years for new financing, those

conditions are not present and there is bound to be a conflict of

interest, is there not?

Mr. HANCOCK. There has to be; but it can relate to a very minor

point. It can relate only to the amount of the spread which the banker

may accept as gross profit. Let me make an illustration. Suppose a

Security was bought at a hundred and sold at a hundred and two.

The outside interest of the banker is two points. Now, if by com

petitive bidding we forced the banker to purchase the security from

the issuer at 101, and if the two points spread was fair value for the

Services rendered by the banker, the result would be a price to the

public of 103.

ow, who is wise enough to say what is wise or right at that

moment?

Mr. HENDERSON. I will tell you what I think could have been the

Wisdom there that could be well trusted; that is the competitive mar

ket, and that is the thing on which America over a long period has

*lied. Once there has been a determination in a free and open and

9mpetitive market, people are willing to lay aside any kinds of doubts

** to whether or not it is the fairest price. The fairest price in that

situation, Mr. Hancock, to re-cite, might have been 97, and people

Yould have been willing to accept that as being entirely free from
any doubts.

Mr. HANCOCK. Would they buy a large block of securities at that

*ne price? Let's take a concrete case.

is. HENDERSON. I am taking a market for the full amount of the

* HANcock. That market doesn't exist.

loº NEHEMRIs. Mr. Commissioner, you may perhaps have over

º:º the moment that Mr. Hancock's firm has contradicted every

e # he has been saying, because they purchased by competitive bids

*:Successful offering of the Cincinnati Union Terminal Co.

* {{ANCOCK. No; we didn't; we purchased the security.

* NEHEMRIs. You were the leader of the syndicate.
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Mr. HANCOCK. Your fact is correct but your conclusion isn't."

Mr. NEHEMRIs. Perhaps there is room for a difference of opinion,

Mr. HENDERSON. There is a conflict of interest, you say, but it is a

minor matter.

Mr. HANcock. There is a possible conflict, I will agree, and it could

be a cause of difficulty, unless you have men who are going to handleit

in a fair, honest way. -

Acting Chairman KING. In your opinion, Mr. Hancock, with re.

spect to those companies referred to in this memorandum which has

been produced, if all of those issues, whether they were original or

renewals, or what not, had been offered at public auction, in your

opinion would the results to the company have been better than those

. attended the disposition of those securities?

Mr. HANCOCK. I don’t think over the long time they would have

been. There might have been differences at the moment in small

measure for a short time.

Acting Chairman KING. When you are auctioning off a large isle

you must underwrite it, and would there not be difficulties in finding

companies who would bid on it?

Mr. HANCOCK. It has been so found.

Mr. SACHS. I may interject the observation that we are talking, I

think, or thinking a good deal about times like the present which are

what we know as seller's markets. There have been times when it has

been very difficult to place securities, and where bankers who have had

a continuing relationship with a company have had to put their

shoulder to the wheel and take great financial responsibility in order

to tide over a company over a difficult situation.

Now, if you have competitive bidding, there will be nobody that

will feel any responsibility for these companies that are being financed

and then you will see the difficulties and the losses that will come to

security holders and to stockholders. . I think we must take a long

point of view instead of a short point of view.

Acting Chairman KING. Have there not been losses by underwriters

especially where there was a very large issue?

r. SACHs. Yes, sir. In 1937 there were two very notable cases

one of a very prominent oil company and one of a steel company.

Acting Chairman KING. I think we all familiar with the fact that

in many instances the banks or investment companies, to use your

expression, have put their shoulders to the wheel, and to strengthen

the market have sustained great losses in underwriting business.
Mr. NEHEMKIs. You have testified earlier that you believe that

your fellow partners when they served on boards of corporations did

not participate in discussions or in the voting of matters pertaining

to the underwriting agreements or the terms, and so on.

Mr. Sachs. They didn'tHºlºhºfin.

Mr. NEHEMKIS. Presumably when a partner of your firm—and this

would be true of Lehman Bros. as well as of any of the great banking

houses of this country—consents to serve as a director of aº

ratiºn, the corporation expects from that banker his judgment, h;

wisdom, his maturity, and experience in financial affairs, does it not!

Mr. Sacas. Right. 7

*Mr...Hancock, in a letter of Fubruary 16, 1940, submitted additional information.”

connection with this point. See appendix, p."1 : - , firstcolumn, after your suggestion,” ºpp p. 13010, paragraph beginning “Page 505
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Mr. NEHEMRIs. Now if, as you have just testified, a partner of a

banking firm, who is also a director, has to withdraw from the dis
cussion and participation, even if it be the final discussion, hasn’t he

created an a. situation? He can’t then give to the corporation

* ; expects of him, and he ceases to be of any usefulness to the

oard 2

Mr. SACHs. I don’t think so. I think when we speak of this with

drawal from the final vote it is just to lean backward so that a man

is not voting for a financial operation in which he eventually, it is true,

takes a responsibility, but also may be making a profit.

Mr. NEHEMRIs. So we now have this situation, according to your

testimony, that all that really happens is that a director leans back

in his chair so that when the law clerk draws up the corporate minutes

he can write, “did not participate in the voting and did not partici

pate in the discussion,” whereas, as a matter .# fact, he participated

all along and hence was involved in a specific conflict of interest?

Mr. SACHs. No; I don’t think it is quite that way. Let's look at it

this way, that if there should be a close division in the board, suppos

ing there were nine directors and he cast the fifth vote, he wouldn’t

want to be put in that position. He would want the directors to decide

finally without him actively having the vote that would put over

this particular financial operation. But he would certainly give his

best advice and his best judgment as to what he believed was best for

the corporations. I don’t think

º NEHEMRIs (interposing). I think we have your position very

clearly.

Mr. MILLER. You have spoken back a little further about always

having the competition of the market. I wonder if the committee un

derstands just what you mean by the competition of the market that

you always have.

Mr. SACHs. I mean by that exactly this. If we are negotiating with

the General Foods Co. or any other company for the purchase of its

4% percent preferred stock, we have the competition in the market in

that we know that other comparable preferred stocks have dividend

rates of, let us say 4% percent, that they are selling in the market at

such and such prices, that the provisions under the line are so and so,

that statistically these other companies compare approximately to the

company we are dealing with in such and such a way, and that it has

been customary for bankers to charge such and such a spread. We

cannot undertake a negotiation in which we would be blind to those

conditions in the market in other securities. That is what I mean by

the competition of the market. If we tried to buy the General Foods

4% percent preferred stock at par when similar stocks were selling at

106, let us say, the General Foods officials would know that, and we

would know it. In other words, we have that measure before us every

moment of the day. Does that answer your question?

Mr. O'ConnFLL. Mr. Sachs, the word “competition” is really a

wonderful word and it means something different to various people,

but I think you would agree, would you not, that the competition

you are talking about is a different type of competition than what I

would mean when I think of competition between buyers for an ar

ticle...You are a representative of a buying group, you are buyin

securities. Now, in the buying there is no competition, in general,
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isn't that correct? You do not generally, in this type of situation

we have been discussing, compete with other buyers in the commodities

with which we are dealing?

Mr. SACHs. Not in the sense that we all stand in the market at the

same time.

Mr. O'Connel.L. It is very different; more analogous to a negoti

ated price between buyer and seller, so it is not the ordinary competi

tive price you arrive at in dealing in an issue of securities.

Mr. HENDERSON. Isn’t it true also that the price finally fixed comes

along after all the mechanics and the work and the understandings

have been accomplished? It is on the eve of the issue.

Mr. SACHs. But in the preliminary discussions, we don’t make a

commitment, but we give a general idea of what we think the market

is and will be, subject to slight modification in the interim of a 30- or

60-day period.

Mr. HENDERSON. I would like you to be clear, although I am grateful

for Mr. Miller's suggestion to you, that I did not mean to suggest for

one minute that underwriting does not have to take into account what

the prevailing price for like securities is. I think I am not naive

enough to take that position. ... I think we have stated our position in

terms of what Mr. O'Connell has said.

Mr. HANCOCK. I think I have seen one case where negotiations were

in progress where the management showed a tabulation of at least 100

comparable security issues showing the price, the spreads, the char

acter of the underwriting obligations. I have seen 100 such items

drawn off the S. E. C. records.

Mr. HENDERSON. I think I can show you, John, once that price has

been fixed within a very short time out of a high percentage of

the cases, the underwriter was shown to have guessed wrong as to what

the market would pay for that particular security.

Mr. HANCOCK. I would hope he would have. He doesn’t claim to

have foresight, you know. I don’t claim it.

Mr. HENDERSON. That is a point in my argument.

FINANCING BY CLUETT, PEABODY & Co., 1937 1

Mr. NEHEMRIs. Mr. Hancock, in connection with the Cluett, Pea.

body financing, as the result of Lehman Bros.” displeasure with the way

the financing was finally handled, did you not resign from the board

of directors?

Mr. HANCOCR. Yes, sir; after the underwriting was finished.

Mr. NEHEMIKIs. Now, you have not identified that letter before you.

Will you tell me if that is not a true and correct copy of an original in

your possession?

Mr. HANCOCK. Yes, sir.

Mr. NEHEMRIs, I should like to read the second paragraph of this

letter of August 20, 1937, from you to Messrs. Cluett, Peabody & Co.,
attention Mr. C. R. Palmer: -

After such long service on your board on the part of myself and Mr. Lehman,

there cannot longer be any obligation on our part toward the stockholders who

bought the stock from us at the time of the original underwriting. Though feeling

free of any obligation I have delayed resigning so that the underwriting should

be completed and I would be free of any possible charge of harming the company.

My firm did not take any interest in the underwriting as it was desirous of

1 This subject is resumed from p. 12401.
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making it clear that a possible profit does not affect our view of the principles

involved in this case.”

Now, really, did you not feel compelled to resign, Mr. Hancock,

because you thought you would no longer be a director who directed?

Mr. HANCOCK. That was made clear in various parts of the cor

respondence, and that was quite clearly demonstrated by that time.

Mr. NEHEMRIs. In the committee’s “Exhibit No. 1814,” now in evi

dence, you had this to say in your communication of May 18, 1937, to

Mr. Palmer:

I have no desire to dominate any industrial company as to its financing,

but I do object to being asked to ratify a plan arrived at as this one was.

In all the talk of the last year that “directors must direct” and of the present

day that “bankers must not dominate industrial companies” I feel there was

need for very careful handling of the problem and I do not see that this

Case had that kind of handling.

In other words, you objected, Mr. Hancock, to the kind of financ

ing plan agreed upon by the company, feeling it was not to the best

interests of Cluett, Peabody.

Mr. HANCOCK. Well, I had reservations about certain parts of it,

but I never had a chance to discuss them.

Mr. NEHEMKIs. Yes; yet the dispute in this case essentially cen

tered about whether Lehman Bros. was being given an adequate

participation in the plan of financing which Lehman Bros., through

yourself, did not approve or think to be in the best interests of the

Company.

Mr. HANCOCK. There were certain parts of the plan, as I recall,

that stood up, that were approved in principle. The matter of the

handling of the preferred stock was, and still is, a matter of doubt.

Mr. NEHEMKIs. But when Goldman, Sachs was given its partic

ipation and you felt the company was not treating Lehman Bros.

#. same as Goldman, Sachs, you therefore resigned.

Mr. HANCOCK. Right.

Mr. NEHEMRIs. However, the corporation did not have any in

tention of eliminating Lehman Bros. from the underwriting group,

did it? In other, words, the participation offered Lehman Bros.
WaS º same as the participation that Goldman, Sachs was going

to take.

f Mr. HANCOCK. The obligation was the same and not the return

or it.

Mr. NEHEMKIS. That, is a neat way of putting the problem.

Mr. HANCOCK. That is an accurate way of putting it.

Mr. NEHEMRIs. I would call that, if I may, a distinction without

a difference.

Mr. HANCOCK. But I differ on that very markedly.

Mr. HENDERSON. I think, Mr. Counsel, you have a partial point
there. I want to be recorded as partially in favor of the witness.

Acting Chairman KING.. And I want to be recorded as entirely
in favor of the witness in that.

Mr. NEHEMRIs. The difference so far as the affairs of the cor

poration were concerned, between having Goldman, Sachs managers

of an issue and having Goldman, Sachs and Lehman Bros. as co

managers of an issue, were really not matters of vital corporation

policy so as to affect the future functioning of the corporation?

* Included in the appendix, p. 13016.
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Mr. HANCOCK. I hope not.

Mr. NEHEMRIs. Even though Lehman Brothers did not have its

name in the advertising alongside Goldman, Sachs, your ability, your

wisdom, had you remained on the board, would still have been available

to the company?

Mr. HANCOCK. It still is on request today.

Mr. NEHEMRIs. But you are not on the board?

Mr. HANCOCK. No, sir; I am not.

Mr. NEHEMKIs. Now you will recall both I, and I think Mr. Com

missioner Henderson, have had occasion to refer to Mr. G. A. Cluett's

letter to Mr. Sanford Cluett, in which he said [reading from “Exhibit

No. 1815”]:

At the time the present company was organized through the joint efforts of

Lehman Brothers and Goldman, Sachs & Co., a representative of each banking firm

was elected to the board. It was clearly understood at the time that each firm

would have a voice in the financial affairs of the company.

Mr. Hancock, would it be incorrect for the committee to assume that

in view of this circumstance your concern about directors who don't

direct, and bankers dominating industrial concerns was, shall I say,

somewhat of a rationalization?

Mr. HANCOCK. It would not be correct to say that. I didn't even

know that letter existed at the time and I don’t believe it is a factual

statement of the facts at the time.

Mr. NEHEMKIS. Mr. G. A. Cluett knew something about the affairs

of the company.

Mr. HANCOCK. I wasn't in the negotiation. I am satisfied he wasn't

when the first sale was made.

Mr. NEHEMKIS. I am perfectly happy to accept your explanation.

AGREEMENT OF 1938

Mr. NEHEMRIs. Mr. Sachs, did not this internecine warfare, so to

speak, cause a number of the companies for whom the two firms had

been bankers considerable irritation?

- M; SACHs. Yes; a certain amount of, shall I say, temporary irrita.
tion .

Mr. NEHEMKIS. And to repeat your excellent phrase, such tempo.

rary irritation, if permitted to continue, would eventually create a

situation where the business of both houses would be materially
reduced.

Mr. SACHS. Both houses?

Mr. NEHEMKIS. Yes; your house and Lehman Brothers.

Mr. SACHs. Possibly.

Mr. NEHEMRIs. Now, the partners of Goldman, Sachs and Lehman

Brothers being essentially statesmen, did they not determine to end this

hostility between the two firms?

Mr. SACHs. They did; yes.

Mr. NEHEMRIs. And the two houses reached a rapprochement and

joined hands in a new agreement on June 30, 1938.

Mr.§:º COrrect.

Mr. NEHEMKIS. I show you an agreement of June 30 be.

tween the houses of Goldman, §...". Lehman #...”

you be good enough to identify it?

Mr.š. Yes; that is it.
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Mr. NEHEMRIs. The document identified by the witness is offered

in evidence.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1817.”

and is included in the appendix on p. 12739.)

Mr. NEHEMKIS. As statesmen, however, you were prepared for any

contingency, so in article IV of the said agreement it was provided as

follows:

These arrangements may be terminated by either house at any time after

January 1, 1939, upon three months' written notice to the other house.

Mr. Sachs, up to the time of your testimony has either house as yet

given notice of termination?

Mr. SACHs. No, sir.

Mr. HENDERSON. In other words, the high contracting parties have

not denounced under article IV; is that it?

Mr. SACHS. Not yet.

Mr. HANCOCK. Nor anything else.

Mr. NEHEMKIS. We might, then, perhaps, appropriately conclude

your testimony, Mr. Sachs, in the words of Father Divine, “Peace,

it’s wonderful”?

Mr. SACHs. Correct.

Acting Chairman KING. The committee stands adjourned until

10:30 tomorrow morning.

(Whereupon at 3:45 o'clock the committee recessed until 10:30

Tuesday morning.)
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TUESDAY, JANUARY 9, 1940

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:40 a. m., pursuant to adjournment on

Monday, January 8, 1940, in the Caucus Room, Senate Office Building,

Senator William H. King presiding.

Present: Senator King (acting chairman); Representative Wil

liams; Messrs. Henderson, Lubin, O'Connell, and Brackett.

Present also: Clifton Miller, Department of Commerce; Thomas C.

Blaisdell, National Resources Board; and Peter R. Nehemkis, Jr.,

Special counsel, and Oscar L. Altman, associate financial economist,

Securities and Exchange Commission.

Acting Chairman KING. The committee will be in order.

Mr. NEHEMKIs. Mr. Edward Greene, will you take the witness

stand, please?

Acting Chairman KING. Do you solemnly swear the evidence you

º in this hearing shall be the truth, the whole truth, and nothing

ut the truth, so help you God?

Mr. GREENE. I do.

Acting Chairman KING. Proceed.

Mr. HENDERSON. Mr. Chairman, in the presentation this morning,

the S. E. C. Investment Banking Section, as I understand it, is

utilizing this particular case of Cleveland-Cliffs Iron Co., as an

example of the difficulties which banks found in accomplishing the

divorcement that was intended by the Banking Act of 1933.

TESTIMONY OF EDWARD B. GREENE, PRESIDENT, CLEVELAND

CLIFFS IRON CO., CLEVELAND, OHIO

Mr. NEHEMRIs. Mr. Greene, will you state your full name and

address, please?

Mr. GREENE. Edward B. Greene, Cleveland, Ohio.

Mr. NEHEMRIs. Are you not president of the Cleveland-Cliffs Iron

Co., Mr. Greene? -

Mr. GREENE. I am.

Mr. NEHEMRIs. Does not the Cleveland-Cliffs Iron Co. own major

iron mines in Lake Superior, and is it not one of the major ore pro

ducers in the United States?

Mr. GREENE. I think that is a fair statement.

P Misgreene previously testified during hearings on the iron ore industry; see Hearings,
ar -

12415
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Mr. NEHEMKIs. Prior to your appointment as president of the

Cleveland-Cliffs Iron Co., had you not been a vice president of the

Cleveland Trust Co. 2

Mr. GREENE. I was chairman of the executive committee and vice

president.

Mr. NEHEMRIs. Had not the Cleveland Trust Co. been a large

creditor of Cleveland-Cliffs Iron Co.?

Mr. GREENE. They had been for something like 3 years.

BANK DEBT OF THE COMPANY

Mr. NEHEMRIs. Did not the company have considerable bank debt

outstanding, occasioned largely by the purchase of steel securities?

Mr. GREENE. They had, i. the purchase of one particular invest

ment of the Corrigan, McKinney Steel Co.

Mr. NEHEMKIs.§ not the bank debt amount to about $25,000,000

held chiefly by a group of eight creditor banks?

Mr. GREENE. Practically that is correct, held by eight banks and

one or two others.

Mr. NEHEMKIS. And among those banks who were in a creditor

position was the Bankers Trust Co. of New York?

Mr. GREENE. Correct.

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence an extract from

the prospectus of the Cleveland-Cliffs Iron Co. in connection with the

first mortgage sinking fund 4% percent bonds due November 1, 1950,

principal amount $16,500,000, taken from the registration statement

filed with the Securities and Exchange Commission.

(The extract referred to was marked “Exhibit No. 1818” and is

included in the appendix on pp. 12741.)

Acting Chairman KING. How did you incur such a large indebted.

ness?

Mr. GREENE. The Cleveland-Cliffs Iron Co.?

Acting, Chairman KING, Yes. As I understand, $25,000,000 was

held by eight banks and some smaller ones.

Mr. GREENE. In March of 1930 the Cleveland-Cliffs Iron Co. pur.

chased a 62% percent interest, or, rather securities that represented

a 62% percent interest, in the Corrigan McKinney Co. That covered

practically, an investment of thirty-seven and a half million dollars,

part of which was cared for in other ways.

Acting Chairman KING. You were on the stand before and I remem.

ber some testimony given respecting the holdings of the Cleveland.

Cliffs Iron Co.

Mr. GREENE. That was The Cliffs Corporation.

Mr. NEHEMKIS. I might add, Senator, that this story this morning

º; up where the committee left off in its earlier hearing on th.

subject.

Acting Chairman KING. Sort of an addendum.

Mr. NEHEMRIs. You might call it that, or an appendix, as it were

Mr. NEHEMRIs. Mr. Greene, is it not a fact that you were really

placed in charge of the affairs of the company in order to clean up this

dººis: lr. GREENE. No; that is partially correct only. I had been

by the banks to take that positionº hadiºi it until I wasº:

by the management to do so. I did not go in as a representative of
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the banks. I went in at the request of the management, and you might

say on account of representing one of the largest interests in the com

pany. I represented a very substantial interest in the company.

DISCUSSIONS WITH BANEERS TRUST CO. WITTI REGARD TO A BOND ISSUE

Mr. NEHEMRIs. About the middle of January 1935 did not the

Bankers Trust Co. of New York suggest to you that it might be

ossible to refund the $25,000,000 of outstanding bank loans with a

ong-term bond issue?

Mr. GREENE. They did. I would have said possibly December 1934.

Mr. NEHEMKIs. Had not the Bankers Trust Co. already been at

work on such a plan by which the then bank creditors, including

Bankers Trust, would take the first five or six million, the balance

to be sold wholesale to a number of life insurance companies or invest

ment trusts?

Mr. GREENE. The plan, as time went along, between, we will say,

January 35 and possibly November of '35, changed a number of times.

It gradually evolved into something very different in the final con

Summation of the plan that went through in December, if I recall, but

was agreed upon in November. Now the original plan—

Mr. NEHEMRIs (interposing). I will ask you to develop that in the

course of your testimony, if you will, Mr. Greene.

At the time of your discussion, or discussions, I should say, with the

Bankers Trust Co., were you aware that the Bankers Trust Co. was

forbidden by law to engage in underwriting to refund an issue con

cerning which you were holding discussions at the time?

Mr. GREENE. I was aware of it.

Mr. NEHEMRIs. None the less you discussed the possibility of a bond

issue with Mr. Tompkins, vice president of the Bankers Trust Co.,

and other members of the staff and associates of Mr. Tompkins.

Mr. GREENE. No; that is not correct. I discussed with Mr. Tomp

kins a plan of their acting as agent in disposing of an issue of bonds

to other institutions in which I was told they would not be interested

and was told that they would not be acting contrary to that Banking

Act, and I understood that perfectly from the first day on. A

Mr. HENDERSON. You say, Mr. &º. you were told. Was that

advice of counsel ?

Mr. GREENE. I discussed it with Mr. Tompkins and Mr. Tompkins

advised me that their position as agent was supported and approved

by eminent counsel.

Mr. HENDERSON. But when you went down to talk to Mr. Tompkins

you had not been advisedº or not they could act as agent;

is that it?

Mr. GREENE. When I went down there, I didn't exactly know what

was coming up. I went down to discuss it.

Mr. HENDERSON. You went down to discuss the refinancing?

Mr. GREENE. Yes.

Mr. HENDERSON. So to that extent you didn't go down to discuss his

.#. I mean you went down to see how this particular perplexity

of yours could be cleared up.

Mr. GREENE. No; but what I meant was I did not have the plan we
Were; to discuss before me before I had my first talk with Mr.

Tompkins.
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Mr. NEHEMRIs. That evolved as the result of a number of discus.

sions?

Mr. GREENE. That is right.

Mr. NEHEMRIs. And it was only after you had formulated a pro.

gram that seemed feasible that the problem of whether or not Bankers

Trust could fulfill that program was reached, and it was at that point

that the agency matter was discussed?

Mr. GREENE. No; quite the contrary. That came up at the first

discussion, the very first discussion which I think was the last week

in January. In other words, this came up immediately in my first

talk with Mr. Tompkins and of course it was answered. While it

did not pertain to me it was answered to the satisfaction of both of us

Acting Chairman KING. The situation was such that you had tº

have some financial relief, that is, these companies did? Those obli:

gations were due and efforts were being made to secure the adoption

of some plan that would relieve the situation, was that it?

Mr. GREENE. Of course, but it was more than that. We were oper.

ating under a creditors’ committee, and if you know what it mean:

to operate under a creditors’ committee of eight, you know that it is

rather slow work and it is a condition that you are very glad to reach
the end of.

Acting Chairman KING. So it was important that some disposition

be made of the matter, and a plan worked out under which the oblig.

tions could be met and a continuation of the business proceeded with

Mr. GREENE. Correct; we reestablish the credit of the company;

better everything, better our ability to sell.

Mr. NEHEMRIs. At this time was there not under consideration 3

merger of the Cleveland-Cliffs Iron Co. and the Cleveland-Cliffs Co.,

which in turn held the Cleveland-Cliffs Iron Co. common stock!

Mr. GREENE. At the first discussion, that is correct. We had been

discussing that for some time.

Mr. NEHEMRIs. That is all I wanted you to give me at this time.

There was also under discussion the merger of Corrigan-McKinney
and the Republic Steel Corporation, was there notº

Mr. GREENE. Yes; that was in process.

Mr. NEHEMRIs. That was my question. Your answer is “yes”?
Mr. GREENE. Yes.

Mr. NEHEMKIS. Thank you, sir. Now at this time the collateral

under the Bankers Trust loan included, did it not, directly and indi.

rectly, important holdings of Corrigan-McKinney stock?
Mr. GREENE. At what time?

Mr. NEHEMRIs. During the time that you were discussing the mat.

ter with the Bankers Trust.

Mr. GREENE. Not at the beginning. Let me see.

Mr. NEHEMRIs, Was this true immediately prior to your first dis.

cussion with Mr. Tompkins?

Mr. GREENE. I don’t know as I quite understand your question.

Would you repeat the first question?

Mr. NEHEMKIS. Would the reporter repeat the first question I asked

of the witness, please?

(The reporter read the question: “Now at this time the collateral

under the Bankers Trust loan included, did it not, directly and indi.

rectly, important holdings of Corrigan-McKinneyjº,
Mr. NEHEMKIS. As a matter of fact, is it true or isn't it?
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Mr. GREENE. The answer would be not only Corrigan-McKinney

stock, but a holding company that held Corrigan-McKinney stock.

Mr. NEHEMRIs. That is correct. Hence, Mr. Greene, the good will

of Bankers Trust Co. was essential, was it not, in effecting both

mergers?

Mr. GREENE. Well, I wouldn't go so far as to say that, only to

the extent that they were represented on a creditors’ committee.

Mr. NEHEMRIs. Now at the end of January 1935, after several

days of negotiations, did not you and Mr. Tompkins agree that

Cleveland-Cliffs Iron Co. would float an issue of $24,000,000 of first

mortgage and collateral trust bonds, and that part of the proceeds

would be used to pay off the bank creditors, including Bankers

Trust Co. 2

Mr. GREENE. Well, I would say that at our first interview—

Mr. NEHEMRIs (interposing). Let me repeat the question. -

Mr. GREENE. We did not reach the full conclusions.

Mr. NEHEMRIs. That was not my question. I made my question

very specific, Mr. Greene. I said “At the end of January 1935, after

several days of negotiations,” that was the question. Can you answer

my question?

Mr. GREENE. The latter part is correct. I would say this. At

the first negotiation—and I do not recall that there was but one

session—the agreement was only that the Bankers Trust Co. should

endeavor as agent to place with one or more institutions a loan of

$25,000,000, that that was as far as we got.

Mr. NEHEMRIs. All right. Now the understanding that you

reached with Mr. Tompkins was reduced to writing, was it not?

Mr. GREENE. It was.

AGREEMENT OF JANUARY 30, 1935

Mr. NEHEMRIs. I show you, Mr. Greene, the document which

purports to be the agreement which was reduced to writing. Will

you examine it and tell me if you recognize the photostat copy as a

true and correct copy of the original?

(Acting Chairman King made an off-the-record remark regarding

the relevancy of the testimony.)

Mr. HENDERSON. Mr. Chairman—

Acting Chairman KING. It is off the record. Proceed.

Mr. HENDERSON. Mr. Chairman, I think your statement, however,

makes it almost incumbent on me to say that I think that as we go

forward in this presentation, the relevancy will be very clear. #.

this particular case, Bankers Trust held part of the loan, this

$25,000,000.

Mr. NEHEMRIs (interposing). Mark this and return it.

(The agreement referred to was marked “Exhibit No. 1819” and is

included in the appendix on p. 12741.)

Mr. HENDERSON (continuing). There had been an act passed by the

Congress of the United States which was intended to separate, as you

know, underwriting from banking, and Mr. Greene went to the

Bankers Trust, and there was entered into this agreement which has

been offered in evidence here

Mr. NEHEMRIs (interposing). It is being marked for identification,
Slr.

124491–40–pt. 24—8



12420 CONCENTRATION OF ECONOMIC POWER

Mr. HENDERSON. Which poses the question that I stated at the bº.

ginning of this hearing. If at any time in the proceedings it is not
clear that that is relevant I will be perfectly willing to withdraw

the entire hearing.

Mr. NEHEMRIs. As the Senator knows, the question of relevancy

always relates to counsel's work, and the Senator is too distinguished

a lawyer to want me, a much younger man, to proceed without laying

a very careful foundation.

Acting Chairman KING. I assume from what Mr. Henderson—Ibeg

your pardon—the Commissioner has just stated that it deals with the

question of a possible infraction of the law calling for separation of

banking.

Mr. HENDERSON. I said the difficulty that confronted the bank

which formerly occupied a dual position and it was not intended to

have a separation.

If you will recall, Senator King, you were not here at the begin.

ning of the investment-banking hearings. We are undertaking to

present almost as complete a case as if we were on trial. We could

shorten it very considerably, but I think, in fairness to the witnesses,

i. there ought to be a full documentation of the things presented
here.

Mr. NEHEMRIs. According to the terms of that agreement, the

Cleveland-Cliffs Iron Co. contemplated a merger or consolidation

with the Cliffs Corporation, which owned all of its common stock,

did it not?

Mr. GREENE. I would say the management contemplated that.

Mr. NEHEMRIs. As part of this merger or consolidation, did not

Cleveland-Cliffs Iron Co. propose to issue some $24,000,000 of first.

mortgage and collateral-trust bonds?

Mr. GREENE. Either $24,000,000 or $25,000,000.

Mr. NEHEMKIS. Which is it?

Mr. GREENE. Well, I will have to refer to that. The amount that

WaS

Mr. GREENE. Very well.

Mr. NEHEMRIs (interposing). Suppose you accept my figures, sub

ject to later correction.

PARAGRAPH 7 OF THE AGREEMENT OF JAN. 30, 1935

Mr. NEHEMKIS. 1 read to you now paragraph 7 of this agreement

which was entered into by the respective parties. It reads as follows.

Acting Chairman KING. Has he identified that?

Mr. NEHEMRIs. He has, sir. [Reading from “Exhibit No. 1819):

You [that is to say, the Bankers Trust Company] are to use your best efforts

to Secure a group or Syndicate of investors who will purchase the entire issue
of said bonds as above stated, or who will enter into an underwriting agreement

in form acceptable to us [that is, Cleveland Cliffs] for the purchase of the
entire issue of Said bonds.

I want you to pay rather careful attention, if you will, Mr. Greene,
to the next sentence [reading from “Exhibit No. 1819% -

You shall not be liable under any conditions for your failure to secure the

group or syndicate referred to above or for the purchase yourselves or for the
underwriting of all or any part of said bonds.

End of the quotation from article 7 of the agreement.
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Would you be good enough to explain the occasion for the inclu

sion of the last part of this provision limiting the liability of the

bank, which I have just read to you?

Mr. GREENE. Well, the contract was prepared by the Bankers Trust

Co. and at that time we had no definite plan; it was merely that

they as agents were going to endeavor to place a bond issue of an

amount to pay off what we called our special bank loan and relieve the

company from its short-time loans, and just how it was to be done

wasn't then determined.

Mr. NEHEMRIs. Mr. Greene, may I ask whether Mr. Tompkins

was not responsible for the inclusion of that provision?

Mr. GREENE. Well, I think he was—no more than the rest of them.

Mr. Tompkins or his department drew that informal agreement.

Mr. NEHEMKIs. May I ask whether you insisted upon that particu

lar provision; was it a suggestion that came from you?

Mr. GREENE. Not that portion. The whole agreement was drawn

by Mr.º or his department, the whole agreement. It

. that Mr. Tompkins drew that; the whole agreement was

I’a.WIn

Mr. NEHEMRIs. Then just to summarize briefly in response to my

first question to you, the particular provision which I am now ques

tioning }. about was not incorporated into the contract at your

request, but rather at the insistence of Mr. Tompkins. That is what

you have just testified, substantially.

Mr. GREENE. That is correct, but that leaves the impression that

I might have drawn the rest of it, and he might have put that in.

Mr. NEHEMKIs. I quite understand that the whole agreement Was

drawn at the instance of the Bankers Trust Co., and while we are

discussing the agreement, do you happen to know the firm of counsel

that was responsible for the drafting of that agreement?

Mr. GREENE. I don’t think I could tell you.

Mr. NEHEMRIs. If I mention to you White and Case, would that

help you?

Mr. GREENE. I only recall that White and Case quoted to me as

approving of their acting as agents in this matter.

Acting Chairman KING. Reported to you as approving?

Mr. GREENE. In my conversation with Mr. Tompkins when we were

discussing the question of the Banking Act of 1933, the question of

their acting as agent in such a matter, it was quoted to me that Bankers

Trust had been advised by their counsel that they were acting well

within their rights.

Acting Chairman KING. For my own information, as I understand

the situation—if I am in error I want to be corrected—the companies

that you represented, temporarily, I suppose, owed about $25,000,000,

and the Bankers Trust Co. was one of the creditors. The obligations

were due, they were short-term obligations, and it was believed neces

sary to adjust the situation and to get a new financing plan adopted.

The Bankers Trust Co. owned about one-eighth of the $25,000,000

obligation.

Mr. GREENE. About one-sixth.

Acting Chairman KING. And the rest of it was held by other banks.

Mr. GREENE. Mostly by seven other banks, and two individuals or

other corporations.
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Acting Chairman KING. And you went to the Bankers Trust Co. for

the purpose of discussing the steps necessary to be taken in order to

accomplish the desire, namely, to convert the short terms into long
terms or to make some arrangement to meet the situation which was

then developed.

Mr. GREENE. That is a correct general statement of the situation.

Mr. NEHEMRIs. Mr. Greene, did you understand by this provision,

paragraph 7, which we have been discussing, that Bankers Trust Co.

in fact, could take a share on original terms of the bonds which were

to be underwritten but that they were not liable to you if they did not

Mr. GREENE. I don’t think I gave it any particular thought.

Mr. NEHEMKIs. Did not this provision that we have been discussing

article 7, give Bankers Trust Co. all of the advantages of an under.
writer with none of the risks?

Did you happen to think of that?

Mr. GREENE. I am quite sure my mind was entirely devoted to the

troubles of getting a company that had a $25,000,000 short-term loan

on its hands with four or five million of regular indebtedness, my

thoughts were more than occupied with that problem.

Mr. NEHEMRIs. You left the details, the mechanics of providing

for those arrangements, to your friend Mr. Tompkins?

Mr. GREENE. Well, I think very properly.

Mr. NEHEMKIS. I wasn’t inferring in the slightest, Mr. Greene, and

don't want you to think for a minute that I had any other thought

in mind. I want to continue reading from the contract that you

entered into with the Bankers Trust, and I now quote [reading from

“Exhibit No. 1819.”]:

Upon the purchase by said group or syndicate of the entire issue of said bonds,

or upon the sale of said entire issue of bonds under said underwriting agree

ment, we [meaning Cleveland Cliffs] agree to pay to you [meaning Bankers

Trust] for your services hereunder in cash, a fee of one per cent (1%) of the
entire principal amount of said bonds.

Mr. Greene, what return did Cleveland-Cliffs expect from Bankers

Trust Co. for this fee of $240,000; that is to say, 1 percent of
$24,000,000?

Mr. GREENE. We expected that placing of a $24,000,000 or $25,
000,000 bond issue at a 1-percent fee—now, the cost of the Cleveland.

Cliffs for their credit situation at that time, that was a very satisfac.

tory arrangement. In other words, that was, in our opinion, better
than we had expected to get at that time.

. Mr., HENDERSON. That is, you expected that this fee, without the

risks that were specifically eliminated in the contract, would be worth

while to the Cleveland Cliffs if they could in some manner get an
underwriting group to handle the thing for you.

Mr. GREENE. That is it exactly.

, Mr. HENDERSON. You expected to pay the underwriting fee in addi.
tion to this.

Mr. GREENE. Oh, no; no; that is the point. At this time this was

to be a placing of this entire issue at par, and we would get all the

proceeds.

Mr. HENDERSON. This would be the sum total of the expenses.

1. “Exhibit No. 1819.”
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Mr. GREENE. Then we pay the Bankers as agent a fee for services.

Now, I think we ought to state here so that the members of the Com
mission will have those facts in mind that this contract was never

carried out and was declared by both parties to it to be out the window

Some time in the spring, so that we are discussing a contract, or really

not a contract, a memorandum, which in fact was never carried out.

Mr. NEHEMRIs. We will develop that in due course, Mr. Chairman.

I would prefer that the witness confine himself to the questions imme

diately directed to him and as is our usual procedure, he is at liberty

to make statements after the line of inquiry has been developed.

Acting Chairman KING. It seems to me if this contract was never

carried out it is not very material to proceed with it.

Mr. NEHEMKIs. I don’t like to take issue with the statement of the

witness, but that is not, strictly speaking, a correct statement, as the

evidence will show.

Acting Chairman KING. Then proceed.

Mr. NEHEMRIs. Mr. Greene, I show you a memorandum which pur

ports to have been prepared by you dated June 28, 1935. Will you

examine this and tell me whether you recognize it as a true and cor

rect copy?

Mr. GREENE. It is.

Mr. NEHEMRIs. The memorandum identified by the witness, may it

please the committee, is offered in evidence.

(The document referred to was marked “Exhibit 1820” and is

included in the appendix on p. 12743.)

SIGNING THE AGREEMENT OF JANUARY 30, 1935

Mr. NEHEMRIs. Now, Mr. Greene, were you not somewhat reluctant

to execute the contract to which reference has been made?

Mr. GREENE. Well, I was reluctant only because the matter hadn’t

been submitted to the board of directors. I covered that point by

writing above the signature—

Mr. NEHEMRIs (interposing). I will come to that in just a

moment.

Mr. GREENE. Well, I can’t answer your question. You asked if I

wasn’t reluctant. I wasn’t reluctant to execute the contract as it is

drawn with a memorandum included in it.

Mr. NEHEMRIs. Correct.

Mr. GREENE. I had to explain that, Mr. Nehemkis.

Mr. NEHEMRIs. Fine; thank you, sir. Now, you also wrote in the

memorandum which you identified and which is now in evidence as

follows [reading from “Exhibit No. 1820”]:

At the time this contract was drawn, the writer assumed that he would take

it to Cleveland and submit it to the Board and execute it only after approval by

the Board. Mr. Tompkins objected to this procedure and wanted the writer

to sign it at this time.

In other words, Mr. Tompkins insisted upon your executing the

contract.

Mr. GREENE. Mr. Tompkins regarded that as more or less—and I

did, too—as a personal memorandum between the two of us, as a

matter of good faith on my part to recommend such a plan to the

Board, which I was not only willing to do but very eager to do.
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Mr. NEHEMKIs. Mr. Greene, do I understand you correctly to say

that this seven-page document which I show you, drafted by the law

firm of White and Case, together with a formal letter of transmitial

approving this contract as to form was regarded by you and Mr.

Tompkins, the principals, as an informal document?

Mr. GREENE. I not only do, but I said so to Mr. Tompkins.

Mr. NEHEMRIs. I just wanted to be sure I thoroughly understood

you on the point. You continue in the memorandum which, Nº.

identified a moment ago as follows [reading further from “Exhibit

No. 1820”]:

I explained to him that I had no authority to do so and that my signature

would not be binding on the company and would only be a matter of gºod

faith on my part to exert my best efforts to secure the approval of the Board.

Now, Mr. Greene, your previous statement becomes relevant. ... Under

these circumstances you inserted above your signature the following,

“Subject to approval of the board of directors.” That is correct,

isn’t it?

Mr. GREENE. That is correct.

Mr. NEHEMRIs. Now, you further wrote in your memorandum

which you have identified and which is in evidence as follows [read.

ing from “Exhibit No. 1820”]:

Mr. Tompkins stated this was entirely agreeable to him and wanted it signed

with that understanding. After some further protest the writer signed the

instrument but wrote in above his signature “Subject to the approval of the

Board of Directors.”

. Now, can you tell me, Mr. Greene, why Mr.Tompkins wanted youtº

sº agreement before you left New York City?

r. GREENE. Well, I think I can. He was thoroughly familiar

with the Cleveland-Cliffs situation. He felt that the matter of

time was important, and he felt that if he had a commitment on

the part of the president of the company, even though it was an in

formal understanding, that that would enable him in a better way

to approach the institutions who would be the purchasers of this

issue. In other words, until he had something in writing it probably

put him in a weak position to approach those institutions he had in

mind, which I assume were insurance companies.

Mr. NEHEMRIs. Mr. Greene, I show you the contract of January

1935, which has been previously identified by you, and ask whether
that is not your signature, “E. J. Greene, Fresident.”

Mr. GREENE. It is E. B. That is my signature.

Mr. NEHEMKIs. Is that your handwriting immediately above your

signature, which reads, “Subject to the approval of #. Board of

Directors”?

Mr. GREENE. Thatis a photostatic copy of my writing.

Mr. HENDERSON. You signed this as president and also subject to

approval of the Board of Directors.

Mr. GREENE. Yes.

Mr. HENDERSON. Did you sign that “Subject to the approval of the

Board of Directors” standing up, or were you mad, or something at

the time?

Mr. GREENE. Oh, no, indeed; it was a very happy occasion as far
as I was concerned.

Mr. HENDERSON. Maybe it registers happiness, then.
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Mr. NEHEMKIs. In these negotiations, Mr. Greene, did you not con

sider the Bankers Trust Co. was your agent acting in behalf of the

Cleveland-Cliffs Iron Co.'

Mr. GREENE. I think that is what I considered.

Mr. NEHEMKIS. And as agent, Bankers Trust Co. was to organize

a syndicate to underwrite a bond issue for Cleveland-Cliffs Iron Co.

Mr. GREENE. You may call it a syndicate—a group of institutions.

Mr. NEHEMKIS. It is the same thing, I believe.

Mr. GREENE. Yes.

Mr. NEHEMKIS. I want to read to you from a memorandum which

you previously identified and which is in evidence, as follows: The

caption of this memorandum which you will recall has the following

[reading from “Exhibit No. 1820”]:

Brief summary of Negotiations with Bankers Trust Company, represented

throughout by Mr. B. A. Tompkins, and at times by Dana Kelly and Mr. Graham,

and also Lehman Brothers represented by Mr. Gutman and Mr. Szold.

And then on page 1 of the memorandum there appears the following:

A few days after the extension was granted the writer returned to New York

and took the matter up with Mr. Tompkins and his associates—

And then on page 2 appears the following [reading further]:

Mr. Tompkins stated this was entirely agreeable to him and wanted it signed

With that understanding.

So that at these conferences with your agent, Bankers Trust Co.,

there were also present investment banking firms who likewise par

ticipated in the negotiations. Is that correct in accordance with your

memorandum ?

Mr. GREENE. Well, that, unless I am rather permitted to tell the

story, it is hard to answer your question. This is another deal. This

is a gradual evolving of this deal into the thing that couldn’t be ac

complished and then we began to explore other things, and you are

getting into either the second or third phase of it.

Mr. NEHEMKIS. In 1934, had not some of the partners of Field,

Glore & Co., suggested to you that their firm might be interested in

financing Cleveland-Cliffs?

Mr. GREENE. I can’t remember the specific occasion, but I am in

clined to think that is correct.

Mr. NEHEMKIS. Is it not a fact, Mr. Greene, that Hayden, Stone &

Co., a firm of investment bankers in New York, had been in contact

with Mr. Mather, a large stockholder in Cleveland-Cliffs with refer

ence to buying a block of his stock?

Mr. GREENE. I think they had bought a block of both kinds of stock,

Mr. NEHEMKIS. Had not Hayden, Stone & Co. also been in contact

with you in regard to possible Cleveland-Cliffs financing prior to the

time you entered into the contract with Bankers Trust Co.?

Mr. GREENE. I think not; I believe that the discussions that I had

with the man who might be said to represent the Charles Hayden in.

terests (they are a group of things) were mainly interested in the

question of the terms of a possible merger between Cleveland-Cliffs

and Cliffs. I believe Bankers Trust were the first one in a concrete

and important way to take up the question of financing our loan. I

do not think that Hayden, Stone or Charles Hayden interests had up

to the time of January 1935, ever been specific about any possibility

of financing.
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MR. GREENE’s SUGGESTIONS FOR THE UNDERWRITING GROUP

Mr. NEHEMRIs. Did you not ask Mr. Tompkins to include Hayden,

Stone in the final underwriting syndicate?

Mr. GREENE. Now, you are getting again into the next phase and

the one after the plan as outlined in that informal agreement.

Mr. NEHEMRIs. Which informal agreement, the seven-page legal

document that I waved up here a moment ago?"

Mr. GREENE. Yes; the one that I said was subject to approval of

the Board of Directors. It was after that plan was entirely given

up that we got into other discussions and other possibilities and at

that time, it is true that I suggested not only Hayden, Stone, but

Kuhn, Loeb and Field, Glore.

Acting Chairman KING. What do you mean by the words “given

up” after that contract Mr. Nehemkis said he waved before you!

What do you mean by “given up”? You regarded it, as I under.

stood you in your testimony, as an informal understanding or con

tract or agreement that had to be subject to the approval of the

Board and then you state now it was given, as I understand you,

that the plan that was outlined in that informal agreement was

given ''.

Mr. GREENE. The story, and I won't go into any more particulars

than necessary to answer your question, Senator King, the situation

was this: In theº; business, while there is a parent company,

it is very necessary to have a great many subsidiary mining com.

panies for the reason that you often tie in minor interests; conse

quently, when, we came tº take this matter up, our bankers or agent

took it up, either one. We found that the relationship between our

property, which was represented by land in fee and that which is rep

resented by the stocks of mining companies, were not in the propor

tion that the regulations required for insurance companies of the

State of New York. That was a very big obstacle, and led to some

considerable discussions, and study of our figures. In addition, in

February, the Federal Government filed a suit against Republic and

against the merger, and our attorneys felt that we should make no

move in the way of attempting to consolidate Cleveland-Cliffs and

Cliffs Corporation until that litigation at least was tried. For those

two reasons, the financing as outlined in this seven-page document
had to be given up for the time, and then we began to discuss the

other means of financing, and that led to an entirely different situal

tion, and the question that Mr. Nehemkis has asked me a couple of

times refers to that second phase, and I couldn't very well go from

one to the other, without explaining that that developed after wº

#. up the possibility of this entire thing, so that we approached it

from an entirely different way and in the way of going to the regu.
lar investment bankers in the standard or conventional way. egu

Mr. NEHEMRIs. You testified a moment ago, Mr. Greene that you

asked the Bankers Trust Co. to include Hayden, Stone & Čo #;
Glore & Co., and Kuhn, Loeb & Co., did you not? ->

§: §: I did.

r. NEHEMRIs. Now, had not all three of these inve -

firms had dealings with Cleveland-Cliffs at one time º.*. the

past, or its associated companies?

1 “Exhibit No. 1819.”
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. Mr. GREENE. That is correct, and that is why I suggested, I didn't

limit it. I just said it wasn’t up to me to indicate only those that

should be in the group, but I did want those three given the invita

tion, that was all.

Mr. NEHEMRIs. And in view of the previous association of these

three investment banking firms with the interests of Cleveland-Cliffs,

they might, perhaps, by the customs and mores of the investment

banking world, be said to have had an interest in Cleveland-Cliffs

financing?

Mr. GREENE. I don’t exactly know what you mean by interest.

Mr. NEHEMRIs. I mean they were concerned about it, they had ren

dered previous services to your companies and therefore they were

interested in anything that pertained to financing, they were very

much concerned about the future of the situation. That is what I

mean by interest.

Mr. GREENE. I think they took a friendly and cooperative attitude

toward us and we wanted to be courteous enough to see that they

were included.

Acting Chairman KING. Did they hold any of the securities or obli

gations of the Cliff or any of those organizations that owed the twen

ty-five million? Did they have any stock?

Mr. GREENE. Well, I just spoke about Mr. Charles Hayden's inter

est, having made a purchase. I am quite sure that none of the others

had any interest whatsoever,

Acting Chairman KING. You mean stock interest?

Mr. Gººse f don’t think they had any stock or obligation of

bonds or securities, so far as I know.

Mr. NEHEMRIs. These four firms that we have just enumerated

were finally included in the syndicate, were they not? -

Mr. GREENE. It was my understanding that when they got together

to make a deal they wanted to keep it to themselves.

Mr. NEHEMRIs. That isn't my question, Mr. Greene. I think you

and I will get along much better if you will try to answer my simple

questions a little less cryptically. I said to you: These four firms

were finally included in the syndicate, were they not?

Mr. GREENE. They were.

Mr. NEHEMRIs. That's fine, thank you, sir. Was not Lehman

Brothers finally selected as the manager of the underwriting syndi

cate? Do you recall?

Mr. GREENE. They were selected.

Mr. NEHEMRIs. Do you recall, Mr. Greene, how it happened that

Lehman Brothers was selected as the manager of the syndicate?

Mr. GREENE. At the suggestion of Mr. Tompkins.

Mr. NEHEMKIs. Mr. Tompkins being the vice president of the

Bankers Trust Co.

Mr. GREENE. Yes, sir.

Mr. NEHEMRIs. Now I show you a telegram from a Mr. Kelley to

a Mr. Geffine, dated February 2, 1935, obtained from the files of the

Cleveland-Cliffs Iron Company. Will you be good enough to iden

tify this as being a true and correct copy of an original in your

possession and custody?

Mr. GREENE. Did you ask me to identify this?
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Mr. NEHEMRIs. Yes; just tell me whether you recognize that a

being a true and correct copy of an original in your possession and

custody.

Mr. GREENE. I haven’t the slightest idea.

Mr. NEHEMRIs. You don’t know what is in your files?

Mr. GREENE. Well, it was 5 years ago; I wouldn’t remember 4

telegram to another officer.

Mr. NEHEMRIs. Then you will have to assume that in response tº

our request you did make this available, shall we say?

Mr. GREENE. Yes.

Mr. NEHEMRIs. Do you accept that?

Mr. GREENE. Yes, sir. -

Mr. NEHEMKIs. This telegram is offered in evidence, Mr. Chair

Iſlan.

Acting Chairman KING. It will be received.

(The telegram referred to was marked “Exhibit No. 1821” and aſ:

pears in full below.)

Mr. NEHEMRIs. I want to read from this telegram signed by Dana

Kelly of the Bankers Trust Co., addressed to Mr. Geffine, vice prºl.

dent of the Cleveland-Cliffs Iron Company [reading from “Exhibit

No. 1821”]:

Plan be Cleveland Monday morning with Lehman representatives if satiº

factory to you. Regards.

And I want to call your attention, if I may, Mr. Greene, the dale

of that telegram, February 2, 1935. Now your agreement'—and by

agreement I am now, for the sake of precision and accuracy, re.

ferring to that seven-page legal document which you had sign

with the Bankers Trust Company—was signed on January 30, 1%;

The telegram which I have just read from was dated February.”

1935. So that within 3 days after you had concluded your negotia.

tions with Mr. Tompkins he had apparently already inte One

underwriter in the deal, Lehman Brothers. Had Mr. Tompkins

discussed with you, Mr. Greene, prior to the execution of the contra:

of January 30, 1935, the possibility that Lehman Brothers would

manage the issue?

Mr. GREENE. My best recollection is that we didn't discuss that On

January 30, but we discussed it some later. I am surprised to note

that Lehman Brothers were in the picture as early as that.

Mr. NEHEMKIs. It is always very interesting to have the witness

enlightened about their own affairs, Mr. Greene.

In November, did you not request the bankers that $2,000,000 ºf

the issue be granted on original terms to various Cleveland inves:

ment banking houses?

Mr. GREENE. I went over the list and urged that the investment

bankers of Cleveland, where I knew there would be a market, be

included. I couldn't tell you whether it was just $2,000,000.

Mr. NEHEMHIS. Substantially that.

Mr. GREENE. Substantially that amount.

Mr. NEHEMKIS. Do you recall whether the houses that you sug

gested for participation of $2,000,000 actually received the participº.
tion in that actual amount?

1 “Exhibit No. 1819,” appendix, p. 12741.
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Mr. GREENE. It is my recollection that they did, possibly slightly

InOre.

Mr. NEHEMKIs. I think we had better stick to the $2,000,000 figure;

that is in the registration statement.

Did you not ask Mr. Tompkins to grant A. G. Becker & Co., of

Chicago, a participation of $200,000? Do you recall that?

Mr. GREENE. I believe we did.

Mr. NEHEMRIs. And do you recall whether or not A. G. Becker &

Co. was granted such a participation?

Mr. GREENE. I am quite sure they were.

COMPOSITION OF UNDERWRITING SYNDICATE

Mr. NEHEMKIs. Did not the syndicate, as finally constituted, con

sist of 4 principal underwriters and 10 secondary underwriters, Mr.

Greene?

Mr. GREENE. I know it was four principal; I couldn’t give you the

exact secondary.

Mr. NEHEMRIs. Will you accept my number subject to your further

confirmation?

Mr. GREENE. I will.

Mr. NEHEMRIs. And of the 4 principal underwriters and the 10

secondary underwriters in the syndicate, did you not select 13?

Mr. GREENE. Well, I couldn’t testify that I did.

Mr. NEHEMRIs. Recall your previous testimony. You have been

developing this with me.

Mr. GREENE. I know I suggested a good many.

Mr. NEHEMKIs. I am afraid I shall have to take you over your

previous testimony unless you give me a more positive answer. Sup

pose I repeat my question. Perhaps that will help you, Mr. Greene.

I said, if I recall correctly, of the 4 principal underwriters and the 10

secondary underwriters in the syndicate, did you not select 13?

Mr. GREENE. I would have to see the list. I know I selected those

that I testified but I don’t remember.

Mr. NEHEMKIS. Then assuming my arithmetic is correct, if your

testimony were before you it would add up to 13?

Acting Chairman KING. How did you select, using that term as

used by Mr. Nehemkis, just indicate or name them, or go to see them

and agree to get them to become part of the syndicate?

Mr. GREENE. They were selected with a view to recognizing past

services and also to recognizing what I thought would take care of

the market that would exist for these bonds.

Acting Chairman KING. That is to say, to whom did you recom

mend them, if you made any recommendation?

Mr. GREENE. I recommend those that I thought would be helpful

to placing this particular bond, would have some knowledge of the

iron-ore business, and in addition those that I thought the company

was under some obligation to.

Acting Chairman KING. Were some of them creditors?

Mr. GREENE. Yes.

Mr. O'Connor. May I ask, to whom did you recommend?

Mr. GREENE. Toº Brothers, the head of the group.

Mr. NEHEMKIS. So that we have this situation, if I may briefly

recapitulate, Mr. Greene. You made suggestions to the syndicate

manager concerning the selection of various underwriters and as a
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result of the various suggestions that were advanced it happened that

13 of your suggestions out of a list of 14 in the ultimate syndicate

were accepted, and Mr. Tompkins therefore actually selected but

one underwriter, namely Lehman Brothers. Is that correct, sir?

Mr. GREENE. Well, I had no right to select them. I suggested

them. I wouldn't say that I selected them.

Mr. NEHEMKIS. Just a moment, sir. I suggest that you attempt to

answer my question. If you don't understand it—

Acting Chairman KING (interposing). I think that is an answer.

Mr. NEHEMRIs. I think it is an irrelevant, immaterial and incon

sequential answer.

Acting Chairman KING. I don’t agree at all. You indicated how

they were selected and you indicated that 13 of them, did you!

What number? And to whom did you indicate their names?

Mr. GREENE. To one of the partners of Lehman Brothers. I think

I should explain that for 33 years I was connected with a trust com.

pany and most of that time we operated a bond department. Here

was a rather unusual bond that pertained to an industry that isn't

particularly well known in Wall Street. Now, I was familiar with

a group of distributors of securities that did know something about

this and all I was attempting to do as the president of the company,

the debtor company, was to assist in the wise distributing of those

securities. Now, I didn’t have the right to dictate; I merely sug.

gested people that I thought would be good people to be purchasers

of the bonds.

Mr. HENDERSON. I think the chairman and counsel didn’t suggest

there was any impropriety in it. The result was there were four

principal underwriters and ten others.

Mr. NEHEMKIs. It is to Mr. Greene's great credit that he was that

much interested in this syndicate that he made the suggestions.

Acting Chairman KING. I thought he made the proper selection.

Proceed.

Mr. NEHEMKIS. So that as far as you know Lehman Brothers, the

manager of the syndicate, did not select any of the underwriters?

Mr. GREENE. I couldn't name any right now.

THE COMMISSION EARNED

Mr. NEHEMRIs. Now, Mr. Greene, will you tell me exactly what

Bankers Trust Co. did in this transaction to earn their commission

as your agent in organizing and selecting and underwriting a syndi

cate to float $24,000,000 of bonds?

Mr. GREENE. Do you mean the commission finally paid?

Mr. NEHEMKIS. That was finally paid.

Mr. GREENE. Well, I will state they were very helpful all the way

through in the original deal. They were to secure the purchasers of

the entire issue. They took it up with Lehman Brothers and intro

duced me to that firm. They counseled me about rates of interest.

maturities, and so on. In the final financing which we haven’t come

to $16,500,000 of bonds and a $5,000,000 bank loan, they placed the

$5,000,000 bank loan. A number of times when we were at grips on
the negotiations they were helpful not only in their advice to us

but they attended the meetings and 1. before the investment

bankers the situation in aº: than I could. We finally paid

them a fee of $25,000, as I recall it.
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Mr. NEHEMRIs. That is correct. Mr. Greene, would you be good

enough to glance at three letters which my associate will show you

and tell me whether you recognize them as true and correct copies of

originals in your possession and custody? One is a letter from

'ourself to Mr. Belden, dated July 5, 1935; another is a memorandum

y you, dated June 13, 1935; and the third is a letter by you, dated

December 6, 1935.

Mr. GREENE. I do. May I see this a moment?

Mr. NEHEMRIs. Mr. Greene, I might say I don't intend to examine

you about them. These documents, Mr. Chairman, may it please

the committee, are offered in evidence.

Acting Chairman KING, Yes. Would one mark do, put them

together?

§ NEHEMRIs. I think the reporter prefers they be marked sep

arately.

#. letters referred to were marked “Exhibits Nos. 1822 to 1824.”

“Exhibits Nos. 1822 and 1823” are included in the appendix on pp.

12746 and 12747. “Exhibit No. 1824” appears in full in the text on

p. 12462.)

Mr. NEHEMRIs. Mr. Chairman, may the witness be dismissed and

may I have leave of the committee to call Mr. Tompkins of the

Bankers Trusts Company? -

Acting Chairman KING. Before leaving the stand, is there any

explanation you care to make in addition to those which you have

made to counsel respecting matters which he interrogated you

concerning?

Mr. GREENE. I would like to make this statement, if I may, to give

the members of the committee a chance to see the reason for this

gradual change in the situation. Not only were conditions in the

iron-ore industry continually improving, but our condition was

getting better all the time. Now, we start in with one deal and as

general conditions and our particular conditions improved, this deal

shifted around, and in the course of the 10 monthsº, the time

of its origination and the consummation it was something very

different.

It was an entirely satisfactory matter for the company and inas

much as the bonds sold readily, remained at a slight market premium

above and were called at the full call price and refunded into a lower

rate, why I think that as far as the company goes I want to go on

record as saying it was an extremely happy and fortunate deal.

Acting Chairman KING. Was the entire amount of $25,000,000

ultimately paid?

Mr. GREENE. All paid in full. The total issue as finally concluded

was $16,500,000 of bonds and $5,000,000 bank loan. The bank loan, I

believe, was a 5-year loan, paid off in half that time. The other issue

was paid in full in February of this year and was reduced to a 3%

percent issue and a 2.16 percent 5-year bank loan.

Acting Chairman KING. Were those bonds guaranteed?

Mr. GREENE. No, sir; and they were on Cleveland-Cliffs alone.

The two companies are still separate.

Acting Chairman KING. You may retire.

Mr. HENDERSON. May I ask Mr. Greene while he is here—

(Off the record.)
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Mr. NEHEMKIs. May I say on behalf of the committee we are

deeply grateful to him? He has inconvenienced himself several times

to be available to us. I want to express my thanks in the committee's

behalf to him.

Acting Chairman KING. Yes. Is he excused?

(Mr. Greene was excused.)

Mr. NEHEMRIs. Mr. B. A. Tompkins, please take the witness stand.

Acting Chairman KING. Do you solemnly swear that the testimony

you are about to give in this proceeding shall be the truth, the whole

truth, and nothing but the truth, so help you God?

Mr. ToMPKINs. I do.

TESTIMONY OF B. A. TOMPKINS, WICE PRESIDENT, BANKERS

TRUST CO., NEW YORK CITY

Mr. NEHEMRIs. Mr. Tompkins, will you state your full name and

address, please?

Mr. ToMPKINs. B. A. Tompkins, 16 Wall Street.

Mr. NEHEMKIS. Are you not an officer and director of the Bankers

Trust Co.'

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. What position do you hold?

Mr. ToMPKINs. Vice president.

Mr. NEHEMKIS. Are you not also a director of the following com.

panies—the Coronet Phosphate Co.?

Mr. TOMPRINs. Yes.

Mr. NEHEMKIS. The Detroit Edison Co.;

Mr. TOMPEINs. Yes.

Mr. NEHEMRIs. The Otis Elevator Co.?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIS. Babcock & Wilcox Co.?

Mr. TOMPRINs. Yes.

Mr. NEHEMRIs. International Paper & Power Co.;

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. National Aviation Corporation?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. U. S. Leather Co.?

Mr. ToMPKINS. Yes.

Mr. NEHEMKIS. Flintkote Co.?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. Southern Kraft Co.?

Mr. ToMPKINS. No.

Mr. NEHEMRIs. You have gone off that?

Mr.º:º. I was ever on that.

Mr. NEHEMKIs. Mr. Tompkins, prior to the Banking A

did not the Bankers Trust Co. have a security it. #...”
Bankers Co.2

Mr. ToMPKINs. Yes.

Mr. NEHEMKIS. Were you not an officer of the Bankers Co.;
Mr.§:X.

Mr. NEHEMKIS. And pursuant to the terms of the Banki
Bankers Co. was dissolved, was it not? king Act the

Mr. ToMPKINs. Long before the Banking Act was passed.
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Mr. NEHEMRIs. I didn’t know that; I am glad to have that. And

thereafter, that is to say following the dissolution of the affiliate you

became an officer of Bankers Trust Co., did you not?

Mr. ToMPKINs. I continued as an officer of the Bankers Trust Co.

Acting CHAIRMAN KING. That is, you have been an officer of the

Bankers Trust Co. before the dissolution of the Bankers Co.'

Mr. ToMPKINs. Yes, sir.

Mr. NEHEMKIS. In December of 1935, the Cleveland-Cliffs Iron Co.

sold $16,500,000 first mortgage 434 percent sinking fund bonds due

November, 1950, did they not?

Mr. ToMPKINs. Yes.

Acting Chairman KING. Are you the Mr. Tompkins to whom Mr.

Greene referred?

Mr. ToMPKINS. Yes, sir.

Mr. NEHEMRIs. As part of and in addition to this financing, did not

Cleveland-Cliffs Iron Co. borrow $5,000,000 from three banks?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. And these were on notes which were due from 1936

through to 1940?

Mr. ToMPKINs. I believe so.

Mr. NEHEMKIs. Of this sum, was not $2,000,000 borrowed from the

Bankers Trust Co.?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIs. And another $2,000,000 from the First National

Bank of Chicago?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIS. And $1,000,000 from the Cleveland Trust Co.?

Mr. ToMPKINs. That is correct.

Mr. NEHEMKIS. I believe that you have been present in this room

during Mr. Greene's testimony, have you not?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIs. Did you hear that testimony?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIs. You followed it?

Mr. ToMPKINs. Yes. -

Mr. NEHEMKIs. Mr. Greene's testimony shows that about the middle

of January 1935, Cleveland-Cliffs owed about $25,000,000 in short

term loans to various banks. That is correct, is it not?

Mr. ToMPKINS. Yes.

Mr. NEHEMKIS. And that included about $4,000,000 to the Bankers

Trust Co. 7

Mr. ToMPKINs. Correct.

AGREEMENT OF JANUARY 30, 1935 *

Mr. NEHEMRIs. Now, as a result of Mr. Greene's conversation with

you, Bankers Trust entered into an agreement with Cleveland-Cliffs

Iron Co. whereby the bank was appointed an agent to form an under

writing syndicate to handle the sale of the proposed $24,000,000 bond

issue. Is that correct?

Mr. ToMPKINs. Not necessarily to form an underwriting syndi

cate. It was to find purchasers for that amount of bonds. It might

* This subject is resumed from p. 12425, supra.
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have taken the form of an underwriting syndicate, but it wasn't the
intention for us to make the sales to institutions.

Acting Chairman KING. That is a different document, is it, from

the one which you waved?

Mr. NEHEMRIs. The one I was referring to in my question and to

which the witness referred?

Acting Chairman KING, Yes.

Mr. NEHEMRIs. No; that is the seven-page legal document” we have

been referring to.

Acting Chairman KING. That is the one you still call a contract?

Mr. NEHEMRIs. Yes, sir.

Mr. Tompkins, I show you a letter which purports to be written

from White & Case to your attention, dated January 30, 1935. Will

you examine this and tell me whether you recognize it as a true and

correct copy of an original in your possession?

Mr. ToMPKINs. Yes.

Mr. NEHEMKIs. Mr. Chairman, I read from this letter.

Acting Chairman KING. Has Mr. Greene gone?

Mr. NEHEMRIs. No; he is here.

Acting Chairman KING. I would like to ask him one question.

Excuse the interruption. Come forward, Mr. Greene, I want to ask

you one question.

TESTIMONY BY EDWARD B. GREENE, PRESIDENT, CLEVELAND.

CLIFFS IRON CO., CLEVELAND, OHIO-Resumed

Acting Chairman KING. You stated that you interlined in that con

tract, “subject to the approval of the Board.” When you went back to

the Board, did they approve the instrument?

Mr. GREENE. It is my recollection, Senator, that we were unable to

get a quorum, that I discussed this with some of the directors and

members of the Executive Committee and we were not able to secure

a quorum; and before we could get the quorum, suit was started and

the possibility of carrying this out was laid aside, so that while I

later reported to the board, everything that was reported to the board

was a matter of past history and not as a positive transaction.

Mr. NEHEMRIs. I read from the letter of January 30, 1935 [reading

from “Exhibit No. 1825”]: -

Enclosed herewith are several final copies of the proposed letter of appoint

ment of Bankers Trust Company as Agent for The Cleveland-Cliffs Iron Com:

pany . . . and The Cliffs Corporation.

We have examined the enclosed letter of appointment on your behalf and

write to advise you that, in our opinion, the same is in satisfactory form and

sufficient for the purposes indicated.

The letter is offered in evidence.

Acting Chairman KING. It may be received.

(The letter referred to was marked “Exhibit No. 1825” and is in:

cluded in the appendix, on p. 12748.)

1 “Exhibit No. 1819.”
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TESTIMONY OF B. A. TOMPKINS, VICE PRESIDENT, BANKERS

TRUST CO., NEW YORK CITY-Resumed

Mr. NEHEMKIs. I read to you from paragraph 7, Mr. Tompkins, of

the contract of January 30, 1935, to which reference has been previ

ously made [reading from “Exhibit No. 1819.”]:

You—

That is to say Bankers Trust Company—

are to use your best efforts to secure a group or syndicate of investors who will

purchase the entire issue of Said bonds as above stated, or who will enter into an

underwriting agreement in form acceptable to us—

That is Cleveland-Cliffs—

for the purchase of the entire issue of said bonds. You shall not be liable

under any conditions for your failure to secure the group or syndicate referred

to above Or for the purchase yourselves Or for the underwriting of all or any

part of said bonds.

Mr. Greene has previously testified that the latter part of that

provision was included in the contract mainly at your request. Does

Mr. Greene correctly understand the situation

Mr. ToMPKINs. I don't recall it exactly, but I know that I would

want that clause in any agency contract.

Mr. NEHEMKIs. And Mr. Greene has also testified that whether

or not the provision was included was not material to his considera

tions at the time, he was leaving it pretty much to your judgment,

do you recall that line of testimony

Mr. ToMPKINs. Yes; I recall that.

Mr. NEHEMKIS. Did you understand by the provision in question

that Bankers Trust Co. could in fact take a share on original terms

of the bonds underwritten, but that the bank was not liable to

Cleveland-Cliffs if it didn’t take the bonds?

Mr. ToMPKINs. No; I didn’t understand that we had a right to

participate in the underwriting of the bonds. We did have a right

in case the bonds were underwritten by investment bankers; if after

that fact they were offered to us for investment, we had a right to

buy them.

Mr. NEHEMRIs. Mr. Greene has testified that he was somewhat re

luctant to sign the contract at the time, and the testimony in evi

dence before the committee indicates that he did execute the docu

ment mainly upon your insistence. Why did you want him to

sign that document prior to his obtaining approval of the board

of directors?

Mr. ToMPKINs. The purpose of that document was to set forth

clearly what our understanding was, and the type of issue that I was

to attempt to sell if I could. I had planned as soon as possible to

take this issue of securities to a group of insurance companies, or

perhaps to a group of investment bankers, and I wanted two thin

definitely: First, some evidence of my right to represent the Cleve

land-Cliffs, Co.; and second, a description of the type of issue that

had been given to me to sell if I could.

Mr. NEHEMKIS. And you felt that you would be better fortified to

engage in preliminary negotiations if you had a formal instrument

in the way of an agency contract?

124491–40–pt. 24—9
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Mr. ToMPKINs. An agency contract. As far as Mr. Greene and

I were concerned, we didn't need any contract at all.

Mr. NEHEMRIs. Now, Bankers Trust Co., pursuant to the contract,

was made an agent because, I presume, under the Banking Act, Bank

ers Trust could not engage at the time in underwriting activities itself!

Mr. ToMPKINs. That is correct.

Mr. NEHEMRIs. Now, examine, if you will, four documents which

are now shown to you, and tell me whether you recognize them to be

true and correct copies of originals in your possession.

Acting Chairman KING. Before you answer that, do you recognize

the Bankers Trust Co. as an agent for the purpose of carrying out

the suggestions contained in that so-called contract?

Mr. ToMPKINs. Yes, sir.

Yes; I recognize those.

Mr. NEHEMKIS. May it please the committee, the documents iden.

tified by the witness are offered in evidence.

Acting Chairman KING. They may be received.

(The documents referred were marked “Exhibits Nos. 1826 to 1829"

and are included in the appendix on pp. 12749–12751.)

Mr. NEHEMKIs. In Mr. Greene's letter to you, Mr. Tompkins, dated

February 1, 1935, being Committee’s “Exhibit No. 1826,” he stated as
follows:

We both understand that this is an appointment of the Bankers Trust Company

as agent to buy or underwrite a first mortgage and collateral issue of bonds.

You pointed out immediately that Mr. Greene was under a misap.
prehension in regarding the bank as an underwriter. In committee's

ºf No. 1827,” your letter of February 4, 1935, you stated as
O11OWS :

I have just had your letter of the first. I think that it fairly sets forth our

understanding, with this exception. Under the law Bankers Trust Company is

prohibited from underWriting. We can, however, act as your agent on a com.
mission basis to find underwriters for the issue.

And again When Mr. Greene wrote to you on May 25, 1935, com.-

mittee’s “Exhibit No. 1828,” that—

the Bankers Trust Company are willing to include as equal partners in the deal,

two or three firms whose participation would be of advantage to the Cleveland

Cliffs Iron Company—

You again were quick to point out that Bankers Trust Co. was not

an underwriter.

On May 28, committee’s “Exhibit No. 1829,” you wrote:

I am a little concerned as to just how to handle the commissi -

under the contract we are to receive for our services. Under .º: jº&:
become a partner in an underwriting and I will therefore have to make it clear

to the houses which eventually constitute the underwriting group that we are

acting in an agency capacity for a commission.

You felt, did you not, Mr. Tompkins, that you had to make it on
clear to the investment bankers who might be#. in thetº:
that Bankers Trust was not an underwriter?

Mr. ToMPKINS. I don't know that I felt I had to m

them, because I could assume that they were familiartº.º: º
did have to make clear to them that I was acting for the Cleveland

Cliffs Corporation and that a commission was payable to me -

Mr. NEHEMRIs. You had to make it clear that you were acting as an

agent and that was the sole role that you found - -which you were authorized to act. y yourself in and in
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Mr. ToMPRINs. That is correct. -

Mr. O'Connell. Mr. Nehemkis, have you available there the provi

sion in the Banking Act of 1933 which forbids that?

Mr. NEHEMRIs. We have requested one of the gentlemen to find the

mimeographed copy that was offered in evidence earlier. If that is

not available, in the first day’s proceedings before the committee there

was offered in evidence the relevant portions.

Mr. O'ConnELL. My memory isn’t entirely clear, but I wasn't under

the impression that the Banking Act merely prohibited underwriting

in terms. My impression is that it referred to engaging to any

extent

Mr. NEHEMRIs (interposing). Or dealing in securities; that is my

recollection.

Mr. O'ConnELL. Sometime before we finish with this witness I

should like to have it read for my information. It seems to me a little

obscure to talk about underwriting if we are referring to the Banking

Act of 1933.

Acting Chairman KING. You and your counsel, as you interpreted

the Banking Act it did not prevent you or prohibit you from acting

as agent for the Cliff Company in finding purchasers for the securities

which they had issued?

Mr. ToMPKINs. That is the way I was advised by counsei.

Mr. O'ConnELL. May I understand, have you that in a formal opin

ion from your counsel? Have you a formal opinion from your counsel

to the effect that the activities you were engaging in in this instance

would not be in violation of the Banking Act of 1933?

Mr. ToMPKINs. Yes; in the form of a letter of transmittal which

accompanied the contract which they drew up.

Mr. O'Con NELI. You mean the letter which says [reading from

“Exhibit No. 1825”]:

We have examined the enclosed letter of appointment on your behalf and write

to advise you that, in our opinion, the same is in satisfactory form and sufficient

for the purposes indicated.

Am I to understand that, is in response to an inquiry from you as

to whether or not this particular transaction was in violation of the

Banking Act of 1933?

Mr. ToMPKINs. I don't know that I made the specific inquiry. I

told counsel what the Cleveland-Cliffs Co. had asked us to do, and I

asked for a contract or memorandum of agreement to be drawn, and

naturally I assumed they would present to me a legal document.

Mr. O'Connell. What I am interested in is what consideration

you gave to the specific question, which undoubtedly was in the front

of your mind, as to whether or not what you were doing was in viola

tion of the Banking Act, and whether or not you.# your lawyers

as to whetherit was in violation, and whether or not what your lawyers

told you is what we have here.

Mr. ToMPKINs. You asked if I had a written document. That is all

I have as a written document. I had naturally, upon the passage of

the Banking Act, studied it myself and talked about it with counsel.

and this contract was in consonance with their advice to me.

Acting Chairman KING. Proceed.

Mr. NEHEMRIs. Mr. Tompkins, in the four letters from which I

have read and which are in evidence, reference is made in those let
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ters in various places to the following characterizations of this 7-page

document. It is referred to as a “gentlemen's agreement,” it is re

ferred to as an “informal contract,” and it is referred to as a “con

tract.” Now all of these terms, I take it, do refer to this instrument!

Mr. TOMPKINs. Yes.

Mr. NEHEMRIs. And this instrument was approved by counsel.

your counsel?

Mr. ToMPRINs. It was drawn by the counsel of both companies—

drawn by my counsel with the counsel of Cleveland-Cliffs.

Mr. NEHEMRIs. Now when Bankers Trust executed this agreement

on January 30, 1935, you didn’t think that the bank was merely in

itialing a gentlemen's agreement, did you? You understood that this

was at the time a binding and valid agreement, didn't you?

Mr. ToMKINs. Yes.

SELECTION OF UNDERWRITERS

Mr. NEHEMRIs. You have heard Mr. Greene's testimony in regard

to the selection of the underwriters, that of the 14 principal and sec

ondary underwriters, he selected 13. Do you think Mr. Greene ac

curately understands the role played by Bankers Trust in the selection

of the underwriters for the syndicate?

Mr. ToMPRINs. You are dealing now, Mr. Nehemkis, with an

operation that wasn’t contemplated by that agreement. You are in

the second phase of this thing.

Mr. NEHEMRIs. I have leaped a hurdle and I have gone into the

second pasture, and you are right with me.

Mr. ToMPRINs. Mr. Greene's testimony on that point, I think, was

accurate. He suggested to Lehman Bros., and in some instances to

me, the names of houses that he believed would be helpful in this

business. I don’t think it can be fairly said that he selected them,

because the selection was in the last analysis in the hands of Lehman

Bros.

Mr. NEHEMRIs. Yes; I will withdraw my use of the term “selection.”

It is perhaps not quite accurate. He suggested, and the suggestions

were followed.

Mr. ToMPKINs. Yes.

Acting Chairman KING. Were there suggestions made that were

not followed? Were any other companies suggested other than the

14 companies to whom counsel has referred ?

Mr. ToMPRINs. I don't know, Senator, I would doubt it. I really

don’t know. -

Mr. NEHEMRIs. I will have occasion to refer to that later, sir, and

you will have a specific answer on it. -

Do you recall, Mr. Tompkins, in January of 1935, Hayden, Stone

& Co. were negotiating with Mr. W. G. Mather, an important stock

holder and director of Cleveland-Cliffs, for the sale of Mr. Mather's

holdings of the preferred stock?

Mr. ToMPKINs. No; I don't remember that. I recall that they were

negotiating with Mr. Mather for purchase of Cliffs common.

1 “Exhibit No. 1819.”
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BAYDEN, STONE & Co.'s REQUEST FOR AN UNDERWRITING PARTICIPATION

Mr. NEHEMRIs. Now, when Hayden, Stone learned of the possi

bility of a bond issue by the Cleveland-Cliffs and of the contract of

January 30, did they not ask you for a participation in the proposed

underwriting? -

Mr. ToMPKINs. I have forgotten the time, but I know they did ask

for an interest in the business.

Mr. NEHEMRIs. Did they ask you?

Mr. ToMPKINs. Yes.

Mr. NEHEM KIs. I show you a letter from yourself to Mr. Greene,

dated February 2, 1935. Will you examine that letter and tell me

if you recognize it to be a true and correct copy of an original in your

possession and custody ?

Mr. ToMPKINs. Yes; I remember this.

Mr. NEHEMRIs. The letter is offered in evidence, may it please the

Committee.

Acting Chairman KING. It may be received.

. (The letter referred to was marked “Exhibit No. 1830” and is

included in the appendix on p. 12751.)

Mr. NEHEMRIs. This is a letter from Mr. Tompkins to Mr. Edward

Greene, dated February 2, 1935. [Reading from “Exhibit No. 1830”:]

This is just to put you up to date on the matter of the purchase of Mr. Mather's

stock by Messrs. Hayden Stone et als and our hope that we would be given an

Opportunity to participate in that purchase.

You will recall that when you told me that Hayden Stone & Co. had been

in negotiation on that matter and asked what my point of view would be

with reference to ceding that firm an interest in the bond financing, I told you

that we would be very happy to offer them an interest. I believe that you advised

Mr. Hayden of our attitude on that point. At that time I suggested that I

thought it would be very gracious, and helpful to the whole situation, if in

return for our offering them an interest in the bond business they offered us an

opportunity to join them in their purchase of the stock. It was your feeling that

that would make a happy party all around and you expressed that feeling to Mr.

Mitchell.

And Mr. Mitchell is Mr. Steele Mitchell at that time at Hayden,

Stone?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs [reading further] :

You will recall the conversation which you and I had with Messrs. Mather and

Belden—

And Mr. Belden is counsel to Mr. Greene, is he not?

Mr. ToMPKINs. He was.

Mr. NEHEMRIs (continuing):

just before they were leaving for their final talk with Mr. Mitchell. I pointed

out to Mr. Mather that I was unwilling to have my request for a participation

in the stock purchase in any way interfere with his selling his stock. I merely

pointed out that I thought it would be in the interest of all parties concerned

if Hayden, Stone & Co. through Mr. Mitchell offered us an opportunity to share

in the purchase.

Mr. Mather and Mr. Belden came to my office late that afternoon and advised

me that Mr. Mitchell had stated that the two transactions were separate and

distinct, that he was prepared to purchase the full 200,000 shares and that any

participation which Hayden Stone & Co. might be offered in the bond issue was

a separate matter. I thereupon told Mr. Mather and Mr. Belden what I had

already said to you, namely that that attitude on the part of Messrs. Hayden

Stone & Co. relieved me from any possible obligation to offer them an interest in
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the bond purchase. I said that I would immediately telephone Mr. Mitchell and

advise him of that fact.

Mr. Tompkins, in this letter from which I have just read, you indi

cate that you were prepared to offer Hayden, Stone an original po:

sition in the bond syndicate in exchange for an original position in

their preferred-stock syndicate.

Mr. Tompkins, as agent for Cleveland-Cliffs, to arrange a syndicate

for the proposed financing, was it not your duty to find the strongest

syndicate, to obtain the best rate of interest and terms for Cleveland

Cliffs?

Mr. ToMPKINs. Exactly.

Mr. NEHEMKIs. But in this letter from which I have read, it would

appear, Mr. Tompkins, that you were attempting to use your position

as agent for Cleveland-Cliffs to obtain a trade for Bankers Trust in a

deal which was of no possible interest to Cleveland-Cliffs. In other

words, you were acting as any underwriter might act under similar

circumstances. In short, you were expecting an exchange of recipro

cal favors.

Mr. ToMPRINs. You say “it would appear,” Mr. Nehemkis. You

mean by that, that is the way it would appear to you. It doesn't

appear that way to me in the slightest.

Mr. NEHEMRIs. That is what you are here to testify about.

Mr. ToMPKINs. You have asked me the question, and the answer

to it is “No.”

Mr. NEHEMRIs. You think my interpretation is not a correct one?

Mr. ToMPKINs. Yes; and I think I can explain it if you would like

to have me.

Mr. NEHEMRIs. I would be very happy to have you.

Acting Chairman KING. Proceed, Mr. Tompkins.

Mr. ToMPRINs. You said you thought it was my function as agent

to obtain the best terms I could for my principal, to which I agree.

The Cleveland-Cliffs job at that time was not an easy one. The com

pany had lost money, a substantial amount of money, for a number

of years. It was not known in the East, it had never come to market

for financing. My problem was to try to take the company out of

the creditors’ committee and arrange to place some $24,000,000 of its

bonds, form a syndicate for that purpose, if necessary.

I had formed in a preliminary way a group which I believed could

handle the business, consisting of Lehman Bros., Kuhn, Loeb, and

Field, Glore, and at that point it was already apparent to me that

while they were interested in the business, they themselves were not

sure that it could be done. I wanted, of course, to make the business

as attractive to them as I could. When Hayden, Stone applied for an

interest in the bond business, if it were done, and there was an

opportunity to receive from them a participation in a piece of busi.

ness which they had at their disposal, which I could use in turn
for the benefit of the syndicate that I had formed, it was natural in

the interest of my principal to do it, and that is what I Sought to do

That interest was not for the Bankers Trust Co. -

Mr. NEHEMRIs. I beg your pardon, sir. Do I understand you cor

rectly to have testified that at this time, in February 1935 ifi

cally February 2, 1935, that you had already formed #. *:::::::::
group consisting of the three firms I have mentioned?
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Mr. ToMPKINs. I am not sure I had called them into a meeting,

but I knew the firms I was going to select. -

Mr. NEHEMRIs. Isn't that in conflict with Mr. Greene's previous

testimony that he suggested three of the four principal underwriters?

Mr. ToMPKINs. We discussed them together and decided that they

would be the right people for the business.

Mr. NEHEMRIs. So that you mean to state, then, that after the

discussion with Mr. Greene and the passing upon the names, you did

the mechanical steps of transmitting that to the group !

Mr. ToMPKINs. I hoped that the service was a little more than

mechanical.

Mr. NEHEMRIs. I’m sorry, I didn’t intend to infer in the use of

º word “mechanical” anything other than carrying out your agency

uties.

Mr. ToMPKINs. I mean, Mr. Nehemkis, that we discussed the thing

among ourselves and decided which houses, in the light of their

º: in this particular type of business, would be the best.

. NEHEMRIs. Now, one other point that I would like you to

clear up, if you will, which relates to the same matter. Mr. Greene

testified, if I recall correctly, that he transmitted suggestions con

cerning the ultimate make-up of the syndicate to Lehman 13ros.

Did you both do that?

Mr. ToMPKINS. That was when it became apparent that I couldn’t

do what I proposed to do at the outset, that is to place $24,000,000

of bonds. The property would not stand that issue. What Mr.

Greene was testifying to had to do with a later phase when we were

not talking in terms of $24,000,000 of bonds, but Lehman Bros. were

going to sell $16,500,000 of bonds. At that stage in the proceedings,

he was having discussions with Lehman Bros. about possible partici

pants in the issue with which I had no concern whatsoever.

Mr. NEHEMRIs. Now, in the letter from which I had previously

read, Committee “Exhibit No. 1830," on February 2, 1935, you also in

formed Mr. Greene as follows:

Today he—

meaning Steele, Mitchell—

telephoned me that he had discussed the matter with his partners—

that is to say, the partners of Hayden, Stone—

and they had decided to offer us no participation in the stock purchase. I

Said I was sorry but that I would have to accept that and that of course he

understood that I had no obligation to offer his firm an interest in the bond

matter. He confirmed that that was his understanding.

I regret that Mr. Mitchell and his associates reached that decision, but I

could do nothing but accept it. I thought, however, that I should immediately

write you and tell you the story.

In other words, Mr. Tompkins, regardless of whether it was good

or bad for Cleveland-Cliffs' bond issue, you excluded Hayden, Stone

because they had not seen fit to give you, the bank, a participation

in their stock purchase?

Mr. ToMPRINs. No, not at all.

Mr. NEHEMRIs. Well, will you explain to me what the meaning of

the two paragraphs from which I have just read is, if it doesn't

connote the meaning I have just placed upon those two paragraphs?
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Mr. ToMPRINs. It means this, that this was in the early part of

February.

Mr. NEHEMRIs. February 2, to be exact, is the date of your letter?

Mr. ToMPKINs. Right. That was shortly after the drafting of this

informal contract between Cleveland-Cliffs and the Bankers Trust

Co.

Mr. NEHEMRIs. That is, January 30, you mean?

Mr. ToMPKINs. That is right, and this whole thing was in a

formative stage. I had in my mind to invite Lehman Bros. to head

this syndicate and with them would be associated Kuhn, Loeb and

Field, Glore; others might later come in, but not necessarily on

original terms. I at that time thought that if Hayden, Stone wanted

to come in and make a friendly gesture to those other three houses

by giving them an interest through me, if you will, that would make

for a very happy party, but all I told Mr. Mitchell, when he de

clined to do that, was, “Then, will you understand I have no obliga.

tion from here in to take you into this business?”

Mr. NEHEMRIs. Assuming that you meant what you said in these

last two paragraphs, would you be good enough to explain to me how

it was possible, under the terms of the Banking Act, for Bankers

Trust to participate in a Hayden, Stone syndicate?

Mr. ToMPKINs. That is what I have just pointed out to you; that

that, interest in the syndicate which you suggested I was taking for

Bankers Trust Co. was never contemplated for Bankers Trust Co.

Mr. NEHEMRIs. In other words, you want the committee to under.

stand that in your activity you were merely a conduit by which favors

could be exchanged and other arrangements effected which would

benefit various parties to the syndicate?

Mr. ToMPKINs. I wouldn't call it the exchange of favors. I would

say that I was acting as an agent for the Cleveland-Cliffs Corpora.

tion, doing the best. I could to get the best terms for them possible.

Mr. NEHEMRIs. Well, now, I want to read back to you once again.

if I may, those last two paragraphs. I have identified thepºliº

involved in here, and I won't do it this time. [Reading from “Exhibit

No. 1830”:]

Today he telephoned me that he had discussed the matter with his partners
and they had decided to offer us no participation in the stock purchase. I said

that I was sorry but that I would have to accept that and that of Course he

understood that I had no obligation to offer his firm an interest in the bond

matter.

Now, in that statement, assuming that Hayden, Stone had offered

you a participation, under the proposal then contemplated, you would
have been obligated to bring Hayden, Stone into the deal on original

terms, would you not?

Mr. ToMPKINs. With the agreement of the other members of that

º:
r. NEHEMRIs. Yes. Assuming they all agreed. Now, wh

made that suggestion to Hayden, Stone, for whom were you .#*º: Orºº Iron Co.2 g;

r. ToMPKINS. Cleveland-Cliffs; they were my principal
c; Nº.KIS. º:. g noº** it, º Cleveland.

Iffs whether or not Hayden, Stone offered you an - - -

stock deal? 2 you an exchange in their
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Mr. ToMPRINs. Decidedly, because that was to be for the benefit of

the other participants in the syndicate; not for the Bankers Trust

Co. We couldn’t have taken it under the law, anyway.

Mr. NEHEMRIs. Then why were you making these suggestions, if

upon your own admission you could not have taken it under the law?

Mr. ToMPKINs. Because I was doing it for the account of the par

ticipants in the syndicate.

Mr. NEHEMKIs. Now I want to read a bit further, if I may. [Read

ing further from “Exhibit No. 1830”:]
He—

Meaning Steele Mitchell—

confirmed that that was his understanding.

I regret that Mr. Mitchell and his associates reached that decision, but I could

do nothing but accept it. I thought, however, that I should immediately write

you and tell you the story.

Now if I may briefly recapitulate, at the time that Hayden, Stone

was interested in the stock transaction and you offered them a par

ticipation on original terms in the deal that you were handling as

agent, you were acting, you wish the committee to understand, in

behalf

Mr. ToMPRINs (interposing). I hadn't offered them an interest.

Mr. NEHEMRIs. Beg pardon'

Mr. ToMPKINs. You said I had offered them an interest. I hadn’t

offered them an interest.

Mr. NEHEMRIs. You had not offered Hayden, Stone an interest on

original terms in the Cleveland-Cliffs transaction in exchange for

participation by the bank in the Hayden, Stone stock deal?

Mr. ToMPKINs. Not up until that time they were never offered an

interest in it.

Mr. NEHEMRIs. This letter is dated February 2, and that is the

purpose of your letter of transmittal to Mr. Greene. You wrote in

the second paragraph of this letter as follows, Mr. Tompkins,

| Reading further from “Exhibit No. 1830”:]

You will recall that when you told me that Hayden Stone & Co. had been in

negotiation on that matter and asked what my point of view would be with

reference to ceding that firm an interest in the bond financing, I told you that

We would be very happy to offer them an interest.

Mr. ToMPRINs. That is right.

Mr. NEHEMRIs (continuing):

I believe that you advised Mr. Hayden of our attitude on that point. At

that time I suggested that I thought it would be very gracious, and helpful to

the whole situation, if in return for our offering them an interest in the bond

business they offered us an opportunity to join them in their purchase of the

Stock.

Now that is precisely the way investment bankers talk when they ne

gotiate a deal. That has been the whole tenor of the testimony before

this committee which has been received here for the past three weeks

Q. So... Now I repeat again, because I think this is very important,

r. Tompkins, do you want this committee to understand that at

the time you were writing to Mr. Greene, for whom you were author

*ed to act only as agent, that in this particular transaction you were

not acting at the same time for the Bankers Trust Co.'

th º ToMPRINs. I certainly do want the committee to understand
at.
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Acting Chairman KING. Did the Bankers Trust Co. have any.

interest in the activities which you were carrying on as agent for

Mr. Greene's company?

Mr. ToMPKINs. I don’t think I understand, Senator.

Acting Chairman KING. Did the Bankers Trust Co. have any

thing to do with the work of the syndicate, the placing of those

securities which were being issued, or the carrying out of that loan

which was made to consolidate those debts which aggregated

$25,000,000?

Mr. ToMPKINs. After the bonds were sold to the public there was

a bank loan of $5,000,000 that had to be arranged and in that we

participated.

Mr. HENDERSON. May I ask a question here, Mr. Chairman, if you

are through?

Acting Chairman KING. Yes.

Mr. HENDERSON. I understand that your response to counsel’s ques.

tion was that you were trying to get this participation in the common

stock in order to help carry the deal, and that you were acting as agent
for Cleveland Cliffs and not for Bankers Trust?

Mr. ToMPRINs. Yes; that is correct.

Mr. HENDERSON. But the negotiations were by yourself, representing

Bankers Trust? You were not acting in an individual capacity as

agent, were you?

Mr. ToMPKINS, No; I was acting as an officer of my bank; the bank

was acting as an agent.

Mr. HENDERSON. Did you submit the question of the legality of that

action to counsel, also?

Mr. ToMPRINs. Which particular action?

Mr. HENDERSON. This attempt to negotiate a reciprocal obligation

with Hayden, Stone's transaction.

Mr. ToMPRINs. No; I never discussed it with anyone.

MEANING OF UNDERWRITING AND THE BANKING ACT OF 1983

Mr. HENDERSON. The first paragraph of the Banking Act says:

After one year from the date of the enactment of this Act, no member bank

shall be affiliated in any manner described in Section 2b hereof with any corpo.

ration, association, business trust, or any other similar organization engaged

principally in the issue, flotation, underwriting, public sale, or distribution at

wholesale or retail or through syndicate participation of stocks, bonds, deben.

tures, notes, or other securities."

Do I understand that you take the position that the Bankers Trust

as agent could do the thing that it was not authorized to do by the

Banking Act?

Mr. ToMPRINs. No; I don't take that position. I have al

sumed that the bank, although excluded from underwriting º i i.

as an agent for the account of another. >

Mr. HENDERSON. And acting as an agent to perform all the acts that

are ordinarily done by an underwriter, except that of taking the riskſ

Mr. ToMPRINs. No; my conception of my agency i.ºliº Was

to get as good terms as I could for my principal. Il
things to accomplish that. y p p had to do a lot of

* The relevantyº, of the Banking Act of 1933 are set forth in “Exhibit No. 1530,"

Hearings, Part 2

ſº
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Mr. HENDERSON. And in doing that you felt that you were within

your legal rights to try to get this reciprocal obligation for the com

mon stock?

Mr. ToMPKINs. Yes; I felt I was trying to form a syndicate as

Successfully as I could, and that if this house of Hayden, Stone had a

piece of business which might be attractive to the other houses that I

had in mind, as I said in that letter, it would make a very happy party.

Mr. HENDERSON. Why wasn’t that something which Lehman

Brothers would want? You had already at this time, had you not,

Selected Lehman Brothers to manage the deal?

Mr. ToMPKINs. If it were ever done; yes; but we were just starting

then, Mr. Henderson.

Mr. HENDERSON. I know, but what I would like to get at—I am

not so much interested in this single transaction, as you probably

perceive—in bringing out an issue by an underwriter there are a

number of steps to be performed; there are the various conversa

tions with the issuers, sometimes leading on the part of the under

writer to the engaging of counsel, engineers, appraisers, and account

ants. Now, in your opinion, can a bank, acting as agent, go that far?

Mr. ToMPKINs. No; I think that agency means what the term

implies. In this case it was just as if we were given an order to sell

$24,000,000 of bonds for the account of Cleveland-Cliffs for a com
IIllSS1On.

Mr. HENDERSON. Well, that is all right if you were given an order

by Cleveland-Cliffs to underwrite. Very plainly, in your opinion,

you couldn’t do it?

Mr. ToMPKINs. No; that would be unlawful.

Mr. HENDERSON. But what I am getting at, where is the line

drawn? What are the things in this contract? The thing which

you excluded in the written terms was the assumption of the respon

sibility, and in the succeeding letters you were careful to make it

clear that you were acting as agent?

Mr. ToMPKINs. Yes.

Mr. HENDERSON. Now, is there anything else in the transaction of

the ordinary underwriting of an issue that a bank can’t do, acting as

agent? Do you think of anything?

Mr. ToMPRINs. I think the bank could, in the first place, get to

gether, say, a group of insurance companies and try to get them to buy

the bonds. That was my original intention here. That wasn’t

possible. -

Then the next thing it can do is to get together a group of houses,

and it wants to make that group as strong as it can, of course.

Mr. HENDERSON. And if the group takes the issue the bank then

buys some of the bonds?

Mr. ToMPKINs. After the issue; yes.

Mr. HENDERSON. But they can buy them from the underwriter'

* ToMPKINs. Buy them from the underwriter, if he will sell them

to him.

Mr. HENDERSON. What other things can a bank acting as agent do?

Let me suggest one you have indicated here. It can do the thing

which an underwriter ordinarily tries to do, or sometimes tries to do—

there has been some denial of testimony here—to get reciprocal

obligations which will sweeten the contract, or in your terminology, I

think it was, to make it a happier party. Now, the bank can do those

things can it not?
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Mr. ToMPKINs. I think the bank could form a syndicate for the

purpose of selling the bonds, and in the formation of that syndicate

the bank would be doing nothing improper if it made whatever moves

were necessary to get a strong syndicate.

Mr. HENDERSON. And the bank could select the manager and also

the subunderwriters?

Mr. ToMPKINs. Well, it certainly could select the manager.
Mr. HENDERSON. Could it select the subunderwriters?

Mr. ToMPRINs. I should think after it had its basic syndicate

as we did in this case of four strong houses, from there on the job

was up to the syndicate manager.

Mr. HENDERSON. Do you think it could go further and indicate any

of the distributors that might take part in the issue?

Mr. ToMPKINs. Oh, I think it could properly suggest to the syndi

cate manager that this certain house, Smith, Jones & Co., be given an
interest in the business.

Mr. HENDERSON. So it could act in a cooperative capacity with the

underwriters in determining what the distribution line should be?

Mr. ToMPKINs. No: not that. I meant that just as a bank would

do for any of its clients in any of its business, it would suggest to an

underwriter that it would like to have such and such a name included.

I don't think that after it passed—after the formation of the syndicate

and there is a manager selected, then I think the bank steps out of the

picture.

Mr. HENDERSON. How about a stabilizing operation?

Mr. ToMPKINs. The bank can’t participate in that.

Mr. HENDERSON, Can't participate under the terms of the 33 actor

of the Exchange Acts?

Mr. ToMPKINs. I think that certainly under the Banking Act it
couldn’t.

Mr. HENDERSON. Well, it can take a fee as an agent for performing

all these things?

Mr. ToMPKINS, Not all of them, Mr. Commissioner. I think it can

take a fee for finding the buyer for an issue.

Mr. HENDERSON. It can get a finder's fee?. In this case it wasn't

a matter of finding; the business walked into the office, in a way, didn't
it? I mean isn’t that - -

Mr. ToMPKINs. I don't think a finder's fee would accurately define

what this was.

Mr. HENDERSON. But it could take a finder's fee, you think?

Mr. ToMPKINs. I don't know: I have never had that experience
4. Mr. HENDERSON. In your experience no one of your clients has said.

We will pay you a fee’? Or you haven't had the experience in whi.

you have said to a banking house, “One of our accounts is in me...i.

*"...",we think you º; to look into the business” and if
hey get the business, pay you a fee? You haven” -º like that? , pay y haven't had any experi.

r. ToMPKINS. We have done that on several occasions -suggesting any fee for it; just service to the depositor. , but without

M. º,º:ºº. this, before the manager of the
SVI) OilCate IS Selec Can actiº group? 2 he bank, acting as agent, Suggest the sec
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Mr. ToMPKINs. It could if it were asked to by the manager of the

syndicate.

Mr. HENDERSON. Well, could it, before the manager was selected,

pick out the secondary group and then after it selected the manager

say, “This is the secondary group”?

Mr. ToMPKINs Well, I think that it would perhaps be going beyond

what it was asked to do by its principal if it did more than just get

the first group.

AUTHORITY TO SELECT THE UNIDERWRITING SYNDICATE

Mr. HENDERSON. But this seven-page document that Mr. Nehemkis

was waving at Senator King said, I understand, that you would

use your best efforts. Now, would “best efforts” to you indicate the

Secondary group ! Do you think that the bank acting as agent would

Select them even before they had determined on the principal under

writer?

Mr. ToMPKINs. I think that it would have used its best efforts

successfully to have gotten the commitment group, the original group;

then the question of the secondary group for distribution would be up

to the syndicate manager.

Mr. HENDERSON. Now, in this negotiation you had with Hayden,

Stone, you were asking this reciprocal obligation as a quid pro quo

for letting them in on original terms, not in the secondary group.

Mr. ToMPKINs. For suggesting them to Lehman Bros. who had

already been selected as the head. I couldn’t dictate the inclusion or

exclusion of Hayden, Stone.

Mr. HENDERSON. You say you couldn’t, maybe by that seven-page

document, but you did. The very letter * that you wrote to Mr. Greene

recites that you did, and then they understood that they were being

excluded because they wouldn't come across with the common stock.

Mr. ToMPKINs. That letter showed that I would be under no obliga

tion to them to offer them an interest.

Mr. HENDERSON. Obligation as an agent?

Mr. ToMPKINs. As an agent.

Mr. HENDERSON. Acting for C. C. I.

Mr. ToMPKINs. Yes. If, however, Lehman Bros. and Kuhn, Loeb

for reasons of their own, or the corporation, wanted them in the busi

ness, and they were prepared to make a commitment, of course they

could come in.

Mr. HENDERSON. Yes; but did you discuss with Lehman Bros. at

that time this reciprocal obligation?

Mr. ToMPKINs. No, not at all; I had nothing to discuss.

Mr. HENDERSON. Well, you did have something to discuss in the way

of getting this reciprocal obligation, because when Mather was going

over it you told him what you thought ought to be the terms on which

they came in, and they came back and said the two transactions were

Separate.

Mr. ToMPRINs. That is right.

r. HENDERSON. Then you went further and talked a bit with him

and said, “You take this attitude, you are not in the bond issue.”

Mr. ToMPKINs. But you asked if I discussed it with Lehman.

...}}xhibit No. 1819.
* “Exhibit No. 1830.”
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Mr. HENDERSON. Yes. You said you had nothing to discuss, but

you were discussing this particular item, and at the same time you had

selected Lehman.

Mr. ToMPRINs. I had nothing to discuss with Lehman Bros. becaus

there was no stock interest to offer to Lehman Bros. The matter was

closed,

Mr. NEHEMR1s. The point at issue, however, Mr. Tompkins, is that

the manager was very much concerned, or should have been ver,

much concerned, as to who the manager's associates were, and yºu

might have been in a position of having brought in a house thiſ

might not have been acceptable to the manager. Such, of cours,

was not the case, but that is the logic of your position. That is

what the Commissioner, I believe, is asking about.

Mr. ToMPKINs. I don’t know that I follow that.

Mr. HENDERSON. You had already selected Lehman, had you nº

Mr. ToMPKINs. To head it up, that is right.

Mr. HENDERSON. And now you were, as agent, going into aº

tiation which admittedly is usually undertaken by the principal for

the reciprocal obligation. If you had gotten that, then #:
Stone would have been in whether Lehman wanted it or not.

Mr. ToMPKINs. Oh, no; not at all. It was entirely up to them.

Mr. HENDERSON. I thought you had the right to negotiate ther.

you were acting as agent and presumably you could make a commit.

ment. -

Mr. ToMPKINs. Our job as agent was to form a group sufficiently

strong to make a commitment.

Mr. HENDERSON. You take the position, then, that if you had gºne

through with Hayden, Stone and they had given you the commºn

stock participation, Lehman Bros. could have thrown it down!

Mr. ToMPKINs. Of course, because it was for them to acceſſ,

not me; it wasn't for the Bankers Trust Co. I would have gone,

that event, Mr. Commissioner, to Lehman Bros., Kuhn, Loeb, Field

Glore, and said, “Hayden, Stone & Co. would like to come in this

business and they are doing a piece of common-stock business an

there is participation in that which will be available to you all

you want it.” Now they may have said, “Well, we are not interest

in their common-stock deal, nor do we want them in this busines

Mr. O'ConNELL. What about Cleveland-Cliffs? Could Cleveland

º; have required the syndicate manager to bring in this other
I’m 4

Mr. ToMPKINs. As a practical matter they could have, becaus

if they made the request it was a responsible house.

Mr. O'Con NELL. As an equally practical matter you were in th

same position as Cleveland-Cliffs, were you not? You were their

agent?

Mr. ToMPKINs. I was acting as their agent.

Mr. O'CoSNELL, Could you not have done anything Cleveland

Cliffs could have done, as a practical matter, as far as dictating whº

could have been in the syndicate?

Mr. ToMPKINS. I think so, in the light of the names of the hollº

involved. -

Mr. O'Connell. It doesn't seem to me that your position is .
tinguishable from that of Cleveland-Cliffs. You operated as their

agent with power to act; you could dictate who would be in t
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syndicate. You dictated the manager, I mean you selected the man

ager. -

Mr. ToMPKINs. I selected the manager. You have to have a place

to start from. But as a matter of fact, after the selection of a man

ager and in the formation of syndicates it isn't a matter of dictation,

it is a matter of mutual agreement. You are dealing with respon

sible houses.

Acting Chairman KING. The manager of Lehman Bros. could

have rejected any person participating in the syndicate if they de

sired to.

Mr. ToMPRINs. Oh, yes.

Mr. HENDERSON. But you as an agent could have rejected Leh

man Bros., too, could you not? You were the top man in this thing.

Mr. ToMPKINs. I suppose I could have, theoretically.

Mr. HENDERSON. You were the one who had the contract.

Mr. ToMPKINs. Yes; but after having invited Lehman Bros. to

head up this syndicate and told them of my contractual relationship

with Cleveland-Cliffs and discussed the other members which I had

in mind I can't see at that point that I could very well have

dropped it.

Mr. HENDERSON. Well, speaking legally you could.

Mr. ToMPRINs. Legally I could have.

Mr. HENDERSON. Yes; that is what I mean.

Mr. ToMPKINs. But practically, no: I don’t think I would have.

Acting Chairman KING. If you had suggested someone that Leh

man Bros. didn't want, they might have refused to take charge?

Mr. ToM PKINs. Oh, absolutely.

Acting CHAIRMAN KING. In other words, your suggestion that A,

B, or C might be included in the syndicate didn't compel them to

accept them, and if you had made the request or if Mr. Greene had

made the request that they take A, B, or C into the syndicate and

Lehman Bros. had said “no,” why, perhaps they might have with

drawn the commitment to Lehman Bros. if it hadn’t been reduced to

writing or hadn’t become a concrete contract; nevertheless, Lehman

Bros. could have rejected their suggestions, and they could have

been bound by Lehman Bros.' action in the matter.

Mr. ToMPKINs. That is right.

Mr. HENDERSON. Let me ask you this: Do the officers of Bankers

Trust sit in on discussions with underwriters and issuers or deposi

tors of Bankers Trust?

Mr. ToMPRINs. We sit in with the borrowers, with the issuer.

Mr. HENDERSON. You sit in as banker to the borrower.

Mr. ToMPRINs. That is right.

Mr. HENDERSON. In negotiations with the underwriters?

Mr. ToMPRINs. Not necessarily; not always in negotiations.

Mr. HENDERSON. But in discussion.

Mr. ToMPKINs. Yes.

Mr. HENDERSON. Did you take a fee for that?

Mr. ToMPKINs. No; this is the only instance I know of where a fee

was even suggested.

Mr. HENDERSON. But if this long series of things we have been

through is correct, there is nothing to prevent, ji, a bank from

engaging in a large number of the activities which are ordinarily

the function of an underwriter.
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Mr. ToMPRINs. Yes. I have never seen it work in practice—.

Mr. HENDERSON (interposing). No; because of the risk-taking in

that respect. The thing which an issuer wants is that guarantee, of

course, to buy. -

Mr. ToMPKINs. If the issuer is a depositor of the bank he certainly

has the right to come to the bank and ask advice on a proposed issue,

and that we give him. -

Acting Chairman KING. The committee will stand adjourned until

2:30.

(Whereupon, at 12:40 p.m., the committee recessed until 2:30

o'clock p. m. of the same day.)

AFTERNOON SESSION

At 2:30 p.m. the committee resumed its session, after the nom

reCeSS.

Acting Chairman HENDERSON. The committee will be in order.

Mr. NEHEMRIs. Mr. Tompkins, will you please resume the witness

stand?

No action was taken, Mr. Tompkins, with regard to the proposed

bond issue between February 7 and May 3 because as Mr. Greene

testified this morning the suit brought by the Department of Justice

to restrain the merger of Republic Steel and Corrigan-McKinney;

is that your recollection, sir?

Mr. ToMPKINs. Yes; I think we were doing our analytical work

on the property, and so on.

Mr. HENDERSON. Off the record. (Making inquiry.)

Mr. NEHEMRIs. After the decision had been reached in this case

negotiations were once more resumed, were they not?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. And by June 6 the underwriters had been selected!

Mr. ToMPKINs. I would say about that time.

Mr. NEHEMRIs. And the underwriters were Lehman Bros., Field.

Glore, Kuhn, Loeb, and Hayden, Stone?

Mr. ToMPRINs. That is right. -

Mr. NEHEMRIs. I show you a letter by yourself dated June 6, 1935.

Will you be good enough to examine this document and tell me

whether you recognize it as a true and correct copy of an original in

your possession and custody, Mr. Tompkins?

Mr. ToMPRINs. Yes.

Mr. NEHEMRIs. The document as identified by the witness is of:

fered in evidence, may it please the committee.

Acting Chairman O'Cox NELL. The document will be received.

(The letter referred to was marked “Exhibit No. 1831” and appears

in the appendix on p. 12752.)

Mr. NEHEMRIs. Now did not the four investment banking firms

meet in your office on or about June 28 to agree upon the terms of

the bond issue?

Mr. ToMPKINS. They met in my office, but I don’t think at that

time set the terms at all.

DISCUSSION OF UNDERWRITING TERMs, JUNE 28, 1935

Mr. NEHEMRIs., I show you a letter dated July 9, 1935, from Mr.

Lewis Strauss, addressed to you, together with a memorandum by
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Mr. Strauss. Will you be good enough to examine it and tell me

whether you recognize it as a true copy? -

Mr. ToMPRINs. Yes; I do.

Mr. NEHEMRIs. May it please the committee, the two documents

identified by the witness are offered in evidence.

Acting Chairman O'Conn ELL. They will be received.

(The documents referred to were marked “Exhibits Nos. 1832 and

1833” and are included in the appendix on p. 12753.)

Mr. NEHEMRIs. I read to you from the last paragraph of the letter

dated July 9, 1935, from Mr. Strauss to yourself [reading from “Ex

hibit No. 1832”]:

As you may recall I made a memorandum at our last meeting in your office

of my understanding of the agreement which we had reached and read it to the

group. It is now a part of my office record and I am enclosing a copy of it

herewith.

And then there is attached to the document identified by you, and

now in evidence, the following memorandum, prepared by Lewis

Strauss. For the sake of the record, Mr. Lewis Strauss is a partner

of Kuhn, Loeb & Co.'

Mr. ToMPRINs. Correct.

Mr. NEHEMRIs. The memorandum reads as follows [reading from

“Exhibit No. 1833—”]:

The following memorandum of conclusions reached at meeting in the office

of Mr. B. A. Tompkins of Bankers Trust Company on June 28, 1935–

That was the date, you recall, I asked you about a moment ago—

jotted down by me at the time and read to those present, being—Messrs. B. A.

Tompkins, Robert Lehman, Monroe Gutman, IRussell Forgan, John Fennelly,

IRichard Morris, Lewis L. Strauss.

“A group is formed to do financing for a company proposed to be organized

by the consolidation of Cliffs Corporation and Cleveland-Cliffs Company, to

consist of Messrs. Lehman Brothers, Field, Glore & Co., Hayden, Stone & Co.,

and Kuhn, Loeb & Co., each party to the group to have an equal interest of

25% ; if any other parties are admitted to the business they are to receive par

ticipations made up pro-rata from the shares of the participants and are to

be admitted only upon general concurrence. Lehman Brothers are to manage

the initial business; subsequent leadership is to rotate; Kuhn, Loeb & Co. to be

silent members of the group, that is to say their name is to appear where

legally required in the Registration Statement and in the body of the Prospectus

(not the front page of the Prospectus or advertising) and on the last line in

each instance and in no other documents without their consent.

“Lehman Brothers and the Bankers Trust Company are to receive under the

agreement with Mr. Greene, 1% º each from the Company—not to be a cost to

the business—but Lehman Brothers' 14% may be in the nature of a manage

ment fee if legally necessary to so arrange it. No precedent of management fee

is to be applicable to subsequent business.

“The stock collateral when, as and if liquidated is to be handled by the group

as a Whole.”

Initialed “L. L. S.,” being the initials of Lewis L. Strauss.

(Senator King took the chair.)

Mr. NEHEMRIs. According to this memorandum, Mr. Tompkins, you

had agreed to divide your 1 percent agent’s fee with Lehman Brothers,

the manager of the syndicate. Is that correct?

Mr. ToMPKINs. It is and isn’t.

Mr. NEHEMRIs. In what respect isn’t it correct?

Mr. ToMPKINS. In this respect: By that time it had become obvious

that we could not do a first-mortgage and collateral-trust issue, that

124491–40–pt. 24—10
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we would have to do two issues, and that I was not going to be able"

make the arrangement that was contemplated in the January contrºl

I, therefore, agreed with Mr. Greene that my commission should b:

reduced by 50 percent, and he in turn agreed to pay half of 1 perſºn

to Lehman Brothers as managers of the syndicate. I wasn't splitting

my fee; I was taking a lower fee and he was making another

arrangement. -

Mr. NEHEMR1s. This morning there was marked for identification

committee “Exhibit No. 1823.” I want to read to you from a memº

randum written by Mr. Greene on June 13, 1935 [reading from

“Exhibit No. 1823”]:

Mr. Tompkins then went on to state that they had discussed the matter of a 1%

commission and had agreed to this arrangement: that the Bankers Trust Cº.

pany would keep 4% for themselves out of which they would pay Whiº

Case's bill up to the present time and also White & Case or any other firm wº

did the legal work drawing the issue and protecting the interests of the Bank

ers Trust Company as trustee of the bond issue. He stated—

Referring to Mr. Tompkins—

that the other 1% 76 would be paid to Lehman Bros. for their assuming the

leadership of the purchasing group.

Now, just so that the record may be thoroughly clear, is it a fact that

that the total 1 percent was shared by you with Lehman Brothers!

Mr. ToMPRINs. No; it was a fact that the Cleveland Cliffs Co. paid

me a half and paid Lehman Brothers a half; I didn’t share it with

Lehman Brothers. Perhaps we both mean the same thing.

Mr. NEHEMRIs. I rather think we do.

POSITION OF BANKERS TRUST UNDER AGREEMENT OF JUNE 28, 1935

Mr. NEHEMRIs. Would this be a fair conclusion for me to draw from

the memorandum embodying the agreement reached by the investment

banking firms: that the Bankers Trust, having started out as an agent

in order to avoid conflict with the Banking Act, ended up by becoming

co-manager of an underwriting syndicate, the very §g the law

sought to prohibit?

Mr. ToMPKINs. No; that would not be a correct conclusion. -

Mr. NEHEM KIS. Then I ask you to state wherein the conclusion is

unsound.

Mr. ToMPRINs. Because the Bankers Trust Co. never departed from

its agency position; it never had a dollar of commitment in this situa:

tion, and never proposed to take one unless it might, after the boſſ

issue had been made into a public offering, elect to buy some bonds

Mr. NEHEMRIs. Mr. Tompkins, I recall to your attention, if

may, the following statement by Mr. Strauss, who in this memº

randum submitted to you apparently embodied the general under

sº reached by the banking group [reading from “Exhibit No.
1833”]:

Lehman Brothers and the Bankers Trust Co. are to receive under the agree

ment with Mr. Greene, 2% each from the Company—not to be a cost to the

business—but Lehman Brothers' 4% may be in the nature of a management

fee if legally necessary to so arrange it.

Now, if you weren't in effect and for all practical purposes acting

whether consciously or unconsciously—don't misunderstand, I do nº

allege any impropriety on your part as co-manager of this issue, wh;
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was it necessary for Mr. Lewis Strauss, who I think is a very careful

draftsman in these matters, to state—

but Lehman Brothers' 14% may be in the nature of a management fee if

legally necessary to so arrange it.

Mr. ToMPKINs. I don’t know what was in Mr. Strauss' mind, but

what that memorandum meant to me was that a syndicate having been

formed and a manager having been selected, that manager was en

titled to a management fee, that he was to get from the company, and

it was to be his to the exclusion of the other participants. It had no

relationship whatsoever to my job, the job I had done in forming the

syndicate, because once that was formed then it had to be managed,

and the management of a syndicate involves getting participants Set

ting up selling groups, arranging concessions. I had nothing to

do with that.

Mr. NEHEMKIS. I think I understand that and I think the com

mittee does. May I ask you to recall the concluding paragraph of Mr.

Strauss’ letter to you, in which he said as follows [reading from

“Exhibit No. 1832”]:

As you may recall, I made a memorandum at our last meeting in your office

of my understanding of the agreement which we had reached and read it to

the group.

The group consisted of yourself, Mr. Robert Lehman, Mr. Monroe

Gutman, Mr. Russell Forgan, Mr. John Fennelly, Mr. Richard Morris,

Mr. Lewis L. Strauss. I think it is a fair inference, is it not, Mr.

Tompkins, that had there been any dissent on the part of any of those

members Mr. Strauss would not have been at liberty to send you a copy

of his office memorandum. That is a fair interpretation, is it not?

Mr. ToMPKINs. That is right.

Mr. NEREMKIs. Now, will you explain to me, if you can, why it was

necessary for Mr. Strauss to insert that peculiar language—

but Lehman Brothers' 4% may be in the nature of a management fee if legally

necessary to so arrange it. -

* ToMPKINs. That I can’t answer, I don't know why he put

that in.

Mr. HENDERSON. Mr. Tompkins, taken together with Mr. Greene's

understanding of this 1 percent that was being split, is the inference

a natural one that what was being done was that either the agency

fee was being split or the management fee was being split? It is that

1 percent contained in your original contract that was being divided,

Was it not?

Mr. ToMPKINs. Yes; the 1 percent, so far as the company was con

Cerned, was going to be paid one-half to me and one-half to some

body else. There was a reason for that, which was obvious because

it was already apparent—it had been long before June—that we

couldn't perform under that contract; that this property wouldn’t

stand $24,000,000 in bonds; that I couldn't take them and sell them

to an insurance company or a group of insurance companies.

We had to adopt an entirelyãº Scheme, and we discussed 10

or 12 before we reached this final one, and I didn't want the existence

of that contract or the requirement on the part of the company that

paid me 1 percent, or any other amount, to interfere with the conclu

Sion of that business. When the time came that Lehman Brothers felt
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if they were going to act as manager, they wanted a special fee for

that, and Mr. Greene was prepared to pay that; I said all right.

Mr. HENDERSON. Pay it out of your 1 percent?

Mr. ToMPKINs. If you view it in that way, it was out of that 1

percent.

Mr. HENDERSON. According to Mr. Strauss' memorandum, the Only

reason they called it a management fee was that it was legally neces

sary so to arrange it. That would mean, that either you had bºl

performing some of the managerical duties imposed on an under.

writer or else Lehman, because you say he could not arrange it within

the terms you expected so you couldn't complete your agency, Wils

getting a half percent for taking over some of the agency's respºl.

sibility.

**Tourkiss. No; I don't think that follows, Mr. Commissimº

A syndicate manager doesn't start to work until the syndicates

formed. That half of 1 percent to Lehman Brothers was to compel.

sate them in the management position.

Mr. NEHEMRIs. Do I understand by that

Mr. HENDERSON (interposing). Pardon me, I think we went through

this morning the things which a manager does, and it seemed to me

that the agent in your case was doing some of them. Independent

of the legal niceties in this particular case, and whether a manage.

ment fee was being split or an agency fee was being split, it is evident

that if you wanted to call it one thing you could really have a bank

getting an overwriting fee. Isn't that correct?

Mr. ToMPKINs. No; the bank would still be getting a fee for acting

as an agent.

Mr. HENDERSON. Then you can call it an agent; that is, a bank can

constitute itself an agent. Let's take the case of an issue. If a bank

has a customer, a depositor, who needs some financing, in the old days

you would take it over in the other department—in your case yºu

could take it over to the company—and legally you could underwrite

the issue, and no questions would be raised at all. Now, assuming ther

is a continued close relationship on the banking end, the same circum:

stances present themselves; on account of the age-old relationship tº

the company, the bank performs almost all the functions that it is

to in the old days.

If it is willing to take an agency contract, it could get what in effed

is a split in the management fee, could it not, and still be within its

legal terms?

Mr. ToMPKINs. No; because the syndicate manager would requirt,

as Lehman Brothers in this instance, full pay for their services as

manager.

Mr. HENDERSON. They might get their full pay, because the man.

agement fee differs, as I have had occasion to note here recently:

sometimes there was no management fee and sometimes it is a quarteſ,

sometimes it is an eighth, and sometimes it is three-eighths. It might

reasonably be, in troublesome issues, even higher. But I am assum:

ing a good old rock-bound case, where the company was not put tº

tremendous amount of expense, where the bank itself—well, maybe

all they did was pick out the historical underwriters and take it over

to an underwriting house and say: “The company will stand for an

1 “Exhibit No. 1833.”
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overwriting here of a quarter of a per cent. We have done all the

work, we will take an agency contract in this thing, and we will take

one-half that quarter per cent management fee.”

That would be perfectly possible, would it not?

Mr. ToMPKINs. That could be done. Of course, it isn't done.

Mr. NEHEMRIs. It was done in the case we are discussing.

Mr. ToMPKINs. No; but you mustn't confuse that with the type of

case that Mr. Henderson was discussing. He said a good old rock

bound company.

Mr. HENDERSON. Take the same set of circumstances. Suppose the

bank did all the work; suppose it said, “Give us the trust business, and

give us the payment business, and give us a deposit with a com

pensating balance for our trouble.” That would be perfectly legal,

would it not?

Mr. ToMPKINs. That is right.

Mr. HENDERSON. And isn’t that the kind of thing that happens

nowadays, rather than a splitting of a management or agency fee?

Mr. ToMPKINs. This is the only case, Mr. Commissioner, that I have

heard of where an agency arrangement was ever worked out.

Mr. HENDERSON. But more likely it would be on the other basis, that

is, the usual banking emoluments that come with an issuance.

Mr. ToMPKINS. Trusteeship and compensating balances, and so on.

That is correct.

Mr. NEHEMRIs. Now, the agreement between the underwriters, Mr.

Tompkins, according to the conference memorandum sent to you by

Mr. Strauss, contained two major points. First, that that group con

sisting of the four houses previously mentioned was to handle all

future financing for Cleveland-Cliffs; and the second point was that

any of those four underwriters had the power to “blackball” the admis

sion to the group of any new underwriters.

º ToMPKINS. That is a rather strong statement. This is not a

club.

Mr. NEHEMRIs, I shall read you the exact phrase if you hesitate

about the word “blackball.”

Mr. HENDERSON. I agree with the witness.

Mr. NEHEMKIS. I am not so sure, Mr. Commissioner.

The statement reads that participants “are to be admitted only

upon general concurrence.” Now, if I understand that correctly, it

means that a new members of the group could only be admitted after

those four houses approved and any one of the four by disapproving

could exclude any other house.

Mr. ToMPKINs. I think that is a much kinder way to express it.

Mr. HENDERSON. Put it that they had the veto power.

Mr. ToMPKINs. Surely. I think that is normal.

Mr. NEHEMRIs. In other words this account, Cleveland-Cliffs, had

already become, in the words of Mr. Charles E. Mitchell, a “frozen

*Count,” and “the boys were already dividing up something they
didn't own,” in the words of Mr. H. L. Stuart?

Mr. ToMPRINs. Well, you had better ask Mr. Stuart or Mr. Mitchell

to testify on that.

Mr. NEHEMRIs. They have done so already. On the same day as

this conference you wrote to Mr. Greene, outlining the terms of the

* “Exhibit No. 1833.”
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syndicate. I show you a letter from yourself to Mr. Greene, date

june 28, 1935. Telſ me, if you will, sir, whether that is a true and

correct copy Ž

Mr. ToMPKINs. This is from me to Greene; yes.

Mr. NEHEMR1s. The document identified by the witness, may it

please the committee, is offered in evidence.

(The letter referred to was marked “Exhibit No. 1834” and is

included in the appendix on p. 12754.)

Now it would appear, Mr. Tompkins, that Mr. Greene was very

disappointed with your construction of the contract terms as set for

in your letter of June 28, to which reference has just been made, being
committee “Exhibit No. 1834”?

Mr. ToMPRINs. I just glanced at the letter; I didn’t read it. I just

identified it.

Mr. NEHEMRIs. Mr. Tompkins, would you examine the letter data

July 2, 1935, from Mr. Greene to yourself, and tell me whether that

is a true copy?

Mr. ToMPKINs. Yes; I identify it.

Mr. NEHEMRIs. The letter identified by the witness, Mr. Chairman,

is offered in evidence.

Acting Chairman KING. It will be received.

(The letter referred to was marked “Exhibit No. 1835” and is

included in the appendix on p. 12755.)

Mr. NEHEMRIs. I read to you from the third paragraph of Mr.

Greene's letter to you under date of July 2, 1935 [reading from “Ex.

hibit No. 1835”]:

I am disappointed, however, in the last paragraph on the first page in which

you state the terms upon which the bonds will be handled.

Note the next sentence, if you will, Mr. Tompkins:

Your statement is, of course, a wide departure from our contract.

And I call your attention to the date of this letter, July 2, 1935, sº
that despite the testimony of Mr. Greene this morning in which he

referred to this as an informal agreement, a gentlemen’s agreement,as late as July 2, 1935, he did refer to it as a contract. t

Continuing, Mr. Tompkins [reading further]:

But even considering it as an offer to substitute a new plan, it is not satisfac.

tory. Under our present understanding, the price of the bonds is set at par for:

5% bond, less 1% commission, but with the usual clause that if market cond

tions change to a marked degree, the price is to be adjusted to a figure which

is satisfactory to both parties. According to your letter of June 28 you reserve

the right to buy the bonds at the best price which in the opinion of the group

can be obtained at the time the issue is ready to go to the market. In other words

this would give us no part in determining the price at which the bonds are to be

bought. If we are to depart from the contract provision that you are to take

the bonds at par less 1% commission, it seems to me our arrangement should at

least provide that the price at which the bonds will be bought will be mutually

satisfactory.

And again note what Mr. Greene says in his followin aph.Mr. Tompkins [reading further]: g paragrap

Also the sentence in which you say that we can depend upon it that the public

price will be fair to our company “and the syndicate spread equally fair" is

open to the further objection that this clause apparently reserves to the group

the sole right to determine what is fair in respect to these matters and would give

us no voice in agreeing upon the syndicate spread. I think in respect to both ºf

these vital matters, if they are to be left open to be determined in the future, it

must be at prices and upon terms which are mutually satisfactory to the parties
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In a memorandum identified by Mr. Greene this morning, being

committee’s “Exhibit No. 1822,” Mr. Greene wrote as follows

Acting Chairman KING (interposing). Did you want to ask any

question concerning the matter to which you just directed his

attention?

Mr. NEHEMRIs. No; I am proceeding with the same line of question

ing now [reading from “Exhibit No. 1822”]:

I am more than ever convinced that Tompkins' idea is to string this along,

writing indefinite letters, trying to get us up to August 12th without reaching

any decision.

Now, why was the date August 12 significant? Was that the date

on which the loan extension would terminate, Mr. Tompkins?

Mr. ToMPKINs. It has no significance in my memory.

Mr. NEHEMRIs. It doesn’t recall anything to you at all?

Mr. ToMPKINs. In fact, I think the bank loans were to mature in

January 1936, as I remember it.

MEMORANDUM OF JULY 8, 1935

Mr. NEHEMRIs. I show you a memorandum by yourself dated July

8, 1935. Will you be good enough to identify it for me, please? Is

that a true and correct copy, Mr. Tompkins, of an original?

Mr. ToMPKINs. That is right.

Mr. NEHEMRIs. The document identified by the witness is offered

in evidence.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1836.”

and appears in full in the text.)

Mr. NEHEMKIS. I now read you the memorandum in question.

This is for Mr. Monroe Gutman, Mr. Lewis Strauss, Mr. R. L. Morris,

and Mr. Russell Forgan, from you to these gentlemen, dated July 8,

1935. [Reading from “Exhibit No. 1836”:]

1. It is agreed that in any future financing no originating commission shall

be paid to Bankers Trust Company or to any other member of the group.

2. It is agreed that in any future financing leadership shall rotate as between

the houses appearing in the circular and in the advertising. On any issue

Which follows the one now contemplated either Hayden Stone or Field Glore

Will lead. Assumedly they will match for first position and the loser in that

instance will automatically become head of any subsequent issue.

3. White & Case will act as counsel for the Trustee and Messrs. Lehman

i. have suggested that Sullivan & Cromwell act as counsel for the

8 InkerS.

If the above is according to your understanding kindly initial and return one

copy of this memorandum and retain the other for your files.

Did you receive confirmations from Kuhn, Loeb 2

Mr. ToMPKINs. I assume that I did.

Mr. NEHEMRIs. And from the other bankers as well?

Mr. ToMPKINs. I assume so.

Mr. LUBIN. Mr. Tompkins, was there any arrangement with the

Cleveland Cliffs Iron Co. when this issue was arranged as to future

financing? Apparently, judging from these memoranda, such

arrangements were made.

Mr. ToMPKINs. Yes; this group was to do any future financing for
Cleveland Cliffs.

Mr. NEHEMRIs. In other words, that was part of the contract, that



12458 CONCENTRATION OF ECONOMIC POWER

if they wanted to do any financing in the future they would use the

same group.

Mr. ToMPKINs. That is right. -

Mr. NEmpºks. The original plans for the Cleveland-Cliffs Iro,
Co. merger with Cliffs Corporation contemplated by the contract of

January 30, 1935, in the subsequent negotiations fell through, is that

correct?

Mr. ToMPKINs. That is right.

Mr. NEHEMR1s. And accordingly you released Mr. Greene from

his obligation of his January 30 contract.

Mr. Tompkins. For that and a lot of other reasons, not just on that

technicality.

Mr. NEHEM kis. I show you a memorandum dated August 28, 1%

written by an associate of yours, Mr. Dana Kelley. Do you recognit

that as a true copy of an original in your possession and custody, M.

Tompkins?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. This document, identified by the witness, Mr. Chair

man, is offered in evidence.

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1837” and

is included in the appendix on p. 12756.)

ARRANGEMENTS AS OF OCTOBER 28, 1935

Mr. NEHEMRIs. On October 28, 1935, was not a new plan of financ

worked out, one that did not depend upon a merger of{º
Cliffs with Cliffs Corporation

Mr. ToMPKINs. At about that time; yes.

Mr. NEHEMRIs. And were not the participants in the financing and

their intyrests set forth in letters by Lehman Bros. on or about October

28, 1935?

Mr. ToMPKINS. Don’t hold me to the date; I don’t remember. About

that time; yes.

Mr. NEHEMKIS. Was not this the same group of investment banking

firms as had previously been determined upon and acting under the

terms as set forth in the first bankers’ agreement? 8

Mr. ToMPKINs. That is right.

Mr. NEHEMRIs. Mr. Chairman, I wish to offer in evidence at this

time three letters to which reference has been made, covered by ;

stipulation entered into with me by Lehman Bros. under dated

January 5, 1940.

Acting Chairman KING. They are explanatory of some of the mat.

ters to which reference has been made?

Mr. NEHEMRIs. Yes, sir; and this avoids calling one of the partners

here, wasting his time, and so forth.

Acting Chairman KING. They may be received.

(The documents referred to were marked “Exhibits Nos. 1838 to

1842” and are included in the appendix on pp. 12757–12759 )

Mr. NEHEMRIs. There will be offered later three further documents

covered by the same stipulation. At the time they are offered inevi.

".ººſº they .."; covered by the stipulation under

Which the committee has received these docum - -are signed by Lehman Bros. cuments in evidence. They
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Mr. Tompkins, when the $16,500,000 bond issue was offered in De

cember, each of the four principal underwriters had participations of

about $3,575,000, did they not?

Mr. ToMPKINs. Right.

Mr. NEHEMRIs. Mr. Greene had requested that A. G. Becker & Co.,

of Chicago, be included, had he not?

Mr. ToMPKINs. I don't remember that specifically. I think he made

quite a few suggestions.

Mr. NEHEMRIs. Do you recall whether this firm actually was given

a participation of $200,000?

Mr. ToMPKINs. No; I don't recall; but there is a list of the partici

pants there somewhere. -

Mr. NEHEMRIs. You requested, did you not, Mr. Tompkins, that

Lehman Bros. give a participation to C. D. Barney & Co.'

Mr. ToMPKINs. I may have, but I don’t remember. I may have.

Mr. NEHEMRIs. Will you accept my statement as being correct,

subject to your confirmation?

Mr. ToMPRINs. Sure.

Mr. NEHEMRIs. It would appear that unlike Mr. Greene's request,

your request was not approved and C. D. Barney was not given a

participation; do you recall that?

Mr. ToMPRINs. No: I don’t know.

Mr. NEHEMRIs. This document which I am about to refer to falls

under the stipulation and is “Exhibit No. 1842.”

Acting Chairman KING. Mr. Witness, are you interested in any

particular firm or firms being brought into the syndicate, or was your

principal interest, or your sole interest, concerned in getting adequate

and competent underwriters or members of the syndicate so that the

º financing for the Greene organizations might be consum

mated .

Mr. ToMPRINs. My first interest was to have a group of original

houses financially responsible for the size of the commitment. After

that I had no further interest.

Acting Chairman KING. You felt that your agency was practi

cally completed when a syndicate was formed which consisted of

persons or groups or corporations competent to handle maturing

obligations and to take the companies out of the hands of the court,

receivers, whatever position they were in, and make them going

concerns?

Mr. ToMPRINs. That is right.

Acting Chairman KING, Were those companies—this is for my own

information; it may not be relevant, strictly—in a bad way and had

they been for some time, which resulted in receivership?

Mr. TOMPKINS. Cleveland-Cliffs?

Acting Chairman KING. Yes.

Mr. ToMPKINs. Cleveland-Cliffs had escaped receivership. It was

in the hands of a creditors committee. It owed, roughly, $25,000,000

at the bank on short-term notes.

Acting Chairman KING. Were those commitments spread over a

number of banks?

Mr. ToMPKINs. I think about seven banks. It had made very sub

stantial losses in the 3 or 4 years preceding this arrangement. It was

a God-awful mess.
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Acting Chairman KING. Was it important that something be doº

in order to save them from sale by some of their creditors?

Mr. ToMPKINs. No; I don’t think they were in danger of that, but

what they had done, Senator, was to buy a long-term asset with shºrt

term borrowing and they were constantly at the jeopardy of thºs.

short notes, and Mr. Greene very wisely worked toward a refunding:

that short maturity into longer term bonds.

Acting Chairman KING. Well, I understood from you or Mr. Greek

or both, that the $26,000,000 was too large an obligation for the syndi

cate to assume, and so it was reduced down to $16,000,000, and then:

$5,000,000 loan was made to the bank; the $16,000,000 was dealt with

by the issuing of bonds or securities.

Mr. ToMPRINs. As a mortgage issue; yes, sir.

Acting Chairman KING. Now, what became of the residue city

obligation between the $16,000,000, the $5,000,000 cash, and tº

$25,000,000?

Mr. ToMPRINs. The Cleveland-Cliffs Co. not only operated its of

properties, but it was the holder through subsidiaries of various Sul.

stantial blocks of stock of steel companies, Republic Steel, Otis Steel

Wheeling Steel. The plant account of Cleveland-Cliffs stood at about

$29,000,000. These underwriters, therefore, determined that the

could only put a first-mortgage bond on that plant account to the ey

tent of about $16,500,000, or we will say 50 percent of the plant value.

roughly. It had in addition to its plant some $11,000,000 market valu:

of steel stocks which it had in its portfolio, so we lifted that block of

steel stocks out of the portfolio and made those stocks the collateral

for the $5,000,000 bank loan.

Now, the difference that you mentioned was made up of the gradual

sale of enough of those steel stocks to provide the cash for the differ.

(2n('e.

Acting Chairman KING. Did these negotiations in which you have

been the agent result in the saving of the company and its emancip:

tion from its obligation so that it went on as a going concern?

Mr. ToMPKINs. That is the history of Cleveland-Cliffs. It is today

a successful, going concern.

Acting Chairman KING. Did you, as an agent, obtain more than one

half of the 1 percent which was to be paid for the services to be ren.

dered in obtaining the necessary financial resources?

Mr. ToMPKINS. No, Senator. Perhaps I can make this clearer if I

say that when Mr. Greene came to us in January of 1935, the situatio

was as desperate as the figures indicated. During the year 1935, a

we came up to the fall, it was constantly improving. Not only was th

earnings picture of Cleveland-Cliffs itself better, but the price of th

steel stocks which was in its portfolio was constantly increasing.

Whereas in January he had contemplated selling a 5-percent bon

issue to the extent of $24,000,000, 9 or 10 months later, in Novembe

of 35, he sold 4%-percent bond issue, and he arranged a bank loa

of .4% percent, and in the interim he sold some steel stocks an

relieved the pressure on him in that way. But because a great man

things had not happened which it was contemplated would ha

when that so-called contract was drawn, namely, the merger of§

Corporation, and Cleveland-Cliffs, which never took place and new

has taken place; that was one. The beginning of the Governme.

suit that we didn’t contemplate at the time in connection with R.



CONCENTRATION OF ECONOMIC POWER 12461

public and Corrigan, McKinney. Mr. Greene and I by mutual agree

ment decided to forget that contract. It was never executed in finality,

and after this job was completely done Mr. Greene said to me, I

think it was in October 1935, “Now, it looks as if this job is about

finished. You have arranged this syndicate for us, and they are

º to make a commitment. You have arranged a bank loan

or us which is to be secured by these steel stocks. We have spent

endless days and weeks on this thing, and you have been helpful,

and while we both agree that we are going to forget this contract, I

Would like to pay you something for your time.”

I said, “That is quite all right with me, and you can write your

own ticket.”

He said, “I would like to make you a payment of $25,000.”

Isaid, “All right”; and that is what he paid me. -

The 1 percent called for in that contract was never paid.

BANK LOAN OF $5,000,000

Mr. NEHEMRIs. As one of the conditions of the bond issue, did not

Cleveland-Cliffs agree to borrow $5,000,000 from three banks, which,

.ogether with the proceeds of the bond issue, would refund all of the

Jutstanding bank loans?

Mr. ToMPKINs. By that time they were down to about twenty-one

million-odd. They had sold some steel stocks.

Mr. NEHEMRIs. I offer in evidence an extract from the loan agree

ment between Cleveland-Cliffs Iron Co., Bankers Trust Co., Cleveland

Trust Co., and the First National Bank of Chicago with reference

to a loan of $5,000,000, that the witness has testified about. This

is taken from the registration statement filed with the Securities and

Exchange Commission.

Acting Chairman KING. It will be received.

(The document referred to was marked “Exhibit No. 1843” and is

included in the appendix on p. 12759.)

Mr. NEHEMRIs. Now, the Bankers Trust Co. and the National Bank

of Chicago each received two million of this five?

Mr. ToMPKINs. That is right.

Mr. NEHEMRIs. And the Cleveland Trust Co. received the remaining

$1,000,000? -

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. All the other banks, Continental Illinois, Bank of

Manhattan, National City Bank, Central United of Cleveland, received

no part of this loan, although, as a matter of fact, they had been carry

ing Cleveland-Cliffs loans for a number of years?

Mr. ToMPKINs. That is right; they were just as unhappy about

hem as we were.

Mr. NEHEMRIs. Is it not a fact that some of these banks complained

about their exclusion?

r. ToMPKINs. No; not that I know of.

Mr. NEHEMRIs. They just “took it”?

Mr. ToMPRINs. Well, if they did complain, they would have done

hat to our banking department; it wouldn't have come to me.

3. NEHEMKIs. Do you happen to know whether or not Charles

Hayden and other partners of Hayden, Stone & Co. requested a sub

participation in the bank loan for the Equitable Trust Co.'
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Mr. Tompkins. I knew about that, because that came to me. They

had never been in the picture at all. -

Mr. NEHEMRIs. But they had requested a subparticipation.

Mr. ToMPKINs. For the Equitable Trust.

Mr. NEHEMR1s. Do you happen to know of your own personal

knowledge or information or belief whether or not Mr. Hayden owned

the controlling interest in the Equitable Trust Co. at that time!

Mr. ToMPRINs. I think he did.

Mr. NEHEMRIs. Isn’t it a fact that you refused a subparticipation

to the Equitable Trust Co.'

Mr. ToMPKINs. That is correct.

Mr. NEHEMR1s. Will you examine the letter dated December 18,

1935, from yourself to Mr. Greene, and tell me whether you recogniz,

that as a true and correct copy of the original that is in your custody!

Mr. ToMPKINs. That is right.

Mr. NEHEMR1s. The letter identified by the witness, Mr. Chairman,

is offered in evidence.

(The letter referred to was marked “Exhibit No. 1844” and is in

cluded in the appendix on p. 12760.)

Mr. NEHEMKis. Was not Bankers Trust Co. appointed corporate

trustee under the indenture?

Mr. ToMPKINs. Right.

Mr. NEHEMRIs. And was not that in accordance with the contract

of January 1, 1935?

Mr. ToMPKINs. Correct.

Mr. NEHEMRIs. Are you familiar with the fact, that the bankers

in pursuance of their agreement of December 4 with Cleveland-Cliffs

also obtained assurances from the directors of Cleveland-Cliffs that

so long as the bonds were outstanding the bankers would have a con

tinuing interest in seeing that the company would have a satisfactory

management?

AGREEMENT RE: M.ANAGEMENT OF CLEVELAND CLIFFS

Mr. ToMPKINs. I don't remember that. Part of the agreement, you

ay?

Šir. NEHEMRIs. Yes. From a letter identified by Witness Greene

this morning, being committee’s “Exhibit No. 1824,” I now read to

you, Mr. Tompkins, to see whether or not this doesn’t refresh your

recollection. That is a letter from Mr. Greene dated December 6,

1935, to the bankers [reading “Exhibit No. 1824”]:

DEAR SIRs: Referring to the agreement dated December 4, 1935, between this

company and yourselves and certain associates under which you severally agree

as therein provided to purchase $16,500,000, principal amount of First Mort

gage Sinking Fund 4% 7%. 13onds of this Company, the Board of Directors has

authorized me to advise you as follows:

We recognize that you will have a continuing interest for the protection of

bondholders, in seeing that the Company has a satisfactory management, and,

accordingly, desire to confirm the assurances given you during the course of the

negotiations to the effort that, so long as any of the Bonds remain outstanding,

the Company will, in case Mr. William G. Mather, Chairman of the Board

of Directors or Mr. E. Ił. Greene, president of the Company, shall cease to hold such

offices or cease to exercise their duties by reason of death or other cause, consult

with you regarding the choice of a successor to either or both of such officers, to

the end that any such successor shall be satisfactory to three or more underwriters
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named in the above-mentioned agreement who have agreed to purchase not less

than 50% of the aggregate principal amount of bonds.

Yours truly,

Cleveland-Cliffs Iron Company

by E. B. Greene.

President.

Mr. HENDERSON. May I ask a question right there

Mr. NEHEMRIs. I just want to develop one or two things.

In effect, Mr. Tompkins, this agreement meant that the bankers

could dictate to the directors who the future president or chairman

of the board would be. Is that not correct, sir?

Mr. ToMPKINs. That was an agreement between Cleveland Cliffs

and those underwriters. -

Mr. NEHEMKIs. Absolutely. You knew something about that,

didn’t you?

Mr. ToMPKINS. I remember it only vaguely.

Mr. NEHEMRIs. Had you ever heard of it prior to your testimony

here and my reading of it?

Mr. ToMPRINs. No-Yes, in this way, that I know the bankers

were concerned about a continuity of management there. They had

seen what had happened to this company before Mr. Greene took the

presidency and they were looking ahead to the day when he might

not be president.

Mr. NEHEMRIs. I am going to repeat to you my question, which I

would like you, as an expert banker, to give me your opinion on. In

effect, did not this agreement mean that the bankers could dictate

to the directors who the future president or chairman of the board

would be?

Mr. ToMPRINs. I would have to examine the language of it pretty

carefully to know whether that is right or not. I think that its

purpose was to see that future officers of the company would be

selected only after consultation with the bankers, that would be

agreeable to the bankers.

Mr. NEHEMRIs. Would you say that the bankers possessing a veto

power over who was to fill these two offices in reality were assured

of controlling all future public financing by Cleveland-Cliffs?

Mr. ToMPRINs. Under their agreement they had a first call on any

future financing.

Mr. NEHEMRIs. But in addition to that, pursuant to this arrange

ment in “Exhibit No. 1824,” which has gone into evidence, since no

person could be either president or chairman who was not acceptable

to the bankers, didn't that in effect mean that they controlled all

º, financing because only these two men would ever hold those

offices?

Mr. ToMPKINs. Well, that assumes that a board of directors could

abdicate its right to choose its officers, the officers of the corporation.

Mr. NEHEMRIs. Isn’t that precisely what was done in this case, Mr.

Tompkins?

Mr. ToMPKINs. If it is a good agreement; I don't know.

Mr. NEHEMKIS. I am not asking you to pass judgment on its legal

validity; I am asking you as an expert, a banker of many years'
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standing in the community and well known in financial circles, to give

me your opinion as an expert.

Acting Chairman KING. As to what?

Mr. ToMPRINs. You are asking me to give my opinion as to valid

ity of that agreement and I can't do it.

Mr. NEHEMRIs. No, sir, I ask you whether in effect the Cleveland

Cliffs management didn't abdicate all their rights of management to

four banking firms.

Mr. ToMPKINs. If that document is good legally, then the answer

is “yes.” I don't know whether they could impose that on a board of

directors.

Mr. HENDERSON. You say you don't recall this particular clause

very explicitly. Was that negotiated when you were agent?

r. ToMPRINs. This agreement about future management?

Mr. HENDERSON. Yes.

Mr. ToMPRINs. It was done between Greene and the syndicate.

Mr. HENDERSON. It wasn't any part of your negotiation?

Mr. ToMPRINs. No.

Mr. HENDERSON. Do you recall whether it is a common custom in

connection with financing arrangements for the underwriters to get

from the board of directors such a statement as this?

Mr. ToMPKINs. No, I think it would be most unusual.

Mr. HENDERSON. Do you recall any other cases in which similar

terms were negotiated, perhaps in the companies that were in des

perate shape or the like?

Mr. ToMPKINs. I can’t give you the names.

Mr. HENDERSON. It is done sometimes, is it not?

Mr. ToMPKINs. Yes, I would say, Mr. Commissioner, it is only done

when you want to be sure that the people who are now in, and in

whom you have confidence, are going to be there.

Mr. HENDERSON. Where you might say that the management is

one of the considerations upon which the underwriters engage to

take the underwriting?

Mr. ToMPKINs. Yes.

Acting Chairman KING.. Is it not a common thing between private

persons in business and their local bank or persons who may loan

them money, to annex as a condition to the extension of the credit

that A, B shall continue in control of the sheep herd, or in control

of the mine operation?

Mr. ToMPKINs. Yes, in direct commercial loans we ought to do
that.

Acting Chairman KING. I have in mind cases where in mining

operations loans have been obtained largely upon the strength of

the ability of the man who was in charge. He was an expert tech

nician and understood mining, understood the technology of mining,

and the banker or private individuals would extend credit upon the

round that he be continued in control, because they had confidence

in his technical knowledge and his understanding of mining activities,

and if some new man came in who was unacquainted with the mine,

the ore deposits, they would not feel safe in making the loan.

Mr. ToMPKINs. They would at least want an opportunity to review

it.

Acting Chairman KING. To find out his competency.

Mr. LUBIN. Mr. Tompkins, do you know of any instances where

such requirement was made on management, where management
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yielded, except in those cases where management was so hard up it

had no other alternative? In other words, would it be likely that any

corporation would yield its right to select its own officers or that any

board of directors would yield its right to select its own officers,

except under those conditions where they were so hard pressed that

they had no other alternative?

Mr. ToMPKINs. I think you are right.

Mr. LUBIN. In other words, then, it is those instances such as the

chairman just mentioned which are typical only when the management

has no alternative and has to yield to what the banker demands?

Mr. ToMPKINS, Well, in an industrial situation, management is of

such paramount importance—it is the first thing we always look at

that a banker always tries to guard himself against a shift in that

management, to the best of his ability. If you have an old-line com

pany, that has a long record of successful management, where you

are absolutely confident that the board will always fill those positions

with competent men, it never occurs to you to have an agreement.

As in this case, it was only the fact that Mr. Greene had taken over

this and was operating it and giving it vitality that made it possible

to do this business at all.

Mr. LUBIN. In other words, if a telephone company should go to

an investment house and want to borrow $20,000,000, no investment

banker would dare put such conditions in the contract.

Mr. ToMPKINS. I don’t think it ever would occur to an investment

banker to do that.

Mr. HENDERSON. Mr. Tompkins, in this case the underwriters might

have had at least two thoughts in mind. In the first place, they were

selling securities to the public, and in that case they wanted to keep

the continuing good will of those with whom the bonds had been

placed. The second thing they might have had in mind was the

insurance of the continuing financing. Isn’t that true?

Mr. ToMPRINs. To see that they—

Mr. HENDERSON (interposing). That they got the financing.

Mr. ToMPKINs. I think they covered that in their first memorandum.

Mr. HENDERSON. This might have been just a double lock.

Mr. ToMPKINs. This was just to prevent any sudden shift in that

management that might produce a management that would go out

and buy another Corrigan, McKinney.

Mr. HENDERSON. I was just about to ask you that. There was in the

antecedent history of this company considerable gyration, investment,

and some might call it speculation with the funds, and it is likely

that they had that in mind also, Is that what you mean by buying

Corrigan McKinney—not “doing a Corrigan”?

Mr. ToMPKINs. Mr. Commissioner, a little too much vision, one

might say. -

Mr. HENDERSON. The vision turned out to be a nightmare in some

CaSeS.

Acting Chairman KING. Would not a reputable investment house

that sells its bonds to the public, even though it doesn’t put up the

money itself but sells bonds and gets the money for its patron, be

interested in having the company whose bonds it was selling or under

writing operated in a judicial manner and by persons competent to

deal with the problems that would arise in the administration?

Mr. ToMPKINs. Absolutely.
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Acting Chairman KING. And though they didn't put up their own

money in some instances, their honor was more or less involved in

the fact that they would sell these securities to the public.

Mr. ToMPKINs. Yes, sir.

Acting Chairman KING. Therefore, is there anything improper, in

your judgment, and has it not been the practice not only with private

individuals who are loaning money, but investment companies and

banks, to inquire into the character of the business and who was in

charge of it, and to desire to be satisfied as to the competency of the

persons in charge to discharge their duties and obligations so as to

make the business a success?

Mr. ToMPKINs. That is always a very important consideration in

handling money.

Acting Chairman KING. So the investment company, I would sup

pose, would feel its honor was more or less involved when it sold

securities to the public, though it did not advance its own money.

Mr. ToMPKINs. Yes; it has a continuing responsibility to the people

who buy the securities.

Mr. HENDERSON. You get into a number of very delicate questions

in management, do you not, when you get into the position of passing

on management and its judgments. . You get into what they cal

banker management once in a while, do you not :

Mr. ToMPKINs. Yes. Management itself is a thing that a banker

tries to avoid. He feels that his responsibility is to help select man

agement, but wherever, in our experience, I have seen a banker as a

banker try to operate an industrial company, the record of his man

agement generally indicates that he ought to have stayed in the

banking business.

Mr. HENDERSON. That isn't always true, though. There are some

examples where the bankers took over successfully.

Mr. ToMPKINs. There are some examples.

Mr. HENDERSON. But I think I would incline to agree with you

that they ought to stick to their banking.

Mr. ToMPKINs. In general.

BROIKERAGE TIRANSACTIONS FOR CLEVELAND-CLIFFS

Mr. NEHEMRIs. Mr. Tompkins, did not the agreement between the

bankers also include the right to participate in the commissions for

brokerage transactions involving Cleveland-Cliffs?

Mr. ToMPKINS. That is right.

Mr. NEHEMKIS. And did not the four underwriting firms actually

share commissions when Cleveland-Cliffs sold 10,000 shares of Re

public Steel common in '35, and 20,000 shares in 1936?

Mr. THOMPKINs. That is right.

Mr. NEHEMKIS. I now offer in evidence a letter from the files of

Lehman Bros. and a memorandum from the files of Lehman Bros.

covering brokerage transactions. These two documents are covered

by the stipulation * previously admitted in evidence.

(The documents referred to were marked “Exhibits Nos. 1845 and

1846” and are included in the appendix on p. 12761.)

1 “Exhibit No. 1838.”
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Mr. NEHEMKIS. And bearing upon the same subject three extracts

from the registration statement of Cleveland-Cliffs Iron Co. on file

with the Securities and Exchange Commission.

Acting Chairman KING. They may be received.

(The memoranda referred to were marked “Exhibits Nos. 1847–1

to 1847–3” and are included in the appendix on pp. 12761–12763.)

FEES PAID TO LEHMAN BROS. AND BANIKERS TRUST CO.

Mr. NEHEMRIs. According to the underwriters' agreement, Mr.

Tompkins, of June 28, Lehman Bros. were to be paid one-half per

cent of the principal amount of the bonds as a management fee. Is

that correct?

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. But they finally received a fee of only three-eighths

percent.

Mr. ToMPKINS. It was readjusted among themselves.

Mr. NEHEMRIs. Readjusted between the group !

Mr. ToMPKINS. That is right.

Mr. NEHEMRIs. When the contract of January 30, 1935,” was drawn

up, Bankers Trust Co. was to be paid a fee of 1 percent of $24,000,

000, or $240,000.

Mr. ToMPKINs. Right.

Mr. NEHEMRIs. When the agreement among the underwriters was

drawn up on June 28, 1935, Bankers Trust was to be paid a fee of

one-half percent of $24,000,000 or $120,000.

Mr. ToMPKINs. Yes.

sº NEHEMKIs. In December 1935, Bankers Trust was actually paid

$25,000.

Mr. ToMPKINs. Yes.

Mr. NEHEMRIs. So it would appear, would it not, that the longer

you worked the less you got paid!

Mr. ToMPKINs. That is unfortunately the case.

Mr. NEHEMRIs. No further questions, Mr. Chairman.

Mr. HENDERSON. In some cases a banker works and doesn't get

paid at all.

Mr. ToMPKINs. In some cases.

Acting Chairman KING. In some cases the banker loans money and

he doesn't get paid.

Mr. ToMPKINs. That is very often true.

Mr. O'ConnELL. I would like to ask a question. This morning I

asked you a question or two about the consideration that was given

to the question of whether or not what your bank did in this opera

tion was in violation of the 1933 Banking Act, and I am not entirely

Clear exactly what consideration was given that question by you.

Will you clear that up for me?

Mr. ToMPKINs. When Mr. Greene came to me and asked if we

could undertake this job I said I thought we could as his agent. We

discussed the general basis on which I might act as agent. Then I

Said, “We will reduce this to a contract which we will have the law

yers draw and which they can submit to your lawyers.” White &

Exhibit No. 1833.”

* “Exhibit No. 1819.”

124491–40–pt. 24—11
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Case, my counsel, drew a contract which they sent to me and which I

naturally assumed was drawn in keeping with the law.

Mr. O'CoNNELL. But the only thing that you got from White &

Case when they returned the contract to you was a statement to the

effect that in their opinion [reading from “Exhibit No. 1825”]:

the same is in satisfactory form and sufficient for the purposes indicated.

Now that to you meant that they had considered whether or not

that contract was proper under the Banking Act of 1933 and were so

advising you in this fashion?

Mr. ToMPRINs. That, supplemented by long conversations with

various members of the firm on this subject.

Mr. O'Connell. So it is clear in your mind at least that from this

letter and from conversations with your lawyers it was their con

..". ypinion that the contract was legal within the Banking Act

Of 1933%

Mr. ToMPKINs. That is correct.

Mr. NEHEMKIS. I think, Mr. Tompkins, that you are dismissed and

we are very grateful to you for having given us so much of your time.

Mr. ToMPKINs. Thank you.

(Representative Williams took the chair.)

Mr. NEHEMKIs. Will Mr. William Whitehead take the stand,

please?

Mr. Whitehead, will you examine these documents and tell me

sº they were obtained by you from the files of Kuhn, Loeb

& Co.'

Mr. WILLIAM WHITEHEAD (Securities & Exchange Commission).

They were.

Mr. NEHEMRIs. Mr. Chairman, I am offering in evidence at this

time the documents identified by Mr.Wij of my staff, insofar

as they pertain to another agreement between the Guaranty Co.,

which as you recall was the old affiliate of the Guaranty Trust Co.,

and Kuhn, Loeb, concerning American Smelting & Refining Co. The

matter will be dealt with in the report which we will ultimately sub

mit to the committee, but I would like them spread on the records of

the committee.

Acting Chairman WILLIAMS. They may be received.

(The letters referred to were marked “Exhibits Nos. 1848 to 1851’’

and are included in the appendix on pp. 12764–12765.)

Mr. NEHEMRIs. Mr. Mathers, will you take the stand, please? Both

of these gentlemen have been previously sworn, and I merely want

them to identify these documents. . Mr. Mathers, will you examine

those documents and tell me whether you obtained them from the

firms, partnerships, or corporations indicated therein Ż

Mr. I. C. MATHERs (Securities and Exchange Commission). I did.

Mr. NEHEMRIs. And they were given to you by duly authorized

representatives in response to your request?

Mr. MATHERS. That is correct.

Mr. NEHEMRIs. Mr. Chairman, I ask leave of the committee that

these documents be received.

(The documents referred to were marked “Exhibits Nos. 1852–1 to

1856” and are included in the appendix on pp. 12766–12772.

Mr. NEHEMRIs. Mr. John F. Fennelly, please.
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Acting Chairman WILLIAMs. Do you solemnly swear that the testi

mony you are about to give will be the truth, the whole truth, and

nothing but the truth, so help you God?

Mr. FENNELLY. I do.

TESTIMONY OF JOHN F. FENNELLY, GLORE, FORGAN & CO.,

CHICAGO, ILL.

Mr. NEHEMRIs. Will you state your full name and address, Mr.

Fennelly?

Mr. FENNELLY. My name is John F. Fennelly, partner of Glore,

Forgan & Co., resident of Chicago.

MººnEHEMRIs. How long have you been a partner of Glore. Forgan

& Co.'

Mr. FENNELLY. Since July 1, 1935.

INDIANAPOLIS POWER & LIGHT CO. FINANCING, 1938

Mr. NEHEMKIs. On or about August 1, 1938, did not the Indianapolis

Power & Light Co. engage in a refunding operation involving some

sº,000 of 4-percent mortgage bonds and about $5,500,000 of serial

noteS'.

Mr. FENNELLY. Yes. My recollection is that they were 3%-percent

bonds, but that may be incorrect.

Mr. NEHEMRIs. Is not Indianapolis Power & Light a subsidiary of

Utilities Power & Light?

Mr. FENNELLY. That is correct.

Mr. NEHEMRIs. Was not this financing brought out under the lead

ership of Lehman Bros. ?

Mr. FENNELLY. Yes.

Mr. NEHEMRIs. Can you tell me who some of the principal under

writers associated with Lehman Bros. were in that financing?

Mr. FENNELLY. Well, my firm, Glore, Forgan & Co., The First Bos

ton Corporation was, I recall. frankly, the list as such is not in my

mind. It was a very broad list of underwriters.

Mr. NEHEMRIs. But those who had the largest participations were

your firm and First Boston, and I show you a prospectus to see if that

doesn’t refresh your recollection and give you a clue to the other names.

Mr. FENNELLY. The First Boston was in second position; Glore,

Forgan in third—this is in appearance; Halsey, Stuart in fourth posi

tion, and the last three houses named all having an equal interest in

participation in the business; Stone & Webster and Blodgett, Inc.,

Blyth & Co., Brown Harriman & Co., all with the same interest; Gold

man, Sachs & Co. and Lazard Frères & Co. with an equal interest with

the houses just previously named. Do you want me to go on ?

Mr. NEHEMRIs. No; that is sufficient; thank you very much. In the

spring of 1938 did not Mr. Charles True Adams approach your firm

with the suggestion that he would like your firm to head up the

financing of Indianapolis Power & Light?

Mr. FENNELLY. That is correct.

Mr. NEHEMKIs. Did you not at that time advise Mr. Adams that

you were a member of the Lehman group, and being under a com

mitment to Lehman Bros., could not accept his invitation?
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Mr. FENNELLY. That is also correct.

Mr. NEHEMRIs. Did not Mr. Adams inform you that he had no

intention of having Lehman Bros. head up the group since he

wanted the business handled by a Middle Western firm’

Mr. FENNELLY. That is the way that I stated his position in the

letter that I subsequently wrote on this matter. . I would like to

say that is correct with a slight variation in that what he was trying

to convey was that he had felt he had no commitment to do the

business with Lehman Bros. and that as such he would prefer to do

the business in the Middle West.

Mr. NEHEMRIs. Were you aware at the time of your discussions

with Mr. Adams that in the spring of 1938 the finance committee of

Indianapolis Power and Light had on or about July 15, 1937, already

authorized Lehman Bros. to head up a syndicate for the refunding

operations?

Mr. FENNELLY. No; I was not.

Mr. NEHEMRIs. You were not aware of that?

Mr. FENNELLY. No.

Mr. NEHEMRIs. Were you aware of that fact prior to your testi

mony here and my statement?

Mr. FENNELLY. Not as such. I knew that Lehman Bros. had gone

to work on the deal in 1937. How far they had entered into an actual

agreement with the finance committee I have never been aware.

Mr. NEHEMRIs. Mr. Chairman, I now refer the committee to “Ex

hibit No. 1852, 1 to 3.” previously received in evidence, containing

the authorization of the finance committee of Indianapolis Power

& Light to Lehman Bros., authorizing them to head up the syndi

cate to which reference has been made.

Now, on May 24, 1938, during the time of your discussion with

Mr. Adams, did you not have occasion to transmit the subject mat

ter of your discussion to your New York partner, Mr. J. Russell

Forganº

Mr. FENNELLY. I did.

Mr. NEHEMRIs. And now reading from “Exhibit No. 1853,”

previously received in evidence, a letter dated May 24, 1938, by

Witness Fennelly to Mr. J. Russell Forgan, I call your attention, if

I may, Mr. Fennelly, to the following paragraphs:

Some weeks ago when Mr. Adams first approached us with regard to helping

him work out the reorganization of Utilities Power & Light, he told us that

he would like to have us head up the financing of Indianapolis Power & Light.

We immediately told him of Our commitment to Lehman Brothers and that

we had already accepted a position in Lehman's group subject to that position

being satisfactory to us.

Now skipping to the third paragraph:

More recently, Mr. Adams askcd us if we could work out a satisfactory ar

rangement with Lehman Brothers, and advised us that if we could do so he

was prepared to proceed immediately with the Indianapolis financing. We

have told Mr. Adams that we felt it was entirely possible for us to work out

such an arrangement and would proceed to do so at once. Our ideas, as you

know, of a satisfactory arrangement are a joint managership account which we

should head in the West and which Lehman should head in the East. Pending

the reaching of such an agreement, we find ourselves in the awkward position

of being unable to talk with Mr. Adams about this financing, and at the same
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time realizing that practically everybody in the investment business is shoot

ing at him about it, in fact we have good reason to believe that other mem

bers of the Lehman account are working independently and actively for the

business. Our sincere feeling about this matter is that if Lehman Brothers

are willing to agree to a joint managership as outlined above, we can be very

helpful in convincing Mr. Adams as to the desirability of proceeding at once

with the business. If this is not done, we feel that Mr. Adams is likely to let

the whole matter drift, at least until next fall, by which time he may have

missed the opportunity to do the job under present favorable market conditions.

If Lehman Brothers cannot see their way clear to such an arrangement, we

shall feel obliged to withdraw from their account. If we do so withdraw, we

will agree with them that we will do nothing about this business, either inde

pendently or in conjunction with Others, for some reasonable length of time,

Our idea of a reasonable length of time would be from now until next fall,

during which time Lehman Brothers would have a free hand as far as we are

concerned, to proceed with their present negotiations.

Now Mr. Fennelly, did you succeed in getting joint managership?

Mr. FENNELLY. No; we did not.

Mr. NEHEMRIs. You had, however, a substantial underwriting posi

tion, did you not?

Mr. FENNELLY. That is right; yes.

Mr. NEHEMRIs. Now, if you will follow me on the postscript to

your letter [reading from “Exhibit No. 1853”]:

Since writing the above, I have discussed the matter further with Charlie

Charles Glore, I take it

Mr. FENNELLY. Yes.

Mr. NEHEMRIs (continuing):

and we have both agreed it would be dangerous to show this letter to Lehman

Brothers. He agrees, however, that the letter states his position exactly and

that all of the matter contained herein can be used in discussing the matter

with them ; he is even Willing to have you agree to a joint managership ar

rangement for all future Utilities Power & Light financing if you think it desir

able. He feels it is most important that Lehman give us an immediate answer

on this matter because he has just had another call from Adams asking about

the situation and telling him that the finance committee of the Company in

Indianapolis is anxious to proceed at Once and that pressure is being put on

him from all directions,

Did your partner discuss with Lehman Brothers the possibilities

of joint managership on future Utilities financing?

Mr. FENNELLY. I really don’t know whether they did or not, be

cause we never came to an agreement with them on this particular

piece of financing, and it is my belief that that subject was never

discussed.

AGREEMENT ON LEADING POSITIONS IN FUTURE FINANCING OF INDIAN

APOLIS POWER & LIGHT AND UTILITIES POWER & LIGHT

Mr. NEHEMRIs. If Indianapolis Power & Light should in the near

future bring out another issue, what do you contemplate your rela

tionship to the syndicate would be, Mr. Fennelly!

Mr. FENNELLY. Frankly, I have never given it any thought. My

uess would be that probably we would expect a substantial position

in the group under the leadership of Lehman Brothers. There is no

necessity that that would follow at all.

Mr. NEHEMRIs. Your treatment of Lehman Brothers in the spring

of 38, when in effect you were offered the financing on a platter by

the trustee of the organization, was extremely generous. Would you
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not in view of that fact expect to receive, shall I say, favorable con:

sideration (a) in any Indianapolis Power and Light financing, and

* favorable consideration in any future Utilities Power & Light

nancing as well?

Mr. FENNELLY. Frankly, we might expect it but I would be very

much surprised if we got anything back from them. That has been

the history of all such expectations as far as I can see.

Mr. NEHEMRIs. You would not then hope to have even the same

consideration that might be accorded to, shall I say, First Boston

Corporation, who had an equalPºiº with you?

Mr. FENNELLY. Well, yes; I would be surprised if we did not

receive as favorable consideration in the Indianapolis Power & Light

account, but as far as the rest is concerned it would have no reference

as far as I can See.

Mr. NEHEMRIs. Well, I am afraid it is my painful duty to inform

you that you will not receive that consideration, because in this par

ticular case virtue was not rewarded. In connection with “Exhibit

No. 1854–1,” previously received in evidence, I now read to you, Mr.

Fennelly, a memorandum by Joseph A. Thomas, partner of the in

vestment banking firm of Lehman Brothers, dated June 26, 1939

[reading from “Exhibit No. 1854–1”]:

I met today with Sidney Weinberg and Howard Sachs, of Goldman, Sachs &

Company, Harry Addinsell and George Woods, of the First Boston Corporation.

We made the following agreement on Indianapolis Power & Light financing:

Lehman Brothers is to head the business, handle the details in our office

and negotiate the deal in behalf of themselves, Goldman, Sachs & Company and

The First Boston Corporation.

In the advertising the three firms are to appear on the same line in the

gºing order: Lehman Brothers, Goldman, Sachs & Co., The First Boston

Oro.

#e management compensation is to be divided as follows: 40% to Lehman

Brothers, 40% to Goldman, Sachs & Company, and 20% to The First Boston

Corporation. All three firms are to have equal percentages in the underwriting.

We made a similar arrangement on Utilities Power & Light Company and

its subsidiaries, i. e. management compensation to be divided into 40% to Leh

man Brothers, 40% to Goldman, Sachs & Company, and 20% to The First

Boston Corporation.

And then I have here, but they will no longer interest you, letters

of confirmation from the respective firms, and I regret to say that

Glore, Forgan was not included.

Mr. FENNELLY. May I ask a question with reference to that?

Mr. NEHEMKIS. I want to get one more thing in and then you may.

I call attention to a collection of correspondence between Mr. Floyd

Odlum and Mr. Robert Lehman concerning the agreement entered

into by the three firms to which reference has been made and which

is now in evidence."

Mr. NEHEMKIS. No further questions of the witness.

Acting Chairman WILLIAMs. Has anyone any questions?

“MORAL COMMITMENT’ RESULTING FROM MEMBERSHIP IN AN Account

Mr. HENDERSON. Yes. What was the reason you felt you couldn't

talk to Mr. Adams about the financing?

Mr. FENNELLY. Simply because we had made a commitment to

Lehman Brothers, being a member of their account, and we regarded

1 See “Exhibit No. 1855–1 to 1855–4.”
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that as a moral commitment which we weren't prepared to abro

ate.
g Mr. HENDERSON. Is that a usual thing in the underwriting busi

ness?

Mr. FENNELLY. I don’t know whether it is usual or not, but I can

assure you it was usual as far as my firm is concerned.

Mr. HENDERSON. That is, they make commitments in groups and

then they will not engage individually in trying to get the business.

Mr. FENNELLY. I would like to put it this way, Mr. Commis

sioner, that we have gone to Lehman Brothers and asked to be a

member of their account, had asked for a position in their group.

Having gone to them and put ourselves under obligation to them,

and they having agreed to include us in their group, we felt that it

would be an unethical thing, and I mean that not professionally,

but just simply human ethics to turn around and try to take the

business away from them.

Mr. HENDERSON. They didn’t have the business, did they?

Mr. FENNELLY. Well, they had it under the agreement which has

been read to me.

t *: HENDERSON. What was the status of Mr. Adams in the pic

ure?

Mr. FENNELLY. Mr. Adams was a trustee of Utilities Power and

Light, who, as I recall, had been appointed to that position in the

º of 1938, and as such he had no part in the negotiations in

Mr. HENDERSON. Yes; but did he have the say-so on the financing

all that time?

Mr. FENNELLY. He led us to believe that he did.

Mr. HENDERSON. Was there a doubt in your mind that he did

have the say-so?

Mr. FENNELLY. I shouldn’t think there was any doubt in our

mind; we knew that he was the chief factor in that holding company

which controlled Indianapolis Power and Light.

Mr. HENDERSON. Well, if you had not gone to Lehman, would you

have been free, do you think, to accept the commitment?

Mr. FENNELLY. Yes; very definitely so; would have had no hesi

tation in so doing.

Mr. HENDERSON. Knowing that the prior indication of the board

Was that they wanted Lehman to hold it?

Mr. FENNELLY. Without any hesitation at all, because if Mr.

Adams as trustee told us that he didn't recognize a previous commit

ment made when he was not trustee and was in a position to give

us the business, if we had had no prior moral obligation in our own

minds, we certainly would have taken the business.

Mr. HENDERSON. Absenting the trustee status, suppose it was gen

erally understood that Lehman had the business and no contract had

been executed, would you feel free to go?

Mr. FENNELLY. Absolutely, yes.

Mr. HENDERSON. Do you in many instances do that?

Mr. FENNELLY. We have in my recollection in a number of in

stances, yes.

Mr. HENDERSON. In those cases with a historical relationship with

any banking firm as issuer?

Mr. FENNELLY. Very definitely.
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ſº

Mr. HENDERSON. Does that mean that your corporation is actively

and vigorously trying to get accounts?

Mr. FENNELLY. All the time.

Mr. HENDERSON. Are you having any luck?

Mr. FENNELLY. Sometimes too few, in my opinion.

Mr. HENDERSON. Do you think any part of that is due to gen

eral feeling that you are a Chicago house?

Mr. FENNELLY. The fact that we don't get more business? I

shouldn't say so; no.

Mr. HENDERSON. Do you go after any of the railroad accounts that

come into Chicago?

Mr. FENNELLY. There has been so little railroad financing I would

hate to make a statement as to whether we had or not, Mr. Com

missioner. Nothing recent on it.

Mr. HENDERSON. Do you make a persistent effort to try to get

financing of Chicago concerns? -

Mr. FENNELLY. Oh, yes; all the time.

Mr. HENDERSON. Have you been having any luck in getting any of

them away from the eastern banking houses?

Mr. FENNELLY. I couldn’t answer the question as far as getting

away from the eastern banking houses, Mr. Commissioner, because,

frankly, we don't think of ourselves as a Chicago banking house. We

have an office in New York with four partners in New York, and

three partners in Chicago, and while our background is more middle

western than others, we are doing business in the East and we are

doing business in the West. Does that answer your question?

Mr. HENDERSON. Yes. I have no further questions.

Mr. LUBIN. May I ask the witness a question? Just what is in

volved in what you call in this correspondence your commitment to

Lehman Brothers? Is it a commitment not to try to get firms that

have had agreements with Lehman in the past, or is it a commitment

to stay out of certain definite fields of activity?

Mr. FENNELLY. No, sir; not at all. That commitment is our own

idea of a moral commitment of ours on this specific piece of business

because we had gone to Lehman and asked them to be included in

their account, and refers not at all to historical relationships, and it

isn't a question of competition or noncompetition. We had given our

word to somebody, and we just thought it would be a low trick to go

out and try to take the business away.

Mr. LUBIN. In other words, Lehman already had a relationship with

this corporation and you had agreed that as far as that corporation

was concerned you wouldn't undertake to get the financing.

Mr. FENNELLY. We didn't make any such agreement. We under

stood that Lehman was in a position to head up a syndicate. We went

to Lehman Brothers and asked if they would include us in their busi

ness as a prominent house with an important office in the Middle

West—this was a Middle Western piece of business—and they agreed

they would be delighted to have us in the business, and the point I

want to express is there was no agreement about staying clear of this

thing, we had asked to be in their business, and because we had asked

to be in their business, we felt we had a moral obligation not to com

pete with them on this specific piece of business.

Mr. HENDERSON. It was a two-way commitment, was it not? They

had agreed to give you a piece of the business, and they didn't.

Mr. FENNELLY. Oh, yes; they did.
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Mr. HENDERSON. It had nothing to do with future financing.

Mr. FENNELLY. Absolutely not at all.

AGREEMENT ON FUTURE FINANCING OF ASSOCIATED GAS & ELECTRIC CO. AND

SUBSIDIARIES-1937

Mr. NEHEMRIs. Mr. Chairman, before we conclude this session I

should like to read a memorandum which has been covered by a stipu

lation which I shall ask you to examine in a moment. This is a memo

randum regarding the relationship of The First Boston Corporation

and Lehman Brothers in connection with Associated Gas & Electric

financing and such is the agreement entered into on January 25, 1937,

with reference to these companies. It reads as follows [reading from

“Exhibit No. 1857–4”]:

With respect to all future financing for Associated Gas & Electric or its sub

sidiaries, the two firms are to manage such financing jointly as leaders (details

of the handling of the business to be worked out later) due recognition to be

given in such financing to the obligations of The First Boston Corp. to old par

ºuts in the Chase-Harris Forbes groups in a manner satisfactory to both

In connection with New York State Electric and Gas Corporation financing,

The First Boston Corp. and Glore, Forgan & Co. are to be managers; Lehman

Brothers are to be offered an equal participation in amount with the above two

firms, Lehman Brothers' name to appear in third place.

This is covered by stipulation entered into with me by Mr. Arthur

Dean, of Messrs. Sullivan & Cromwell, counsel to The First Boston

Corporation. I ask that these documents be admitted in evidence, bear

ing on the points under discussion.

Acting Chairman WILLIAMs. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1857–1 to

1857–5” and are included in the appendix on pp. 12773–1277º
Mr. NEHEMKIs. May I ask my associate, Mr. Mathers, to take the

stand just for a moment? Mr. Fennelly, before you make your

statement? Just be seated, if you will.

Mr. Mathers, will you be good enough to identify “Exhibit No.

1856,” being a transcription of a telephone conversation by Mr. Igle

hartre New York State Gas & Electric Co., dated October 20, 1932,

S0 that the record may be thoroughly clear? Tell me once again

where vou obtained that document?

Mr. MATHERs. I found this document in the files of the New York

office of Glore, Forgan & Co. It is a copy of a transcript of Mr.

Joseph A. W. Iglehart's telephone conversation on October 20, 1932,

relative to New York State Electric & Gas financing.

Mr. NEHEMKIs. Now Mr. Iglehart is no longer a partner, to your

knowledge, of Glore, Forgan & Co.?

Mr. MATHERs. No, sir.

Mr. FENNELLY. He never was a partner.

Mr. MATHERs. He is presently a partner of W. E. Hutton & Co.

Mr. NEHEMRIs. Will you tell me the other person with whom Mr.

Iglehart was holding the telephone conversation at the time?

Mr. MATHERs. The memorandum does not state, but Mr. Joseph

Iglehart told me it was with Mr. Russell.

Mr. NEHEMKIs. And can you tell me Mr. Russell's initials?

Mr. MATHERs. P. N. Russell, I believe it is.

Mr. NEHEMRIs. And you went to see Mr. Iglehart expressly to ascer

tain who the other person on the telephone was, did you not
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Mr. MATHERs. Yes.

Mr. NEHEMRIs. Thank you very much, Mr. Mathers.

I shan’t discuss the document at this time. I think the committee

will find at its leisure that this document is well worth reading.

AGREEMENT RE MANAGEMENT OF CIEVELAND-CLIFFS CO.-RESUMED–

STATEMENT BY MR. JOHN F. FENNELLY

Mr. Chairman, may it please the committee, Mr. Fennelly has asked

leave of the committee to make a statement clarifying certain things

that were said during Mr. Tompkins' testimony, in which he feels

there may be some misunderstanding, and I have no objection if it is the

committee’s pleasure.

Mr. HENDERSON. What is the nature of it?

Mr. FENNELLY. With reference to the document that was filed, the

contract entered into between Mr. E. B. Greene and the underwriting

group, of which my firm was one, of which Mr. Tompkins testified he

knew nothing about.

Mr. NEHEMRIs. That was the letter in which Mr. Greene abdicated

the functions of the board of directors for a period of time in favor of

the four banking houses, one of which was Field, Glore, now Glore,

Forgan, of which Mr. Fennelly is a partner. Does the committee care

to hear Mr. Fennelly's statement?

Acting Chairman WILLIAMS. I think you might proceed with that.

I think that is relevant, if it is about that matter.

Mr. FENNELLY. All I wanted to say was this, that that agreement was

entered into between Mr. Greene and the four underwriting, four

chief underwriting houses namely Lehman Brothers; Kuhn, Loeb;

Field, Glore; and Hayden, Stone & Co. This point I wanted to put

in the record was that that agreement was entered into at the specific

request of Mr. E. B. Greene. Mr. Greene informed us he was con

cerned, in view of the past experience of Cleveland-Cliffs, about the

continuity of that management, and was concerned about what might

happen in the event he or Mr. Mathers, chairman of the board, should

die, and he requested us to enter into that agreement with him. The

agreement was never at any time brought up by the bankers and it was

. of an agreement that I for one have never seen entered into in a

mortgage issue of this kind. . And it was only done because Mr. Greene

was concerned that the continuity of the management should be pre

served, and he wanted to have the outside assistance of the underwrit

ers to that effect.

Mr. NEHEMRIs. May I take this occasion, Mr. Chairman, of thanking

Mr. Fennelly for having given us so freely of his time? He spent

many hours with us on this problem.

Acting Chairman WILLIAMS. Have you anything else at this time?

Mr. NEHEMKIs. No, sir. Shall I tell you, sir, the witnesses for

tomorrow? | Tomorrow we expect to discuss the financing of the Wil

son Co. and the Armstrong Cork Co., and the witnesses will be Mr.

Joseph R. Swan, head of the house of Smith, Barney & Co.; Mr. John

M. Schiff, and Mr. Lewis L. Strauss, partners of Kuhn, Loeb & Co.

Acting Chairman WILLIAMs. That is all for the present? The

committee will stand in recess until 10:30 tomorrow.

(Whereupon at 4:05 p.m. the committee recessed until Wednesday

morning at 10:30 o'clock.) -
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WEDNESDAY, JANUARY 10, 1940

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:45 a. m., pursuant to adjournment on

Tuesday, January 9, 1940, in the Caucus Room, Senate Office Build

* Senator William H. King presiding.

resent: Senator King (acting chairman); Representative Wil

liams; Messrs. Henderson, O'Connell, Lubin, and Brackett. Present

also; Clifton Miller, Department of Commerce; Peter R. Nehemkis,

Jr., special counsel; and W. S. Whitehead, Security analyst, Securities

and Exchange Commission.

Acting Chairman KING. The committee will be in order.

Mr. HENDERSON. Mr. Chairman, it is always difficult to indicate in

a sentence the nature of a day's hearing, but today we will be con

cerned with typical examples as shown by two or three pieces of

financing of the continuing relationship of some of the New York

banks that had affiliates, and also we will be dealing with some

aspects other than price competition that mark out the distinction

between the investment banking business, or profession, as some

choose to describe it, and the usual concept of competition as we see

it in industry.

Mr. NEHEMRIs. Will Mr. Joseph R. Swan, Mr. John M. Schiff, and

Mr. Lewis L. Strauss take the witness stand, please?

Acting Chairman KING. Mr. Swan, you have been sworn hereto

fore, so we will not need to re-swear you.

Will the other gentlemen raise their right hands?

Do you solemnly swear the testimony, you give in this hearing will

§ truth, the whole truth, and nothing but the truth, so help you

od?

Mr. STRAUss. I do.

Mr. ScHIFF. I do.

TESTIMONY OF JOSEPH R. SWAN, SMITH, BARNEY & CO., NEW

YORK CITY; JOHN M. SCHIFF, KUHN, LOEB & CO., NEW YORK

CITY; AND LEWIS L. STRAUSS, KUHN, LOEB & CO., NEW YORK

CITY

S# NEHEMIKIS. Will you state your full name and address, Mr.

chiff 3

Mr. ScHIFF. John M. Schiff, Oyster Bay, N. Y.

CM. NEHEMRIS. Are you not a partner of the firm of Kuhn, Loeb &

0.
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Mr. SchIFF. I am a partner of the firm of Kuhn, Loeb & Co.

Mr. NEHEMRIs. How long have you been a partner of that firm'

Mr. SchIFF. Since January 1, 1931.

Mr. NEHEMRIs. Mr. Strauss, will you state your full name and

address, please? -

Mr. STRAUss. Lewis L. Strauss, 52 William Street, New York City.

Mr. NEHEMRIs. And are you not a partner of the banking firm of

Kuhn, Loeb & Co.'

Mr. STRAUss. I am.

Mr. NEHEMRIs. How long have you been a partner of that firm'

Mr. STRA Uss. Since January 1, 1929.

Acting Chairman KING. A partnership and not a corporation?

Mr. STRAUSS. That is correct.

Mr. NEHEMRIs. Mr. Swan, was not the account of Wilson & Co.

once handled by the Guaranty Co., the security affiliate of the Guar

anty Trust Co., of New York?

Mr. Swan. It was handled by them in conjunction with others,

Mr. NEHEMRIs. And was that not the case also in the Pure Oil

Co. financing?

Mr. Swan. That was handled by Guaranty Co. alone.

Mr. NEHEMRIs. And in the case of Bethlehem Steel Corporation,

. that handled by Guaranty Co. alone, or in conjunction with

others?

Mr. Swan. That was handled in conjunction with others.

Mr. NEHEMRIs. Do you recall the situation with respect to Amer

ican Rolling Mill Co.'

Mr. Swan. That was handled by the Guaranty Co. in conjunction

with W. E. Hutton & Co. -

Mr. NEHEMRIs. And in the case of the Armstrong Cork Co., Mr.

Swan, was that not an account of Guaranty Co.'

Mr. Swan. They were in that account. I think the account was,

to my recollection, led by the Union Trust Co., of Pittsburgh.

Mr. NEHEMKIS. And Guaranty was joint manager?

Mr. Swan. Very likely they were joint manager.

Mr. NEHEMRIs. Has not E. B. Smith & Co. either headed or par

ticipated in all of the foregoing accounts?

Mr. Swan. They have, I believe.

Acting Chairman KING. Is that an investment banking company
of New York—E. B. Smith & Co. 2

Mr. Swan. Edward B. Smith & Co. was a private partnership:

it was not a corporation. It was a private company in New York,

an investment company in New York.

Acting Chairman KING. What was the name?

Mr. Swan, Edward B. Smith & Co., a firm which was originally

formed in Philadelphia many years ago and has since transferred

its principal office to New York.

FINANCING OF THE ARMSTRONG CORK CO.-1935 AND 1930 ISSUES

Mr. NEHEMRIs. Mr. Swan, I show you a document which bears

the title “Calendar Record on Armstrong Cork Co.” Will you ex

amine this document, and briefly describe its purpose to me?

Mr. Swan. This document was kept by what we call our new

business department and was a record of the various times when we
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gave some attention to the company in question as to whether we

should take some action in connection with them, or follow them up

in Some way. It was a record of our contacts with the company.

Mr. NEHEMKIs. Will you be good enough to examine the second

sheet, which is labeled “Contacts with Armstrong Cork Co.”? Will

you be good enough to examine this sheet and tell me its purpose
or function?

Mr. Swan. This was another sheet kept by our new-business de

partment to indicate what members of our firm were acquainted

with and in contact with what members of some corporation we might

be trying to do business with, or for whom we might be bankers.

Mr. NEHEMRIs. Would you say, Mr. Swan, that that practice of

keeping such references is a generally prevailing one in the industry?

Mr. Swan. I do not know.

Mr. NEHEMRIs. Mr. Schiff, have you been following the testimony .

Mr. ScHIFF. Yes; I have.

Mr. NEHEMRIs. Do you know whether it is the custom of your

firm to keep records of progress of negotiations and of individuals

who have special contacts with officials of various companies?

Mr. SchIFF. I don’t think it is the general practice of our firm;

Il().

Mr. NEHEMRIs. Now on or about July 25, 1935, did not E. B.

Smith & Co. head a group of underwriters which brought out a

public offering of $9,000,000 15-year 4-percent debentures of the

Armstrong Cork Co.?

Mr. Swan. We brought out such an issue and I take your date as

being the approximate date.

r. NEHEMRIs. You may, if you wish, Mr. Swan, accept my dates

and figures subject to further check on your part.

Do you recall who composed the original purchase group !

Mr. Swan. My recollection is that it was Edward B. Smith,

Lazard Frères & Co.

Mr. NEHEMKIs (interposing). Kidder, Peabody ?

Mr. Swan. Kidder, Peabody and Kuhn, Loeb.

* NEHEMRIs. Now Kuhn, Loeb had a nonappearing position in

hat?

Mr. Swan. That is correct.

r. NEHEMKIS. And by a nonappearing position is meant that the

name of a particular house does not appear in the public advertising?

Mr. Swan. I think that is correct.

Mr. NEHEMRIs. Now, to the best of your knowledge had Kuhn,

Lºeb ever been a participant in the financing of Armstrong Cork Co.

When it had been led by the Guaranty Co.'

Mr. Swan. I think not.

M; NEHEMKIS. Can you tell me that you are certain that it never
WaS'.

Mr. Swan. I think I can go so far as to say I am certain; yes.

Mr. NEHEMRIs. And I think you indicated a moment ago that the

Guaranty Co., along with Union Trust of Pittsburgh, had headed

the financing previously.

Mr. Swan. That is correct.

Mr. NEHEMRIs. And was not the last previous financing for the

Armstrong Cork Co. an issue of $14,931,000 of 10-year convertible

*percent debentures due June 1, 1940, and offered in June of 1930?
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Mr. Swan. I think that is correct.

Mr. NEHEMRIs. And to the best of your knowledge and recollection,

that was the last piece of financing that the Armstrong Cork Co. en

gaged in prior to the offering under the leadership of E. B. Smith.

Mr. Swan. To the best of my recollection; yes.

Mr. NEHEMRIs. Do you recall when the 1935 negotiations for the

Armstrong Cork financing began, approximately?

Mr. Swan. I don't know exactly when the negotiations began. As

soon as the various officers of Guaranty Co. who became partners of

Edward B. Smith & Co. went into that new firm and took with them a

large part of the Guaranty Co. organization, we immediately set out

to see all of our old contacts; amongst others that we immediately

contacted was the Armstrong Cork Co. From that time on we were

in contact with them from time to time. We advised them, I think,

at one time that a certain piece of business might be done, but I think

we rather advised against doing it, and then later on we took up

active negotiations for an issue, and exactly when we took up those

negotiations I am afraid I couldn't say. We were in rather constant

touch with them over a period.

Mr. NEHEMRIs. Would it be correct for me to state that the negotia

tions, discussions, conferences in the first instance, however, had been

instituted by your people?

Mr. Swan. Oh, I think so.

M. L. FREEMAN DISCUSSES ARMSTRONG FINANCING WITH KUHN, LOEB & Co.

Mr. NEHEMRIs. Mr. Schiff, are you familiar with a gentleman whose

name is M. L. Freeman?

Mr. SCHIFF. Yes; I have made his acquaintance.

Mr. NEHEMRIs. And do you recall whether or not on or about July

27, 1934, Mr. M. L. Freeman had occasion to discuss with you the possi.

bility of financing the Armstrong Cork Co. through the good offices of

your banking firm’

Mr. ScHIFF. I believe he did.

Mr. NEHEMRIs. Mr. Freeman, in the parlance of the Street, is a

“finder,” is he not? . That is to say, he brings prospective deals to

investment banking firms?

Mr. ScHIFF. I don't know whether you would call him a finder. I

think he is probably a sort of middleman that brings people together.

I don't know quite what the correct term is.

Mr. NEHEMRIs. What do you regard him as?

Mr. ScHIFF. I said a middleman who brings people together.

Mr. NEHEMRIs. Now, just for my own information, what is the

distinction between the person who is a “middleman” and one who is a

“finder”? Perhaps there isn't any. If so, I would be glad to pass on.

I just wanted to know, so I might be precise and accurate as I asked my

questions of you.

Mr. Schiff. I suppose there is no terrific distinction. I just prefer

my own definition.

Mr. NEHEMRIs. But you wouldn't object if I used the word “finder.”

would you? It wouldn't disturb you in any way?

Mr. SCHIFF. I just don't happen to like the word “finder,” but

that is a matter of preference.
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Mr. NEHEMKIS. I will use for your benefit the word “middleman.”

Now, in a subsequent discussion with Mr. Freeman, did he not say

to you that the Armstrong Cork Co. had, after their 1930 financing

with the Guaranty Co., attempted to borrow $2,000,000 from the

Guaranty Trust Co.?

Mr. ScHIFF. I believe he did; yes.

Mr. NEHEMKIs. And that the bank would only grant the company

some $500,000?

Mr. ScHIFF. I believe he claimed that.

Mr. NEHEMRIs. And as a result, did not Mr. Freeman state to you

* the company was forced to borrow from certain Pittsburgh

anks?

Mr. ScHIFF. I think Mr. Freeman stated that, as I remember.

Mr. NEHEMKIs. And as a result of that dissatisfaction, as Mr. Free

man indicated to you, with treatment received by the Guaranty Trust

Co., the Armstrong people were a little bit loath to deal with those

closely associated in the past with the Guaranty?

Mr. ScHIFF. That was what Mr. Freeman stated; yes.

SEEKING ASSURANCE THAT A COMPANY HAS MADE A “CLEAN BREAK" witH

ITS PRIOR BANIKER BEFORE DISCUSSING FINANCING

Mr. NEHEMR1s. After the passage of the Banking Act, Mr. Schiff,

was it not generally recognized in the Street that E. B. Smith & Co.

had become the successor or heir of the Guaranty Co.'

Mr. SchIFF. I think it was generally recognized that the chief

officers and the main part of the staff of the Guaranty were going

into E. B. Smith & Co.

Mr. NEHEMRIs. Did you not yourself recognize E. B. Smith & Co.

as the successor to the Guaranty Co.'

Mr. ScHIFF. We recognized that the individuals of E. B. Smith

had the contacts that they had while they were in the Guaranty.

Mr. NEHEMRIs. You were aware, were you not, at the time of your

conversation with Mr. Freeman that the Armstrong business had been

an account of the Guaranty Co. ?

Mr. ScHIFF. I was aware either at that time or shortly afterwards,

after I looked it up.

Mr. NEHEMKIs. When it was presented to your mind you were

4Ware of that fact?

Mr. ScHIFF. Yes.

Mr. NEHEMRIs. Now, in view of the fact that the Armstrong Cork

account had been a former account of the Guaranty Co., and in view

of the fact that you and your associates recognized that E. B. Smith

& Co. had certain relationships to that account, were you not some

What reluctant to discuss this matter with Mr. Freeman?

Mr. ScHIFF. Well, I think we told Mr. Freeman that after all, any

Company could pick its own bankers, it was entirely up to the

Company—

Mr. Ramºs. But

Mr. ScHIFF. May I go on with that—that if the company wanted

to leave the people who had done their banking in the past, for some

legitimate reason, naturally we should be glad to receive them pro

Vided they were the type of company that came up to our standards,

but, on the other hand, if it was a perfectly happy relationship and
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they had been successful in taking care of their needs and had done

it properly, we had not desire to try to take that away from them.

Mr. NEHEMRIs. Mr. Schiff, according to the professional code of

the Street, would it not have been distinctly unethical for you to

discuss this business with Mr. Freeman without first contacting E. B.

Smith & Co., or unless you were quite certain that the company was

coming to you of their own free will?

Mr. SCHIFF. I think it would have been bad business.

Mr. NEHEMRIs. But not unethical ?

Mr. SCHIFF. Weli, unethical and bad business, but after all you

have a certain code of ethics, which I agree with, but you also are

guided by what is good business and what is bad business.

Mr. NEHEMRIs. But you do think that it would have been distinctly

unethical to have discussed this with an official of the Armstrong

Cork Co. without first having been in contact, let us say, with Mr.

Swan's house?

Mr. SCHIFF. I think it would have been unethical and bad business,

just as if some dentist called me on the telephone and said, “I hear

you want a tooth pulled,” and tried to get the trade away from my

usual dentist who had been doing a satisfactory job.

Mr. NEHEMRIs. So you feel that under similar circumstances it

would be necessary, if one were adhering to the code of ethics of the

Street, first to be clear of the other banking firm.

Mr. ScHIFF. But I want to point out one thing. It is not only the

code of ethics; it is what is good business, what is good business and

º business for the continuation of your future business with your

clients.

Mr. HENDERSON. With your clients and with other members of the

fraternity, too?

Mr. ScHIFF, I suppose so, but I mean basically with the corpora

tions with which you deal.

Acting Chairman KING. And if you established a reputation of

trying to undermine other companies and steal the business away

from them it would injure your own business.

Mr. SCHIFF. It would injure our own business certainly, just as

much as if a doctor tried to steal patients; eventually he wouldn't

have any patients at all.

Acting Chairman KING. Just like several lawyers dissolve and

if they knew that the business of A, B, and C corporation was left

with one member of the firm that had been dissolved, you would

regard it perhaps as unethical to go to them and attempt to take it

away from the one to whom it had been assigned and who had con

ducted it during the period of the partnership.

Mr. SCHIFF. I think that is fair.

Mr. NEHEMRIs. Mr. Schiff, unless you had such unequivocal assur

ance from the other firm that had prior association with the business,

your firm would have been placed in the position of entering into

competition with, shall I say, a friend, and such competition would

not be considered desirable? I take it that is the situation?

Mr. ScHIFF. No; I don’t think it is. . I think we are willing to com

pete at any time when a corporation is dissatisfied with its existing

banking relations. We want to do new business, we are anxious to

do it, but we see no point in trying to break up what is considered a

happy relationship.
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Mr. NEHEMKIs. I think you didn’t quite understand my question,

and I may not have made it as clear as it could be. In the situation

that we are now discussing, the case of Mr. Freeman coming to you

and telling you, “Here is a piece of business that I think you people

might be interested in,” under the code of ethics as adhered to by your

firm and presumably by others, you do not feel free to discuss that

with the company officials unless two things occurred: you were

assured that the company was clear of E. B. Smith & Co., or, on the

other hand, that you had first discussed it with E. B. Smith & Co. to

make quite certain that further discussions would be satisfactory.

Does that substantially summarize the ethical problem there?

Mr. SCHIFF. I think we would say that we wouldn't want to discuss

it unless we had every assurance that the company had made a clean

break with E. B. Smith & Co.

Mr. NEHEMRIs. Now, if those circumstances were not present in

this situation, then you would be in the position, would you not, of

competing for business against a friend

Mr. SCHIFF. No.

Mr. NEHEMRIs. And that is not desirable.

Mr. ScHIFF. No; we would be in the position of breaking up a

relationship that had been perfectly satisfactory.

Mr. NEHEMRIs. Now, perhaps you and I are having some difficul

ties about the use of words. I used the word “competing.” You seem

to be very allergic to that word so I will try and use another one.

If you had actively continued discussing this piece of business with

officials of the Armstrong Cork Co., knowing that it was a former

Guaranty account and hence by inheritance, so to speak, within the

Sphere of interest of E. B. Smith, that would not have been desirable

from a business point of view. Do you follow me on that?

Mr. ScHIFF. I don’t think it would have been desirable because if

We did it enough we would end up with no corporations doing busi

less with us at all.

Mr. HENDERSON. May I ask a question there? Would you be willing

to say that it was unethical competition?

Mr. SchIFF. I am not quite sure of the definition of the word

ºthical” that keeps being brought in all the time. I am looking at

it from the point of view of what is a sensible way to run your busi

less. I think it would be bad business to do it. Certainly I think

morals and ethics come in. It is just as unethical as it is in any

profession.

Mr. HENDERSON. Take the condition existing after the divorce

When these accounts presumably might be free. If you went out after

any of those accounts, would you be competing for them?

Mr. ScHIFF. Certainly that is competing; yes.

Acting Chairman KiNg. As I understand the situation, if E. B.

Smith & Co. had been doing business with the Armstrong Cork Co.

and floated its securities, and the time had come when the situation

developed that Armstrong Cork wanted to deal with somebody else

and some representative came to consult with you, you would, before

You would take that business, desire to know whether the relations

between E. B. Smith & Co. and the Armstrong Co. had been severed

or whether there were any obstacles, ethical or moral or in a business

Way, to your becoming a competitor, with E. B. Smith & Co. in nego

tiating a deal with the Armstrong Co. to handle their securities,

124491–40—pt. 24—12
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Mr. SCHIFF. I think that is generally true. We are willing to com:

pete where there is a complete break, but not where there is a con

tinuous and happy relationship as between lawyer and client, doctor

and patient.

Acting Chairman KING. But if you were satisfied that E. B. Smith

& Co. would be willing to have others associated with it and the

Armstrong Co. were perfectly willing to have others brought into

the handling of their securities, would there be any objection from

your point of view to your organization becoming, shall I Say, a com

petitor or a partner or cooperating with the E. B. Smith & Co. in

handling the new issue or refunding the issue?

Mr. SCHIFF. No; I think not.

Mr. NEHEMRIs. Mr. Schiff, I show you a memorandum which pur.

ports to bear your initials. Will you examine this memorandum and

tell me whether these are your initials and whether this memorandum

was, in fact, dictated by you on or about July 27, 1934?

Mr. SCHIFF. Yes.

Mr. NEHEMRIs. I want to read to you a statement you wrote in this

memorandum, Mr. Schiff. [Reading from “Exhibit No. 1858”]:

Yesterday Mr. M. L. Freeman discussed with me the possibility of doing some

financing for the Armstrong Cork Company, with which he has a connection.

. him that I would discuss it here in the office, and asked him to return

OCIay.

#ing checked up on the Company and found that the original financing had

been done by the Guaranty Company, I explained to Mr. Freeman that the

Guaranty Company's successor was E. B. Smith & Co. and that naturally we

did not want to poach on their preserves.

I venture to say, Mr. Chairman, that that statement epitomizes the

entire problem that we have been discussing and presenting to you

during these past several days. I am, indeed, very grateful to Mr.

Schiff for having summed it up so neatly, so succinctly, for having

made such an excellent presentation of a rather difficult problem.

Then, you continue, Mr. Schiff, as follows. [Reading further from

“Exhibit No. 1858”]:

. I told him that provided he explained in detail to the company that they were

coming to us of their own free will, we should be pleased to have a talk with

them if he would bring in one of their senior officers the next time he was in

New York, which he agreed to do.

Mr. Chairman, may the document identified by the witness be

presented in evidence? -

Acting Chairman KING. It may be received.

(The memorandum referred to was marked “Exhibit No. 1858"

and is included in the appendix on p. 12776.) -

TRADITIONAL ATTITUDE OF KUHN, LOEB & Co. TowARD COMPETITION wherE

A SATISFACTORY BANKING RELATIONSHIP EXISTS

Mr. NEHEMRIs. Mr. Schiff, hasn’t the position to which you have

given philosophic expression in your mémorandum been the tradi

tional attitude of the house of Kuhn, Loeb 2

Mr. SCHIFF. I think the traditional attitude of the house of Kuhn,

Loeb has been as I just stated a few minutes ago. I probably can't

restate it in the same terms, but generally that the corporation has

the right to choose, its own bankers, it is not tied in any way, it is

entirely in the hands of the corporation; that if they want to change
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bankers that is their privilege, but as long as there is a satisfactory

relationship between the corporation and its bankers we are not going

to try to steal it away from them, but we are willing to compete

openly for any unaffiliated corporation or any corporation that is

dissatisfied with its existing relationship.

S#Nºnºurs Was not that the position of your father, Mortimer

CIn111 %

Mr. ScHIFF. He is no longer living; it is very hard for me to speak

for him.

Mr. NEHEMKIs. You don’t know, however, whether he had occasion

to also express that view’

Mr. SCHIFF. I hope that was his position.

Mr. NEHEMKIS. Was it not also the position of your late, dis

tinguished grandfather, Jacob Schiff Ż

Mr. SchIFF. He died while I was still at school, so I can’t tell you.

I don’t know whether he had that point of view.

Mr. NEHEMKIS. May I ask Mr. Strauss, who has been associated

with the firm a little longer than you, whether or not the position of

Mr. John Schiff epitomized also the philosophy and position of Mr.

Jacob Schiff Ż

Mr. STRAUss. It was.

Mr. NEHEMRIs. Was it not also the position of Mr. Mortimer

Schiff 2

Mr. STRAUss. It was. It might be stated, however, by way of am

plification, that a change, a direct change in banker relationships of a

corporate borrower was regarded by Kuhn, Loeb & Co. as contrary to

the best interests of the public, the investing public, in that it made

it impossible for a continual flow of banking advice to the borrower

from one Source.

Mr. HENDERSON. May I ask a question ? Mr. Strauss, how did the

investment banking fraternity regard a company that shifted

around?

Mr. STRAUss. I can’t speak for the fraternity.

Mr. HENDERSON. How did your house regard it? Did you have

a sort of danger signal up?

Mr. STRAUss. Well, I might illustrate it by an anecdote or an in

stance, if you will permit me, that is fairly illustrative. Several

years ago—I can’t recall the date—the same intermediary, or middle

man brought the president and one of the junior officers of a corpora

tion to see me, stated they wished to change their bankers, and

upon their departure, I looked over their list of directors and found

on their directorate a member of a banking firm whom I called to

inquire about the circumstances, and who told me that they were in

negotiation with that firm, whereupon we declined to have anything

to do with it. The concern was McKesson & Robbins, and the

banker in question was our mutual friend Mr. Weinberg.

I think the adventitious change of bankers without good cause is a

sufficient red flag to a conservative banker to make him wish to know

more about the situation.

Mr. HENDERSON. You wouldn't say, though, that everyone who

wants to change bankers probably has something in his inventory.

Mr. STRAUss. No; by no means; by no means; but in any event, a

careful banker would wish to know why.
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Mr. HENDERSON. Do you think in this case that McKesson &

Robbins wanted to change because they felt that the continuing rela

tionship with Goldman, Sachs would disclose a fake inventory?

Mr. STRAUss. I can't imagine what was in their mind in that

instance.

Mr. HENDERSON. I was just wondering what was in your mind

about it, because you used it as the instance.

Mr. STRAUss. I have engaged in many speculations, but I don’t

think any of them would be proper for the record.

Mr. NEHEMRIs. Mr. Strauss, are you not regarded as the expert

in your firm on Youngstown Sheet & Tube Company matters?

Mr. STRAUss. The habit in our firm is for all the partners who are

in the office at the time to be fairly familiar with transactions.

Mr. NEHEMRIs. Is that a general practice in your firm 2

Mr. STRAUss. Yes; that is usually the practice where the number of

partners are few.

Mr. NEHEMRIs. In other words, Mr. Schiff, then, would be as

lºſiar, let us say, with Armstrong Cork as any of the other part
nel'S :

Mr. STRAUss. Not necessarily; he might have been away at the

time, or particular details of the transaction might have been handled

by one or another, but there is no attempt to make an expert of any
)artner.

| Mr. NEHEMKIS. For example, your firm differs in that respect from

J. P. Morgan & Co. when it was in the investment banking business

and had certain partners who were specialists in Telephone affairs

and railroad affairs, and that sort of thing.

Mr. STRAUss. I am unable to testify as to that, sir.

Mr. NEHEMRIs. You are familiar with Youngstown Sheet & Tube

matters, aren't you?

Mr. STRAUSS. Yes.

Mr. NEHEMRIs. I ask you to examine a memorandum dated No

vember 18, 1927, which was apparently written by Mr. Jerome Han

auer. It bears the imprint of your stamp, Kuhn, Loeb & Co. For

the sake of the record, will you be good enough to identify it for

me, please?

Mr. STRAUss. It appears to be a fairly long memorandum, Mr.

Nehemkis, and I came down prepared on Armstrong Cork and Lino.

leum. I didn't know you wished me to testify with respect to this
memorandum.

Mr. NEHEMRIs, I shan’t ask you any question on it.

Mr. STRAUSS. The memorandum is one bearing Mr. Hanauer’s

initial.

Mr. NEHEMRIs. That is fine, sir. Thank you very much.

I note back in 1927 this same mysterious middleman, finder

or entrepreneur also was in to see your firm in regard to Youngstown

Sheet & Tube matters. Let me read you, Mr. Schiff, from a memo.

randum by Mr. Hanauer as of November 18, 1927. [Reading from
“Exhibit No. 1859.”:]

Mr. Seward Prosser, late in the afternoon of November 17th, telephoned to Ine

asking whether he could come around to see me and a few minutes after

wards he came. Mr. ProSSer—

Would you identify Mr. Prosser for the record?

Mr. STRAUss. Mr. Prosser was chairman of the board of directors
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Mr. Swan. Chairman of the board at that time.

Mr. NEHEMKIs [reading further]:

Mt. Prosser stated that he understood we were negotiating for the Youngstown

refunding, and that he, realizing our usual practices, and our friendship for his

(Ompany, felt we were negotiating under a misapprehension of the Bankers

Trust Company's position: that the Youngstown Company and Mr. Campbell, the

President, were the closest friends of the Bankers Trust Company, that Mr.

Samuel Mather was a director of the Bankers Trust Company and it would be a

great blow for the Trust Company if they should lose this business. * * *

In reply I told Mr. Prosser that this matter had been suggested to us originally

many months ago by an intermediary and we had at first ridiculed the suggestion,

Slying to the intermediary that the Bankers Trust Company was the banker of

the Youngstown Company. The intermediary insisted that this was not so and

that Mr. Campbell would like to do the business with us. We declined to discuss

the matter any further with the intermediary and stated that we could only

(Onsider the matter if these things were stated to us directly by Mr. Campbell.

Continuing with the memorandum,

Mr. Schiff—

And this is Mr. Schiff's father—

(ille into the room at about this time and most of what was said above was re

lºated on both sides—Mr. Prosser emphasizing what a blow it would be to his

ust Company to lose this business and Mr. Schiff emphasizing how we had made

"ely effort to be sure that we were not competing with them. I stated that

While we never competed for business, we of course would not take the position

that if a corporation came to us and told us they were free that we would not

deal with them.

That pretty much sums up the historical position, does it not, of the

house of Kuhn, Loeb by Mr. Schiff?

Mr. STRAUss. Mr. Nehemkis, of course, you are noting that you
have omitted part of a paragraph there, and that is not a continuation

ºf the memorandum.

T, NEHEMRIs. I am offering for the record the entire document.

by it be received?

Çting Chairman KING. Yes.

. (The document referred to was marked “Exhibit No. 1859” and is

"ºlded in the appendix on p. 12776.)

i. NEHEMRIs. I asked a question, I believe, of Mr. Schiff and I

"... believe the record shows any answer.

SCHIFF. What was the question again, please?

16 º NEHEMRIs. The question was, did not the various excerpts I

* Pretty much sum up the historical position of the house of

ºn, Loeb on the problem of competing or not competing?

Sati ; SQRIFF. They wouldn't compete except where there was dis

.*ºtion. As a matter of fact, i wasn't with Kuhn, Loeb at that
line; I was working for the Bankers Trust Co. at that time.

Mºis. The Bankers Trust Co." How interesting!

by a .# Chairman KING. If an issue were brought to the Street

j"...on from any part of the United States, and its repre:

aKe C *Were seeking a house or an investment company that would
house* Of their securities and dispose of them, I suppose that your

in themº other investment house would feel at liberty to compete

T. SC et for that business. - -

of sec SSHIFF. Provided the corporation would have the standing

DOrati *iºs that we would be willing to offer to the public, a corºation of • 8- - - • * ~~~

Proper standing.
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Acting Chairman KING. I am assuming that the securities which it

would offer would be meritorious.

Mr. SCHIFF. Yes, sir.

Acting Chairman KING. But if the person should come to your

house and state that he or his firm had been doing business with

the Jones Investment Co., and that their relations were strained,

and they didn't care to continue with the Jones Co., you would

feel at liberty, then, to investigate the character of these securities

with a view to deciding whether your house would undertake to

negotiate?

Mr. SCHIFF. Yes, sir; we would.

Mr. O'ConnELL. I am not entirely clear on that. As I understood

your prior testimony, it was to the effect that if an industrial con

cern or a prospective issuer came to your firm and was considering

using you as a banker, you would first ascertain what its former

banking connection was and would not discuss the situation with

their company until you had ascertained the connection between

the former banking connection and the issuing concern was no longer

in your judgment satisfactory.

Mr. SciiIFF. If he told us he was no longer satisfied, we would

take the word of the senior officer of the corporation.

Mr. O'CONNELL. You wouldn’t contact the other bankers?

Mr. ScHIFF. I don’t think—we might, we might not; I think

circumstances alter cases. It is hard to lay down a hard and fast

rule on that.

Acting Chairman KING. Would there be a different rule—and I

am asking to make clear the distinctions which may be made in

connection with your testimony and with the testimony of those

who have preceded—would there be an analogy between the bank

ing fraternity and the legal fraternity? Suppose that you were a

lawyer and some prospective client came and stated that his firm

was Jones & McLaughlin, that they had been his lawyers for many

many years, but he desired to disassociate himself from them and to

get other lawyers. Would not a reputable lawyer, before taking over

their business, call up Jones & McLaughlin to ascertain whether ºr

not the relation of the client and the attorney still existed 2

Mr. SchIFF. I believe they would; I believe that is a very fair

comparison, Sir.

Acting Chairman KING. But if the relation did not exist, if they

had broken off, then a reputable lawyer under the highest form of

ethics would not feel debarred from taking on that business.

Mr. ScHIFF. That is correct, sir.

Mr. O'CoxNELL. Mr. Schiff is not, a lawyer, and I happen to be

and I am not so sure that, a reputable lawyer, if approached by a

prospective client, would be under any duty to determine that a

change was satisfactory not only to the prospective client but also

to the former attorney.

Acting Chairman KING. Well, then, you may differ from me. I

have been a lawyer, and when a person would come to me to brin

business and would tell me Jones & Co. had been their lawyers }.

years, that they had broken with them, I would feel at liberty to take

their business, although I invariably would inquire of Jones & &.

whether that was a fact, that they had broken and they had paid

their obligation, so that the relation between them no longer existed
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it . I didn't want my client to be sued by some other lawyer because he

failed to pay his bill.

Proceed.

Mr. O'ConnELL. That is a very practical aspect of the problem.

N. PAYMENTS BY KUHN, LOEB & Co. To M. L. FREEMAN

Mr. NEHEMRIs. Mr. Strauss, before leaving the matter of Youngs

tºwn Sheet & Tube Co., I would like to ask you a few questions

about it. We have been speaking of this middleman or entrepreneur

M. L. Freeman. I note that he comes into the Youngstown Sheet &

Tube picture as far as your firm is concerned as early as the year

1921. Did he not in that year receive a payment from Kuhn, Loeb

& Co. of some $75,000?

Mr. STRAUss. Yes; he did.

Mr. NEHEMRIs. Was that in connection with bringing you the

Youngstown Sheet & Tube business?

Mr. STRAUss. The question of whether he brought the business or

10, Mr. Nehemkis, is a moot point. In any event, we felt suffi

, ºtly indebted to him for his services to pay him that.

I would like to comment on just another question. You referred

ſº him as a “man of mystery.” He is hardly that, he is very well

ſº hºwn in Wall Street and in many other institutions besides those

"lish have been mentioned today.

T. NEHEMKIS. I think before the testimony ends, we will see he is

"ºly Well known elsewhere.

T. HENDERSON. I think, if I may interpret, counsel had in mind

# the mystery as to whether he was intermediary, finder, or middleman,

ºd when you say it is a moot question whether he was paid a finder's
e ſº, it still leaves it a mystery.

Mr. NEHEMKIS. In any event, in 1936 did not Mr. Freeman also re

2 º'º payment of $20,000 from Kuhn, Loeb & Co. in full settlement

"his services to date?

fin. STRAUss. He did. I don’t recall the date but you have the

"gures before you.

Yom NEHEMKis. And was that not also in connection with the

“ºngstown Sheet & Tube matter?

S0 * STRAUss. That was in connection with a great multitude of

0;. Mr. Freeman favored us with suggestions of scores of pieces

ſlotº which may or may not have been feasible. They were

nº." us. But he exhibited a degree of good will that seemed to

9 Warrant that compensation.

Dà EHEMKIs. It is interesting to observe, however, that ap

*ntly for internai purposes in your office, you regarded that $20,

Pºyment in 1936 as referring to Youngstown Sheet & Tube mat

files “ause your letter of transmittal of your check appears in your
under Youngstown Sheet & Tube.

*gainst TRAUSs. That is correct. It wasn’t possible to allocate it

*...the profits of businesses that didn't eventuate.

Youn ..ºgºs. Now didn't your firm bring out an offering for
§ 9Wn Sheet & Tube about that time? - -

WOui.ss. I don't recall the dates, Mr. Nehemkis. As I said to

dates ar*ºt prepared to testify, on Youngstown financing, but those

° of record, so it is quite easy to ascertain them.



12490 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. On April 23, 1936, an offering of $60,000,000 first

mortgage bonds and $30,000,000 of debentures was made public. Now

you were the leader of that financing, were you not, I mean K. L.?

Mr. STRAUss. Unfortunately, I am asked to testify now about

something which is a matter of record, but I don’t have the facts

before me.

Mr. NEHEMRIs. Then suppose you accept these matters of public

record as I indicate them to you, subject to confirmation.

(Off the record colloquy between Mr. Nehemkis and Mr. Swan.)

Mr. NEHEMRIs. Now, Mr. Strauss, as one of the principal under

writers of that financing, were you not under a responsibility to have

disclosed in your registration statement under item 25 that Mr. M.

L. Freeman had received a fee of $20,000?

Mr. STRAUss. No more than any other of our expenses. This

wasn't an expense of the business.

Mr. NEHEMRIs. What was it, then 7

Mr. STRAUss. It was a part of our own expenses.

Mr. NEHEMRIs. And this $20,000 fee was charged up to your own

expenses?

Mr. STRAUss. That is right, and not to the business.

Mr. NEHEMRIs. If it had been charged up to the business, you
would have had to disclose it.

Mr. STRAUss. I don't know what the legal requirement there is

but certainly he had nothing to do with the transaction at all. This

was a compensation paid in respect of this and other services and

was paid entirely as an expense of Kuhn, Loeb & Co.

Mr. NEHEMRIs. Now, is it your contention, Mr. Strauss, that the

payment of $20,000 to the gentleman whom we have been designating

M. L. Freeman, was not a finder's fee? -

Mr. STRAUss. Yes; it is my contention that it was not.

Mr. NEHEMRIs. That it was not a finder's fee?

Mr. STRAUss. That is right. -

Mr. NEHEMRIs. Can you enlighten me at this time as to the nature

of the services rendered by M. L. Freeman in 1936?

Mr. STRAUSs. In connection with that transaction he performed no

services whatever. In fact, I doubt if he knew anything about it

until he read it in the press.

Mr. NEHEMRIs. And for his performing no services you were

prompted to pay him $20,000?

Mr. STRAUss. No.

Mr. NEHEMR1s. Then what did you pay him for 2

Mr. STRAT'ss. If you refer to the answer I made to a previous ques

tion,' I indicated over a period of years he has on many occasions

proposed business to us, and he has proposed to us business that

wasn't always feasible. Sometimes it was feasible for others. And

in order to compensate him, for those services and so, shall I sainsure his continued goodwill, this payment was made. say.

Mr. NEHEMRIs. Will you be good enough to explain to me, then

Mr. Strauss, why this letter of transmittal sending Mr. Freeman à

check of $20,000 appears in the files, “Re Youngstown Sheet & Tüb.

Company?” -

1 Supra, p. 12489.
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Mr. STRAUss. I have seen that letter and pencil notation, and out

side of the fact that there was no other place to file it, I can’t account

for the pencil notation.

Mr. NEHEMRIs. Would it be a reasonable hypothesis for me to

make that conceivably this may have been Youngstown business?

You indicate a certain vagueness as to why it should have been filed

under Youngstown Sheet & Tube. May there not be some gaps in

your recollection as to whether or not it was Youngstown business?

: Mr. STRAUSs. No; it seems to me perfectly reasonable this man

having been responsible, so far as I was concerned, for the initial

Youngstown transaction, and this transaction having been not a
direct continuation of it but nevertheless a contract with the same

company, that some recognition of that might be appropriate even

though it were not requisite.

PROFESSIONAL CHARACTER OF INVESTMENT BANIRING

Mr. NEHEMRIs. By the way, and digressing for a moment, is it

Your opinion, too, Mr. Strauss, that investment banking is a profes

Sion and analogous to that of the lawyer's profession ?

Mr. STRAUss. With some fine nuances of distinction, I have always

regarded banking as a profession in the same way as the medicine

and the law; yes, sir.

Mr. NEHEMRIs. Now, you have dealt with lawyers, I assume, for
many years in connection with your business. What would you think

º .* who paid fees to other people for having brought business

0 them 2

Mr. STRAUss. I don’t know as I ever heard of such an instance.

Mr. NEHEMKIs. Have you ever read “The Canons of Legal Ethics”

by chance?

Mr. STRAUs. No; I have not.

Mr. NEHEMKIs. Have you, Mr. Schiff’

Mr. ScHIFF. No.

Mr. NEHEMKIs. Have you, Mr. Swan'

Mr. Swan. No.

Mr. NEHEMKIs. Isn’t this curious? How does it all happen that

You use the analogy of the relationship of the banker to his clients

is corresponding to that of the lawyer to his clients—and, inciden

tally, the committee will recall that Mr. Whitney used that analogy,

Mr. Sidney A. Mitchell used that analogy, Mr. Walter Sachs used

that analogy, and Mr. Charles E. Mitchell, and I think Mr. Leib, and

possibly others. Isn’t that curious?

Mr. STRAUss. Might I state what I think the analogy is . The

analogy is, sir, that the choice is the choice of the client and that

the relation is one of confidence.

Mr. NEHEMRIs. Now you say you have never read “The Canons of

Legal Ethics.” Do you know there is a provision in “The Canons of

Legal Ethics” that expressly forbids a lawyer from paying money

to a third party for bringing in business? And as a matter of fact,

if I recall—and there are more distinguished lawyers sitting at the

bench here—we use a rather ugly term for anyone who does that.

Mr. O'Connell, don't we call that “ambulance chasing”?

Mr. O'Connel L. That is right.
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Mr. STRAUss. Mr. Nehemkis, aren't there great differences between

all the professions? For example, I am sure you would agree there

is no question that both the law and medicine are professions, but

no doctor would permit himself to be put up on the stand and ques

tioned, for example, on the private affairs of a patient. There are

these differences between the relationships

Mr. NEHEMRIs (interposing). May I interrupt a moment because

I think you have raised a rather interesting point. Simply because

no docotor or no lawyer, by the recognized concepts ºpsociety, is

permitted to be subjected to the kinds of, shall I say, indignities

that the members of your profession are subjected to by people like

myself, is plain recognition of the fact that Society does not regard

your profession as a profession in the same fashion that it regards

the medical profession or the legal profession.

Mr. STRAUss. The professor of that profession may have a better

opinion of it than society.

Mr. NEHEMRIs. That is possible.

Mr. HENDERSON. Since this has been raised, Mr. Strauss, do you

regard investment banking as a competitive profession? Is there

competition in it?

Mr. STRAUss. Within the limits of the definition of the term ; we

know that there is competition required by law in some instances, We

know there is voluntary competition in others. I don't know just

what you mean, Mr. Henderson.

COMPETITION IN INVESTMENT BANKING

Mr. HENDERSON. I think it is very pertinent since things have

frequently come up during this hearing which would be a little bit

quaint in competition. The investment banking witnesses have in

variably said, “Ours is a profession,” and every time we were directly

on the point of competition we have been assured that the most

vigorous competition prevades the investment banking business.

Now I am not qualified—I take it that you didn’t undertake to be

qualified either—to pass on the canons of the legal profession, but

I think that I am reasonably qualified to test competition, and i ºn

frankly between the two horns of a dilemma, and so we might say it

is a competitve profession. Do we want to say that?

Mr. STRAUss. I don’t want to get myself in the position where I

am speaking for the investment banking community. I am not quali.

fied to do so. I can only tell you how I personally regard it, and I

would attempt to answer your questions in the first person if they

were put in the first person singular.

Mr. HENDERSON. Put them in the first person. What do you say?Do you regard it as a competing profession? y

Mr. STRAUSS. I do in this sense, Doctor—

Mr. HENDERSON (interposing). I am not a doctor. I have pre

served my virginity for a good many years. I don't propose to

lose it at this distinguished table. [Laughter.]

Mr. STRAUss. I will answer that off the record. [Laughter.]

... We are obviously in competition with all other investment bańkers

in that our brains and our experience are for sale. Our shin l

is out. The prospective borrowers know that. That is the .

of competition that is going on day and night. However, we don’t
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ſ

Send a catalog of baby carriages every time we see a wedding an

nouncement in the paper—following up your expression, to extend

your metaphor.

Mr. MILLER. May I ask a question? Isn’t the distinction, Mr.

Strauss, that you are trying to make in answer to Commissioner Hen

derson's question as to competition, this, that in the investment bank

ing business you are selling services, whereas in ordinary commerce

and businesses, commodities are being sold 4 Isn’t that the distinc

tion that you attempted to make?

Mr. STRAUss. If you will add to your point that we also take risks.

Mr. HENDERSON. Well, do I understand then that accepting Mr.

Miller's suggestion with your addendum, you feel that any service

industry is entitled to be outside the frame of competition?

Mr. STRAUss. I am sorry, I didn't follow that.

Mr. HENDERSON. Well, the cleaning and dyeing industry sells a

Service, the barber sells a service, and we had in N. R. A. a long

line of service codes that presumably were under the regulation of

* Cºmpetition. Now none of them, of course, put themselves on the

* plane of the investment banker, but they were certainly selling serv

, iſºs, and it was not considered unethical to go after an account.

* In fact, in the automobile industry, for example, there is no such

thing, as I recall, as a successor to a business; there is no question

'' asked even in the steel industry whether U. S. Steel had formerly

gotten the business if Mr. Weir wants to go after it.

...Now, even if this were a selling of services, certainly all the

ideology that surrounds American competition would be applicable,

Would it not?

Mr. STRAUss. Perhaps it is my unfamiliarity with the subject–

I dºn't know what the ideology surrounding American competition is.

Mr. HENDERSON. And I gather that is true of a lot of the invest

ment bankers who have been down here.

. STRAUSs. I don’t think so, Mr. Henderson, because the atti

, tule of the investment banking fraternity toward competition is a

relative thing. Some institutions are more aggressive than others,

find an answer that I might make as to our attitude wouldn’t at all

be applicable to the whole industry.

... Mr. HENDERSON. Now let's suppose there were—I guess you didn’t

like “fraternity”—in the competitive profession of investment bank.

lºg two or three firms which were more competitive, relatively.

Aren't they working in a decidedly shrunken field when there is the

*ptive company, you might say, the continuing relationship over a

lºg period of years, when there is the reciprocal obligation passing

All the time, and when there is the regard for business in its tradiº

tiºnal relationship such as we have instanced here today, where you

Will not touch it unless the company declares itself free? Aren’t

they Working in a decidedly shrunken area?

. STRAUss. No. In the first place, I don't know of a captive

9mpany, speaking only of my own experience. We have no contrac

|al relation with any client that compels them to deal with us. As

*! as the more aggressive banker working in a restricted area, I

hink the record of the financing of the last year would bear me out
at that is not the case.

T. HENDERSON. Right on that point, are you sure that there are

"0 frozen accounts with K. L.?

•
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Mr. STRAUss. I don’t know what a frozen account is.

Mr. HENDERSON. Maybe I will have to get Charlie Mitchell's defi

nition for you, then. But aren't there accounts that over a long

period of years have stayed with K. L.' -

Mr. STRAUss. We are very proud of the fact that over a long period

of years some clients have continued to use us as their bankers, but

there has never been any compulsion and frequently many months

go by without even consultation.

AGREEMENTS FOR FUTURE FINANCING BETWEEN UNDERWRITERS AND

BETWEEN ISSUER CORPORATIONS AND UNDERWRITERS

Mr. HENDERSON. Leaving apart the fact that there is no obligation

on the company, do you not have contracts as do other houses for the

future financing of business?

Mr. STRAUss. None, none.

Mr. HENDERSON. Have you been following the testimony before

this committee”

Mr. STRAUss. I have not; except in the newspaper.

Mr. HENDERSON. Have you seen the references to the contracts for

future financing 2

Mr. STRAUss. No; I don't think I have. s

Mr. HENDERSON. We had one yesterday, Cleveland-Cliffs, where a

part of the underwriting undertaking did envision going forward

for all future financing. Then there is A. T. & T. -

Mr. STRAUss. You mean as between the underwriters? |

Mr. HENDERSON. Yes. .

Mr. STRAUss. I saw some letters as I came in this morning that had

been distributed yesterday. It seemed to me that perhaps was an

arrangement that was subject entirely to the continued approval of

the borrower, because, as I understand it, it is the borrower that allo

cates the participation.

Mr. HENDERSON. In this case it was not that. This was a little

unusual, because we had the veto power in the management in the

Cleveland-Cliffs case by virtue of a board of directors’ letter to the

underwriters. But there have been over a period—I think counsel

could recite these better than I–numerous contractual relationships

between the underwriting houses for continued financing.

Mr. STRAUss. We have no such.

Mr. NEHEMRIs. May I interrupt to point out, perhaps refresh Mr

Strauss' memory, that I had occasion to offer in evidence at the end

of the hearing the day before yesterday an agreement, an understand

ing, if you will, between Kuhn, Loeb & Co. and the Guaranty Com

pany of New York at the time that Mr. Swan was president of that

company with reference to American Smelting & Refining Compan

financing.' I had occasion yesterday to offer in evidence before this

Committee, and we listened to much discussion on a memorandum 2

written by Mr. Strauss in connection with Cleveland-Cliffs Iron Com

pany financing pertaining to mutual arrangements—

Mr. STRAUss (interposing). Between the underwriters; and all

those things, Mr. Nehemkis, are subject to the borrower. >

1 “Exhibit No. 1848.”

2 “Exhibit No. 1833.”
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Mr. NEHEMKIS. Let me finish my sentence. An arrangement be

tween the underwriters pertaining to the future financing of the

Cleveland-Cliffs Iron Company, and if my recollection serves me cor

rectly, Kuhn, Loeb is involved in some other arrangements of that

sort involving underwriters.

. Mr. STRAUss. There may be many such, but none of those are bind

ing on the borrower.

Mr. HENDERSON. Your answer to me was that you had no such with

Other underwriters; that is what I understood.

Mr. STRAUss. There is a misunderstanding between us, then.

Mr. HENDERSON. Assume that you have these contracts as far as

future financing is concerned

St. STRAUss (interposing). I wouldn't call them contracts, there is

nothing enforceable in connection with any of them. -

Mr. HENDERSON. Let's make it understandings.

Mr. STRAUss. Precisely.

Mr. HENDERSON. And the testimony here has shown that you are

probably better off with an understanding than you would be with a
(Ontract.

Mr. STRAUss. Is that a question?

Mr. HENDERSON. I will make it a statement. I would say that

hºtestimony as to the 60 companies covered by the Goldman, Sachs

hman Brothers treaty did show that one of those accounts passed,

Which to me is at least one of the indicia of competition. Now, with

“se contracts you have, with the attitude towards not competing

* long as the banking relationship has not been abandoned by the

"ompany, would you not agree with me that the area of vigorous

"ºpetition open to an investment banker has considerably shrunken'

T. STRAUss. Why, no, Mr. Henderson, because if you will take

the instance to which you have referred, you or Mr. Nehemkis, as

*Wing come up on yesterday or the day before, of the four firms who

"* in that particular piece of financing, Cleveland-Cliffs, the per

*ge of the banking area involved in that was infinitesimal com

Pºd with the total picture.

T. HENDERSON. Investment banking?

STRAUss. Yes.

agrº HENDERSON. The 1926 treaty for the Goldman, Sachs-Lehman

"**ment involved $200,000,000 and 60 firms.

* SIRAUss. I know nothing about that.

t * HENDERSON. It is not a small amount that is covered by this
yº of understanding.

L. STRAUss. As I understand it, that understandin between

60 fi * Brothers and Goldman, Sachs was not one to which these

jºi Were a party.

NDERSON. The evidence showed some of them were very
| infully disturbed when there came that little dislocation between

§§ompanies.

I... Perhaps because of the personal relationship, but

standin "ming from hearsay that they were not parties to any under

M."...ºy contracts between them. -

Perhaps *MRIs. Mr. Commissioner, may I recall the witness' and
Partner Y." mind to the fact that Mr. Strauss’ and Mr. Schiff’s

day of... ...i.e. appeared here on the afternoon of the first

arings on this subject. Mr. Bovenizer testified for
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some time, I think we finished up that day around 6 o'clock, and

the evidence indicated to me, at least—I don't speak for the com

mittee, of course—that the Čhicago Union Station account, which

was a joint account between your firm for many years and Lee

Higginson, was as frozen as any account that I know anything about.'

I would even go so far as to say it was more frozen than A.T. & T.

Mr. STRAUss. Perhaps I am foggy-minded. Are you talking about

an account between underwriters being frozen or an account between

the borrowers and underwriters being frozen?

Mr. NEHEMKIS. This business of language is tricky. I am using a

word that I didn't coin. A great banker, Charles E. Mitchell, coined

that word in the presence of this committee,” and by “frozen account,”

Mr. Mitchell, if I understood him correctly, meant the kind of ac

count that over the years as the participations were allocated out

by the leader or manager to the various members of the syndicate,

remained fixed, crystallized, static.

Mr. STRAUss. That is greatly at variance with the subject that I

understood Mr. Henderson to first question me about, or you, sir,

namely, as to whether there was a contract, or a frozen relationship

between the borrower and the banker. There are agreements be

tween underwriters; I have come prepared to admit it.

Mr. NEHEMKIS. Do you know of any agreements between under

writers and issuers?

Mr. STRAUss. Do I know of any?

Mr. NEHEMRIs. Yes.

Mr. STRAUss. No; I can’t say that I do.

Mr. NEHEMRIs. Well, I intend to offer, may it please the com

mittee, Mr. Chairman, either tomorrow or the next day, at an appro

priate place, some 30 agreements which have in the past existed

between investment banking firms and corporations controlling over

a long period of time the issuance of securities by those corporations:

Mr. STRAUSS. I would like to just say this, that I have negotiated

with many dozens of borrowers and numbers of them second, third

fourth, and other times. I have never executed or even discussed
such a contract.

Mr. NEHEMKIS. But in the ’twenties wasn't that one of the most

prevailing customs in the business?

Mr. STRAUss. Not as far as we were concerned.

Mr. NEHEMKIs. Do you have any general knowledge on the

subject?

Mr. STRAUSS. I am sorry, I don’t know what other houses have

done, I would assume it was rather unusual, but that is purely
pulled out of the air.

Acting Chairman KING. I. assume that a banking house or invest

ment company that has a client, and that client is satisfied, has is.

sues year in and year out, sort of a continual relation, that there

are evidences of that character of relation where the investment

banker has for long periods of time supplied the credit for a par

ticular client, and that particular client when he needed additional

funds, by refunding, or new issues, would go to that investment

house that had been caring for his business for many years.

Mr. STRAUss. Yes, sir, Mr. Chairman; despite the objection to

the parallelism of the professional relationship, it seems to me that

* Hearings, Part 22, pp. 11426 et seq.

* Ibid, pp. 11570, 11573 et seq.

8 “Exhibits Nos. 1879 to 1925.”
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the client at any rate has regarded it in much the same way as he

has the relationship with his lawyer and his doctor, he has gone to

the institution he trusted and that he had dealt with before and

whose habits of fair play he is familiar with and in most instances

those relationships have continued over a period of time.

Acting Chairman KING. Can you conceive of anything unethical

or improper for an investment banking house to establish relations

under the terms of which when its client wants additional money

and resorts to the investment house, that that investment house

should not, if it can reach a satisfactory agreement with him, con

tinue to serve him?

Mr. STRAUSs. No, Mr. Chairman; I not only agree with that, but I

go further, I think a continuing relationship of a mutually free

will nature is really essential to a proper consideration of the prob

lems of the borrower. It is only through long familiarity with the

requirements of a business andº with familiarity with the

market that the kind of service can be rendered that is of the most

use to the borrower.

; , Acting Chairman KING. An investment house desires to know,

: does it not, before it takes on an obligation to sell securities or to

underwrite them, Something about the character of the business and

* the habits of those in charge, their dependability, their character

and integrity, and also, further, if they have outstanding obligations

and if so why, what disposition, what arrangements have been made

to meet them?

Mr. STRAUSs. Yes, sir.

* Acting Chairman KING. And all of those considerations are in

| volved before the prudent banking investment house will undertake

3 to dispose of the securities of a client.

| Mr. STRAUss. No investment banker could state it more succinctly.

* Acting Chairman KING. What is that?

Mr. STRAUss. I would accept that definition precisely.

Mr. NEHEMKIS. What was your previous remark?

Mr. STRAUSs. I said no one in this profession could state it more

agreeably or succinctly.

! Mr. NEHEMKIs. Than the Chairman has just put it?

Mr. STRAUss. Yes.

Acting Chairman KING. Of course there is an element in those

agreements where you underwrite that calls for perhaps great losses
to be paid by the investment house if the securities are not sold or if

there is a decline in the market, or if there is some interruption in

the ordinary normal business.

Mr. STRAUss. There are risks.

Acting Chairman KING. There are risks, so that not only is the

relationship to which we have referred where client and lawyer are

involved, but there is the additional question involved—namely, the

risk, and the investment house assumes those risks, especially if they
underwrite the securites.

Mr. STRAUSs. That is correct.

Mr. HENDERSON. Mr. Chairman, I want the record to be decidedly

clear. I think, if you will recall the interrogation, I have not raised

the question of propriety with the witness. What I am interested

in is, what is it? Is it a profession, or is it a business, or is it a com

bination? It is at least slightly tinged with the public interest to

know what this thing is that handles tremendous sums of the public's

º
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money, and I think we are well served by this kind of discussion

because if we get a clear picture, the public attitude is certainly on a

good, strong, factual basis. ... I am not here raising the question of

propriety: I am trying to find out just exactly what this thing is,

and I have undertaken at various points to indicate where in my

opinion it does not meet the tests of competition—free enterprise

and free entry—which we presume exist in the public mind and

which certainly are contemplated by the statute set down for the

regulation of competition.

I think we are getting pretty well along in the testimony of the

witness and the testimony of the committee.

Mr. NEHEMRIs. Senator King, last night in looking over my

papers, I read a rather interesting bit of testimony, by one of the

former partners of the gentlemen who are here this morning. I

think it bears directly on the point. I want to read to you, if I may,

the testimony of the late Otto Kahn, who in 1933 testified on a simi

lar subject but a few doors down the corridor.

Mr. Kahn was asked by Mr. Pecora the following questions."

What is the general method, or what has been the general method by which

your firm has financed railroad operations?

Mr. KAHN. May I ask, in order that I may correctly understand your ques

tion before I answer: Do you mean the general method in detail of buying

railroad securities, or the general method in approaching railroads?

Mr. Pecora replied,

Well, take the latter part of your inquiry, for instance, the general method
of approaching railroads.

Mr. KAHN. well, I should say precisely the same method by which a lawyer

approaches clients.

Mr. Pecora replied,

Well, lawyers are not supposed to approach clients.

And then Mr. Kahn continued, and this is what I wanted to get at.

Mr. KAHN. I was coming to that, Mr. Pecora. Or the method by which a

doctor approaches a patient who is sick. He does not go after him. Ethicall

and as a standard of the legal profession you are not permitted to go after i.
And I do not suppose that a doctor would be permitted to go after a patient

under the ethical standards of the medical profession. For instance, he Could

not go if someone told him that “Mr. Smith in the next block is very sick With

pneumonia, you better run in and try to find out if can get him.” That

would not be the way to do it. He gets his clients by reason of his reputation

for ability and for successful cures and for sound advice given. And so it is

with the lawyer. So it is with the architect. And so in our case it has ion

been our policy and our effort to get our clients, not by chasing after tº.
not by praising our own wares, but by an attempt to establish a reputation

which would make clients feel that if they have a problem of a financial nature

Dr. Kuhn, Loeb & Co. is a pretty good doctor to go to. -

Mr. STRAUss. I am awfully#: you read that. I wish I had that

power of expression. I would like to put that in quotes.

THE ELEMENT OF PRICE IN INVESTMENT BANKING COMPETITION

Mr. O’Con SELL. Mr. Strauss, a few moments ago you explained

or I understood you to explain, the plane upon which you understand

* Reading from hearings before the Senate Committee on Banking and Currency,
to S. Res. 84. 72d Cong. and S. Res. 56 and S. Res. 07, 7:0 ('June 27, 1933. - es. 97, 73d Cong., Vol. 3

pursu:

, pp. §§§
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competition operates in this industry. It is apparently a peculiar

type of competition; that is, it doesn’t reflect the element of price.

Mr. STRAUss. Sometimes it does, sir.

Mr. O'ConnELL. But the element of price is a disturbing element,

a risk element, is it not?

Mr. STRAUss. No; there are certain securities, for example munici

pal securities, in which they are usually sold on price.

Mr. O'ConnELL. But they are sold that way because the law re

quires them to be sold that way. Would it not be fair to state that

it is your position that price competition is undesirable in the field

of investment banking?

Mr. STRAUss. In the field of public investing; I think it is much

more important to the investor than it is to the investment banker.

Mr. O’ConnELL. What is?

Mr. STRAUSs. That price competition should not exist.

Mr. O'ConnELL. Should not exist?

Mr. STRAUss. Should not.

Mr. O'ConnELL. I am asking you if it is your position that price

Competition should not exist.

Mr. STRAUss. That is my position.

Mr. O'Connell. What about in the field of public financing? Do

you think it would be more desirable if competitive bidding for pub

lic Securities were required by law”

Mr. STRAUss. I would be glad to go into the general question of

competition in public bidding if you wish me to do it. I would hate

to do it just in answer to a question because it seems to me that the

problem is one that has a good many angles and I don't want to get

myself in the position where if I start to present a general theory

you would feel that it is out of place.
Mr. HENDERSON. I think the witness is correct in that.

Mr. O'ConnDLL. Yes.

Mr. STRAUss. I have read that is not your desire, but I am pre

pared to do it if you wish.

Mr. O'ConnDLL. That goes pretty far afield. The thing I want to

be clear on is on whatever plane competition in the investment bank

ing field operates it is your view that it should not include the ele

ment of price competition.

Mr. STRAUss. That is my feeling, and of course it is obvious that

Sound performance is another element of competition as well as price.

Mr. O'Connell. Oh, yes; but it is equally obvious to me that price

regulation is one of the most important functions of competition in

Competingº
Mr. STRAUSs. That is right.

Mr. O'ConnELL. It is a regulator of price.

Mr. STRAUss. That is true.

Mr. O'ConnELL. It is one of the most important functions it has.

As I understood it, it is one of the most important functions a system

of competition has, and you feel that it is so inimical to the interests

of the investment bankers and to the public that it should be elim

inated entirely.

... Mr. STRAUss. Yes; and I am prepared to go into that at length

if I am permitted to.

Mr. HENDERSON. I think at the proper time we would be glad to

have that because we hoped to hear it, but for the purpose of this

124491–40—pt. 24—13
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discussion I think, as was developed, Mr. Chairman, that the element

of price is a minor element, whereas in industry it is an extraordinary

an º element which determines whether or not competition

actually exists.

Mr. NEHEMRIs. Mr. Strauss, you may recall that earlier I offered

in evidence a memorandum ' prepared by Mr. Schiff in which he had

occasion to communicate that it would not be desirable for your firm

to “poach on the preserves” of E. B. Smith & Co. without first estab

lishing certain facts and conditions. I take it you agree with that

general position.

Mr. STRAUss. Yes. Of course, this was a memorandum for the use

of Mr. Schiff's partners and in the use of a term I presume Mr.

Schiff felt it was unnecessary to go into a disquisition in the memo

randum of what he meant by a phrase or a sentence.

Mr. NEHEMRIs. You all understood each other.

Mr. STRAUss. We understood it.

FINANCING OF THE ARMSTRONG CORK Co.—1935 ISSUE (RESUMED)—

EDWARD B. SMITH & CO. BELIEVES ARMSTRONG IS ITS ACCOUNT

Mr. NEHEMKIS. Is it not a fact, Mr. Strauss, that you had a number

of conferences with Armstrong officials during the early part of the

year 1935?

Mr. STRAUss. Yes.

Mr. NEHEMKIS. And that is the year following the date of Mr.

Schiff's memorandum ? -

Mr. STRAUss. Precisely.

Mr. NEHEMRIs. Had, you satisfied yourself before holding these

conversations that the Armstrong people were coming to Kuhn, Loeb

of their own free will, to use Mr. Schiff's phrase? >

Mr. STRAUss. I asked them that question when they came in.

There was no other way of satisfying myself.

Mr. NEHEMRIs. What did they indicate?

Mr. STRAUSS. To the best of my recollection they satisfied any

qualms I might have had on that point.

Mr. NEHEMRIs. But at that time you did not feel constrained to
discuss the matter with E. B. Smith & Co.%

Mr. STRAUss. I had nothing to discuss with E. B. Smith & Co

Mr. NEHEMRIs. But you had a very potent caveat by Mr. Schiff

in his memorandum of July of 1934 that to continue such disj

sions, might be construed as poaching on the preserves of E. E.
Smith & Co.' - - --

Mr. STRAUSs: If those relationships which were referred to in that

memorandum had not been ruptured. There was no way of

"º. So th f I undMr. NEHEMRIs. So that, i understand correctl ou di

tain that fact, namely, that the officials weretº:§º.
free will and you were satisfied on that point.

Mr. STRAUS$. I think the correspondence bears that out. Thecame to me after telegraphing me for an appointment. y

ascer

1 “Exhibit No. 1858.”
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Mr. NEHEMRIs. But you did not discuss the matter at that time

with any of the partners of E. B. Smith & Co.'

Mr. STRAUss. Very shortly thereafter I did.

Mr. NEHEMKIs. In fact, on March 14, 1935, did you not com

municate with Mr. Swan and inform him that Kuhn, Loeb had

this business and you would be very pleased if E. B. Smith & Co.

Would join hands with your firm in bringing out the financing?

Mr. STRAUss. The precise language I used you wouldn't expect

me to remember, but the general sense of what I said was undoubt

edly just that.

Mr. NEHEMRIs. Now, Mr. Swan, will you be good enough to ex

amine these diary entries which purport to be made by various

partners of yours pertaining to Armstrong Cork events, and tell me

whether this is a true and correct copy of the original diary in the

possession and custody of your firm'

Mr. Swan. It is.

Mr. NEHEMKIs. Mr. Swan, do you recall that on or about March

14, Mr. Strauss called you and said substantially what I have men

tioned a moment ago, namely, that K. L. had the business and they

Would be very glad to join hands with you?

Mr. Swan. I remember that.

Mr. NEHEMRIs. And do you recall, Mr. Swan, whether you ex

plained at this time to Mr. Strauss that the Armstrong business was

an old account of yours?

, Mr. Swan. I believe that we explained to Mr. Strauss that we

individuals who had been in the Guaranty Co. had previously

handled Armstrong business and that we considered that at that

time that we were in contact with them in respect to business in the

future, that our relations previously had been such that we expected

that the Armstrong Cork Co. would continue with us as individuals.

Mr. NEHEMKIs. Mr. Strauss, do you recall such a conversation

between yourself and Mr. Swanº

Mr. STRAUss. In general terms, yes.

Mr. NEHEMRIs. Now, I read to you, Mr. Strauss and Mr. Swan,

from a diary entry of March 19, 1935, by your partner, Mr. Swan,

John Cutler [Reading from “Exhibit No. 1860”]:

Lewis Strauss of KL told JRS and myself—

that being Mr. Cutler—

8/14/35 that they had this business—

meaning K. L. had this business—

and he—

meaning Lewis Strauss—

asked if we would be interested in joining them. We explained that this was

an old account of ours and we believed it was still ours, but it was kind of

him to think of us and we would like to consider the situation. I subsequently

talked to Roy Passmore at the Bank—

Will you be good enough to tell me who Roy Passmore is?

Mr. Swan. He is vice president of Guaranty Trust Co.

Mr. NEHEMRIs. And the reference to the bank is the Guaranty

Trust Co.?

Mr. Swan. Yes.
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Mr. NEHEMRIs. Continuing the diary entry [reading further from

“Exhibit No. 1860”]:

who said that he had been in conversation with officers of the Company within

the last thirty days and felt very sure that there was nothing in KL's contention,

and that the Company would not do anything without discussing the matter

with them at the Trust Co. first, and that he could not believe they would accept

any other offer without giving us a chance—

“us” meaning E. B. Smith & Co.

I suggested it might be well for us to take a day and run down to Lancaster

to see the plant, and he—

Roy Passmore—

thought this would do no harm.

Now following Mr. Strauss’ call, Mr. Swan, did not one of your

partners communicate with another official to discuss the same mat

ter, do you remember?

Mr. Swan. Another official of the bank?

Mr. NEHEMRIs. Of the bank.

Mr. Swan. I don’t happen to recall.

Mr. NEHEMRIs. Why was it necessary to consult an officer of the

Guaranty Trust Co. in this matter, Mr. Swan'

Mr. Swan. When the officers of the Guaranty Co. became partners,

when certain officers of the Guaranty Co., became partners of E. B.

Smith & Co., they did so with the hope we could get the con

cerns with which the Guaranty Co. had been doing business to con

tinue to do their business with Edward B. Smith & Co. and with us

as individuals. It was naturally a matter of the highest importance

to us that we accomplish this. We were well and#. known

to all of the men in the Guaranty Trust Co., we had been working

there for many years, we had had these contacts with these concerns

as officers of the Guaranty Co. It was naturally of great im

portance that we get the officers of the Guaranty Trust Co. to recom

mend us to people whom we contacted and whom we wanted to con

tinue to hold. If they wouldn’t recommend us, of course it would

have been very adverse to us. , Naturally we expected that they would

recommend us, because they knew how we did business, they knew

how we had conducted business in the past, they knew that our new

arrangement provided ample capital to take care of the needs of

these customers, and therefore we kept in touch with the officers of

the Guaranty Trust Co., who were particularly handling the accounts

which might be under discussion in order to urge them and persuade

them and push them on to helping us in every way we could get
them to.

Mr. NEHEMRIs. And in that connection, Mr. Swan, was it not the

practice and perhaps is it not the practice at the present time for

members of your organization to frequently make use of the old

records and books of account at the bank to check up on historical

positions and percentage participation and advertising position and

things of that sort?

Mr. Swan. I would not say frequently, I would say occasionally.

Mr. NEHEMKIS. Occasionally.

Mr. Strauss, do you recall that on or about March 20, Mr. Swan

communicated with you concerning your claims to the Armstrong

business?
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Mr. STRAUSS. I wouldn’t recall the date, but if there is a diary

entry perhaps that would refresh my memory. I keep no dairy.

Mr. NEHEMRIs. I beg your pardon :

Mr. STRAUSS. I keep no diaries.

Mr. NEHEMRIs. You mean as a partner of Kuhn, Loeb you keep

no diary entries?

Mr. STRAUSS. No.

Mr. NEHEMRIs. Do you, by the way, Mr. Schiff'

Mr. ScHIFF. No, I don’t.

Mr. NEHEMKIS. Do any of your partners keep diary entries?

Mr. ScHIFF. I wouldn’t know. I shouldn’t think so but I wouldn’t

know.

Mr. NEHEMKIs. Did not Mr. Swan state, Mr. Strauss, that he

believed the Armstrong business was E. B. Smith's at this time?

Mr. STRAUss. Yes.

Mr. NEHEMRIs. Did you recognize the validity of Mr. Swan's

position and did you not agree that K. L. Would not compete for the

business?

Mr. STRAUss. Yes. As a matter of fact, I have some recollection

at that time of having reached the conclusion that we were not the

only parties with whom the company had discussed the matter.

Mr. NEHEMKIs. Did you not also indicate to Mr. Swan that you

so informed the Armstrong people?

Mr. STRAUss. I don’t remember whether I did or not.

Mr. NEHEMKIS. Let me read you from a diary entry of March

20, 1935, by Mr. Swan's partner, John W. Cutler [reading from

“Exhibit No. 1860”]:

JRS–

meaning Mr. Swan—

and I

meaning Mr. Cutler—

talked to Strauss of KL&Co. and told him that we believed Armstrong to be

our business and that When Something Could be done they Would look to us.

Strauss said if that were so KL would not compete, and that he would so

inform the Armstrong people. If they really wish to make a change and clear

with us, KL will then be willing to talk to them. We indicated that if and

When the business Would be done We Would have a place for them.

Mr. STRAUss. That is what I should have said and probably did

SaW.

&r. NEHEMRIs. In other words, Mr. Strauss, after Mr. Swan

informed you of the fact that Armstrong Cork Co. was, so to speak,

his business, and that this was confirmed by the Guaranty Trust

Co., K. L. recognized, did it not, that the Armstrong business was

within the sphere of interest, So to speak, of E. B. Smith and

there—

Mr. STRAUss (interposing). No, emphatically not. In fact, he

said it was his business, in fact he indicated that the Armstrong

Cork Co. regarded him as its banker and that there was some sort

of negotiation or conversation, at any rate, that was under way or

in progress or had taken place. In any event it was not a clear field,

although if you will again turn to this memorandum that I have

just heard I reserved the right, in the event that that should not be

the case, to freedom of action.
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“SHOPPING AROUND”

Mr. NEHEMRIs. On or about April 3, 1935, Mr. Swan, did not Mr.

Cutler and Mr. Land of your firm call on some of the company of.

ficials at Lancaster in pursuance of the suggestion of Mr. Passmore

of the bank?

Mr. Swan. I am not aware whether it was at his suggestion or

their suggestion.

Mr. NEHEMRIs. Do you recall whether or not these gentlemen dis

cussed with Mr. Suter, the vice president of the company, his previous

visits to Kuhn, Loeb'

Mr. Swan. I do not recollect that.

Mr. NEHEMRIs. You don't?

Mr. Swan. I don’t happen to remember.

Mr. NEHEMRIs. Do you recall whether or not Mr. Suter was accused

by your partners of having committed the unpardonable sin, namely,

of having “shopped around” on the Street?

Mr. Swan. I do not remember that they accused him of that.

Mr. NEHEMRIs. Let me read you a rather interesting statement in

a diary entry by J. N. L., and I think J. N. L. is J. N. Land!

Mr. Swan. J. N. Land.

Mr. NEHEMRIs. This is a diary entry by Mr. Land as of April 6,

1935 [Reading from “Exhibit No. 1860”:]

JWC—

being John W. Cutler—

and JNL–

just identified.

called on the co.'s officials in Lancaster 4/3/35. Discussed refunding with

4% debs. or pfd. See letter in Buying Dept. file dated 4/4/35 for outline

of plans discussed.

Notice carefully, if you will, the next sentence [Reading further:)

Suter said Co. had not done any shopping around.

Now obviously (and I believe I am correct in making this infer

ence) Mr. Suter upon meeting Mr. Land and Mr. Cutler at the rail

road station at Lancaster didn't jump on their necks and say, “No,

I didn't shop around.” Somebody must have accused him of having

shopped around so that he was forced to defend himself.

Mr. Swan. I don’t think that that inference is of necessity correct.

I don’t know how he happened to make the statement that he hadn't

been shopping around, but I don’t think it is fair from a memoran

dum to infer anything about what provoked that statement.

Mr. NEHEMRIs. Let us see if we can agree on this. Perhaps you

are correct that that inference may not be fair, I don’t know. Would

you be willing to concede, however, that the problem of whether or

not, Suter had been shopping around was discussed in accordance

with the diary entry from which I have just read?

Mr. Swan. From the diary entry you have just read apparently

the subject of shopping around was discussed.

Mr. NEHEMRIs. To put it in a way so we may all be clear on that

phrase, what is meant by shopping around?

Mr. Swan. Well, I think shopping around means, as I understand

it, getting simultaneous offers from two or more banking firms.
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Mr. NEHEMRIs. Now the members of your profession, Mr. Swan,

and your profession, Mr. Strauss, and your profession, Mr. Schiff,

don't think that that is a very good practice, do you?

Mr. Swan. Are you asking me?

Mr. NEHEMRIs. Yes.

..Mr. Swas, I think I would like to go into this at just a little length,

if I may. Of course, you must recognize that at this particular time

the Guaranty Co. had ceased to exist. They had previously been bank

ers for theº Cork Co. Certain officers of the Guaranty Co.

had gone into Edward B. Smith & Co. as partners. Those partners

Were making a great effort to secure the business of the Armstrong

Cork Co., together with other pieces of business which they had pre

viously handled. It is obvious from the record that at some stage

of Our effort to get this business, Mr. Suter was not clear as to just

What he wanted to do and he did what I think I would have done in

Similar circumstances, he went around and discussed in a general

Way the affairs of the Armstrong Cork Co. with different banking

hises, with us and with others. I think that he was trying to clear

lip in his own mind whom he wanted to select as his bankers and

he went around and got a view of this situation by these various dis

|sions. That I do not put in the category of shopping around.

If I had beeen Mr. Suter I would have done just as he did.

T. NEHEMRIs. What is shopping around, as you understand it?

Mr. Swan. Finally he came to the conclusion that he wanted to do

business with Edward B. Smith & Co.. If after he had come to that

"onclusion he then continued to go to other bankers in order to get

9mpetitive offers to do his financing, that was what I would consider

Slºpping around.

r. NEHEMKIS. And Mr. Strauss, as you previously indicated in

Yºur earlier testimony, you do not think that that is a very good

Prºtice to encourage?

: STRAUss. Well, it all depends on the circumstances, Mr. Ne

hemkis. If I had one security to sell and never expected to have

*her I would, to use the expression, shop around. If I expected,

", he other hand, to do financing at some future time I would not.

• HENDERSON. You say if you

- Mr. Strauss (interposing). I can only answer for myself.

buri, HENDERSON. I know. If you were getting a piece of business—

"...how do you regard a company?

neva, STRAUss. If I were an executive in the unusual position of

... having to sell but one issue, never again, so that continuing

ºnking relationship or continuing financial advice was of no interest

"." Whatever, I should shop around.

this i."EHEMRIs. Mr.§suppose this situation occurred, would

ad ºn instance of shopping around? The X corporation has

yOu “ºuous banking relationships with a firm and comes to see

inome on are aware of the circumstances, but in an unguarded

Tuns ºt. you, commit yourself on price and then that individual

...”. the street and begins dickering around with another in:

from . anking firm on the basis of the price he has received

º I hope we wouldn’t be that foolish as to let such an

Mr °d moment take us unawares.

• *HEMRIs. You will recall I said “assume.”



i 12506 CONCENTRATION OF ECONOMIC POWER

Mr. ScHIFF. I don't think I can talk from assumptions like that.

Mr. NEHEMRIs. I thought I was giving you an instance that might

lend itself to a “yes” or “no” answer. Suppose you tell me what your

conception of shopping around is.

Mr. SCHIFF. I think shopping around is talking to several banking

houses at the same time.

Mr. NEHEMRIs. With an idea of the issuer jacking up the price

as a result of getting several bids?

Mr. SCHIFF. Perhaps jacking up the price, perhaps getting more

liberal terms in the indenture, which would be of destructive nature

to the security holder.

Mr. NEHEMRIs. Do you as an investment banker regard that as a

desirable practice?

Mr. SCHIFF. I should think it would be most undesirable.

Mr. NEHEMRIs. Beg your pardon'

Mr. SCHIFF. I should think it would be most undesirable for the

corporation issuing and for the public.

Mr. HENDERSON. May I ask a question there? In that case I think

you must put it on different grounds. I think I see your grounds,

it is weakening the indenture, but it strikes me as a contrast between,

we might say, the marketing of securities through an investment

banking house and the selling of securities on the Exchange, which

are strikingly different. The Exchange is the outstanding example

(I hope it will continue so) of a place where supply and demand

exist, where buyer and seller exist, and where an attempt is made

to have a large number of buyers and a large number ofº trying

to fix on a proper market price. The Exchange is always consid

ered the real place where free competition exists and it strikes me

that there is a decided analogy there. . I think you have explained

- some of the reasons why you feel that it marks itself off.

Mr. SCHIFF. I might say that the Exchange is the market for

trading in seasoned securities. We are talking about underwriting

and offering new securities, after all.

Mr. HENDERSON. That would be the same thing for the secondary

distribution or for marketing some treasury stock that has already

come on the market.

Mr. ScHIFF. But then you are offering a big block. The exchange

is dealing in small amounts. The offering of a large amount gives

an entirely different reaction.

Mr. HENDERSON. Yes; but if you offered a big block, in other words

if the supply side was very heavy and the buying side was less heavy,

the market would determine the price.

Mr. ScHIFF. And that is one of the main functions of the invest

ment banker, to determine what is the correct price for the existing .

market, to give the individual investor the opportunity to get it at the

correct price and the issuer the opportunity to get the correct price

for him, and if he doesn’t price it right he won’t stay in business

very long, he will lose his business.

KUHN, LOEB & Co. INFORMS EDWARD B. SMITH & Co. of conversations *

WITH ARMSTRONG CORR CO.

Mr. NEHEMRIs. Mr. Swan, after your conversation with Mr.

Strauss, when you informed him that you regarded the Armstrong

Aſh
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account as belonging to your firm and that you were ready to handle

it, did not Mr. Strauss thereafter keep you informed of all conversa

tions which he had with the Armstrong people?

Mr. Swan. I believe that he may have had other conversations of

which he probably informed us.

Mr. NEHEMKIs. Do you recall, Mr. Strauss?

Mr. STRAUss. I don’t recall, but if there were conversations subse

quently there couldn’t have been many.

Mr. NEHEMRIs. That wasn’t quite my question. My question was,

do you recall keeping Mr. Swan or his associates informed of each

and every time you had occasion to discuss the matter with the

Armstrong people?

Mr. STRAUss. No, I don’t recall that, but such things may have

occurred.

Mr. NEHEMKIS. I am going to read to you from a diary entry by

Mr. John W. Cutler, May 1, 1935. [Reading from “Exhibit No.

1860”:]

Lewis Strauss called JRS, said Suter had been in to see him when he was

in New York the end of last week and that he had told Suter of his conversa

tion with us. Suter had also been to the Guaranty and talked with Passmore,

who said that he felt sure if they were considering immediate action Suter

would have spoken to him about it.

Mr. STRAUss. May I interrupt to say I am very glad you read that,

because it enables me to answer a previous question to which I had to

reply I didn’t know. You asked me, as I recollect, whether having

advised Mr. Swan that I would inform the company of my conver

sation, I had in fact done so; I think that diary entry would indicate

that I had done so.

Mr. NEHEMKIs. Now again on June 13, 1935, Mr. Cutler made this

entry. [Reading further from “Exhibit No. 1860”:]

Strauss said he had not seen him recently—

Referring to Suter—

and believed he had reported to us each and every time the Company had said

anything to them.

Now, Mr. Swan, was not the reason for Mr. Strauss’ reports to you

the result of K. L.'s recognition that the Armstrong business was

within your sphere of interest?

Mr. Swan. Oh, I think when we had the conversation in which Mr.

Strauss said he would not compete unless the Armstrong people broke

from us, that he recognized that the business was in our hands.

Mr. NEHEMRIs. And that for K. L. to carry on discussions with

the company under the circumstances would be a breach of banker's

courtesy to you?

Mr. Swan. I think that he did not, as far as I know—he can testify

to this; I don’t think he carried on conversations with the company

after he had advised Mr. Suter that he could not carry on such

conversations unless he broke with us.

Mr. NEHEMKIs. But you recall I just read into the record a diary

entry as late as June 13, in which Mr. Strauss indicated that he was

reporting to you each and every time the company had said anything
to them.

Mr. Swan. That may have referred to conversations far previous

to that. I don’t know—Mr. Strauss can testify as to whether or not
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he had any conversations with Mr. Suter after he advised him that

he would not compete unless he broke with us. I just don't know.

I don’t think he had any conversations after that.

Mr. STRAUss. I don’t know. If I had any visits from Mr. Suter

and Mr. Prentis, they were completely unsolicited and I have no

recollection of them. On the other hand, if the records indicate they

came in to see me, I would immediately confirm them.

Mr. NEHEMRIs. I would like to offer in evidence the diary entries

previously identified by the witness.

(The diary entries referred to were marked “Exhibit No. 1860”

and are included in the appendix on p. 12779.)

Mr. NEHEMRIs. Is it your pleasure to recess at this time?

Acting Chairman WILLIAMs. How long will it be before you con
clude with these witnesses?

Mr. NEHEMRIs. I should think Mr. Schiff and Mr. Strauss may be

dismissed at this time. Mr. Swan unfortunately must continue this

afternoon.

Mr. HENDERSON. I have a question before they go.

Acting Chairman WILLIAMs. Very well, proceed if it is just a ques

tion. I think it is time to recess, but if there is only a question or

two, we will have it now.

Mr. HENDERSON. I wanted to make this clear before these witnesses

leave. When we were having the free-for-all discussion Counsel Ne

hemkis used the term “ambulance chasing” to indicate the payment

of fees by the legal fraternity to bring in clients. I think he meant

to say that if banking were clearly and exclusively on complete fours

with a profession, then that analogy would prevail. Certainly, I

don’t regard the function which a finder or an intermediary performs

as that of ambulance chasing. I think he performs a very definite

function, and it would serve the general philosophy of investment

banking much better if we had more finders and if they would bring

in a lot of business to add to new investment.

Mr. STRAUss. I would like to say amen to that.

Acting Chairman WILLIAMs. The committee will be in recess until

2: 30.

Mr. NEHEMRIs. Mr. Chairman, I take it Mr. Strauss and Mr.

Schiff are excused, and Mr. Swan must remain.

Acting Chairman WILLIAMS. All right.

(Whereupon, at 12:35 p.m., a recess was taken until 2:30 p.m. of

the same day.)

AFTERNOON SESSION

The committee resumed at 2:35 p. m. at the expiration of the

reCeSS.

Acting Chairman O'ConnELL. The committee will please be in

order.

Mr. NEHEMKIS. Mr. Swan, will you be good enough to return to

the witness stand, please?

(Representative Williams took the chair.)

TESTIMONY OF JOSEPH R. SWAN, SMITH, BARNEY & Co., NEW

YORK, N. Y.-Resumed

Mr. NEHEMRIs. As you have already testified, Mr. Swan, on the

subsequent public offering of the Armstrong Cork Co. issue, Kuhn,
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Loeb was given a nonappearing position in the syndicate, is that

not correct, sir?

Mr. Swan. That is correct.

EDWARD B. SMITH & Co.'s RELATIONs witH ISSUER CORPORATIONS AND

WITH GUARANTY TRUST CO.

Mr. NEHEMRIs. Mr. Swan, I show you a document bearing the

title, “Outline of Guaranty Co. of New York's relationship to public

financing of the American Rolling Mill Company.” This document

* obtained from your files. Will you be good enough to identify it

or me?

Mr. Swan. Are you going to question me about this?

Mr. NEHEMKIS. I do not intend to, sir.

Mr. Swan. I think that is correct.

Mr. NEHEMRIs. Mr. Chairman, I ask that the document identified

by the witness be spread on the records of the committee.

Acting Chairman WILLIAMs. It may be received.

(The document referred to was marked “Exhibit No. 1861” and

is included in the appendix on p. 12781.)

Mr. NEHEMRIs. Mr. Swan, will you examine this document which

purports to be a memorandum by your partner, Mr. Weisheit, with

reference to the Dow Chemical Co.?

Mr. Swan. I have never seen it, or I don’t remember it, but I have

no doubt that it is all right.

Mr. NEHEMRIs. This memorandum prepared by Mr. Weisheit for

Mr. Cutler reads as follows [reading from Exhibit No. 1862–1”]:

Fred Krayer—

Will you tell me who Mr. Krayer is? Do you recall?

Mr. Swan. Fred Krayer was formerly an employee of the Guar

anty Co. I think, he was later an employee of Edward B. Smith

& Co. I think he is now an employee of Harriman Ripley & Co.

Mr. NEHEMKIs. Formerly Brown Harriman & Co.

Mr. Swan. Formerly. Brown Harriman, -- -

Mr. NEHEMKIs [reading further from “Exhibit No. 1862–1”]:

Fred Krayer informed me today that he had been approached by Wertheim

Co. to form a joint account to buy rights to subscribe to this company's

preferred stock with the idea of subscribing for the stock and marketing it.

Recognizing us as the company's bankers, he had told Wertheim & Co. that

rown Harriman would do nothing without first talking to us and therefore

Wanted to know (1) whether we wanted to join Brown Harriman and Wert

heim in such a joint account, (2) if we did not want to go along, did we have

any objection to their approaching the large stockholders with the idea of mak

ing a bid for their rights.

Mr. Swan. That is not the whole memorandum, is it? -

Mr. NEHEMKIs. There is another part here. I am going to offer

ºire memorandum in evidence. Would you like me to read

it all?

Mr. Swan. I think it would be interesting just to have you read

how we approached Mr. Dow, and so on. -- -

Mr. NEHEMKIs [reading further from “Exhibit No. 1862–1”]:

Or (3) did we prefer that they take no action whatever.

The next paragraph—

After discussing the matter with JWC, CWK, and Hamilton Wilson, whe

discussed the whole story with Mr. Dow, I informed FK that Mr. Dow had told
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us that he had received many letters from brokers who had common stock in

their nameS—

and so on. - -

The rest of the memorandum is not relevant to the discussion.

Mr. Swan. No; I just wanted it brought out.

Mr. NEHEMRIs. It will all be in evidence.

(The document referred to was marked “Exhibit No. 1862–1” and

is included in the appendix on p. 12781.)

Mr. NEHEMRIs. Mr. Swan, I show you a memorandum prepared

by C. L. Austin, formerly with your organization; dated July 23,

1935, which purports to come from your files. Will you identify it

for me, please? Do you so identify it?

Mr. Swan. I do.

(The memorandum referred to was marked “Exhibit No. 1862–2”

and is included in the appendix, p. 12782.)

Mr. NEHEMRIs. I would like to read into the record, Mr. Chair

man, paragraphs of the memorandum identified by the witness [read

ing from “Exhibit No. 1862–2”]:

JRS and CSC–

That is a new set of initials to me—

Mr. Swan. Charles S. Cheston.

Mr. NEHEMRIs. Charles S. Cheston.

JRS and CSC called on Henry Dawes in Chicago on October 22, 1934, and

discussed generally with him the possibilities of doing a refunding job when

market conditions warranted. In view of the fact that Edward B. Smith & Co.

had inherited the Guaranty Company's position, we stated to Mr. Dawes that

we felt we should be given first consideration. Mr. Dawes said that it was too

early to discuss the matter, but that he appreciated our stopping in and that

he would let us know whenever he had anything to talk about.

Mr. Swan. May I comment on that?

Mr. NEHEMRIs. Indeed, sir.

Mr. Swan. It really is not a correct statement for us to say that
we inherited the business. It has been testified here a number of

times exactly what we did do, and we could not claim to have inher

ited the Guaranty Co.'s business. We as individuals had had rela

tionships with these companies which we were trying to continue. I

wouldn’t want the Guaranty Trust Co. to think that I let this go by

in this investigation and have you gentlemen understand that we

thought we inherited their business.

Mr. NEHEMKIS. I think, Mr. Swan, that the committee under

stands that there was no will drawn up or formal instrument exe

cuted by which this business passed on and that the word “inherited”

is used rather loosely but with some significance.

Mr. Swan. Well, I think I would like to say something about that.

There never was a more definite divorcement from an institution

than there was in this case. The officers of the Guaranty Co. who

became partners of E. B. Smith & Co. went into an organization

with capital provided entirely by the partners. It is a fact that in

the case of some partners who were not men who had been officers

of the Guaranty Co. they did borrow some money to put in the part

nership. It was done entirely on our own resources and all that we

got from the Guaranty Trust Co. was friendly Godspeed and hoping

that we would do well and that they thought we were properly set up
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so they could recommend us to clients who might call on them for

advice in regard to these matters.

Mr. NEHEMKIs. Mr. Chairman, may I have leave of the committee

to offer in evidence two documents obtained from the files of the

Mellon Securities Corporation of Pittsburgh? The member of my

staff who obtained these documents is not available. Will you accept

them subject to future identification?

Mr. O'Connell in the Chair.)

cting Chairman O'Con NELL. They may be accepted. Do I un

derstand that a witness will identify them?

Mr. NEHEMKIs. A member of my staff who did obtain them will

be here tomorrow morning, or certainly not later than Friday, to

identify them.

Acting Chairman O'ConnELL. But you wish them inserted in the

record 2

Mr. NEHEMRIs. At this time so that the continuity will be clear.

Acting Chairman O'Con NELL. That may be done.

Mr. NEHEMRIs. I therefore offer in evidence two memoranda from

the files of the Mellon Securities Corporation, one pertaining to the

Koppers Co., $25,000,000, series A, 4 percent first mortgage and col

lateral trust bonds due November 1, 1951, and the second memoran

dum pertaining to Jones & Laughlin Steel Corporation financing,

dated Aug. 17, 1936, this memorandum being a memorandum by

C. L. Austin.

Mr. HENDERSON. Do you have any objection to this insertion for

later identification?

Mr. Swan. I don’t know what it is.

Mr. NEHEMKIS. They bear directly on the point we are now dis

cussing, Mr. Swan.

Mr. HENDERSON. They have been secured in the same manner as

all other documents.

Mr. NEHEMRIs. I would be very happy to allow Mr. Swan to

read them.

Mr. Swan. I am just a little in the dark.

Mr. NEHEMKIs. There is really a very simple point about which

I wanted to make the record clear.

(Mr. Swan read the two memoranda referred to by Mr. Nehemkis.)

Mr. Swan. I have no objection to their being offered.

(The memoranda referred to were marked “Exhibits No. 1863

and 1864” and are included in the appendix on pp. 12787 and 12788.)

Mr. NEHEMRIs. May I read to you from the Koppers memorandum

by Mr. Austin. By the way, that is the same C. L. Austin formerly

associated with E. B. Smith & Co. is it not?

Mr. Swan. It is.

Mr. NEHEMKIs. [Reading from “Exhibit No. 1863”:]

We stated clearly to Edward B. Smith & Co., and First Boston Corporation

that we had no choice as to the Selection of either house to appear Second in

the business: Smith on account of the indirect relationship through the Guar

anty Company to the Koppers business.

By that Mr. Austin meant that the Guaranty Co. had had a par

ticipation in the Koppers business in the past?

Mr. Swan. I expect that is so.

Mr. NEHEMKIs. May I now read to you from Mr. Austin's memo

randum in regard to Jones & Laughlin Steel Corporation financing,
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as of Aug. 17, 1936. In his second paragraph, which you glanced

at a moment ago, he said as follows [Reading from “Exhibit No.

1864”]:

We then approached Messrs. Swan and Walker of Edward B. Smith & Co.,

who were formerly connected with the Guaranty Company of New York, which

had second position to the Union Trust Company of Pittsburgh in the previous

preferred stock issue of Jones & Laughlin.

I merely offer these and discuss them at this time, Mr. Swan,

not because they have any special significance other than this—

it is the only way one can make judgments about these matters—

that representatives of the industry regarded E. B. Smith & Co. as

the successor to the Guaranty Co. Maybe they were all wrong, but

there has been a fairly voluminous amount of evidence that has gone

in on that point.

Mr. Swan. If I may comment on that, when we were turned out

into the world from the Guaranty Co. we made, as I have said

many times before, every effort we could to continue our relation

with the business that the Guaranty Co. had done, and we didn't

hesitate to stress very strongly our personal relationships which we

had built up in the Guaranty Co. with whatever business was under

discussion, and we tried to make our long personal relationship with

this or that business count in our efforts to secure a favorable posi

tion in this or that respect. There is no question but that is what

we endeavored to do.

FINANCING OF WILSON & COMPANY–1935 ISSUE

Mr. NEHEMRIs. Mr. Swan, has E. B. Smith & Co. done any financ

ing for Wilson & Co.?

Mr. Swan. Yes; we did, I think, two pieces of business.

Mr. NEHEMKIS. In 1935, in July of 1935, to be specific, did not

E. B. Smith & Co, bring out a $20,000,000 first mortgage 20-year

bond series A offering?

Mr. Swan. I accept your date.

Mr. NEHEMRIs. And did not E. B. Smith & Co. head this issue?

Mr. Swan. We did, jointly with Glore, Forgan.

Mr. NEHEMRIs. Do you recall who composed the syndicate?

Mr. Swan. Well, there were quite a number in the group.

Mr. NEHEMRIs. I show you a memorandum bearing on this subject

entitled “For Record Only,” dated July 30, 1935, and ask you to

examine page 2 and see whether it does not refresh your recollection.

Mr. Swan. That is a correct statement of the group, I am sure.

Mr. NEHEMRIs. Can you tell me who some of the members of the

group were ?

Mr. Swan. Edward B. Smith & Co., Field, Glore & Co., Speyer &

Co., The First Boston Corporation, Hallgarten & Co., Goldman,

Sachs & Co., Bancamerica-Blair Corporation, Lazard Frères & Co.,

Hornblower & Weeks, Lee Higginson Corporation, Kuhn, Loeb & Co.

Mr. NEHEMKIs. Was Kuhn, Loeb in a nonappearing position?

Mr. Swan. They were in a nonappearing position.

Mr. NEHEMRIs. What was the amount of Kuhn, Loeb's participa

tion?

Mr. Swan. $2,000,000.
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Mr. NEHEMRIs. Was that one of the largest of the participations?

Mr. Swan. That was the third largest.

Mr. NEHEMRIs. Was not the Wilson & Co. account an old account

of the Guaranty Co., Mr. Swanſ?

Mr. Swan. It was a joint account between Guaranty Co., Chase

Securities Co., Blair & Co., and Hallgarten & Co.

Mr. NEHEMKIs. Do you recall when the Guaranty Co. had handled

the last piece of financing for the company immediately prior to

the passage of the Banking Act?

Mr. Swan. I don’t happen to recall it.

Mr. NEHEMKIs. If I told you it was in 1931, would that help any?

Mr. Swan. If you have got some memorandum that I could iden

tify, it would help. I don’t happen to recollect.

Mr. NEHEMRIs. I show you a memorandum by Mr. C. L. Austin,

dated October 18, 1934, bearing on Wilson & Co., Inc. Will you

glance at this and see whether this refreshes your recollection?

Mr. Swan. May I read this?

Mr. NEHEMRIs. Please.

Mr. Swan [reading from “Exhibit No. 1865”]:

The Guaranty Company informs me that the Purchase Group in the last

Wilson financing, which was in June 1927–

That is dated 1934, this memorandum, so the last financing was

6 years before.

Mr. NEHEMRIs. I think in 1931 there was a note offering. I may

be mistaken—I accept that, it is unimportant.

Now can you tell me who composed the purchase group in that

1927 offering?

Mr. Swan. Guaranty Co., Hallgarten, Blair, Chase Securities, Con

tinental & Commercial Trust Savings Bank, First Trust & Savings,

Illinois Merchants Trust.

Mr. NEHEMRIs. Would you be good enough to read once again the

first sentence of the first paragraph?

Mr. Swan [reading from “Exhibit No. 1865]:

The Guaranty Company informs me.

Mr. NEHEMRIs. We had occasion this morning to refer to the occa

sional practice, shall I say, of members of your organization to refer

to the records or books of the Guaranty Co. for information on old

Guaranty business, did we not?

Mr. Swan. We did, yes.

Mr. NEHEMRIs. And this would apparently be one of those occa

sions, would it not?

Mr. Swan. We asked the Guaranty Trust Co. to search the records

of the Guaranty Co. and see if they could give us this information.

We did not have access to the records.

Mr. NEHEMKIs. Isn't that a rather valuable right, Mr. Swan, to

be able to have access to the material on file with the Guaranty Trust

about past accounts of that bank?

Mr. Swan. It is useful. I wouldn’t say it was very valuable.

Mr. NEHEMRIs. I just had in mind the fact that when The First

Boston Corporation was organized, it thought that, similar rights

were sufficiently valuable that it was willing to pay for them.

Mr. Swan. They got the records.
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Mr. NEHEMRIs. Exactly, because they thought they were that

important.

Mr. Swan. We haven’t got the records.

Mr. NEHEMRIs. But you have free entry and access.

Mr. Swan. No, we have not. By special request, when they think

our request is a reasonable and proper one, they will give us the

information we ask for.

Mr. NEHEMRIs. And this account we have been referring to was

jointly handled, you say, with Hallgarten & Co.:

Mr. Swan. With Chase Securities, Blair, and Hallgarten.

Mr. NEHEMRIs. Now while you have the sheet before you, Mr.

Swan, will you indicate which banking houses of the original mem

bers of this purchase group are no longer in business?

Mr. Swan. The Guaranty Co. is no longer in business. Blair &

Co. combined in some manner with the Bank of America, so that

there is now an organization known as the Bancamerica-Blair—I

don’t know what that arrangement consisted of. Chase Securities

Co. is now a part of The First Boston Corporation.

Mr. NEHEMRIs. Are there any others on that list no longer in the

investment banking business?

Mr. Swan. The Continental & Commercial, First Trust, and Illinois

Merchants are of course excluded from the investment banking

business.

Mr. NEHEMIKIs. Mr. Chairman, I ask that this document dated

October 18, 1934, and previously identified by the witness, be ad

mitted in evidence.

(The memorandum referred to was marked “Exhibit No. 1865” and

is included in the appendix on p. 12789.)

Would it be correct for me to say, reconstructing the condition at

this time in 1935, that any new financing by the Wilson & Co. was re

garded as an open field, so to speak?

Mr. Swan. Well, I think Wilson—of course, any banking business

of any corporation is an open field so far as the corporation is con

cerned. I don't think that Edward B. Smith & Co. was regarded

as having any preemptive rights to Wilson & Co. financing.

Mr. NEHEMKIs. As a matter of fact, a number of other investment

banking houses, as the evidence will subsequently show, were like

wise very interested in getting that business, weren't they?

Mr. Swan. That is true.

Mr. NEHEMRIs. White, Weld & Co., for example.

Mr. Swan. That is true.

Mr. NEHEMRIs. Field, Glore?

Mr. Swan. That is true.

Mr. NEHEMRIs. Kuhn, Loeb 2

Mr. Swan. Yes, Kuhn, Loeb & Co., Mr. Walker of Kuhn, Loeb &

Co. of course had been connected with Blair & Co., who were in the

business previously.

EDWARD B. SMITH & CO. DISCUSSES WILSON & CO. FINANCING WITH E. A.

POTTER, VICE PRESIDENT OF GUARANTY TRUST Co. AND DIRECTOR OF

WILSON & CO.

Mr. NEHEMRIs. Now preceding the actual signing of the purchase

contract with Wilson & Co. for the offering of the securities, did you
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or any of the members of your organization discuss the prospective

financing with any of the officials of the Guaranty Trust Co.'

Mr. Swan. We discussed the prospective financing and other mat

ters in connection with Wilson probably quite a number of times

*% E. A. Potter who was a vice president of the Guaranty

TuSt Co.

Mr. NEHEMRIs. I show you a memorandum dated September 10,

1934, addressed to you, by Mr. C. L. Austin. Will you examine this

and tell me whether you recognize it to be a true and correct copy

of an original in your possession and custody ?

Mr. Swan. I identify that.

Mr. NEHEMRIs. The document identified by the witness, Mr. Chair

man, is offered in evidence.

Acting Chairman O'Connell. It may be admitted.

(The memorandum referred to was marked: “Exhibit No. 1866–1”

and is included in the appendix on p. 12790.)

Mr. NEHEMRIs. Will you be good enough, Mr. Swan, to explain

the purpose in seeing Mr. E. A. Potter, of the Guaranty Trust Co.,

On this matter?

Mr. Swan. Mr. E. A. Potter was a director of Wilson & Co., and a

ice president of Guaranty Trust Co. in charge of the Wilson & Co.

account. Once again, we were pressing as hard as we could to try

to get business, and going to anybody that we could think of who

might help us.

Mr. NEHEMRIs. You had a great number of conversations with

Mr. Potter—

Mr. Swan (interposing). Members of the organization had a num

ber of conversations with him.

Mr. NEHEMRIs. As a matter of fact, according to the diary entries

* Which your firm has been good enough to make available to us, I find

in checking those entries that altogether there were 21 conversations

With Mr. Potter about this particular matter, and possibly others,

but certainly about this one matter.

Would it be correct for me to say that, as a matter of fact, Mr. E.

A Potter, Jr., was your chief conduit to the company?

Mr. Swan. The Wilson & Co. matter goes back a long way. I

myself, personally was a member of either the reorganization com

mittee of Wilson & Co. or of the bondholders’ protective com

mittee, back I think in 1926, or thereabouts. Mr. Thomas E. Wilson

Was at one time a director of the Guaranty Trust Co. I knew him

Pretty well. Mr. Buethe, the treasurer of the company, was an old

end of mine from this previous contact with this reorganization.

. E. A. Potter was helpful to us in the matter because he knew

ls and knew our capability of doing business, but I think I can say

that I had rather close personal relations with Wilson & Co. for 15
years.

Mr. NEHEMRIs. Will you examine a memorandum I am about to

show you from Mr. Safro, then of your statistical department, ad

dressed to Mr. Karl Weisheit, dated September 5, 1934, and tell me

whether you recognize this to be a true and correct copy of an orig

inal in your possession?

Mr. Swan. I so identify it.

he memorandum referred to was marked “Exhibit No. 1866–2”

*nd is included in the appendix on p. 12790.)

124491–40—pt. 24—14
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Mr. NEHEMRIs. On the date specified, to wit, September 5, 1%

Mr. Safro wrote as follows to your partner, Mr. Weisheit. [Reading

from “Exhibit No. 1866–2”]:

He urged—

Referring to another person—

that we use our influence upon those in touch with the situation (he meant

E. A. Potter, Jr.).

Mr. Swan. I am just wondering what the significance of that is

I don't know that we had any influence with Mr. E. A. Potter, ºr

whether we carried out what this memorandum requested us to do.

I know of no conversation with Mr. Potter about that particular

point.

w111TE, weLD & Co.'s INTEREST IN WILSON & Co.'s FINANCING

Mr. NEHEMR1s. About the same time, I think, as you testified

earlier, White, Weld & Co. was also interested in obtaining this

business. Is that correct, sir?

Mr. Swan. Yes.

Mr. NEHEMRIs. Is it not a fact that Mr. Ben Clark, of White,

Weld, saw you on or about March 4 and advised you of their interest

in the business?

Mr. Swan. They certainly advised us of their interest in the busi

ness at Some time.

Mr. NEHEMRIs. Do you recall at this time the reasons for Mr.

Clark feeling it necessary to discuss the matter with you at all?

Mr. Swax. My recollection is that Mr. Clark was approached by

the gentleman about whom there was a great deal of conversation

this morning.

Mr. NEHEMRIs. Do you recall his name? Mr. M. L. Freeman?

Mr. Swan. Mr. M. L. Freeman. Mr. M. L. Freeman indicated to

him that he could secure the business of Wilson & Co. for White,

Weld & Co.

Mr. NEHEMRIs. I am not sure you have quite answered my ques.

tion. May I just repeat it to you substantially as I gave it to you

a moment ago? Do you recall the reasons that prºpºd Ben Clark

in manifesting his interest in the business to you? Why was it neces

sary for him to discuss it with you at all? As I understand the

situation

Mr. Swan (interposing). I can reconstruct in my mind .
why he talked to me. Of course, he could tell you betterH.

than I could as to why he came to me at all, but my interpretation

of it is that he had been approached by Mr. M. L. Freeman; that he

knew of my past connection with Wilson & Co.; that he doubted very

much Mr. Freeman's ability to secure the business for him; and that

he came over to us, hoping that by approaching us as he did, tha

if we did the business he could get a position there.

Mr. NEHEMRIs. Did you know that White, Weld had entered int.

a contract with Mr. M. L. Freeman, agreeing to pay him a finder'

fee for that business?

Mr. Swan. I did not.

Mr. NEHEMRIs. Never heard of that at all until this moment?

Mr. Swan. Never heard of it.
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Mr. NEHEMKIS. Would that mean now that you know that infor

} mation, that they had the business when they went to that extent?

Mr. Swan. Well, they might have entered into a contract based

On his delivering the business, but I don’t believe they thought they

had the business. I know as far as I was concerned I thought they

didn't have a chance of getting the business.

* . Mr. NEHEMRIs. Would it be a fair interpretation for me to say

the following, Mr. Swan: That White, Weld felt they had some claim,

tº possibilities of getting this business, but recognizing the old Guaranty

* position in this account and your relations, and some of your as

§ 50ciates' relations to the financing, they felt that as a matter of

tº bºnkers' courtesy, before going ahead too far perhaps they ought to

discuss it with you.

Mr. Swan. Well, of course it is difficult for us to say what their

* thoughts were.

º Mr. NEHEMRIs. Perhaps this will help me out. Mr. Whitehead,

: Willyou take the stand, please?

Mr. Whitehead has been sworn. Mr. Whitehead, did you not ob

# this letter that I now show you from the files of White, Weld
O. :

Mr. WHITEHEAD (Securities and Exchange Commission.) Yes, I did.

NEHEMRIs. Was that letter given to you by a partner of that

fir, in response to your request?
... WHITEHEAD. That is correct.

.NEHEMRIs. I ask that this letter be received in evidence.

Acting Chairman O'ConnELL. It may be received.

, , (The letter referred to was marked “Exhibit No. 1867” and is in

Cluded in the appendix on p. 12791.)

- i. NEHEMKis. This is a letter dated July 8, 1935, addressed to
. ohn W. Cutler, of your organization, signed by Faris R. Russell,

Pºther of White, Weld & Co. [reading from “Exhibit No. 1867”]:

ſ sº *nd Burnett Walker for your firm and Ben Clark and I for White, Weld

month have had several conversations during the course of the last several

as º With respect to refunding operations for Wilson & Co., Inc. Inasmuch

º myself lººdings had between us were primarily between yourself and

outfi. am sending this letter to you with a chronological history taken from

ſ § 9n this matter. The history is as follows: -

! Cussed ebruary 26, 1935 an enterpreneur by the name of M. L. Freeman dis

With us the question of refunding the outstanding bond issue.

§§ºnson, What did they call M. L. Freeman this time?.

to sa, ºMR1s. They called him an entrepreneur. I would hesitate

nº.ſº that is the same thing as a finder or middleman;

ad better use just the name which is here.

i.”DERSON. I think he is an entrepreneur: that i nomi"Pinion on it. ON. I think he e preneur; that is my economic

neur? fº.ºrs, Is it all right for me to refer to him as entrepre

On F eading further from “Exhibit No. 1867”]:

Cussedjºy 26, 1935 an entrepreneur by the name of M. L. Freeman dis

Durin."º the question of refunding the outstanding bond issue.

* the same '..." .

* note this, Mr. Swan?
- Teem

ls, of tº. "emonstrated that he was not merely presenting an idea which

9pera field for all free lance promoters but introduced in our

* In thi

S CO

*nection see also infra, p. 12533 et seq.

*—
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office J. D. Cooney, Vice President of Wilson & Co., Inc., and the whole dis

cussion was with respect to the matter of refunding their outstanding bonds,

Had you known that?

Mr. Swan. I knew that.

Mr. NEHEMRIs. [Reading further from “Exhibit No. 1867”]:

After such discussion, Mr. Cooney said that they would in the next few

weeks decide on their program and said he would again discuss with us the

question of what sort of a trade we might be able to work out.

We subsequently confirmed with Mr. Halstead Freeman—

This is another Freeman, and this Freeman is now a partner in

Glore, Forgan & Co. Is that correct?

Mr. Swan. That is correct.

Mr. NEHEMRIs. And just for the sake of correct identification, at

this time, ’35, this Halstead Freeman was a financial adviser to

Wilson & Co.

Mr. Swan. That is correct.

Mr. NEHEMRIs. And not yet a partner of Glore, Forgan.

Mr. Swan. That is correct.

Mr. NEHEMRIs. [Reading further from “Exhibit No. 1867”]:

We subsequently confirmed with Mr. Halstead Freeman that there was an

open field for the business.

We recognized also that of the original houses in the major position on º

this business, all but one had discontinued activities.

Recognizing, however, that some of the partners of your firm had previously

been officers of the Guaranty Co., which had discontinued its business, and

not knowing whether you were active in considering this business, we decided

to discuss it with you and, if you wished us to do so, join hands with you in

its development.

On March 6 Ben Clark saw Joe Swan and advised him of the above and

Mr. Clark's report on the meeting states that “Joe was frank to say that they

had no discussion so far.” Further that Joe said “I do not want to tie you up

in any way and I will look into it with the idea that we are two friends and "

you will hear from me when I get posted.”

On March 11 you telephoned to me about this matter, stating that you

understood Freeman had been in to see us saying that he had authority

to represent the company. You stated that this had been checked with the

company and it had been found that Freeman was not authorized to negotiate

and you further stated that on account of your close friendship with the

Guaranty Trust Co. you had as good a position as anyone to negotiate with

Wilson & Co. and it was your thought that we should tell Mr. Freeman we

were not in a position to deal with him and that your firm would follow the

matter with the company and come back to us as matters developed.

On March 18th you telephoned me saying that the old account at the Guaranty

was joint with Hallgarten & Co., that you had talked with Hallgarten & Co.,

whose Chicago partner is a director of the company, and had arranged that

we were to be included in the business. You said further that you hoped it

would be agreeable to us to let the matter of our percentage rest for the

present as you intended to work out a fair and reasonable place for us. I

told you this was satisfactory and left the matter in your hands.

I asked you whether there was any indication of serious competition from

other directions and you Stated that you did not see how with the friendship *

of E. A. Potter and Emerich there could be much doubt as to your getting :

the business. We consequently folded our hands to await developments.

Mr. Swan. May I remark on that?

Mr. NEHEMRIs. After I get a few other things into the record, then º

you will be free to comment. Mr. Whitehead, will you take the stand

once again? I show you 10 documents from the files of White, Weld

& Co. Would you be good enough to tell me whether these were

obtained by you from the files of White, Weld & Co.?

Mr. WHITEHEAD. These were obtained from those files.
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|
Mr. NEHEMRIs. The documents identified by Mr. Whitehead are

offered in evidence, may it please the committee.

Acting Chairman O'ConnELL. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1868 to

Siº and are included in the appendix on pp. 12792–12796.)

Mr. Swan. In spite of everything said in that letter I would like

to reiterate it was my opinion at that time White, Weld & Co. had

not the slightest chance of getting that business. That perhaps was

borne out later, and adds substance to what I say, by the fact that

* We tried to get them in the business and that the company did not

fººd want them in the business when the syndicate was being

OTmed.

Mr. NEHEMRIs. I was going to go into that with you, Mr. Swan,

and if you wish we will discuss that.

Mr. Swan. Because there are, of course, statements in that letter

that certainly overstate any position we might have had at that time,

\we had the business in our pocket—we thought we had a very

º chance of getting it, and we were very confident they would

10 get it.

Mr. HENDERSON. Mr. Swan, you have been at some length saying

You didn't get it here, taking it from Guaranty, but when you come

º dealing with White, Weld in this case your officers practically said,

Don't poach on this preserve,” didn't they?

Mr. Swan. No; I don’t think so. I think in this case—

Mr. HENDERSON (interposing). May I have the letter just a

moment? [Reading from “Exhibit No. 1867”]:

On account of your close friendship with Guaranty Trust Co. you had as good

* position as anyone to negotiate with Wilson & Co. and it was your thought

* We should tell Mr. Freeman we were not in a position to deal with him

"d that your firm would follow the matter with the company and come back

"us as matters developed.

* SWAN. It means to me, repeating what I said before, I didn't

"ink they had a chance of getting the business. Here was an ac

º that had been upset a good deal by dissolution of various

b lates, put out of business of the banks. There was room in this

ºness for others. White, Weld were good friends of ours and

** particular time we were rather anxious to do some business

With them. We thought that they would add to the account and we
W. • - -

** glad to have them in the account. Of course, any discussions

Yºhave of that kind with anybody prior to the formation of a syn

i. always presuppose, it is, subject to the company's approval,
º had to be obtained in this case, and in the particular case,

3. not be obtained. We pressed pretty hard on the fact that we

thatº relation with this company and other companies, and
e Gr -

Pººled to get £ºtting after business pretty hard and hoped and ex

.*NPERSON. And if you could scare somebody off the preserveb

| º “We know the Guaranty Co.,” you didn't—

might b WAN, (interposing). That is an inference, of course, that
Say i. made or you wouldn't have made it, but I would just like

Cussin †. certainly in this particular case which we are now dis
Mr § there is no validity in that inference. - -

ity in this? ERSON. White, Weld certainly thought it had some valid
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Mr. Swan. White, Weld was trying mighty hard to get a piece of

the business and they were trying to get it then.

Mr. HENDERSON. And in writing this letter

Mr. Swan (interposing). This was all after the fact they didn't

get the business, and they were very much upset about it and they

wrote us this letter.

Mr. NEHEMRIs. You see this occurs after the financing, Mr. Com

missioner, and I want to take it up again at a later time.

Acting Chairman O'ConnELL. Well, Mr. Swan, in cases similar

to this one, as former representative of the Guaranty Co., and havin

the contacts you had with these former issuing companies, you j

no hesitancy in confidently asserting a claim to that business, did

you? I am not saying a legal claim.

Mr. Swan. I think I had a great deal of hesitation until the com

pany designated us as their bankers. We didn’t know whether these

companies who had formerly done business with the Guaranty Co.

were going to do business with us. We asserted to the best of our

ability our personal relationship with the companies in the past; no

question about that.

Acting Chairman O'ConnELL. You asserted that by virtue of your

former experience with the companies you hoped to do that business

and that other people should—

Mr. Swan (interposing). We hoped to get the business and we

went to the companies; we said to them, “Because of our personal

relationships with you in the past we hope you will give us the

business.”

Acting Chairman O'Connel L. Wouldn't you also think it proper

to say to another investment banking house, “Keep your hands off

this business”?

Mr. Swan. I don’t think we did this, and I think this letter would

rather indicate—it says [reading from “Exhibit No. 1867”]:

Joe was frank to say that they had no discussion so far. Further that

Joe said “I do not want to tie you up in any way.”

Acting Chairman O'ConnELL. Could you have tied them up in any

way?

Rſ. Swan. No, I don’t believe so, unless they wanted to be tied

up. I couldn’t have tied them up in any way.

CONVERSATIONs witH E. A. POTTER—Resumed

Mr. NEHEMRIs. Mr. Swan, will you examine what purports to be

a series of diary entries made by various partners of your firm and

tell me whether you recognize that sheet as a true and correct copy!

Mr. Swan. I do, yes.

Mr. NEHEMRIs. The document identified by the witness is offered

in evidence. It is that document, Mr. Chairman, to which I re

ferred earlier as showing twenty-one various conversations with

people at the Guaranty Trust Co. concerning this piece of financing.

Acting Chairman O'CONNELL. It will be admitted.

(The document referred to was marked “Exhibit No. 1877” and

appears in the appendix on p. 12796.)

Mr. NEHEMKIS. Didn't Mr. E. A. Potter suggest that you write

personally to Mr. Wilson about this matter, Mr. Swan?

Mr. Swan. I believe he did.
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Mr. NEHEMKIS. And following his suggestion and your discussion

with him is not this a copy of the letter you wrote to Mr. Wilson?

Mr. Swan. That is correct.

Mr. NEHEMRIs. And this letter dated March 13, 1935, by yourself

to Mr. Wilson reads as follows [reading from “Exhibit No. 1878”]:

During the past few months various of my partners and I have had con

Versations with Mr. E. A. Potter, Jr., with respect to the possibility of a

refunding operation in connection with your outstanding 6% Bonds.

The letter is offered in evidence, Mr. Chairman.

Acting Chairman O'ConnELL. It will be received.

. (The letter referred to was marked “Exhibit No. 1878” and is

included in the appendix on p. 12799.)

Mr. NEHEMRIs. And I show you now a memorandum by Mr. Cut

ler dated March 8, 1935. Will you examine this and tell me whether

that is a true and correct copy of an original in your possession?

Mr. Swan. It is.

, Mr. NEHEMRIs. The document identified by the witness is offered

in evidence, Mr. Chairman.

Acting Chairman O'ConnELL. It will be admitted.

. (The letter referred to was marked “Exhibit No. 1879” and is

included in the appendix on p. 12799.)

Mr. NEHEMRIs. Now at the time of these conversations with Mr.

Potter did I not understand you to testify earlier that Mr. Potter

Was a director of Wilson & Co.2

Mr. Swan. I did.

r. NEHEMRIs. Was Mr. Potter by chance authorized by Wilson

& Cº. to discuss financing plans and programs with investment bank

ing houses? Do you recall?

. Swan. Not as far as I know.

. NEHEMRIs. Is it customary for directors of corporations to

hºld informal discussions of this character with variºus banking

: "Nºes concerning future plans and programs?

T. Swan. I think it is quite customary for investment bankin

*śs to go to directors or officers of banks to discuss with them the

§sibility of business with a company in which they are directors.

Sourse, as far as Mr. Potter was concerned, we discussed no plan

"Pºgram with him and he, as the memoranda and letters show, was

","he telephone with Mr. Wilson informing Mr. Wilson that we

: talked to him about this or that, and when I wrote the letter I

We *red to the fact that I had talked to Mr. Potter. There was a

W. close relationship between Mr. Potter and Mr. Wilson. Mr.

ºn,Was, as I testified—had been director of the Guaranty Trust

t *d he had a very high regard for the Guaranty Trust Co. and

"d ºn them a good deal for advice.

* NEHEMRIs. Now on March 12, 1935, Mr. John W. Cutler had
000asio - - r - in or -- -

No. ºnale the following diary entry [reading from “Exhibit

T -

gº. *śain with Potter on telephone, who called me. Explained that the
those; had handled previous financing for Company, and had associates in

* deals, some of whom would have to be taken care of.

wº "As not Mr. Potter's communication tantamount to dictating

did i. members of the new syndicate were to be? In other words,

.* mean that the old banking group and their successorsW0

uld have tº e taken care of in the new financing?
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Mr. Swan. I have examined that memorandum and I am at a loss

to understand it, except by substituting the name of Russell, who

called me. It makes sense that way, and doesn't make sense any

other way.

Mr. NEHEMRIs. I thought it made sense, leaving the name Potter

in, but, of course, I may be mistaken about that. I accept your

explanation.

Acting Chairman O'CoxNELL. Who is Russell?

Mr. NEHEMRIs. I’aris Russell of White, Weld & Co. Potter is

the gentleman to whom reference has previously been made, namely,

E. A. Potter, Jr., vice president of the Guaranty Trust Co.; the wit.

ness has just indicated that it may be it should have read Russell.

I indicated, although I accept the witness's explanation, that it might

make awfully good sense leaving Potter in.

Acting Chairman O'CoxNELL. In the second sentence which starts

with the words [reading further from “Exhibit No. 1877]:

Explained that the Guaranty had handled—

Does that mean that Mr. Cutler explained or that Mr. Russell or

Potter, as the case may be, explained? Have you that memorandum

in front of you? Reading the word Russell in the first sentence, who

explained in the second sentence?

Mr. Swan. “Talked again with Potter.” I would like to read this,

substituting Russell.

Talked again with (IRussell) on telephone, who called me. Explained that

the Guaranty had handled previous financing for company.

Now we wouldn't have to explain that to E. A. Potter.

Acting Chairman O'Con NELL. Who would have explained that?

Mr. Swax. J. W. Cutler who talked to Russell or Potter. J. W.

Cutler would not have to explain to Potter that we did the last

financing for the company. [Reading from “Exhibit No. 1877”]:

Explained that the Guaranty had handled previous financing for the Company

and had associates in those former deals—

Which of course Potter had known for years.

Some of whom would have to be taken care of.

Mr. NEHEMKIs. May I interrupt just for a moment, Mr. Swan?

May I have the same privilege of doing the same thing and leaving
it as it is?

Talked again with Potter on the telephone, who called me.

Now I insert a word. [Reading from “Exhibit No. 1877”]:

(Potter) explained that the Guaranty had handled previous financing for the

company and has associates in those former deals, some of whom would have

to be taken care of.

Mind you, Mr. Chairman, I do not doubt the witness's statement,

but I present for the evaluation of the committee that reasonable

men could take either interpretation.

Acting Chairman O'CosNELL. We are trying to interpret that, but
I was merely asking Mr. Swan whether in the second sentence how

that we speak of, explained, he understood that it was Mr. Cutle:

that did the explaining, or whether it was the man on the other end

of the telephone.
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. Mr. Swan. May I ask you to read the last sentence? [Reading

from “Exhibit No. 1877”]:

Russell said he understood and would leave it to us to take care of his firm

in the proper way.

* . Now, why do we switch from Potter to Russell? The only person

! that has been mentioned previously is Potter. The only way to me

that this memorandum can be understood at ail is to substitute

Russell for Potter in the first line.

* . Mr. NEHEMRIs. I will be frank to say that it puzzled me and I

thought that it possibly meant that after this telephone conversation

by Potter, who indicated that some of the old members of the group

lad to be taken care of, that Mr. Cutler then called Faris Russell of
r While, Weld and explained that conversation, and that Faris Russell

º Joe, I understand, and we will fold our hands and await

TESlts,

Mr. Swan. I feel so confident that Potter understood all this, and

Cºlºr understood all this, and I understood all this, I can only ask

V to accept it and I really think my correction is correct.

Acting Chairman O'Connel.L. Just not to labor the point, as I

"ſlºtstand your interpretation of it, Mr. Cutler was in a position to

|Mr. Russell that this previous financing having been handled by

: Guaranty, that his firm, that is, Smith, Barney & Co. and other asso

“lººs in the former deals, would have to be taken care of.

, Mr. Swan. That is right, if we got the business. We at this time

had not been named as bankers by the company. This all presup

Pºes Our securing the position as banker for the company.

Aºting Chairman O'Connel L. Oh, yes.

T.NEHEMRIs. Shall I proceed?

Aºting Chairman O'Connel. Yes; please.

S T. NEHEMRIs. Now, returning to the period of negotiations, Mr.

Şān; on March 14, 1935, did you not, together with Mr. Cutler, talk

With Maurice Newton, of Halſgarten & Co., about this business? Do
You recall that?

Swan. I believe so.

discus NEHEMRIs. And on the following day, March 15, did you not

al the matter with Mr. Emerich, a partner of Hallgarten, and

** director of Wilson & Co.”

* Swan. I believe so.

18 º NEHEMRIs. Now, in the diary entry of Mr. Cutler as of March

# he had the following to say [reading from “Exhibit No.

Jº I talked with Maurice Newton of Hallgarten 3/14/35 and the next

We ha alked with Emerich of Hallgarten, a director of Wilson. We told him

they had sº Working on the business and referred to the old joint account

Would beº!". Guaranty and asked them to join us, which they said they

O.

°W may I call your attention to the next entry:

...We
if b also told them we were committed to White, Weld & Co. for an interest

°ss resulted.

Continue:

I subs

*tly reported this to Faris Russell—
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—

Faris Russell is the same Faris Russell, a partner of White, Weld.

who again said they were entirely agreeable to leaving the makeup of the

group and interests to us. I also reported the Hallgarten development to Ned

Potter—

Ned Potter is the same E. A. Potter, Jr., vice president of the

Guaranty?

Mr. Swan. That is right.

Mr. NEHEMRIs (continuing):

who thought it was a wise move.

Now I read to you a subsequent diary entry of April 4, 1935, by

John W. Cutler, as follows [reading further from “Exhibit No.

1877”]:

JRS called on Mr. T. E. Wilson in Chicago 4/1 and was very cordially re

ceived by him. Explained to him the dissolution of Guaranty Company and

status of EBS & Co. and advised him we were very anxious to be given con

sideration in connection with any financing which he might do.

So that up to this point the company had not yet really decided on

who its bankers were to be?

Mr. Swan. I think that is correct.

Mr. NEHEMRIs. Theoretically it might be anybody's business?

Mr. Swan. It was entirely in the hands of the company to decide

whom they might want to have handle their business.

Mr. NEHEMRIs. And at this particular time, you recall, March

and April of 1935, the company was actively considering which

banking house would receive the deal?

Mr. Swan. I presume they were considering it. I don’t know; I

don’t know whether they were devoting such time to it or not. We

were paying attention to trying to get it.

Mr. NEHEMRIs. I wonder if that was altogether the case. For ex

ample, let me read you a diary entry by Mr. Cutler as of March 26,

1935 [Reading from “Exhibit No. 1877”]:

Newton reported from Emerich, who attended directors meetings today, that

the matter of refinancing was not discussed.

Apparently Mr. Cutler was very anxious to know about these

things, because at this time he wrote down it was not discussed, and

§* 3 of 1935 Mr. Cutler again wrote the following [reading fur
ther | :

Ned Potter said Company had engaged Price, Waterhouse to begin necessary

work looking towards registration.

In other words things are beginning to pick up.

As far as he knew they had made no commitments with any bankers.

Now although the business had not been definitely awarded to you,

you were nevertheless, proceeding tentatively at least with the or

ganization of the syndicate, were you not?

FORMATION OF THE WILSON & CO. SYNDICATE

Mr. Swan. We were discussing it with others, yes. As I have said

before, and I think these memoranda show, we were very active in

trying to get this and other pieces of business. I think that we

thought that one thing that would be helpful in getting this business

was to get together a group of people who were persona grata with
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the Company and would be a group of people with whom the com

pany would like to do business. But we did not have the business

at this time. We may be said to have been a little previous in the

Way we proceeded, but that is what is often done, and previous to

people getting a piece of business they will often get together to dis

Cuss ways and means of securing it.

Mr. NEHEMRIs. In fact, it is necessary, if you are going to do a

piece of syndication, when the deal materializes?

Mr. Swan. We need a group if it materializes.

Mr. NEHEMRIs. And you considered the advisability at this time

of bringing in Field, Glore, now Glore, Forgan?

Mr. Swan. We did.

Mr. NEHEMKIs. And that was because of Halstead Freeman's

Comection with the account, was it not?

Mr. Swan. We were rather strongly of the opinion, in which we

Were correct, that in this piece of business that the company would

\doubtedly want to have a Chicago banker associated with it.

The three Chicago banks which had previously been associated with

is business were not able to be in the business any longer. We

hought that Field, Glore & Co. were the bankers in Chicago most

iſed to represent that Chicago market in the business, and we also

felt that Halstead Freeman was rather predisposed to them.

, Mr. NEHEMRIs. Mr. Cutler, on May 14, 1935, had this to say [read

ing further from “Exhibit No. 1877”]:

JRS spoke to Newton re inclusion of Field, Glore & Co., on account of

Halstead Freeman, who is being retained by the company in connection with

Pºposed financing. Speak to First Boston before going further.

Was not the reason for communicating with the First Boston Cor

Poration, Mr. Swan, due to the fact that Chase Securities Corpora

*h, the predecessor organization of First Boston, had been a mem
ber of the old Guaranty Company group !

Swan. That was one reason. Another reason was that, of

ºse, they would be very acceptable members of any group to do

"Piece of business of this sort.

*; NEHEMRIs. Mr. Chairman, subject to the arrangement pre

ºly made, that certain documents be identified toward the end
Of the Week, I should like at this time to offer in evidence a letter by

it." insley, vice president of The First Boston Corporation, under

*.9f May 18, 1935, addressed to J. R. Briggs, vice president Of

w M. Byllesby and Company, marked “Confidential.” Mr. Linsley

* as follows to Mr. Briggs [reading from “Exhibit No. 1880°].

** Thursday Joe Swan of Edward B. Smith & Co. called up Harry

W. §º told him that they were Working On a refunding Operation for

O

; up our past historical records, it came to my attention that over

Which of years the financing for Wilson & Co. was handled by a group Of

Chase S uaranty Company was the manager and in which were included

§vings *śrities Corporation, Blair & Co., Hallgarten & Co., First Trust, and

Merchant *nk, Chicago, Continental and Commercial, Chicago and Illinois

For , * Trust Company, Chicago.

&arten °º confidential information, the Guaranty, Chase, Blair and Hall

*h, had an interest of approximately 18.75%.In

º *ly part of March Miles Warner—

Mº Warner or Werner?

WAN. I don't know.
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Mr. NEHEMRIs (continuing):

In the early part of March Miles Warner told me of the discussions which

he had had with one of the Wilsons and asked if we would be interested in

figuring on the business and on the 15th of March, in response to a wire from

George Leness, I indicated to Miles that we were unwilling to undertake a deal

along the terms similar to Swift or to enter into negotiations which involved

a high degree of competition and stated that if the company was prepared

to sit down and discuss the best form of financing, we would be interested in

principle in so doing. I did not hear anything further about this matter and

assumed that it had died a natural death.

At the time of my discussions with Miles, I did not realize that the Chase

Securities Corporation had always been in the group headed by the Guaranty

Company of New York. As Mr. Swan indicated that they had discussed this

matter, we told him that we would be delighted to join with him in discussing

the re-formation of the old group. We told Mr. Swan of Miles Warner's con

nection with one of the Wilsons and of our discussions with him and said that

we would like to see—when, as and if the group is formed—that H. M. Byllsby

and Company had a position in the business and that we assumed that this

would be agreeable to him. He indicated to us that he also wanted to consider

the inclusion of White, Weld and Field, Glore.

I know that you will protect me on this information, but I want you to

know the facts in connection with these discussions and while, naturally, I

would not want to attempt to involve you in making any decision, it seems

to me that it is most logical that the old group should have a legitimate claim

on the business—particularly with the tie-in with the Guaranty Trust Company

and if we can work it around so that H. M. Byllesby and Company has an

original interest and an appearance position, it would seem to be the desirable

thing to do—rather than to get into a competitive mess.

The document is offered in evidence, Mr. Chairman.

Acting Chairman O'Connell. It may be received.

(Letter referred to was marked “Exhibit No. 1880” and is in

cluded in the appendix on p. 12799.)

Mr. HENDERSON. Has Mr. Swan a copy of this? The next to the

last paragraph relates to him. I don’t want him to miss it.

Mr. Swan. All right.

-".

º

\

Mr. NEHEMRIS. Subject to the same arrangement, Mr. Chairman, -

I shall offer a memorandum by Mr. H. M. Addinsell of The First

Boston Corporation, under date of May 16, 1935, relating to the

Wilson & Company financing. Mr. Addinsell wrote as follows [read.

ing from “Exhibit No. 1881”]:

Mr. Swan asked me yesterday whether we would join with them in re

constituting the old group which the Guaranty headed for Wilson & Co. busi

ness. After discussion here I told Mr. Swan that we would be glad to do so. I

called his attention to the fact that Mr. Miles Warner of Byllesby, who is a

personal friend of some of the younger Wilsons, had talked with Mr. Leness

about the matter some months ago, but that we told Mr. Warner that we would

not want to be drawn into competition for the business and we have heard

nothing about it since.

This memorandum from which I have just read is offered in
evidence.

Acting Chairman O'ConxELL. It may be admitted.

. (The memorandum referred to was marked “Exhibit No. 1881” and

is included in the appendix on p. 12800.)

Mr. NHEMRIs. Mr. Chairman, subject to the same understanding,
I shall offer in a moment a telegram from Mr. Linsley, of The First

Boston Corporation, under date of March 15, 1935, over the Byllesby

wire to Miles Warner in Chicago, as follows [reading from “ExhiNo. 1882–1”]: » [ g bit

After thorough discussion Wilson and Company we have decided as matter

of policy that we are unwilling to undertake a deal along terms which ar
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similar to Swift or to enter into negotiations which involve a high degree of

Competition. (Stop) If company is prepared to sit down and discuss best form

of financing we would be interest' in principle in so doing.

May the document be received in evidence?

Acting Chairman O'CoNNELL. It may be received.

. (The telegram referred to was marked “Exhibit No. 1882–1” and

* Appears in full in the text on p. 12526.)

* , Mr. NEHEMRIs. Now, Mr. Swan, you will recall that that telegram

from which I read was sent three months before the previous memo

Tandum by Mr. Addinsell of May 16, and that would seem to indi

ate that Mr. Addinsell's point of view was not a spur-of-the-moment

decision, and that it was rather one which reflected the general posi

tion of his corporation. Would it not so seem to you, Mr. Swan 2

Mr. Swan. I don’t know what Mr. Addinsell's views were. I

Wouldn't want to interpret his telegram.

Mr. NEHEMRIs. Now, on June 6, 1935, did not the company finally

*ile to put the financing in your hands?

Mr. Swan. On June 6? I think that is the correct date.

Mr. NEHEMRIs. But it was not to be leadership of the account?

. Swan. It was to be a joint leadership by ourselves and Field,
Ore.

Mr. NEHEMRIs. Do you recall the membership of the syndicate

ºhich E. B. Smith and Field, Glore & Co. had tentatively

greed?

Mr. Swan. I have read it over. I don't recall it without a memo

randum.

..Mr. NEHEMRIs. I show you a memorandum dated September 9,
1935, and ask you whether this does not refresh your recollection.

Mr. Swan, fidentify this.

The memorandum referred to was marked “Exhibit No. 1882–2”

º "...is included in the appendix, p. 12801.)

* ...Mr. NEHEMRIs. Will you tell me the tentative members agreed

"Pºn at the time, if you can 7

º a º, Swan. This list which I am reading was a list tentatively

- tººl upon by Forgan, of Field, Glore, and myself before consul
! º With the company; this was to be submitted to the company:

pan and B. Smith & Co.; Field, Glore; First Boston; Speyer & Com

| § Hallgarten & Co.; Bancamerica-Blair Corporation; White,

"..."; Goldman, Sachs.

agreed *HEMRIs. Now the new names in that account as tentatively

Sach upon were Field, Glore; White, Weld; and Goldman,

§§. Cinterposing). And Speyer. .

!ºlation *EMR1s. And Speyer. E. B. Smith had had some previous

First E tº the business through the association with Guaranty, the
jºint à OSton through the Chase Securities, Hallgarten having been

T $ount in the old days, Bancamerica-Blair also.

. RYAN. That is correct. -

: ‘us of *HEMRIs. Now, was not White, Weld's name suggested be
§§ºº to them? h

and N., I suppose that is a proper way to put it, yes; that

º they §. of course, primarily—each one of these that

* I thi §ºsted for these accounts, when suggested by the bankers,

; " is because they will add something to the account, and

*So in original.

*—
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White, Weld would make good members of the account in the first

place, and in the second place because we had had these discussions

with them about which we have had testimony.

Mr. NEHEMRIs. Now, in the world of investment banking, as in

other activities, I suppose considerations other than those immedi

ately at hand enter into determinations, and in the Wilson & Com

pany syndication “banking politics” entered into the picture. For

example, your list of participants was not, altogether acceptable to

the company. The company desired to include in the syndicate cer

tain other houses, do you recall?

Mr. SWAN. I do.

Mr. NEHEMKIS. Can you recall at this time the names of the other

houses that the company wanted included in the syndication?

Mr. Swan. I do, yes.

Mr. NEHEMRIs. What were the names of the houses that the com

pany wanted included in the syndication?

Mr. Swan. At one, period of the discussion, the following is the

list which was tentatively named: Edward B. Smith; Field, Glore;

Speyer; Kuhn, Loeb;†. Lazard; Lee Higginson; Horn.

blower; and Goldman, Sachs. The first list I read was before con

Sultation with the company; the second list was after consultation

with the company.

ſº Neuruks. Mr. Mathers, will you take the stand for a moment

please

I show you two documents; one a memorandum on the stationery
of the S. S. Roma, and the other a letter from Mr. James D. Cooney

to M; Wilson. Will you tell me where you obtained these docu

ments?

Mr. LLOYD MATHERs (Securities and Exchange Commission).

These are photostatic copies of originals in the files of Wilson & Co.,

Chicago, Ill.

Mr. NEHEMRIs. The documents just identified by Mr. Mathers are

offered in evidence.

Acting Chairman O'ConnELL. They may be admitted.

(The letters referred to were marked “Exhibits Nos. 1883 and

1884” and are included in the appendix on pp. 12802 and 12803.)

Mr. NEHEMRIs. Do you recall the reasons why the company wanted

* Lazard Frères, Lee Higginson, and Hornblower in

cluded ?

Mr. Swan. This memorandum states that Mr. Buethe insisted

that Speyer appear ahead of all other houses.

Mr. NEHEMRIs. Which memorandum are you reading from ?

Mr. Swan. Memorandum of September 9, 1935. ÉÉit No.

1882–2.”]

Mr. Buethe–

who is the treasurer of the company—

insisted that Speyer appear ahead of all houses except the two leaders, be

cause Speyer had been helpful on the reclassification of the stock last winter
and had offered the first refunding plan for the company's consideration. Gold

man, Sachs were included at the company's request because they had dealt in

the company's commercial paper, and Hornblower was included at the Company's

request because they also had been of assistance to the company in the matter

of reclassification of the Company's stock.
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INCLUSION OF KUHN, LOEB & CO. IN THE WILSON & CO. SYNDICATE

Mr. NEHEMRIs. Kuhn, Loeb & Co. had never appeared in any of

the Wilson & Co.'s syndicates. Kuhn, Loeb, however, was finally in

cluded in this syndicate. Is that not correct, sir?

Mr. Swan. It was, at the request of the company, because of Mr.

Elisha Walker's previous connection.

Mr. NEHEMKIS. While you have the document in your hand, read

what it says about Mr. Elisha Walker on his firm being included.

Mr. Swan. A list was agreed to here after discussion [reading from

“Exhibit No. 1882–2”]:

subject to the approval of Mr. Thos. E. Wilson, who was expected to return

from Europe within a few days * * * with the reservation that it might

be necessary to make room for Kuhn, Loeb, who, through Elisha Walker, had

put considerable pressure on the company for the business. (Blair, Walker's

former affiliation, having had largest interest in previous financing.)

Ultimately Kuhn, Loeb was included in the business.

Mr. NEHEMKIS. As I understand that, Mr. Elisha Walker had

formerly been associated with Blair & Co. and had a large participa

tion in the early Wilson business. -

Mr. Swan. And had been very active in the affairs of Wilson & Co.

at one time.

Mr. NEHEMKIS. I beg your pardon.

Mr. Swan. And had been very active in the affairs of Wilson & Co.

at one time.

Mr. NEHEMRIS. Subseqently, Mr. Walker became a partner of

Kuhn, Loeb & Co.'

Mr. Swan. He did.

Mr. NEHEMKIs. Kuhn, Loeb had never participated in the early

historical accounts of Wilson & Co.?

Mr. Swan. That is correct.

Mr. NEHEMRIs. However, Mr. Elisha Walker was able to bring

Kuhn, Loeb into this financing for one of the largest participations

by virtue of the fact that he had formerly had an association with

Blair & Co.'

Mr. Swan. And that Kuhn, Loeb & Co. were a very strong and

powerful house who would be acceptable as an addition to any

underwriting group of this sort.

Mr. NEHEMKIS. And according to the entry made by J. J. B. of

your own organization, Mr. Walker apparently did something else.

He [reading from “Exhibit No. 1882–2”]:

Put considerable pressure on the company for the business—

So that you have this anomalous situation. Mr. Walker is for

merly associated with Blair. He goes to Kuhn, Loeb. The legacy

passes through the personage of Elisha Walker to Kuhn, Loeb.

Kuhn, Loeb is included in the syndicate.

Mr. Swan. It all indicates to me that each and all of us were very

active in trying to get business, and if we had a previous connec

tion with the company, we made every effort we could to make our

selves acceptable to the company.

Acting Chairman O'ConnELL. Mr. Walker was doing the same

thing that you were doing.

Mr. Swan. I think he was.
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RELATION OF THE INVESTMENT BANIKER TO THE ISSUER AND THE INVESTOR

Senator KING. Would it strengthen the securities which were

laced upon the market by having a number of reputable and strong

investment bankers back of the guaranteeing or underwriting of the

securities situation?

Mr. Swan. I don’t think I quite say it would strengthen the

security; I think it would strengthen the market for the securities

and add public favor to the securities; certain names in offering

securities have a very favorable effect on those securities.

Senator KING. Where there are a large number of corporations

issuing securities, initially, or for the purpose of refinancing out:

standing obligations, does it give to the securities which are issued

a higher market value which would inure to the advantage of the

stockholders by having the securities endorsed by and disposed of

through a number of large and well-known reputable banking

houses, investment houses?

Mr. Swan. Well, I think taking the extreme case, if not well

known, if rather poor investment houses father the security, it is

detrimental to this security as opposed to having more reputable and

better-known people sponsoring the security. There are a number

of groups whose sponsorship of a security would probably result in

those securities having the same market value.

Senator KING. It is important, is it not, to find as wide a market as

possible for securities?

Mr. Swan, I think it is very advantageous to the company to have

their securities well sponsored and well distributed.

Senator KING. And is it not beneficial to the public generally to

have the Securities instead of being concentrated in a few buyers,

Say, in New York City or Chicago, having them distributed and

purchased in all parts of the United States?

Mr. Swan. I think that is advantageous, and of course in the

handling of these underwritings, they are eventually distributed all

over the United States.

Senator KING. They are not held by a few corporations, then.

Mr. Swax. Well, only in the case of the private placements where

they are held by very few corporations, but when security is initially

bought by a banking house, or by a group of banking houses, they

eventually form what is called a selling group, composed of invest.

ment bankers distributed all over the country so that the bonds

generally find lodgment pretty well all over the country. Of course,

it is true certain securities will find a greater lodgment in Pe l

vania than they will in New England; another security will find a

greater lodgment in New England than in Pennsylvania, for tax

reasons or reasons of people being more familiar with this or that

type of security.

Senator KING. Where there are a number of large investment

companies, that take over, the securities for the purpose of selling

them, is there any disposition to depress the market or to depress

the value, the original value of the securities so that they wilf sell

for less than they otherwise would sell for, or is it to their advantage

to get for the securities offered as large a price as possibleº
benefit of the companies that are issuing the securities?

Mr. Swan. I think the investmentiº holds a different role

perhaps from people in most other industries. The investment

-i

º

º

º

!
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banker has a very dual duty. He has a duty to the company that

he is financing and he has a duty to the public that he is selling the

securities to. I think the investment banker is always trying his best

to find out what is the right price and that is not of necessity the

highest price. If the investment banker isn't clever enough to find

a price that is pretty close to the price that the securities will go to

after they are issued, he will be unpopular with the borrower. If,

on the other hand, he issues them at a price that declines from the

offering price, it hurts his market. He has a very delicate position

of finding the right price for a security, which is not of necessity the

very highest price that at that particular moment the security might

possibly be brought out at.

Senator KING. But doesn’t it contemplate that the securities shall

find markets and the house issuing the securities, or rather the cor

poration issuing the securities shall receive for its securities as high

market price, as under all the circumstances would be just and fair?

Mr. Swan. The investment banker stands a very much better chance

of securing business if he has the reputation of paying corporations

a good full price for their securities.

Mr. MILLER. Mr. Swan, if the price declines after issue immediately

because it is overpriced, you spoke of the result as far as the investor

is concerned, but it also, does it not, hurts the corporation's credit?

Mr. Swan. Oh, it reacts unfavorably against the company. If

a company is a constant borrower—that doesn’t mean that they bor

row every year, but they borrow every once in a while—it is a very

important thing to them that the securities should be favorably re

ceived and should be popular with the public and that popularity

certainly, as far as I know, is achieved in just about one way, and

that is that it is a profitable thing for the investor to buy and not

an unprofitable thing for him to buy, so that a decline from the

offering price of the security is detrimental to the borrowing cor

poration, in my opinion, except, as Mr. Strauss said this morning,

this is the one and only time they are going to borrow, and then

presumably they don’t care, but there are very few corporations

that can say, “This is the last and only time I am going to borrow.”

Mr. LUBIN. Mr. Swan, getting back to the question asked by the

Senator of Utah relative to the advantage of having firms that have

a very, good reputation and substantial houses added to a selling

group in the sense that such an addition adds to the attitude of the

public in its faith of the Security, such a thing would not be true

under conditions such as has been described in the Wilson & Co.

case by the addition of Kuhn, Loeb & Co. under pressure, would it?

Mr. Swan. I haven’t been quite able to hear you.

Mr. LUBIN. Perhaps I can simplify the question. Assuming that

the addition of a well-established firm to the group adds to the

prestige of the issue, the addition of Kuhn, Loeb under the condition

described in this Wilson case would not have had any such effect.

Mr. Swan. Would not add, you say? Kuhn, Loeb is an important

name, very highly thought of by the investing public; I think it has

a good effect on any issue.

Mr. LUBIN. Yes; but Kuhn, Loeb specifically provided that their

name was not to appear in advertising or on the face of the prospec

tus, so that the public didn't know they had anything to do with it.

Mr. Swan. The public may not, but every dealer did. It is the

124491—40—pt. 24—15
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dealers who know those things. It is not the public who reads the

prospectus which is prepared. The public doesn’t read these great

big prospectuses that we have nowadays; the dealer reads those

prospectuses.

Acting Chairman O'ConnelL. But the public buy the bonds.

Mr. Swan. The public buy the bonds because the dealer has read

the prospectus and described the bond to the public from the

prospectus, and the dealer makes his appraisal of the security and

its value from the prospectus and he has clients who rely on him,

and on his say-so to such an extent that they buy those bonds. They,

I think, sell them, except to the professional buyer, from these pro

spectuses today.

Acting Chairman O'ConnELL. It is clear, though, is it not, that

the intrinsic value does not depend upon in any tangible way the

identity of the underwriters, it depends rather upon the character

of the issue.

Mr. Swan. Only to this extent, that when people are known to

have competent staffs and are competent people, I think it is gem

erally conceded that the intrinsic value of the bond has been taken

care of through the provisions of the indenture.

Acting Chairman O'Connell. Would that depend more on the

character of the manager, or the issuer?

Mr. Swan. The manager of the account, oh, yes.

Acting Chairman O'CoNNELL. Kuhn, Loeb apparently had nothing

to do with that.

Mr. Swan. They had nothing to do with that, but their identity

with it is helpful, their name is very highly regarded in our business.

Mr. NEHEMKIS. Mr. Chairman, subject to the previous arrange

ment, I should like to offer in evidence a document from the files

of The First Boston Corporation relating to the subject under dis

cussion by Mr. D. R. Linsley under date of June 27, 1935. The

memorandum reads as follows (reading from “Exhibit No. 1885”):

While Mr. Burnett Walker of Edward B. Smith & Co. was here this after

noon, he explained the banking politics in connection with the proposed issue

of $20,000,000 bonds for this company.

Field, Glore are going to head the business in the west and Edward B.

Smith & Co. in the east. The respective interests in the business are as

follows—

And therein appears the list of the group and percentage of

participation.

While it has not yet crystallized, it is probable that only the first five names

will appear in the advertisement. Mr. Walker explained, confidentially, to

me that the senior Mr. Wilson originally wanted Field, Glore to head the

business in the west and Kuhn, Loeb in the east, but that for various reasons,

Edward B. Smith & Co. was finally selected. Mr. Walker stated that he might

want to offer a slight interest to Kuhn, Loeb & Co. and that while he had

not definitely made up his mind to do so, he might ask each member of the

group to give up 10% of their total to a pool. However, if there is any re

sistance, he frankly feels that Field, Glore and themselves should make the

contribution.

I told Mr. Walker that as far as we were concerned he could write his own

ticket. He stated that probably in the course of the next four or five days

further details would be made available to us.

I offer the document in evidence.

(The document referred to was marked “Exhibit No. 1885” and

is included in the appendix on p. 12803.)
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FAILURE OF WHITE, weld & Co. To BE INCLUDED IN THE SYNDICATE

Mr. NEHEMRIs. Mr. Swan, there was one phase of the “banking

politics” that Mr. Burnett Walker did not explain to Mr. Linsley,

and that was how did it happeu that White, Weld & Co. was not

included in the final syndicate, although you felt all along that you

had a commitment to them? Will you explain that?

Mr. Swan. I would just like to comment on the words “banking

politics.” There never was any syndicate, that was more, I won't

Say dictated, but more laid out by the company than this one was.

We consulted together on it. It is obvious that we presented a list

and they wanted to add some names and subtract some names, and

they wanted this person in for a certain reason, and that person for

a certain reason. The banking politics referred to have nothing

to do with politics within the group. I think the banking politics

have to do, as between the company and certain bankers, such-and

Such a banker had helped them in their reorganization, Goldman,

Sachs had sold their paper for a good many years, somebody else

had done something else. This was certainly one of the most thor

Ough company syndicates. As far as White, Weld were concerned,

anything, of course, which we had said to White, Weld had to be

subject to the final decision of the company. It was the final deci

. of the company that they did not want White, Weld in the

llSlneSS.

Mr. NEHEMKIs. I merely ask the question, Mr. Swan, because your

partner Burnett Walker having discussed the banking politics of

the deal and Mr. Linsley having recorded them I was forcibly im

pressed with the significant omission of the reason for the exclusion

of White, Weld & Co., and I am very grateful to you for enlight

enlng us.

Mr. Swan. Is it important for your inquiry why they are ex

cluded?

Mr. NEHEMKIs. Yes.

Mr. Swan. May I suggest that you call a witness from the com

pany?

Mr. NEHEMKIs. It is not necessary, because I shall continue read

ing from “Exhibit No. 1867,” previously received in evidence, being a

letter sent to Mr. Cutler by Faris R. Russell. I now read from that:

Recently when it became apparent that the business was in the immediate

making and not having heard from you, I called your office but could not

reach you. Later the same day Burnett Walker telephoned me asking for a

review from us of the Wilson & Co. matter as between ourselves and yourselves.

I gave him the above story.

The committee will recall that I read that previously.

I did not hear further from Burnett Walker but he came Over and saw Ben

Clark, expressed extreme regret and stated that embarrassing as it was to your

firm, we could not be included in the Wilson & Co. business, that Field, Glore

& Co. and the company itself had refused your request that we be included.

The above chronological story of this matter is based on memoranda made

immediately after the various conversations took place, and, hence, is neither

hazy in our minds nor subject to misunderstanding or faulty recollection.

The above is not sent to you as a record on which we make any claim on

you for Burnett Walker has already stated your position.

The experience, however, makes it necessary for us to raise a question as to

another matter so I request that you show this letter to Joe and ask that he

let us know just what he wishes us to understand with respect to the position
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reserved for us in the matter of Columbia Gas & Electric, about which I have

never had any conversation with him, but it was cleared with Joe by our

mutual good friend, Jim Hutton.

In order that you and Joe may have before you the Columbia Gas & Electric

situation—

and so on, the remainder not being relevant to your discussion.

Mr. HENDERSON. Who is Mr. Hutton 2

Mr. NEHEMRIs. Mr. Hutton is with W. E. Hutton, and Company,

an investment banking firm.

I now refer the committee to “Exhibit No. 1867” previously of.

fered in evidence, subject to Mr. Swan's identification of a similar

letter obtained from the files of his company, and the reason I am

referring to them both is because of certain pencil notations on one

and so that the record may be thoroughly correct and proper in all

respects, we had better have them both.

Mr. Swan. You handed me the White, Weld one.

Mr. NEHEMRIs. Oh, I am sorry. This has already been marked

for the record.

Mr. Swan. May I see it?

M. NEHEMR1s. This being committee “Exhibit No. 1867.”

Mr. Swan. May I point out something in this?

Mr. NEHEMRIs. I just want to have one other identified. Mr.

Whitehead, will you take the stand, please.

Is this a copy of a letter which you obtained from the files of White,

Weld & Co.'

Mr. WHITEHEAD (Securities and Exchange Commission). That is

correct.

Mr. NEHEMRIs. Now on this letter in connection with the statement,

Mr. Chairman, that [reading from “Exhibit No. 1867”]:

Field, Glore and the company itself had refused your request that we be

included—

There appears the following pencil notation:

B. Walker says this is incorrect.

Was that the comment you wanted to make?

Mr. Swan. That is the comment I wanted to make. I have dis

cussed this with him and he tells me that Field, Glore & Co. had

nothing to do with the exclusion of White, Weld.

Mr. NEHEMRIs. That is precisely the reason why I wanted both

letters in the record so that correction would appear.

The document from the files of White, Weld & Co. is now offered.

Acting Chairman O'ConnELL. It may be admitted.

(The letter referred to was marked “Exhibit No. 1886” and is in

cluded in the appendix, p. 12804.)

Mr. Swan. I have here, Mr. Chairman, three or four papers which

have to do rather with the technical and mechanical handling of our

business. Here is one which we call [reading from “Exhibit No.

1887–1”]:

Schedule of operations followed by Smith, Barney & Co. when acting in

capacity of head manager in wholesaling a new issue

And you see it gives here all of the things that we have to go

through when we are doing that.
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I have here a “Buying Department Work Sheet” which shows all

of the things we do in preparing an issue.

And I have here a memorandum for the Industrial Division of the

Buying Department, “Outline for use as Guide in conducting Inves

tigations of Industrial Companies.”

And I have here a “Buying Department Work Sheet Form for

use in Connection with Issues Headed by other Houses in which we

have a Position as an Underwriter.”

This record that you are making here is something that will doubt

less at Some future time be studied by people who are interested

in investment banking, and there is a good deal here that is of

interest that those interested in investment banking could obtain a

good deal of information from. I should like to present it for the

record if it is your pleasure that I do so.

Mr. NEHEMKIS. I am very happy to receive it and I recommend it

be spread on the records of the committee.

Acting Chairman O'ConnELL. Very well, it may be received for the

record.

(The documents referred to were marked “Exhibit No. 1887–1 to

1887–4” and are included in the appendix on pp. 12806–12829.)

Mr. NEHEMKIs. While we were discussing the problem of me

chanics, Mr. Swan, will you be good enough to identify this per

formance record card kept by Edward B. Smith & Co.?

Mr. Swan. I identify that.

Mr. NEHEMRIs. Will the reporter be instructed to mark two sheets,

being the performance record cards or typical examples of perform

ance record cards kept by E. P. Smith & Co. These together with

typical cards kept by other investment houses will be referred to on

Friday. Since the witness is here, I asked that he identify them.

Acting Chairman O'ConnELL. These will be marked for the record.

(The cards referred to were marked “Exhibit No. 1888” and are

included in the appendix on p. 12831.)

PROFESSIONAL CHARACTER OF INVESTMENT BANKING—RESUMED

Mr. Swan. Mr. Chairman and Mr. Examiner, before I leave the

stand, I would like to ask whether it would be proper for me to say

a few words about this question of the professional aspect of the

banker. As an investment banker, I sat here this morning when you

were questioning Mr. Schiff and Mr. Strauss, and I didn't like to

break in on that at all, but I think it is something that I would like

just to say something about, if you will ask me a question about it,

or if I may just volunteer it.

Mr. NEHEMKIS. I would be very happy to have you, if that is the

pleasure of the committee.

Acting Chairman O'Con NELL. That is fine, you may go ahead.

Mr. Swan. I want to say this because it seems to me it is quite

important. I don't think the investment banker can claim that his

business is a profession. I think the investment banker, however,

can claim that it has the characteristics of a profession, that it is

1 Infra, p. 12682.
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similar to a profession, that it is not the same as a profession but it

has a great many similar characteristics.

I think in addition to that it has what I have spoken about previ

ously in my testimony, this question of the dual capacity, our attitude

toward or our relations with the borrower and our relations with

the public. I have a feeling—I have had it during this investiga

tion—that the idea of stressing the professional character of our

business is not quite accepted. Now we who have a good deal of

pride in our business—and I think most of us in our business have

a good deal of pride in it—do feel that our business has very pro

fessional aspects and we try to make our business as professional as

we can. We think it is to the interest of the public that our business

be regarded as professional. We think that it helps to carry out

our obligations to the borrower and to the public, that the greater

professional character it can be given the better, and instead of

aiming toward possibly depreciating our business or the character

of our business by more severe competition, competitive bidding,

and all that sort of thing, I feel very, very strongly that the effort

should be to try to raise the character of our business. If our busi.

ness isn't sufficiently professional today, let us try somehow or other

to get it on a more professional basis. I think that is the thing

that is going to be for the best interest of the public. Now, Mr.

Henderson, this morning you said in some connection with some

thing you were talking about that we were considering the public

interest. I think it is the only interest to be ...i.

Mr. HENDERSON. I said it was at least slightly tinged with the

public interest.

Mr. Swan. Well, it is the only thing, sir, and I agree that we are

talking about the public interest, we are not talking about, the

interest of the borrower, bank, or investor, but we are talking about

the public interest. and I contend and contend very strongly that

to raise the character of the investment banking business, to make

it more professional rather than less professional, would accrue to

the public benefit. If anything happens in connection with our

business that makes us mere—what is the word I want—mere—

Mr. NEHEMKIs. Merchants of securities?

Mr. Swax. Not merchants of securities, just peddlers of bonds,

that is not going to accrue to the public interest in any way.

could go on andſ tail; a good deal about the professional aspects,

about competition, but I do want to stress this fact that I hope you

gentlemen will consider in your deliberations, whether our business

shouldn’t be raised to a higher level rather than to try to push it

down lower.

Mr. NEHEMRIs. Who should do the raising of the character of

the business? You said someone should do it. Now who?

Mr. Swan. We should raise it ourselves. Let me say this, Mr.

Nehemkis, that I believe if you gentlemen feel there is a great deal

of concentration in a few hands, I believe that that concentration

is in few hands because we fellows have tried to make our business

professional, because we have approached it on a professional basis,

we have emphasized the professional aspect of it, and our attitude

toward the borrower and the investor is a professional attitude. I

think anything that makes us peddlers of bonds instead of invest.

ment bankers, is not in the best interest of the general public.
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Mr. LUBIN. Mr. Swan, may I ask a question? Is it your opinion

that the addition of competition in the functioning of an industry

Or a service lowers the standards of the service?

Mr. Swan. I think that our business is very highly competitive

as it is today. I think it is just as competitive as it can be, and I

think all of this testimony that has been brought out here indicates

it. When there is an opening for anyone to get a new piece of

business, every banker in the country is after it. After a banker is

Selected for a piece of business, I think that the people who have

a regard for the professional aspects of the banking business don’t

try to interfere with friendly and good relationships between banker

and client, but every one of us, every one of us, is letting every

Concern in this country know that we are right there waiting to

take business any time an issuer is dissatisfied. Every issuer knows

that he can go to a half dozen or a dozen people and they will take

his business just like that [snapping his fingers] and in our dealing

With our borrowers we are constantly conscious of that fact, that

there is great potential competition in our business all the time.

Mr. LUBIN. at would you, for the sake of the committee, say

What the industry itself could do or what might be done by some

Other agency to improve the standards rather than lower them?

Mr. Swan. Well, I am fearful that competitive bidding would do

everything harmful; I think the S. E. C. has done a great deal for

our business. I happen to think that the N. R. A., when our busi

mess had the opportunity to form a group under the N. R. A., gave

is great opportunities. That was destroyed. I think the S. E. C.

as done a great deal for the raising of standards of our business,

and there have been a great many people in our business all the time

Whose standards have been very high; I don't mean that there

*Yen’t been high standards in our business, I believe there have.

think there have been periods, for instance in the twenties, when

ºrrible mistakes were made, but I do think that the requirements of

the S. E. C. for full publicity and various things like that that have

been brought about by that law have been very beneficial. Now I

*m, fearful that something is going to be done that will counteract,

Fºº, the good things that have been happening to our industry.

think our industry is on a lot better basis and is getting increas.

*gly so. I think this National Securities Association which is just

! 9't to become active under the act is going to be beneficial, and I

tººk the tendency of our business is toward a higher basis all the

"... I am just fearful that something will be done to retard it.

Im F. LUBIN. If we could just for the moment, for the sake of argu

º; la aside that fear, I would appreciate it very much if you

t d, illuminate a bit further your previous statement, namely,

§ it.should be made more professional. I am interested in that.

thi. Swan. I think all of these things are tending to do that. I

all th We within ourselves are tending to become more professional

j time. Mr. Nehemkis asked who will raise the standards. We

h."º them, but we should have the help of people who can

º; º The S. E. C. is helping to raise the standards of our busi

busine it they can do things that will lower the standards of our

so. I think things are improving in our business. There are
Pºtty high standards in my business, I think.
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-----—

Mr. LUBIN. But, you do feel if you had more competition in the

business you would be lowering the standards?

Mr. Swan. No; it isn't a question of competition. I think the

competition exists, but there is a very distinct difference between

competition and competitive bidding. "I think competitive biddin

would very materially lower the standards of our business. I thin

instead of getting away from this concentration which we are fearful

of, it would increase the concentration. For instance, my firm is in a

much better position to bid competitively than a lot of others... I

think a lot of us would have a great deal better chance of getting this

business on competitive bidding than we have now, maybe, but it

wouldn't do the business any good, because competitive bidding—of

course, you can talk at great length about competitive bidding—does

two things: competitive bidding not only raises prices to the investor,

it certainly does that, but it lowers the quality of the goods, and I

think a professional attitude and approach to this business raises

the quality of the goods and gets the security, gets the goods, to the

investor at a proper price. That isn't necessarily the top price but it

is very close to it.

Mr. LUBIN. In other words, you don’t feel that the same mechan:

ism that is used in the markets for selling other types of goods and

services, namely, that if the bidder who secures the order can't de

liver the goods the market should take care of that and that his com:

petitor who can do a better job should survive, should be used here!

Mr. Swan. I think our business is a different type of business from

that. I say we are not professional but we have many characteristics

similar to a profession, or we should have, and I believe we have.

I hate to see that broken down. I believe this dual relationship with

the investor is quite different from any other business that I know of.

Mr. LUBIN. Thank you.

S Acting Chairman O'Connel L. We are very grateful to you, Mr.

Wan.

(The witness, Mr. Swan, was excused.)

FINANCING AN. UNDERWRITING TRANSACTION.—THE DAY-LOAN PROCEDURE

Mr. NEHEMRIs. Mr. Chairman, I should like to ask your indul

gence for about 8 minutes. There are certain technical details in

reference to the day-loan procedure which Mr. Swan and others in

the industry have very kindly consented to make available to us. A

member of Mr. Swan's organization will testify briefly with reg,

to the day-loan procedure with respect to certain offeringsº:

E. B. Smith Co., and then documents will be identified and offel

in evidence that have been made available to us by other banking
firms. I ask your indulgence in this matter because I regard this

mechanical technique as rather important to the committee's under

standing of this problem of the investment banking processes that

we are engaged in.

Mr. Coulson, will you take the stand, please?

Acting Chairman O'ConnELL. Do you solemnly swear that the tes:

timony you are about to give in this proceeding will be the truth, the

whole truth, and nothing but the truth, so help you God?

Mr. Coulson. I do.
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TESTIMONY OF WILLIAM H. COULSON, SMITH, BARNEY & CO.,

NEW YORK, N. Y.

Mr. NEHEMKIS. Will you state your full name?

Mr. Coulson. William H. Coulson, Garden City, N. Y.

Mr. NEHEMKIS. And you are a member of the staff of Smith, Bar

ney & Co.?

Mr. Coulson. That is correct.

Mr. NEHEMKIS. It is the customary procedure, is it not, Mr. Coul

son, for an underwriter when making payment for his participation

to present a check to the manager drawn to the order of the corpora

tion whose securities have been offered by the underwriting group !

Mr. CoulSON. It is.

Mr. NEHEMRIs. And immediately after the closing there is released

to each of the underwriters by the syndicate manager the total num

ber of bonds to be taken down by such underwriter for his own

retail distribution?

Mr. Coulson. That is right.

Mr. NEHEMKIS. And any bonds given up by an underwriter to the

selected dealers, or, as the case may be, for institutional sales, are

retained by the manager against receipt?

Mr. CoulSON. That is right.

Mr. NEHEMKIS. And before the close of business on the initial

delivery day, does not the manager reimburse the underwriters for

the bonds retained?

Mr. COULSON. He does.

Mr. NEHEMKIs. Usually each underwriter takes out with a bank

what is known as a day loan in order to pay for his commitment?

Mr. COULSON. That is correct.

Mr. NEHEMKIS. The day loan may be for the entire amount of the

underwriting commitment or for a portion thereof.”

Mr. Coulson. It is usually for a portion of it.

Mr. Neurºs. In any event, the balance is financed out of firm

capital?

r. Coulson. That is correct.

Mr. NEHEMRIs. It is the practice of the New York banks, is it not,

to require the underwriter who applies for a day loan to execute an

instrument which sets forth the purpose for which the loan is to be

used, that is to say, to pay in whole or in part the purchase price of

the securities that are being offered?

Mr. Coulson. It is a rather technical document.

Mr. NEHEMKIS. I think I have one here. Is not this the instru

ment, which happens to be of the Guaranty Trust Co. of New York,

characteristic of the ones used by New York banks?

Mr. Coulson. Yes; it is.

Mr. NEHEMRIs. It is also required, is it not, Mr. Coulson, under

the terms of this instrument which you have just identified, that the

securities upon receipt by the underwriter be held in trust for the

bank as collateral security for the loan'?

Mr. Coulson. It is.



12540 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. In other words, the underwriter becomes a trus

tee with respect to such securities in behalf of the bank? ---

Mr. Coulson. Yes; the proceeds of the day loan are used in facili

tating the delivery of the securities by the underwriter.

Mr. NEHEMRIs. Now, in the case of such instruments, do you know

whether or not it is stated that with respect to such securities a

lien or mortgage shall arise in favor of the bank?

Mr. Coulson. On the securities involved; yes.

Mr. NEHEMRIs. That is the practice, incidentally, of the Guaranty

Trust Co.'

Mr. Coulson. That is correct.

Mr. NEHEMRIs. Does not the bank generally charge 1 percent

interest for this accommodation?

Mr. Coulson. They do.

Mr. NEHEMRIs. Having executed the day-loan agreement, the un

derwriter usually sends it back to the º, together with his check

for the face amount of the loan, and then another check for 1 day's

interest. Is that not correct?

Mr. Coulson. That is correct.

Mr. NEHEMRIs. Generally the underwriter will take out this loan

with the trustee of the new issue as a kind of compliment, perhaps,

to the trustee, or perhaps, with banks where the underwriter keeps

his deposits or otherwise uses such bank for his banking require

ments?

Mr. CoulSON. That is correct.

Mr. NEHEMRIs. In the event all of the bonds retained by the

manager are not sold by the initial delivery day, does not the man

ager arrange a loan, using the unsold bonds as collateral?

Mr. Coulson. Yes; unless he wishes to use other capital for that

purpose.

Mr. NEHEMRIs. And if that be the case, each underwriter is there.

after reimbursed from the proceeds of the loan made for its account!

Mr. Coulson. That is right.

Mr. NEHEMRIs. Each underwriter then uses the proceeds of such

loan plus the proceeds he receives on the delivery of the bonds against

his retail sales to liquidate the day loan'

Mr. Coulson. And plus the amount he receives from his contri

bution to the selling group.

Mr. NEHEMRIs. Or in the event he has failed to sell all of the

bonds which have been allotted to him by the manager for his own

retail distribution, and if his capital is insufficient, arrangement can

be made for a collateral loan on the balance of the unsold bonds. Is

that not correct?

Mr. Coulson. That is correct.

Mr. NEHEMKIS. The day loan then serves a rather important funct

tion in the underwriting business in that it releases for the period

of its duration the underwriter's capital?

Mr. COULSON. That is correct.

Mr. NEHEMRIs. To put the matter differently: If it were not for

this credit accommodation by the commercial banks, underwriting
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capital might become frozen and the extent of underwriting ac

tivities perhaps become somewhat restricted?

Mr. Coulson. That is a rather involved question. The day loan

is a credit facility. It makes for a very simple operation.

Mr. NEHEMRIs. Now, Mr. Coulson, just in the interests of econ

omy, can you furnish me with an answer to my question? I think

it is a difficult question to ask you without much preparation. We

might suggest that you write to us about it, when you can more

leisurely study it. Would you prefer that?

Mr. Coulson. I would say the day loan is used as a convenience.

The underwriter might be in possession of wholly owned marketable

Securities equal the amount .# his commitment which he could take

to the bank and borrow against. Then he would pay the issuing

corporation, but at the end of the day he would be in funds over

and above his normal cash requirements, so he would have to go back

to the bank and take up his wholly owned securities and bring them

back to his office.

Mr. NEHEMRIs. Now, I would like to turn with you, if I may,

to specific examples of the day-loan procedure just by way of

illustration. Suppose we take, as our first, the Pure Oil Co. 5 per

cent cumulative preferred stock. E. B. Smith & Co.'s commitment

with respect to this offering was for 58,936 shares at 100 in the

principal amount of $5,893,600, is that correct, sir?

Mr. Coulson. That is correct.

Mr. NEHEMRIs. And that was the amount which was paid to

the Pure Oil Co. 2

Mr. COULSON. That is correct.

Mr. NEHEMRIs. Was not the closing date for this transaction

October 22, 1937?

Mr. CoulSON. It was.

Mr. NEHEMRIs. And did not E. B. Smith & Co. arrange a day

loan at Guaranty Trust Co. on October 22 for $4,500,000?

Mr. Coulson. They did.

Mr. NEHEMRIs. And was not the balance, in the amount of

$1,393,600 made up from a bank balance of E. B. Smith & Co. at the

Guaranty Trust Co. on October 21 in the amount of $2,282,656.57?

Mr. COULSON. It was.

Mr. NEHEMRIs. Thus making a total of $5,893,600?

Mr. Coulson. That is correct.

Mr. NEHEMKIs. Now was not the day loan paid off before the

close of business on October 22?

Mr. Coulson. It was.

Mr. NEHEMRIs. However, this offering having been a slow moving

deal with an unsold balance of stock remaining, was there not a

collateral loan made by the Guaranty Trust Co. ?

Mr. CoulSON. There was.

Mr. NEHEMKIs. And this loan was on 58,936 shares at a loan value

of $64 per share?

Mr. Coulson. That is right.

Mr. NEHEMKIs. Or the aggregate amount of $3,771,904?

Mr. Coulson. That is true.
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Mr. NEHEMRIs. So that the difference between $64 and $100 which

was financed by the firm was $2,121,696?

Mr. COULSON. It was. -

Mr. NEHEMRIs. Those two figures giving a total of $5,893,600?

Mr. COULSON. Yes.

Mr. NEHEMRIs. Now suppose we turn, as a second illustration, to

the $85,000,000 Shell Union Oil Corporation, 15-year 2%-percent

debentures due July 1, 1954. Was not Smith, Barney & Co.'s under

writing commitment for $4,000,000 at a value of 96% º

Mr. Coulson. Ninety-six and a quarter is right.

Mr. NEHEMRIs. Ninety-six and a quarter.

Mr. COULSON. Yes.

Mr. NEHEMRIs. And that would represent $3,850,000?

Mr. COULSON. That is correct.

Mr. NEHEMRIs. And the accrued interest amounted to $6,388.88?

Mr. Coulson. That is right.

Mr. NEHEMRIs. So that the total paid to Shell Union Oil Corpora

tion by Smith, Barney & Co. was $3,856,388.88%

Mr. COULSON. Correct.

Mr. NEHEMKIS. Was not the closing date for this transaction July

24, 1939?

Mr. CoulSON. It was.

Mr. NEHEMRIs. Now, of the total underwriting commitment, was

there not financed by day loan of the Guaranty Trust Co. on July

24, 1939, $3,300,000?

Mr. Coulson. That is right.

Mr. NEHEMR1s. And was not the remainder made up by a bank

balance of Smith, Barney & Co. at the Guaranty at that time, at

the close of business July 21, $851,234.74%

Mr. Coulson. That is true.

Mr. NEHEMRIs. So that the amount taken from Smith, Barney &

Co.'s bank balance for this purpose was $556,388.88%

Mr. Coulson. That is right.

Mr. NEHEMRIs. And those two figures represent a total of $3,

856,388.88%

Mr. COULSON. That is correct.

Mr. NEHEMRIs. Now let us together recapitulate the situation.

The underwriting involved $4,000,000?

Mr. Coulson. That is right.

Mr. NEHEMRIs. They have a give-up to the selling group of

$750,000?

Mr. Coulson. That is right.

Mr. NEHEMRIs. Which left a balance for retail sales of $3,250,000?

Mr. Coulson. Correct.

Mr. NEHEMRIs. Now there were additional bonds unsold to the

dealers taken down in the amount of $274,000?

Mr. Coulson. That is right.

Mr. NEHEMRIs. So that there was a total for retail sales of

$3,524,000?

Mr. Coulson. That is correct.

Mr. NEHEMRIs. And they were sold at a retail price of 9734?
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Mr. Coulson. That is right.

Mr. NEHEMRIs. Giving a total of $1,624,000?

Mr. Coulson. Correct.

Mr. NEHEMKIs. So that as of July 28 there was an unsold balance

of $1,900,000?

Mr. Coulson. That is right.

Mr. NEHEMRIs. However on July 28 this unsold balance was in

fact sold?

Mr. Coulson. That is right.

Mr. NEHEMRIs. So that none of these bonds were pledged for a

collateral loan?

Mr. Coulson. From July 24 until July 28.

Mr. NEHEMRIs. Thank you very much, Mr. Coulson.

Now before you leave may I ask you to identify that document

which you have in your hand as one which was prepared by you

and other members of your organization and made available to us

pursuant to our request?

Mr. Coulson. Yes; this is the document I prepared.

Mr. NEHEMRIs. And is it your signature which appears on the

letter of transmittal?

Mr. Coulson. Yes; that is my signature.

Mr. NEHEMRIs. Thank you very much, Mr. Coulson.

(The witness, Mr. Coulson, was excused.)

Mr. Whitehead, please take the stand.

Were the following documents obtained by you from the houses

indicated and will you be good enough to state which houses?

Mr. WHITEHEAD (Securities and Exchange Commission). These

documents were obtained from Kidder, Peabody & Co., The First

Boston Corporation, and Halsey, Stuart & Co.

Mr. NEHEMKIs. And you have certain instruments that were fur

nished to you by several banks, have you not?

Mr. WIHITEHEAD. I have. -

Mr. NEHEMKIS. And which banks furnished those instruments?

Mr. WHITEHEAD. These were furnished by the investment banking

houses that I have just mentioned.

Mr. NEHEMKIS. And they are the

Mr. WHITEHEAD (interposing). Forms used.

Mr. NEHEMRIs. By which banks?

Mr. WHITEHEAD. They are used by the Guaranty Trust Co., the

National City Bank of New York, the Bank of the Manhattan Co.,

Chase National Bank of the City of New York, the City National

Bank & Trust of Chicago, The Continental National Bank & Trust

Co. of Chicago, and The Manufacturers Trust Co. of New York.

Mr. NEHEMKIS. Thank you, Mr. Whitehead.

May it please the committee, I ask first that the document dated

September 1, 1939, identified by Witness Coulson be admitted in

evidence.

Acting Chairman O'ConnELL. It will be admitted.

(The letter referred to and accompanying schedules were marked

“Exhibits Nos. 1889–1 to 1889–5” and are included in the appendix

on pp. 12832–12836.)
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Mr. NEHEMRIs. And that the several documents and bank instru

ments identified by Witness Whitehead likewise be spread on the

records of this committee.

Acting Chairman O'Con NELL. May I ask if those documents

indicate by title what they are?

Mr. NEHEMRIs. They do, sir.

Acting Chairman O'Conn ELL. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1890 to

1894, 1895–1 and 1895–2, and 1896” and are included in the appendix

on pp. 12837–12854.)

Mr. NEHEMKIs. The witnesses tomorrow appearing in connection

with the financing of the Standard Gas & Electric Co. are as fol

lows: Mr. Victor Emanuel, Mr. Joseph H. Briggs, Mr. Allen Dulles

of Sullivan & Cromwell, and Mr. Fuller of the J. Henry Schroder

Banking Corporation.

Acting Chairman O'CONNELL. The committee will stand in recess

until 10:30 tomorrow morning.

(Whereupon at 4:30 p.m. the committee recessed until 10:30 a.m.

on Thursday.)
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THURSDAY, JANUARY 11, 1940

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC CoMMITTEE,

Washington, D. C.

The committee met at 10:40 a. m., pursuant to adjournment on

Wednesday, January 10, 1940, in the Caucus Room, Senate Office

Building, Representative Clyde Williams, presiding.

Present: Representative Williams (acting chairman), Senator

King; Messrs. Henderson, O'Connell, and Brackett.

Present also: Clifton M. Miller, Department of Commerce; Peter

R. Nehemkis, Jr., special counsel; Samuel M. Koenigsberg, associate

attorney, and Lawrence R. Brown, investigator, Securities and Ex

change Commission.

Acting Chairman WILLIAMs. The committee will be in order.

Mr. HENDERSON. Mr. Chairman, today the Securities and Exchange

Commission Investment Banking Section continues with that part

of the presentation which is related to the contracts and understand

ings existing between investment banking firms and corporations

which are issuers of securities. Today, however, the case selected

shifts the scene from what you might call the “deer runs” and the

“salt licks” of Wall Street to the international theater, and banking

concerns in Belgium, England, Paris, Berlin, and New York are

concerned.

The case to be presented involves another aspect which we thought

important to present to this committee, a case in which a banking

firm which has both investing and underwriting functions utilizes

to a certain extent the investment portion of its business as an aid

in securing contracts for future issues.

This leads me, Mr. Chairman, to point out, as I have wanted to

for some time, that the Investment Banking Section has been at

work with a small staff for quite a long period. A really complete

presentation, even along the narrowed lines, we indicated at the out

set, could probably have occupied the attention of this committee for

many, many weeks. As you are aware, numerous other subjects,

probably 40, press for hearing before this committee.

That means we have had to select certain cases for presentation.

We have had to narrow down the number of cases, investment bank

ing houses, and statistics concerning them, to those we felt were

illustrative. We have adopted, as you know, the case method because

I think it is apparent to the committee that if we had relied merely

on the cold information supplied by prospectuses and the generalized

testimony of men in the investment banking field, the committee

12545



12546 CONCENTRATION OF ECONOMIC POWER

-------- ---------

would have had no opportunity for critical analysis of the varied

functions of investment banking.

There were several attempts on the part of witnesses to play

down the implication of terminology which certainly would not

have come before the committee had we not utilized private memo:

randa and private letters. We take no great delight in exposing tº

public view private and confidential information, but I will be glad

to rest our case on the necessity of doing so in order to obtain a real

basis, as I said before, for judgment by the committee.

I think one other thing might be said at this time which I have

wanted to say. Generally there has been associated with the banking

inquiries, with anything banking, a certain amount of feeling about

exercise of influence upon the investigators and upon the people re:

sponsible for the presentation. I am prepared to say today, and I

think Counsel Nehemkis will agree with me, that despite the fact that

we have touched many of the most important investment ban .

houses in this country, no improper influence or pressure of any kin

whatsoever, political or economic, has been attempted to be exercised

on this staff. I think it is worth while noting that at this point, be:

cause certainly there has been no interference in any way. In the

completeness of the presentation I think the responsibility for choice

of what would be presented has lodged with Counsel Nehemkis. Is

that correct, Mr. Nehemkis'

Mr. NEHEMRIs. Absolutely correct, sir.

Mr. HENDERSON. I think we are ready to proceed.

AGREEMENTS BETWEEN UNDERWRITERS AND CORPORATIONS ISSUING

SECURITIES

Mr. NEHEMR1s. Mr. Chairman, before calling my first witness,

there is a bit of old business from yesterday which requires but a

moment. The committee will recall that I had occasion to ask Mr.

Lewis Strauss' of Kuhn, Loeb & Co., whether he knew of the exist

ence of agreements or understandings or contracts between invest

ment banking firms and issuers of securities, and Mr. Strauss said

he did not. I then stated to the committee that either this morn

ing or tomorrow, I would have occasion to offer in evidence some 29

or 30 contracts of that nature. I should like to keep my word with

you this morning and take this occasion of offering in evidence 29

contracts containing preferential rights to future financing entered

into at various times between investment-banking firms and corpo

rate issuers of securities.

Of these 29 contracts, 19 are as nearly as can be ascertained pres:

ently in full force and effect.

In the case of four of these contracts, the parties who are under

writers are out of business and it is questionable whether or not

successors to such underwriters, if any, have succeeded to the rights
under such contracts.

In the case of six of these contracts, Mr. Chairman, they have been

canceled by the mutual consent of the parties thereto.

* Supra, p. 12496.
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This pile of contracts is perhaps too great to ask the committee to

print, and so I ask leave of the committee that they be filed with

the committee, and in lieu of printing these contracts, an abstract of

the provisions of each of these contracts be spread on the record of

the committee.

Acting chairman WILLIAMs. Has the source from which those con

tracts came been placed in the record?

Mr. NEHEMKIS. On each abstract appears the source. For example,

the first one which happens to be a contract between the Airplane

Manufacturing & Supply Corporation and the underwriter, being G.

Brashears & Co. of Los Angeles, the source says, “From registration

statement, Securities & Exchange Commission.”

The next one happens to be, and this I assure you was a pure coin

cidence, Associated Gas & Electric Co., and the source is Halsey,

Stuart & Co., New York, and the name of my staff associate who

obtained it appears.

Acting Chairman WILLIAMs. Very well, they may be admitted.

(The contracts referred to were marked “Exhibits Nos. 1897 to

1925” and are on file with the committee. The abstracts accompany

ing each contract were numbered accordingly and are included in the

º on pp. 12854–12860.)

r. NEHEMRIs. Mr. Joseph H. Briggs will take the stand, please.

Acting Chairman WILLIAMs. Do you solemnly swear the testimony

you are about to give in the matter now pending will be the truth, the

whole truth, and nothing but the truth, so help you God?

Mr. BRIGGS. I do.

TESTIMONY OF JOSEPH H. BRIGGS, CHAIRMAN, EXECUTIVE COM

MITTEE, AND EXECUTIVE VICE PRESIDENT, H. M. BYLLESBY &

C0, CHICAGO, ILL,

Mr. NEHEMRIs. Mr. Briggs, will you state your full name and

address, please?

Mr. BRIGGs. Joseph H. Briggs. I live in Highland Park, Ill.

Mr. NEHEMRIs. At the present time, Mr. Briggs, you are chairman

of the board of directors and chairman of the executive committee

and executive vice president of H. M. Byllesby & Co.”

Mr. BRIGGs. We have no chairman of the board; I am chairman of

the executive committee and executive vice president.

Mr. NEHEMRIs. And H. M. Byllesby & Co. is an organization

devoted to investment banking, is it not?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. You were a director of Standard Gas & Electric

Co. at one time, were you not?

Mr. BRIGGs. I was a director of Standard Gas & Electric Co. I

Would say for 10 or 15 years, resigning some time in 1936.

Mr. NEHEMRIs. You had also been a director of Standard Power

& Light Co. at one time, had you not?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And a director of some of the subsidiaries of

Standard Gas & Electric?

Mr. BRIGGs. I was a director of two or three of the subsidiaries, as

I remember.

124491–40—pt. 24—16
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RELATIONSHIP OF H. M. BYLLESBY & CO. TO STANDARD SYSTEM OF UTILITY

COMPANIES

Mr. NEHEMRIs. H. M. Byllesby & Co., the organization with which

you are now associated, was originally an organization devoted to

furnishing services for utility companies and other business organ

izations interested in the utility field. Is that not correct, sir?

Mr. BRIGGs. At the beginning, H. M. Byllesby & Co. did operate,

supervise, and manage utility properties.

Mr. NEHEMRIs. And in connection with its operation and super

vision of such properties, did not Byllesby acquire small utility prop

erties here and there throughout the country?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And in connection with these acquisitions did

not H. M. Byllesby & Co. operate these companies itself?

Mr. BRIGGs. They did until about 1921.

Mr. NEHEMRIs. And at that particular time what was the occa

sion for Byllesby ceasing to operate these properties?

Mr. BRIGGs. X separate corporation was created, a management

and service corporation, whose stock was turned over to the Standard

Gas & Electric Co. That corporation continued the operation and

supervision of these properties.

Mr. NEHEMRIs. W. payment did H. M. Byllesby & Co. receive

for turning over the properties to Standard Gas?

Mr. BRIGGs. H. M. Byllesby & Co., as I remember it, received no

Pºlº -r. NEHEMRIs. Did you receive any securities of the company to

which the properties had been turned over?

Mr. BRIGGs. If there were any securities turned over, they have

been a very small amount.

Mr. NEHEMRIs. What was the consideration, if any, for turning

over these properties?

Mr. BRIGGs. I do not remember at this time.

Mr. NEHEMRIs. You can't recall at this time why it was that

Byllesby turned over a number of utility properties to another

system?

Mr. BRIGGs. Well, I think we all felt it would be much better to

have our operating and supervision company owned by the holding

company which owned the subsidiary properties.

Mr. NEHEMKIs. But as a businessman of long standing, you don't

want me to believe, and I am sure you don’t want the committee to

believe, that there was no consideration involved in making this

transfer.

Mr. BRIGGS. We had an investment in common stock of Standard

Gas & Electric Co.

Mr. NEHEMRIs. Prior to the transfer of the property?

Mr. BRIGGS. That is correct, and to the extent that the profits

would come in from the operating and supervising company, to that

extent we would get some benefit on our common stock.

Mr. NEHEMRIs. Between 1913 and 1919, did not H. M. Byllesby &

Co. build up its own securities distributing organization?
Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And during those years did you not specialize in

public-utility securities?
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Mr. BRIGGS. That is correct.

Mr. NEHEMRIs. And in connection with this specialization in pub

lic-utility securities, did you not also specialize in the financing of

companies within the Standard Gas system?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. Do I understand correctly, Mr. Briggs, that from

the time of the incorporation of Standard Gas & Electric in 1910,

until 1928 or '29, that Byllesby maintained control of Standard Gas

& Electric by means of stock ownership and through various inter

locking directorates?

Mr. BRIGGs. By control, you mean 51 percent of the voting stock?

Mr. NEHEMKIs. Something of that nature.

Mr. BRIGGs. I do not believe at any time between 1920 and '29

we had actually 51 percent of the voting stock. I think the amount

may have approximated 40 percent.

Mr. NEHEMKIs. Without, however, having had that legal require

ment of voting control, is it not a fact that during this period, H. M.

Byllesby & Co. to all practical purposes did have control through

stock ownership?

Mr. BRIGGs. I would say that is a correct statement.

Mr. NEHEMKIs. And there were various interlocking directorates

throughout the system, were there not?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIS. As a matter of fact, by November 9, 1936, did

not H. M. Byllesby & Co. own about 76 percent of the Series B

common stock of Standard Power & Light?

Mr. BRIGGs. I can answer that by saying I believe that is approxi

mately correct.

Mr. NEHEMKIS. At the present time does not Standard Power &

Light hold the following securities of Standard Gas & Electric:

Some 40,000 shares of $7 cumulative prior preference stock and

1,160,000 shares of common?

Mr. BRIGGs. I have not had an opportunity to recently check the

holdings of Standard Power, but they do own in excess of 50 percent

of the common stock of Standard Gas & Electric Co.

Mr. NEHEMKIS. And the common holdings are over 50 percent of

all outstanding?

Mr. BRIGGS. Of Standard Gas?

Mr. NEHEMRIs. Yes.

Mr. BRIGGs. That is correct.

THE STANDARD SYSTEM-CONSTITUENT COMPANIES-ASSETS

. Mr. NEHEMRIs. Now, can you tell me, Mr. Briggs, what the prin

cipal companies are that make up the Standard system, as we shall

be using that phrase “Standard system” throughout the day?

Mr. BRIGGs. The principal subsidiary companies—

Mr. NEHEMRIs (interposing). May I interrupt just for a moment?

As you go over this list, for the convenience of the committee, so

they see the breadth of the system perhaps you would also indicate

generally the territory served by the companies you will enumerate.

Mr. BRIGGs. Philadelphia Co., which in itself is a holding com

pany, controls the Duquesne Light Co., Equitable Gas Co., and those

companies serve the territory in and around Pittsburgh, Pa.
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The Northern States Power Co. serves the territory extending

from on the north Minot, N. Dak., to some place in Iowa, and ex

tending as far east as Lake Michigan. It is rather integrated, an

interconnected property, and pretty well covers that territory.

The Louisville Gas & Electric Co. serves the town of Louisville,

and surrounding territory, with both gas and electricity.

The Oklahoma Gas & Electric Co. serves the principal towns of

Oklahoma City, Muskogee, Norman, and I believe serves about 50

percent of the State with electricity.

Do you want the smaller companies?

Mr. NEHEMRIs. Then you have the Mountain States Power.

Mr. BRIGGs. The Mountain States Power Co., is a small company

operating in the territory of the States of Oregon, Idaho, and runs

down to Wyoming.

Mr. NEHEMRIs. Then you have the San Diego Consolidated.

Mr. BRIgGs. The San Diego Consolidated serves both gas and

electricity in the city of San Diego and surrounding territory.

Mr. NEHEMRIs. There is also the Wisconsin Public Service Co.

Mr. BRIGGs. The Wisconsin Public Service Co. serves both gas and

electricity to a territory situated in the center of Wisconsin.

Mr. NEHEMR1s. Then you also have the Southern Colorado Power

Co.
-

Mr. BRIGGs. The Southern Colorado Power Co. serves Pueblo and

surrounding territory.

Mr. NEHEMRIs. And you also own some traction lines out in San

Francisco, do you not, the Market Street Railway Co.

Mr. BRIGGs. Well, they own an interest in the Market Street

Railway.

Mr. NEHEMRIs. Haven't you got some utility properties down in
Mexico?

Mr. BRIGGs. One or two isolated properties.

Mr. NEHEMRIs. What do you call that, Public Service Co. of

Mexico?

Mr. BRiggs. When you say “we,” I suppose you are referring to
Standard Gas.

Mr. NEHEMRIs. Yes. What does the Standard Gas call that, do

you know?

Mr. BRIGGs. I do not know.

Mr. NEHEMRIs. Have you any idea as of the present time, Mr.

Briggs, what the total assets of the Standard system companies

represent?

Mr. BRIGGs. Well, I would say they would be in excess of

$1,000,000,000.

Mr. NEHEMRIs. Do you know, roughly speaking, what they were
about 1936?

Mr. BRIGGs. Well, they would be slightly less; there has been

some construction program since that time.

Mr. NEHEMKIS. That $1,000,000,000 figure that you mentioned a

moment ago wouldn't include certain affiliates where Standard Gas

& Electric owns anywhere between 40 or 50 percent of the stock,

for example, the Market Street Railway Co., Mountain States Power,

and Northern States Power, would it?

Mr. BRIGGs. My figures contemplated the inclusion of those prop
erties.
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Mr. NEHEMKIS. In other words, from the description of the terri

tory served, which you have just given to the committee, and the

assets involved here, we have a pretty substantial utility system,

haven't we?

Mr. BRIGGs. I would say that is correct.

Mr. NEHEMRIs. It compares with any of the big systems in this

Country.

Mr. BRIGGs. That is correct.

STANDARD's ACQUISITION OF INTEREST IN PHILADELPHIA CO. SYSTEM

AGREEMENT WITH LADENBURG, THALMANN & Co.

Mr. NEHEMKIs. Now, in 1924 and 1925, did not Byllesby and

Standard Gas & Electric attempt to acquire stock control of the

companies grouped under the Philadelphia Co.'

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And these companies had been associated with

Ladenburg, Thalmann & Co. and their banking associates who in

turn controlled a large portion of this stock. Is that not substan

tially correct?

Mr. BRIGGS. Those companies have been associated with Laden

burg, Thalmann, and other bankers. I do not believe that they

have a large substantial stock. -

Mr. NEHEMKIS. They had some stock.

Mr. BRIGGs. They had some stock, that is correct.

Mr. NEHEMRIs. A question of degree, that would be perhaps open

to further research.

Mr. BRIGGs. I would say that is correct.

. Mr. NEHEMKIs. Do you happen to know at this true who the bank

Ing sociates of Ladenburg, Thalmann, were in these earlier financ

Ings?

Mr. BRIGGs. The First National Bank of New York, and the Chase

Security Corporation, Lee, Higginson & Co., the Haystone Securi

ties Corporation. -

Mr. NEHEMRIs. The Haystone Securities Corporation, if I may

be permitted to interrupt, was the personal holding company of the

late Mr. Hayden, wasn’t it?

Mr. BRIGGs. No; the Haystone Corporation was a security affili

ate of Hayden, Stone.

Mr. NEHEMRIs. You mentioned the Union Trust of Pittsburgh.

Mr. BRIGGs. The Union Trust Co. of Pittsburgh.

Mr. NEHEMKIs. You said the First National Bank of New York.

Did you not mean the First Security Co., the affiliate of the First

National Bank of New York? - -

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And the Chase Securities Corporation was the

affiliate of the Chase National Bank, was it not?

Mr. BRIGGS. That is true. -

Mr. NEHEMKIs. Now, Byllesby’s attempt to obtain control of the

Philadelphia Co. system through stock acquisitions was not alto

gether successful, was it?

Mr. BRIGGs. Eventually it was successful. - -

Mr. NEHEMRIs. But at the earlier period there were certain diffi

culties, were there not?
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Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. So that instead of, at the earlier time, obtaining

complete control did not Byllesby come to an agreement with Laden

burg, Thalmann concerning the control of the properties about June

of 1925?

Mr. BRIGGs. I would not remember the date, but I believe that is

substantially correct.

Mr. NEHEMRIs. And was not the net effect, shall I say, of this

agreement to give Byllesby a voice substantially equal to that of

Ladenburg, Thalmann in the affairs of the Philadelphia Co. system?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And did not Ladenburg, Thalmann also emerge

with a stock interest in Standard Power & Light?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. I now offer in evidence an agreement dated the

19th day of June 1925, between Ladenburg, Thalmann & Co., H. M.

Byllesby & Co., and Standard Gas & Electric Co. This was obtained

from the files of the Securities and Exchange Commission, Docket

No. 31–420, Commission's exhibit No. 29. It is a matter of public

record. It is now offered in evidence.

(The agreement referred to was marked “Exhibit No. 1926” and

is included in the appendix on p. 12860.)

Acting Chairman WILLIAMs. Do you want this for the record?

Mr. NEHEMRIs. I think it should be printed in full, if the com.

mittee please.

Acting Chairman WILLIAMS. It will be accepted.

Mr. NEHEMRIs. I now offer in evidence a memorandum of agree.

ment between H. M. Byllesby & Co. and Standard Gas & Electric Co.,

dated June 19, 1925. This document which I am offering in evidence

was likewise obtained from the files of the Securities and Exchange

Commission, being Docket No. 31–420, Commission's exhibit No. 30.

(The memorandum referred to was marked “Exhibit No. 1927”

and is included in the appendix on p. 12865.)

Mr. NEHEMRIs. Mr. Briggs, was not the Standard Power & Light

Co. made the repository for the securities of the holding companies

which controlled the Philadelphia Co. stock?

Mr. BRIGGS. That is true.

Mr. NEHEMKIS. Was not Byllesby & Co. somewhat anxious at this

time to establish a more complete measure of control over the Phila.

delphia Co. utilities?

Mr. BRIGGs. Well, we were anxious to consolidate all of these prop

erties within the Standard Gas system.

Mr. NEHEMRIs. And by an agreement of March 22, 1928, Laden.

§§ Thalmann agreed to certain sales of securities, do you recall
at .

Mr. BRIGGS. I am not familiar with those transactions because I
did not handle them.

i. NEHEMRIs. You, of course, were aware that they had taken

place :

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And are you not aware that there was provided

for at that time, on your own knowledge and information and

belief, that the resignation of certain Ladenburg, Thalmann partners
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and associates from voting trusts and offices connected with the

Pittsburgh Utilities was contemplated?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIS. And the execution of proxies for Ladenburg, Thal

mann's remaining holdings of Standard Power & Light stock in favor

of certain corporation action contemplated by Byllesby or Standard

Gas & Electric was likewise contemplated?

Mr. BRIGGs. I believe that is correct.

AGREEMENT WITH RESPECT TO FUTURE FINANCING OF STANDARD POWER &

LIGHT CO., HOLDING COMPANY OF PHILADELPHIA Co. UTILITIES, MARCH

1926

Mr. NEHEMKIs. I offer in evidence an agreement of Ladenburg,

Thalmann & Co., Standard Gas and Electric and Byllesby, dated

March 22, 1926. This document, like the other previously offered, is

obtained from the files of the Securities & Exchange Commission,

being Commission's Exhibit No. 31, in volume 2 of exhibits in con

nection with the file 31–420.

Mr. Chairman, may I suggest that it merely be filed and not

printed. It is a public record. Anybody who wants to make refer

ence to it in the future can go up to the S. E. C. and look at it.

Acting Chairman WILLIAMs. All right; it may be filed.

(The agreement referred to was marked “Exhibit No. 1928” and is

On file with the Securities and Exchange Commission.)

Mr. NEHEMRIs. Mr. Briggs, did not this agreement, to which refer

ence has been made, contain a provision with respect to future

financing?

Mr. BRIGGS. I can't recollect at the present time that it did.

Mr. NEHEMKIs. Perhaps this will ...}. your recollection about it.

Paragraph 2 i. of the agreement to which reference has been made

provides as follows [reading from “Exhibit No. 1928”]:

That Ladenburg and Byllesby shall at all times be the bankers for Standard

Power & Light Corporation and United Railways Investment Company and

their respective successors, and for all their respective subsidiaries and sub

Subsidiaries (including Market Street Railway Company) as the same may now

Or hereafter exist in connection with the issuance of any securities and other

related matters, and that all profits therefrom shall be divided between them

equally, subject to such allowance as may be jointly made to other bankers.

. Now, was not the effect of this provision to provide for a sharing

in financing profits between Byllesby and Ladenburg, Thalmann?

Mr. BRIGGs. I think that is correct.

Mr. NEHEMRIs. The agreement also contained provision with re

spect to management engineering fees, did it not?

Mr. BRIGGs. I do not remember that.

Mr. NEHEMKIS. I read to you from paragraph 2 (d) of the agree

ment. Perhaps this will recall it your mind [reading further from

“Exhibit No. 1928”]:

That all management, engineering and similar fees, less expenses incurred

in connection with the handling of such fees, and less fees paid to any person,

firm or corporation not directly or indirectly connected or affiliated with any

party thereto, to be paid by Standard Power and Light Corporation or by

United Railways Investment Company, or their respective successors, and by

their respective subsidiaries and sub-subsidiaries, as the same may now or

hereafter exist, shall be paid to the aforesaid Standard Power and Light Cor
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poration or to some corporation all the stock of which is owned by Standard

Power and Light Corporation or to some other corporation or fund or account

jointly agreed upon between Ladenburg and Byllesby.

Does that refresh your recollection?

Mr. BRIGGs. No; it does not. I have forgotten that completely.

Mr. NEHEMRIs. Do you recall whether or not this agreement to

which we were referring also contains provision with respect to

counsel?

Mr. BRIGGs. No, I do not remember that.

Mr. NEHEMRIs. Perhaps this will refresh your memory [reading
further from “Exhibit N. 1928”]:

2 (e) That Reed, Smith, Shaw and McClay and any firm successor to it shall

for a period of five (5) years from the (late of this agreement, unless Laden

burg and Byllesby shall otherwise in writing agree, be General Counsel in

Pittsburgh to the Philadelphia Company (or its successors) and to all its

subsidiary and sub-subsidiary corporations, substantially as heretofore; that

Van Vorst Siegel & Smith, and any firm successor to it shall (in conjunction

with Cummins, Roemer & Flynn, or other General Counsel) for a period of

five (5) years from date of this agreement, unless Ladenburg and Byllesby

shall in writing agree, be counsel in connection with corporate matters relating

to Standard Power and Light Corporation, United Railways Investment Hold.

ing Corporation, Pittsburgh Utilities Corporation, United Railways Investment

Company, Philadelphia Company, their respective successors, and all sub

sidiaries and sub-subsidiaries thereof, as the same may now or hereafter be

constituted, to the extent of assuring Van Vorst, Siegel & Smith aggregate

compensation of at least Seventeen Thousand Five Hundred Dollars ($17,500.)

annually in connection with general corporate matters.

Does that refresh your recollection, sir?

Mr. BRIGGs. No, it does not. I might say at this time that my

duties at that time were manager of our bond department, which

involved the sale and distribution of securities and these matters

were handled by other officials.

Mr. NEHEMRIs. So that you wouldn't be able to testify, I take it,

at this time why it was thought necessary to freeze counsel into this

agreement at the time?

Mr. BRIGGs. No, I cannot.

Mr. NEHEMRIs., Returning for a moment to the provision with re.

spect to future, financing, Mr. Briggs, there were several security

issues by Standard Power & Light and its subsidiaries beginning

with the year 1926, were there not?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And did not the participations follow the lines

laid down in the agreement substantially?

Mr. BRIGGs. My memory is that they did.

SECURITY ISSUES PURSUANT TO AGREEMENT OF MARCH, 1926

Mr. NEHEMRIs. Mr. Chairman, I offer in evidence at this time a

chart or table showing the securities sold to the public by the Stand.

ard Power & Light Corporation, and its subsidiaries, for the period

March 22, 1926, through December 31, 1929, and the percentages of

participation therein on the part of a number of investment banking

firms. I, also want to offer in evidence at this time a document

furnished to the Commission by the Standard Gas & Electric Com

pany showing the sources on which this table was predicated.

I leave it to your judgment, sir, whether you desire to have this

merely filed or incorporated. It is merely for your convenience.
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Acting Chairman WILLIAMs. Have you any recommendation to

make about it? The committee has had no time to examine it.

Mr. NEHEMRIs. I should say, sir, that if it is the pleasure of the

committee “Exhibit No. 1930,” which you now have in your hand,

should be filed with the committee and the table printed in full.

Acting Chairman WILLIAMs. It may be filed and the table may be

admitted to the record.

(The table referred to was marked “Exhibit No. 1929” and is in

cluded in the appendix on p. 12867. The document referred to was

marked “Exhibit No. 1930” and is on file with the committee.)

Mr. O'Connell. Mr. Briggs, is the Standard Power & Light Com

pany the top holding company?

Mr. BRIGGs. It is at the present time. It was not at that time.

Mr. O'CONNELL. What was Standard Gas?

Mr. BRIGGs. Standard Gas & Electric Company.

Mr. O'Connel.L. As of that time the Standard Gas & Electric

was the holding company and the Standard Power & Light was an

Operating company?

Mr. BRIGGs. Standard Power & Light was the holding company,

Owning the securities of the properties operating in Pittsburgh.

Standard Gas & Electric Co. owned the securities of the rest of the

properties throughout the United States. In 1930, the transaction

Was put through turning all the properties over to Standard Gas

and in turn making Standard Power the top holding company, hold

"; percent of the common stock of the Standard Gas.

. NEHEMRIs. I believe that the committee has before it the

table which has now been received in evidence. I should like to

direct your attention, if I may, to certain facts which appear in

that table. It will be noted that the groups with one exception

Were composed of the same banking houses, apart from the occa

Sional exclusion of the two smaller participants. It will also be

noted that the principal underwriters were H. M. Byllesby Com

pany and the Ladenburg, Thalmann group. It will be further noted

that with the exception of one issue the interests of the several houses

remained substantially the same through each of the issues from 1927,

the first after the agreement, through 1929.

It will be noted further from this table that when a newcomer

appeared each of the other houses took a small proportionate cut.

Throughout all of this financing Byllesby, and Ladenburg, Thalmann

were the leaders of the financing. Each of these houses obtained

either one-quarter of the issue or slightly less. In one case you will

note, in the Standard Power and Light 6's of 1957, this percentage

participation was changed.

STOCKHOLDERS’ SUITS AGAINST H. M. BYLLESBY AND COMPANY AND

STANDARD POWER & LIGHT CO., 1929

Mr. NEHEMKIs. Mr. Briggs, in the spring and fall of 1929 were

there not several stockholders’ suits brought against Byllesby and

Standard Gas & Electric?

Mr. BRIGGs. There was one stockholders’ suit; I don't remember

Several.
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Mr. NEHEMRIs, Was there not a mandamus proceeding brought

against Standard Gas & Electric by a group of stockholders for

the inspection of its books? Did that not occur in June of 1929%

Mr. BRIGGs. I do not remember.

Mr. NEHEMRIs. Do you recall that in September of 1929, Suit

was instituted by a group of stockholders and an action was brought

against Byllesby for an accounting?

Mr. BRIGGS. I do not remember; no, sir.

Mr. NEHEMRIs. Do you recall that this accounting action was

accompanied by a demand that Byllesby turn over to the Standard

about $5,000,000 of profit resulting from its transactions with

Standard 2

Mr. BRIGGs. I can't identify the particular suit you have in mind.

Mr. NEHEMRIs. Now, you say you do recall that there was one

suit, can you identify that suit? What was that about?

Mr. BRIGGs. I am not sure; it was a suit, some proceedings, brought

against us in connection—well, at this time I don’t remember for

what purpose.

Mr. NEHEMRIs. Do you know who brought it, a group of stock
holders or someone else?

y: BRIGGs. It was brought by a group of stockholders in New

Ork.

Mr. NEHEMRIs. Do you recall who some of these stockholders were

or the names of the stockholders who instituted the suit?

Mr. BRIGGs. I believe it was brought—if there was a suit, I do

not know that—brought by the Schroder banking interests.

Mr. NEHEMRIs. The Schroder banking interests?

Mr. BRIGGS. Stock owned by the Schroder banking interests.

Mr. NEHEMRIs. And do you recall who the interests were that

made up the Schroder banking interests?

Mr. BRIGGs. No; I do not.

H. M. BYLLESBY & Co.'s CoNTROL OF STANDARD POWER & LIGHT CO.

THROUGH HOLDINGS OF MANAGEMENT PREFERRED STOCK

Mr. NEHEMRIs. Now, wasn’t there also a demand that Standard

Gas & Electric $1 par voting preferred stock held by Byllesby, and

which in turn gave Byllesby control over the system, be canceled?

... Mr. BRIGGS. I believe there was some discussion about canceling

it at that time, but I do not know whether or not it was a formal

dº Do Ir. HENDERSON. Do I understand correctl
stock had voting rights? y that the preferred

Mr. BRIGGs. In which company?

Mr. HENDERSON. Standard Gas & Electric.

Mr. BRIGGs. No; the only stocks that had voting rights were the

common stock and a special—you are correct, it wa - -

ferred stock called a management stock. 5 S a special pre

Mr. HENDERSON. A management stock?

Mr. BRIGGs. Yes.

Mr. NEHEMRIs. That was a peculiar stock. Ieach stock had one vote? p t was worth $1 and

Mr. BRIGGs. That is correct.
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Mr. NEHEMRIs. One-dollar, one-vote stock? Now, you said there

were some discussions about canceling Byllesby’s interest in this

stock. Discussions with whom, Mr. Briggs? Do you remember?

Mr. BRIGGs. No; I do not recall that.

Mr. NEHEMKIS. The Schroder banking interests?

Mr. BRIGGs. Well, I do not know that these stockholders were

actually Schroder banking interests, but they were probably identi

fied with foreign interests.

Mr. NEHEMRIs. They were, to use a blunt word, “stooges”?

Mr. BRIGGs. No; I do not know that, even.

Mr. NEHEMRIs. They were “fronting” for foreign interests?

Mr. BRIGGs. Is that a question?

Mr. NEHEMRIs. Were they?

Mr. BRIGGs. I do not know that.

Mr. NEHEMRIs. Now the voting power obtained by Byllesby

through these holdings that we have been speaking of were approxi

mately 40 percent of the voting power of all classes of the Standard

Gas & Electric stock, were they not?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIs. Do you recall at this time how much Byllesby

paid for this stock?

Mr. BRIGGS. Which stock is that?

* NEHEMRIs. This $1 preferred stock which had one vote per

Share :

Mr. BRIGGs. Paid $1 per share for it.

Mr. NEHEMRIs. What was the aggregate cost to Byllesby ?

Mr. BRIGGs. One million shares were offered to the stockholders

and I believe all except—I believe that only 2,000 shares were taken

by the stockholders, and Byllesby bought the rest.

Mr. NEHEMRIs. Cost you about $1,000,000?

Mr. BRIGGs. Close to $1,000,000.

Mr. NEHEMKIs. And do you recall how much the other voting

Stock cost?

Mr. BRIGGs. Our holdings of Standard Gas common?

Mr. NEHEMRIs. Per vote; yes.

Mr. BRIGGs. We had accumulated whatever holdings we had of

Standard Gas common from time to time in the market; it would be

impossible for me to say just what it cost us.

Mr. NEHEMRIs. But of this preferred stock to which we have been

making reference and which was held by the public, that didn’t cost

. dºllar, and that didn't have the right of one vote per stock held,

ld it'.

Mr. BRIGGs. The ordinary preferred stock of Standard Gas? Oh,

no, that was stock in one case with no par value and in another case

$100 par value.

Mr. NEHEMRIs. How about the common stock?

§ BRIGGs. The common stock, as I remember it, was no par

Walue.

Mr. NEHEMRIs. Did that cost more than $1 a share?

. Mr. BRIGGs. Well, Standard Gas common was issued from time to

time by the treasury at varying prices.

Mr. NEHEMRIs. Do you recall at this time whether any of that

Common stock ever did have a price of $1 per share?

Mr. BRIGGs. The ordinary Standard Gas common &
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Mr. NEHEMRIs. Yes.

Mr. BRIGGs. I do not believe that is correct.

Mr. NEHEMRIs. Now, you are unable to recall at this time who

initiated the series of litigation against Standard Gas and Byllesby,

the time to which we are referring?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. You do think, however, that the instigating of a

series of steps in a move to perhaps oust Byllesby from control was

done under the leadership of the Schroder interests?

Mr. BRIGGs. No, I do not believe it was done under the leadership

of Schroder interests; I think the first large stockholdings of

Standard Gas were owned by the Loewenstein interests in Europe.

ACQUISITION OF STANDARD POWER & LIGHT CO. STOCK BY THE LOEwBNSTEIN

AND EMANUEL INTERESTS

Mr. NEHEMRIs. Do you recall that about 1927 and 1928 two par

ticular interests began buying into Standard Gas & Electric

common?

Mr. BRIGGs. Well, the only one I remember at that time is the

Loewenstein interests, which I think accumulated stock in 1927.

Mr. NEHEMRIs. And that was done through the Hydro Electric

Securities Corporation, was it not?

Mr. BRIGGs. I am not sure; that may be right.

Mr. NEHEMRIs. And when you speak of the Loewenstein interests

you refer to the late Captain Alfred Loewenstein, the Belgian finan

cier, do you not?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And do you also recall that one of these two

interests that began buying into common at this time was a group

represented by Mr. Victor Emanuel?

Mr. BRIGGs. Well, you are referring again to 1927?

Mr. NEHEMRIs. Between 1927 and 1928.

Mr. BRIGGs. Well, I do not know.

Mr. NEHEMKIs. You can't buy up common over night; it takes a

little time.

Mr. BRIGGs. I do not know just which period Mr. Emanuel and

his associates started to accumulate stock. I imagine it was a little

bit later.

Mr. NEHEMRIs. Now, did not the interests or the foreign interests

represented by Captain Loewenstein demand representation on the

board of Standard Gas & Electric?

Mr. BRIGGs. It did.

Mr. NEHEMKIS. And Mr. John O'Brien, who was then the presi

º *d a dominant figure in this system, refused that demand, did
e not!

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. Did not counsel for Mr. Emanuel's interests, as

well as the Hydro Electric interests representing Captain foewen.

stein, demand access to the books?

Mr. BRIGGS. I am not familiar with that. It may be correct.

Mr. NEHEMKIS. Do you recall that this demand was refused?

Mr. BRIGGs. No; I do not.
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Mr. NEHEMKIs. Do you recall that immediately after such de

mands, to which reference has been made, that suits were brought

by the respective interests?

Mr. BRIGGs. Well, I think I have testified that there was talk of

suits being brought. Whether or not they were actually brought

I do not know.

º

T§

º º

UNITED STATES ELECTRIC POWER CORPORATION (USEPCO) AND ITS

ORGANIZERS

.º

º
Mr. NEHEMRIs. Do you recall that about September 1929—we are

moving a little farther now—that several additional financial inter

ests joined hands with Captain Loewenstein's group and Mr. Eman- |º

uel's group ! º

Mr. BRIGGs. Well, I was not familiar with the operations of that º

group at all. º.

Mr. NEHEMRIs. Do you recall a company known as United States

Electric Power Corporation?

Mr. BRIGGs. I do.

Mr. NEHEMKIs. And do you recall who formed that corporation

On or about September 10, 1929?

Mr. BRIGGS. I do not know who the original incorporators were.

Mr. NEHEMRIs. You have some general idea of the people back of

that corporation?

Mr. BRIGGs. Subsequently I did learn.

Mr. NEHEMRIs. Who were they?

Mr. BRIGGs. Mr. Emanuel, Mr. Riggs.

Mr. NEHEMKIs. Mr. Riggs?

Mr. BRIGGs. Mr. Riggs, R. T. Riggs, attorney in New York, Mr.

Langley, Mr. Granbery, Mr. Seagrave of United Founders Corpora

tion. They were the principal men, I believe.

C Mr. NEHEMKIS. A.' Mr. Langley is the head of W. C. Langley &

O. :

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. Now was not also the Hydro-Electric Securities

Corporation interested in United States Electric Power?

Mr. BRIGGs. I believe they were.

Mr. NEHEMRIs. And the J. Henry Schroder Banking Corporation?

Mr. BRIGGS. I believe they were.

Mr. NEHEMKIS. And the Seaboard National Corporation?

Mr. BRIGGs. Yes, sir, I remember that name, also.

Mr. NEHEMRIs. And A. C. Allyn & Co.?

Mr. BRIGGs. And A. C. Allyn, that is correct.

Mr. NEHEMKIS. And American Founders Corporation?

Mr. BRIGGs. Well, the Founders is part of the Founders group.

Mr. NEHEMRIs. And United Founders Corporation?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIS. And the latter two are investment trusts?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIs. And have we mentioned Harris, Forbes & Co.?

Mr. BRIGGs. No, I believe they had a small interest, but I am not

Sure.

º

:
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Mr. NEHEMRIs. And Harris, Forbes & Co. and W. C. Langley &

Co. and A. C. Allyn & Co. and J. Henry Schroder Banking Corpora

tion were all investment banking firms?

Mr. BRIGGs. I am not sure about Schroder being an investment

banking concern at that time.

Mr. NEHEMRIs. And Mr. Emanuel's company, Albert Emanuel &

Co., was an investment banking house, was it not?

Mr. BRIGGs. I do not believe they came into the investment bank

ing picture until later.

Mr. NEHEMRIs. And Roppers United was also interested for a short

time, wasn’t it?

Mr. BRIGGs. I do not know that.

Mr. NEHEMRIs. These concerns pooled their Standard Gas & Elec

tric holdings in the United States Electric Power Co., did they not?

Mr. BRIGGs. I subsequently found that out, yes.

Mr. NEHEMRIs. And Victor Emanuel was the president of U. S.

Electric Power Co.'

Mr. BRIGGs. He became president, but I do not know when.

GENERAL SETTLEMENT BETWEEN USEPCO AND STANDARD POWER & LIGHT

CO.--THE BANKING MEMORANDUM OF DECEMBER 1929

Mr. NEHEMRIs. Now, these yarious interests we have gone over,

united interests in U. S. Electric Power, obtained a sufficiently pow

erful position in Standard Gas, did they not, to obtain joint control

not only over the system, but with your support as well?

Mr. BRIGGs. An arrangement was made in 1929.

Mr. NEHEMRIs. Now, as a part of the general settlement follow

ing this new alignment of interests, was not a memorandum pre

pared embodying an agreement between Byllesby, U. S. Electric

Power and Ladenburg, Thalmann?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. And this memorandum was dated, was it not

December 21, 1929? *

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs... I show you this memorandum and ask you whether

you recognize it?

Mr. BRIGGs. I do.

Mr. NEHEMKIS. Is that your signature which appears among the

signatories to the agreement?

Mr. BRIGGs. No; it is not.

Mr. NEHEMKIS. Whose signature is that?

Mr. BRIGGS. I think the document is all signed by the same per

son, evidently a copy of a copy.

Mr. NEHEMKIS. Who is the Mr. Briggs referred to there?

Mr. BRIGGS. J. H. Briggs is myself.

Mr. NEHEMRIs, Did you sign that document? Did you sign the

original of which this is a copy?
Mr. §: Thath COrrect.

Mr. NEHEMKIS. Thank you, sir. And this document i -“Banking,” is it not? you, t is entitled

#.§.º i. correct.

r. NEHEMKIS. And the other signatories to it, if your

Mr. Victor. Emanuel, representing U. S.£iº.&º:
as its president?
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Mr. BRIGGS. That is correct.

Mr. NEHEMKIs. And Walter T. Rosen, a general partner in Laden

burg, Thalmann & Co.?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. The document identified by the witness is offered

in evidence, may it please the committee.

Acting Chairman WILLIAMs. It will be accepted.

(The document referred to was marked “Exhibit No. 1931” and

is included in the appendix on p. 12868.)

Mr. NEHEMRIs. Now, did not the agreement of December 21, 1929,

which is now in evidence before this committee, embody a division

of the future financing of the system, Mr. Briggs?

Mr. BRIGGs. That is correct.

Mr. NEHEMRIs. Subject to certain particular situations specifically

Set forth in the agreement, did not this agreement provide that 75

percent of all future financing of the Standard Gas & Electric system

was to go to United States Electric Power Co., and 25 percent was

to go to Byllesby?

Mr. BRIGGs. That is correct.

Mr. NEHEMKIS. I ask leave of the committee that the witness be

dismissed and that I call at this time Mr. Victor Emanuel. I think

the witness should remain within call of the committee, but it is not

necessary for him to remain in the witness chair.

Acting Chairman WILLIAMs. You may be excused, Mr. Briggs, for

the present.

(Mr. Briggs was excused, to remain within call.)

Mr. NEHEMRIs. Mr. Victor Emanuel, will you please take the chair?

Acting Chairman WILLIAMs. Do you solemnly swear that the testi

mony you are about to give in this proceeding shall be the truth, the

whole truth, and nothing but the truth, so help you God? -

Mr. EMANUEL. I do.

TESTIMONY OF VICTOR EMANUEL, PRESIDENT, STANDARD POWER

& LIGHT CORPORATION, AND CHAIRMAN, FINANCE COMMITTEE,

STANDARD GAS & ELECTRIC CO., NEW YORK, N. Y.

Mr. NEHEMKIs. Will you state your full name and address, Mr.

Emanuel, please?

Mr. EMANUEL. Victor Emanuel, 895 Park Avenue, New York.

Mr. NEHEMRIs. You were formerly senior partner of Emanuel &

Co., were you not?

r. EMANUEL. For about 3 or 4 years.

Mr. NEHEMKIS. And what was the business of Emanuel & Co.?

Mr. EMANUEL. Emanuel & Co., as I recall it, was—I don't know—

formed in 1927 to 1928 and were purely a brokerage house up till

1934, 1935, and after that period at times they went into or they were

in the investment banking business.

cº, NEHEMKIS. Are you not now a special partner in Emanuel &
O. :

Mr. EMANUEL. I am.

Mr. NEHEMKIs. You are a director of several of the companies in

the Standard Gas system, are you not, Mr. Emanuel? -

Mr. EMANUEL. Two.



12562 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. Which ones are they?

Mr. EMANUEL. Standard Power & Light Corporation and Stand

ard Gas & Electric Co.

Mr. NEHEMRIs. You are chairman of the board in both of these

organizations are you not?

Mr. EMANUEL. I am president of Standard Power & Light Cor

poration and until recently was chairman of Standard Gas & Elec

tric, but now I am chairman of the finance committee of Standard

Gas & Electric.

º'cNºwks. And do you not hold any offices in the Philadel

1a UO. :
p Mr. EMANUEL. No; I used to.

Mr. NEHEMRIs. And you no longer hold an office in the Duquesne

Light Co.'

Mr. EMANUEL. No.

Mr. NEHEMRIs. Or in the Louisville Gas & Electric?

Mr. EMANUEL. No.

Mr. NEHEMRIs. You are, however, a director of the Republic Steel

Corporation, are you not?

Mr. EMANUEL. I am.

Mr. NEHEMRIs. And you are at present president of the Aviation

& Transportation Corporation?

Mr. EMANUEL. I am.

PROGRAM OF UTILITY ACQUISITIONS OF VICTOR EMANUEL AND ALFRED

LOEWENSTEIN

Mr. NEHEMKIS. Is it not a fact, Mr. Emanuel, that in associations

with the late Capt. Alfred Loewenstein you bought into the Standard

Gas system'

Mr. EMANUEL. He bought, or his companies bought, stock in

Standard Gas considerably before I did.

Mr. NEHEMRIs. And you subsequently became associated with

Captain Loewenstein in the venture?

Mr. EMANUEL. Well, not exactly associated, because he died in

1928 and—I mean I don't know what you mean by associated.

Mr. NEHEMRIs. Perhaps it will develop in the course of the tes

timony.

Mr. HENDERSON. Is that the fellow who fell out of the plane?

Mr. EMANUEL. It was.

Mr. HENDERSON. Was that in 1928?

Mr. EMANUEL. In 1928; I think in the early part of July.
Mr. NEHEMRIs. Now did not you and the late Captain Loewen

stein have a number of discussions about the subject?

Mr. EMANUEL. Well, in the winter of 1927 I think it was, I was

in England and he had a number of holdings in American com

panies, including a considerable number of utility companies, and I

never met him up to that time, but he had known my father, and he
consulted me about some of these American investments.

Mr. NEHEMKIS. In the course of your conversations and discus

sions with Captain Loewenstein did you not formulate a fairly large

scale program for utility acquisitions which you then thought it was

possible to acquire?
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Mr. EMANUEL. No; I can’t say that I did. He came over here

after I met him and he had a number of utility investments which I

talked to him about and I think at one time I either wrote him or

talked to him about forming a company in which we consolidated

a number of public utility companies, but he wasn’t interested in that

and nothing came of it.

Mr. NEHEMKIS. Mr. Emanuel, will you tell me whether you recog
nize his memorandum as one prepared by you on or about May 15,

1928?

Mr. EMANUEL. Yes; I think that was.

Mr. NEHEMRIs. Mr. Emanuel, I am going to read you from this

document which you have just been good enough to identify for me.

This document is entitled “Memorandum of Agreement Covered in

Conversation Between Alfred Loewenstein and Victor Emanuel,”

regarding [reading “Exhibit No. 1932”] :

Standard Gas and Electric Company

American Water Works and Electric Company Inc.

Middle West Utilities Company

!-In the first instance, it is desired, if possible, to purchase control of the

Standard Gas and Electric Company at a reasonable price.

*-If and when this is accomplished, an earnest endeavor would be made—

a—To purchase control of American Water Works and Electric Company

Inc.

b—To effect a merger of the two companies.

3-At some future date, to secure control, if possible, of the Middle West

Utilities Company on a mutually satisfactory basis.

+-In all the above negotiations, Captain Loewenstein and his associates and

Victor Emanuel and his associates would be joint partners; that is, each

. . group would take fifty percent interest.

9-A new holding company would be formed to finance with the public up to

Seventy-five percent of the purchase price of the different companies. It

would be decided later if these securities would be offered solely in Amer.

ica, or in America, England, and on the Continent.

"-The balance of twenty-five percent, or more, to be raised equally by Alfred

Loewenstein and his associates and by Victor Emanuel and his associates

_ _through their respective holding companies.

T-Victor Emanuel and his public utility organization to have operating charge

§ these properties, Victor Emanuel to receive a satisfactory compensation

therefor.

8—The banking to be divided equally between banking houses connected with

Alfred Loewenstein and banking houses connected with Victor Emanuel,

it being understood that initially such bankers are the J. Henry Schroder

Banking Corporation and A. C. Allyn & Company.

9-Exclusive of dividends on securities purchased, it is understood that reve

nues will probably inure to the groups through financing, management, and

engineering services; these revenues, exclusive of the salary to be paid

to Victor Emanuel as operating head of the company, will be divided

equally between the groups.

10–In the first instance, these charges would probably be paid into the new

holding company to be formed to take over these securities. As a half

interest in the equity of this holding company would be owned by each

group, each would share equally in such earnings.

11—It is understood that the bankers, the J. Henry Schroder Banking Corpo

ration and A. C. Allyn & Company, would purchase these securities from

friendly hands at prices which would result in their purchases being made

on a non-competitive basis and at fair prices.

12–Should it be necessary, it is understood that Victor Emanuel could nomi

nate six out of nine of the members of the board of directors of the new

holding company, it being further understood, however, that Alfred Loew:

enstein and his associates would be fully protected by agreement as to all

matters such as the purchase and sale of properties; purchase and sale

of securities; management, financing, engineering, and all important

124491–40–pt. 24—17
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phases of the operation and management of the properties. Such agree

ments are common, and Alfred Loewenstein and his interests would be

just as fully protected as though they had half of the members of the

board of directors.

13—It is further understood that Victor Emanuel would secure the approval of

Alfred Loewenstein of any director he would name of American nation

ality, or his approval of any change that might be made in the board of

directors.

Mr. Emanuel, I want you to examine the document once again.

At the top of the document you will find three initials. Will you

tell me whose initials they are :

Mr. EMANUEL. I think they must be Mr. Beale's.

Mr. NEHEMRIs. Who is Mr. Beale?

Mr. EMANUEL. I think he is president of Schroder Trust Co.

Mr. NEHEMRIs. And Mr. Beale having read this document wrote

on the top: “Not to be taken too seriously.”

Mr. EMANUEL. He was absolutely correct. I never received a

reply.

\;. NEHEMRIs. When you wrote this document you took it pretty

seriously, didn't you?

Mr. EMANUEL. I suppose I did.

Mr. NEHEMRIs. That is offered for the record of the committee.

Acting Chairman WILLIAMs. It may be received.

(The memorandum referred to was marked “Exhibit No. 1932” and

appears in full in the text on p. 12563.)

Mr. NEHEMRIs. Do you recall about the same time you dictated

the memorandum now in evidence prºpºſing another memorandum

sent to Mr. Fuller and Mr. Beale? I show it to you and ask if

that isn't the memorandum. Do you recall preparing that memo

randum ?

Mr. EMANUEL. No: I do not. I might have.

Mr. NEHEMRIs. It refers to “I” in the latter part and I have

assumed from the nature of the discussion that it was written or

dictated by you.

Mr. EMANUEL. It might have been, or it might have been some

body else in my office. I can’t recall now.

Mr. NEHEMKIS. Would it have been possibly dictated by some

one else in close contact with Alfred Loewenstein!

Mr. EMANUEL. No: it would probably be somebody in my office.

Mr. NEHEMRIs, Who else besides yourself knew Captain Loewen

stein so intimately as to be able to discuss the details of this long

range program'

Mr. EMANUEL. I can't recall now. Mr. O'Hara, who was an asso

ciate of mine, might have been.

Mr. NEHEMRIs. You don't recognize that document at all?

Mr. EMANUEL. In the first place, I can't read this photostatic copy.

Mr. NEHEMRIs. The only other person who could possibly have

drafted that memorandum would be Mr. O'Hara?

Mr. EMANUEL. I can't say that.

Mr. NEHEMKIs. You don’t know that? I think I shall have to call

someone else to identify the document for just a moment, sir, so I

can get it into the record. Is Mr. Fuller here? Mr. Fuller, will

you be good enough to raise your hand and be sworn?

Acting Chairman WILLIAMs. Do you solemnly swear that the

testimony you are about to give in the matter now pending shall ln
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the truth, the whole truth, and nothing but the truth, so help you

God?

Mr. FULLER. I do.

TESTIMONY OF CARLTON P. FULLER, PRESIDENT, SCHRODER

ROCKEFELLER & CO., INC., NEW YORK, N. Y.

Mr. NEHEMRIs. Please state your full name and address, for the

record.

Mr. FULLER. Carlton P. Fuller, Summit, N. J.

Mr. NEHEMR1s. And what is your business position, sir?

Mr. FULLER. I am president of Schroder Rockefeller & Co., Inc.

Mr. NEHEMKIs. Mr. Fuller, I show you a document which came

from your files. Will you be good enough to tell me if you recog

nize this as a true copy of an original in your possession and

custody?

Mr. FULLER. I do not recall of my own memory this document

indicated here, and I see nothing to identify it here, but I am willing

to accept the probability that there is an original of it. Is that suf

ficient for your purpose?

Mr. NEHEMRIs. That is, sir. May I ask you one further question ?

Are you familiar with the contents of that memorandum ?

Mr. FullLER. No.

Mr. NEHEMRIs. You have never seen it before?

Mr. FULLER. I wouldn’t say that. It is quite a long time ago,

but I am not familiar with the contents of it.

Mr. NEHEMKIs. Do you know of your own knowledge or do you

know on information and belief that that memorandum was pre

pared by Mr. Emanuel ?

Mr. FULLER. I don’t.

TESTIMONY OF WICTOR EMANUEL–Resumed

Mr. NEHEMKIs. Thank you very much, sir. Mr. Fuller, you are

dismissed for the moment.

The document which has been identified as coming from the files

of Schroder Rockefeller & Co. by Mr. Fuller contains the following

interesting paragraphs, and this is the purpose for which I wanted

it identified so I might discuss it with you. I read to you from

the last page of this memorandum dated May 18, 1928, entitled

“Standard Gas and Electric Company, American Water Works and

Electric Company, Inc. Middle West Utilities Company (combined

with National Electric Power Company)” which the committee will

recall are the same three companies that are referred to in a previous

memorandum prepared and identified as having been prepared by

Mr. Emanuel. [Reading from “Exhibit No. 1971”]:

Notwithstanding the fact that the entire transaction might be financed out

for $137,000,000, provided we could purchase the controls above outlined, I

agree with Captain Loewenstein that it would be good policy for us to have

some amount of actual cash in the equity.

Nowhere in this memorandum have I discussed the many advantages that

would inure to the bankers in this situation. I have thought this was too

apparent to make any comment; it is sufficient to say, however, that they

would be assured of an immense amount of prime public utility securities each
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year that would be purchased from friendly hands, and that their position

in the situation would be even more attractive than that of the operators.

Do you recall having written those two paragraphs?

Mr. EMANUEL. I do not.

Mr. NEHEMRIs. It is certainly apparent, however, from the lan

guage of those two paragraphs that only a person who knew of this

long-range program that you and Captain Loewenstein were plan

ning could possibly have written that statement; is that a fair infer

ence?

Mr. EMANUEL. Perhaps somebody had talked to me, but Captain

Loewenstein, as I recall it, was never a part of that program. I

probably sent him the letter that you asked me to identify, but he

definitely was not interested.

Mr. NEHEMRIs. In other words, as it was set forth in this menuo

randum from which I have read, and in the memorandum of conver

sation and agreement between yourself and the late Captain Loewen

stein, the public was to really finance this acquisition to the extent

of $137,000,000, and you ...' your associates would obtain all the

advantages which would accrue to the bankers “from purchasing

prime securities from friendly, hands” was the phrase, and by that

I take it at noncompetitve prices. Is that the general gist of the

situation?

Mr. EMANUEL. That might have been my idea at the time. As I

have to say again, I don’t believe I ever received a reply from Cap

tain Loewenstein to that letter I sent him, and I think it was always

in my own mind that we would have an equity in the properties.

I think I was merely pointing out that if they could be purchased

at that price it might be possible to raise most of the money.

Mr. NEHEMKIS. As it says in the statement from which I have

previously read, “I,” whether that is you or some other person, “agree

with Captain Loewenstein that it would be a good policy for us to

have some amount of actual cash in the equity.”

Mr. EMANUEL. I think that was always the idea. I think, in this

letter I read, it said something about that.

Mr. NEHEMKIS. To proceed with this program, Mr. Emanuel, did

you not induce the London banking house of J. Henry Schroder

& Co., and its American affiliate J. Henry Schroder Banking Cor.

poration, to join hands with you in effecting the program?

Mr. EMANUEL. As I recall it, they had nothing to do with it. I

knew that J. Henry Schroder & Co. in London had a relationship
with the late Captain Loewenstein.

Mr. NEHEMRIs. Let me see if I understand the record at the pres

ent moment. Are you contending that you never had anything fur.

ther to do with carrying out this understanding that you reached
with Loewenstein 2

Mr. EMANUEL. As I recall it, he died in July of 1928, and he was

succeeded by a man by the name of Fisher and I might have dis.

cussed it with. Fisher subsequent to that, but I think by the fall of

that year, I didn't discuss it any further because, as I recall it, he
wasn’t interested either. º

Mr. NEHEMKIs. You don't recall at this time, Mr. Emanuel, that

you spent three or four years of your life in an endeavor to effec.

tuate this program?

Mr. EMANUEL. No; I do not.
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Mr. NEHEMRIs. Then we will go along with the evidence and that

will recall it to you.

When I say “effectuate the program,” I had in mind of course the

concentration of activity on Standard Gas, on the acquiring of con

trol of Standard Gas System which was a sizeable operation in itself.

Mr. EMANUEL. Well, after Captain Loewenstein died and Mr.

Fisher came in the picture—

Mr. NEHEMRIs (interposing). He was the agent of the late Captain

Loewenstein, was he not, at that time?

Mr. EMANUEL. He was an employee of his, and he succeeded him

as, I think, managing director of the Hydro Company.

I don’t think, in fact I am quite sure, that after the fall of that

year, the year of Captain Loewenstein's death, that we never con

templated getting control, as you call it, of Standard Gas & Electric

Company.

Mr. NEHEMRIs. You never contemplated obtaining control?

Mr. EMANUEL. That is my best recollection. We did have some

securities in the company, a large block of common stock, and I think

we did ask for representation and we also asked for the retirement

of the million shares of $1 stock, and we asked that the Philadelphia

Company go directly into the Standard Gas & Electric Company.
It was divided at that time between Standard Gas and Standard

Power. But I don’t think we ever asked for control, if you mean

by control actually running the system.

Mr. NEHEMKIs. Do you recall at this time that Loewenstein’s in

terests were represented by the Hydro Electric Securities Corpora

tion, a Belgian Corporation domiciled in Canada?

Mr. EMANUEL. I think that is correct.

Mr. NEHEMKIs. And do you recall that that corporation joined

you in effectuating the program?
Mr. EMANUEL. Weii, again it comes around to what you mean by

program. They had a very substantial stock interest in Standard

Gas which they had considerably before the time I met Captain

Loewenstein, at least I was so informed. And I think my first ac

quisition of Standard Gas stock personally was in 1927 to 28–28,

I think, the end of that year, and I conferred with Fisher about

especially this million shares of preferred stock and the Philadel

phia Company, and a few other points we had in mind, and we did

cooperate in regard to that.

LEGAL MOVES AGAINST STANDARD Pow}ER & LIGHT CO.

Mr. NEHEMKIs. Do you recall, Mr. Emanuel, at this time plan

ning out the first of a series of tactical moves, legal and otherwise,

for acquiring control of the Standard Gas properties?

Mr. EMANUEL. If what you mean by “moves” is a mandamus ac

tion we had, and also a demand on the directors; they weren't for

the purpose at the time of acquiring control. We had dropped that

idea.

Mr. NEHEMKIS. Did you bring the mandamus suit?

Mr. EMANUEL. I don’t believe I brought it directly, but the people

in my office, I think Mr. Skillman, and a few other stockholders

Mr. NEHEMRIs (interposing). That you rounded up?

Mr. EMANUAL. I can't remember that far back.
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Mr. NEHEMRIs. Did they come to you voluntarily or did you go

out and produce them? -

Mr. EMANUEL. What I am trying to recall—I am trying to re

member whether Hydro was a part of that action or not. I think

it was primarily brought by me. -

Mr. NEHEMRIs. And what was your purpose in bringing this

mandamus proceeding?

Mr. EMANUEL. As I recall it, in order to ascertain some infor

mation we didn't have.

Mr. NEHEMRIs. And that was the only way you could get it?

Mr. EMANUEL. It seemed to be the only way at the time.

Mr. NEHEMRIs. Do you recall being instrumental in organizing

other legal proceedings?

Mr. EMANUEL. I don't think there was any other, except perhaps

a communication to the directors asking for information.

Mr. NEHEMRIs. Mr. Fuller, will you be good enough to take the

stand, please.

TESTIMONY OF CARLTON P. FULLER—Resumed

Mr. NEHEMRIs. Mr. Fuller, I show you a document which pur

ports to come from the files of Schroder, Rockefeller & Co., Inc.,

dated May 16, 1929. Will you tell me, whether you recognize this

as a true and correct copy of an original in your possession and

custody, and be good enough also to glance at the top of this

memorandum and tell me whether the initials that appear there

are not your initials? I do not intend to examine you on this

document. I merely ask that you identify it for the purposes indi.

cated. Are those your initials? .

Mr. FULLER. Those are my initials.

Mr. NEHEMRIs. That is a true and correct copy of an original

in your possession and custody?

Mr. FullFR. I assume so, I haven’t seen the original for a long

time.

Mr. NEHEMKIs. Mr. Emanuel, I read to you from this memoran

dum under date of May 16, 1929, headed jºrd Gas & Electric

Company.” [Reading from “Exhibit No. 1933”]:

A letter on present status for London:

1.) Our cable No. 361 of April 12th outlined the possibility of litigation in

which we did not desire to become involved and their reply No. 183 of April

13th agreed with this attitude and suggested that Harrison Williams and

Electric Shareholdings press the attack. No communication with London has

taken place since, but the following events have occurred:

2.) G. Reginald Schumann as nominee for Hydro-Electric signed a letter

addressed to Standard Gas & Electric in conjunction with other stockholders

demanding access to the books. This demand was refused.

3.) Emanuel's next step was to collect proxies for the annual meeting of

Standard Gas, which was held May 15th. He procured 217,000 shares which

were voted against Byllesby's nominations for directors.

4.) Schumann signed a proxy for Hydro-Electric stock in his name and in

favour of Emanuel's men upon cable authorization from Fisher.

5.) Emanuel now asks Schumann as nominee to sign two further letters:

a a letter to Siegbert’ & Riggs, authorizing them to represent the stock in his

name in legal proceedings against Standard Gas b) a letter to Standard Gas

& Electric Company in complete legal detail demanding access to their books and

setting forth the reasons for such demand, presumably to be submitted to the

court upon another refusal of the Standard Gas. Fisher has cabled special

1 So in original.
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authorization to Schumann to sign the letter to Siegbert & Riggs under a )

above,

Mr. A. Dulles—

That I presume is Mr. Allen Dulles, of Messrs. Sullivan & Crom

well. Do I hear any agreement on that from either of the witnesses?

Mr. FULLER. Yes.

Mr. NEHEMKIs [reading further from “Exhibit No. 1933”]:

Mr. A. Dulles states that there is no possibility of Schrobanco—

Schrobanco being the New York affiliate of J. Henry Schroder of

London?

Mr. FULLER. That is the cable address of J. Henry Schroder Bank

ing Corporation which is the New York office of the London house.

Mr. NEHEMRIs [reading further from “Exhibit No. 1933”|:

* * * that there is no possibility of Schrobanco being drawn into these

proceedings officially. It is of course possible that in the course of the trial

SOme lawyer might refer to Schumann as employee of Schrobanco, and it is

Quite probable that our close relations to Fisher and Hydro Electric and

Loewenstein will tend to identify us in the public mind with the litigation.

Incidentally, Mr. Dulles says that this case, if it comes to trial, will be followed

With the closest interest by all lawyers and will doubtless be one of the out

standing cases of the year, since it will make law on this particular subject.

However, Mr. Emanuel, that was not your interest in bringing this

series of legal moves, was it?

Mr. EMANUEL. To make law 2 No.

Mr. NEHEMRIs [reading further from “Exhibit No. 1933”] :

Emanuel has sent Fisher rather complete details which London might ask

Fisher to show them.

I offer in evidence the document identified by Mr. Fuller from

which I have been reading.

Acting Chairman WILLIAMs. It may be received.

(The memorandum referred to was marked “Exhibit No. 1933”

and is included in the appendix on p. 12870.)

Mr. NEHEMRIs. Mr. Emanuel, do you now wish to change your

testimony, or has your recollection been refreshed? Were you not

at that time planning a series of legal moves? Were you not actively

Sugaged' in a series of tactics to obtain control of the Standard Gas

System?

Mr. EMANUEL. I was not. I was trying to obtain information.

Mr. HENDERSON. Trying to obtain information for information's

OWn Sweet sake?

Mr. EMANUEL. No; we wanted to get representation on the board,

hot control, and we wanted to get the 1,000,000 shares of $1 pre

ferred stock retired. We wanted to get the Philadelphia Company

back entirely in Standard Gas & Electric Company, as I recall it now.
Mr. HENDERSON. Who had control at this time?

Mr. EMANUEL. Well, I don't think anyone had 51 percent, but the

practical control we construed to be in the hands at that particular

time of H. M. Byllesby and Company.

Mr. HENDERSON. In order to achieve what you wanted, you had to

Supersede the existing nominal control, did you not?

Mr. EMANUEL. No; not necessarily. What we wanted to do was

to get them to agree to these things. - - - - - -

{{ Mr. HENDERSON. You are making some kind of a distinction on

control” in your own mind; is that it?
"

*So in original.
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Mr. EMANUEL. Yes, sir. By control I mean where you actually

control the company; you have the power of initiation in its manage

ment; you really run it.

Mr. NEHEMKis. Was not the purpose of these series of legal moves

and other moves really to change positions with Byllesby, remove

them from their then position in relation to the affairs of the

company ?

Mr. EMANUEL. No; I don’t think it was.

Mr. NEHEMRIs. Mr. Fuller, will you be good enough to examine a

cable from the J. Henry Schroder Banking Corporation, dated

October 15, 1928, and tell me whether you recognize this as a true

copy of an original in your possession. For the sake of the record

this is a cable sent to London, J. Henry Schroder & Co. I do not

intend to examine you, sir, on the contents of that document. You

are being asked to identify it.

Mr. FULLER. That seems to be a photostat of a cable.

Mr. NEHEMRIs. I read from the cable identified by the witness,

dated October 15, 1928. Cable from Schrobanco to Schrodpriv-that

is the cable address of the London house, Schrodpriv [reading from

“Exhibit No. 1934”]:

Emanuel is seeing O'Brien again next week and proposes to alter his tactics

telling him we have increased our holdings and have intention of further

increasing (stop)

Also that we are not anxious to buy his preferred stock as we doubt validity

and fear public enquiry (Stop)

In view of O'Brien's fears, Emanuel feels we can obtain representation on

board and interest in finance as large shareholders and have such a nuisance

value as critics of all Byllesby operations as to make preferred stock of little

value to them (Stop)

Plan is to force O'Brien to join Emanuel and ourselves in all financial opera

tions of Standard Gas and between us gradually obtain real control of common

stock instead of trick control as now held by Byllesby (stop)

Mr. Emanuel, do you recall what you had in mind by the reference

to the phrase “trick control”?

Mr. EMANUEL. I suppose I meant unusual control due to the fact

that one million shares had one voted share with a par value of only

one dollar.

Mr. NEHEMR1s. Do you have in mind that this is an unusual means

of control, for one dollar of preferred stock to exercise as against the

equity interest? Is that what you had in mind?

Mr. EMANUEL. I think that is right, sir.

Mr. NEHEMRIs. Continuing with the cable from Schrobanco to

Schrodpriv. [Reading further from “Exhibit No. 1934”]:

If O'Brien inclined to cooperate on these lines corporation would be formed

along lines described in my notes mailed to Baron into which Emanuel and

IIydro would place all their Standard Gas common and O'Brien would place

his preferred stock and some Byllesby Stock in exchange for common stock

of corporation for amounts to be agreed (stop)

The Baron referred to there, Mr. Emanuel, is Baron Schroder, of

London?

Mr. EMANUEL. I did not write that, but I presume that is who it

InneanS.

Mr. NEHEMRIs. Do you recall who the Baron was?

Mr. FULLER. I assume so.

Mr. NEHEMKIs. Head of the London house?
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Mr. FULLER. Head of the London firm.

Mr. HENDERSON. Is he still alive?

Mr. FULLER. Yes.

Mr. HENDERSON. Where is he located now Ż

Mr. FULLER. London; he always has been in London in his business

control.

Mr. NEHEMRIs [reading further from “Exhibit No. 1934”]:

This corporation would proceed to acquire real control and finance its opera

tions by means of bank borrowing followed by issues of stock and bonds STOP

Next steps contemplate very important mergers of companies known to

Fisher STOP

Mr. Emanuel, were there not at this time taking place a series of

steps, moves, and plans, all parts of a carefully formulated design for

ousting Byllesby from its position in the Standard Gas system, and

Substituting in place thereof the interests represented by the late Cap

tain Alfred Loewenstein and the interest represented by Mr. Victor

Fmanuel?

Mr. EMANUEL. I can’t recall that that is the case; no. I don't

think that I had in mind, as near as I can recall it, ousting Byllesby.

. Mr. NEHEMRIs. Did this cable sent by Schroder Banking Corpora

tion, which has been identified by witness Fuller, to Schrodpriv in

London, misrepresent your notions at the time it was sent, namely

October 15, 1938?

Mr. EMANUEL. I don’t think it entirely reflected my notions, if

you mean by that that I was in favor of ousting Byllesby from

Standard Gas. I was in favor of getting just what I testified before.

Mr. NEHEMRIs. The document will speak for itself, may it please

the committee.

Acting Chairman WILLIAMs. The exhibit may be received.

. (The cable referred to was marked “Exhibit No. 1934” and is

included in the appendix on p. 12871.)

Mr. HENDERSON. I wanted to ask a direct question. One clause of

the telegram says, “This corporation would proceed to acquire real

COntrol.”

Mr. EMANUEL. I meant by that control through the regular com

mon stock, and not through the one dollar preferred stock.

Mr. HENDERSON. Then you did have some idea of acquiring real

COntrol?

... Mr. EMANUEL. Well, evidently what that cable tried to express—

it has been many years ago, and I can't recall everything that hap

º then—was an idea to put into a new company these securities

eld by Loewenstein and myself and my associate, and have control

of the company evidenced through its regular common stock, and not

though the $1 preferred stock.

Mr. HENDERSON. But who would have that real control?

Mr. EMANUEL. What was the date of that?

Mr. NEHEMRIs. October 15, 1928.

. Mr. EMANUEL. I think that in my own mind was that the corpora

tion would but Byllesby would continue operating the properties.

Mr. HENDERSON. But the real control on an equity basis would

lodge with your group, would it not, assuming you got this group

together?
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Mr. EMANUEL. That I can't say, because it all depended on how

much common stock Byllesby would receive in the new corporation

for their new securities and if they wanted to buy any more or not.

Mr. NEHEMRIs. Before proceeding so the record may be clear, is

that now in evidence?

Acting Chairman WILLIAMS. It may be admitted.

Mr. NEHEMRIs. The document is signed by Frank, Mr. Fuller;

that is Mr. Frank Common, president of Hydroelectric? -

Mr. FULLER. My recollection is Mr. Frank Tiarks, a partner in

our London firm, who was probably here at that time.

Mr. NEHEMRIs. You said a moment ago that Baron Schroder was

head of the London house. Does the London house of J. Henry

Schroder have other banking connections on the Continent!

Mr. FULLER. No.

Mr. NEHEMRIs. Does it have any in Germany?

Mr. FullDER. No.

Mr. NEHEMKIs. Does the Baron spend part of his time in Germany,

Munich Ž

Mr. FULLER. No: except for vacation.

Mr. NEHEMKIs. For the sake of identifying the figure, is that the

same Baron Schroder whose name appeared in the press some time

ago in conection with activities in Germany ?

Mr. FULLER. No: not that I know of.

Mr. NEHEMRIs. Not the same Baron Schroder?

Mr. FULLER. No. The Schroder family in Germany, and, of course,

the Schroder family in England has many relatives there, but the

English firm has been in England since 1804 and have never had any

branch in Germany that I know of. -

Mr. NEHEMRIs. I was wondering—this is Baron Bruno Schroder'

Mr. FULLER. That is right.

Mr. NEHEMKIS. Isn't it Baron Bruno Schroder who was the mall

instrumental in introducing Chancellor Hitler to the industrialists

in Germany?

Mr. FULLER. No; he is not. I believe he is a member of the

family but certainly not a member of the firm in London, and had

no connection with them.

Mr. NEHEMRIs. I was anxious to see if we had the same people

here.

Mr. Fuller, I show you a copy of a cable from Fisher to Loewell

stol—I presume that is a cable name—Brussels—

Mr. FULLER (interposing). As I recall.

Mr. NEHEMRIs. As of October 19, 1929, and which purports to bear

your initials, in the upper right corner. Will you be good enough

to tell me whether or not this is a true copy of an original in your

possession and custody and whether or not in fact those are your

initials?

Mr. FULLER. It seems to me to be a true copy.

Mr. NEHEMRIs. Were not the international and domestic banking

forces marshalled against Byllesby too great, Mr. Emanuel, and did

not Byllesby finally capitulate to you and your associates?

Mr. EMANUEL. The only international, so-called international, firm

that had any stock interest in this was Hydro, as far as I knew.

Mr. NEHEMR1s. A Belgian corporation domiciled in Canada?



CONCENTRATION OF ECONOMIC POWER 12573

Mr. EMANUEL. That is right, domiciled in Canada. I think what

eventuated was that some time in 1929–I can’t just offhand fix the

date, but it was after this mandamus proceeding which hadn’t come

up to any court hearing, and after the demand on the directors for

access to the books and records had been refused, that as I recall it, a

Mr. Gray, I think it was, a firm called Ward and Gray, Wilmington

who I believe were counsel for Standard Gas in Wilmington, talked

to Mr. Riggs, who was my attorney, and suggested that we have a

meeting about this matter and that eventually resulted in the reor

ganization of Standard Gas and Standard Power in early 1930.

GENERAL SETTLEMENT BETWEEN USEPCO AND STANDARD POWER & LIGHT

CO.-RESUMED

Mr. NEHEMRIs. Do you recall whether as a result of the series of

events which have been described in documents offered in evidence

that Byllesby agreed to give you and your associates 50-percent con

trol of the Standard Gas system :

Mr. EMANUEL. What happened was that it was sort of a com

plicated transaction. The group I represented got a minority of

the directors of Standard Gas and a majority of the directors of

Standard Power. However, the majority of directors of Standard

Gas, of course, had a majority of that company and the Byllesby

Engineering & Management Corporation, as it was then called, con

tinued to operate the properties and have all power of initiative con

cerning their management. We had certain veto powers as to certain

major actions that could not be done without the consent of three

quarters in number of the board of directors of Standard Gas &

Electric Co. Those matters involved principal items like buying or

selling properties or mergers or consolidations, reorganizations, and

things of that nature. Also, as a result of that, $1,000,000 of pre

ferred stock was retired, and the Philadelphia Co. went entirely into

the Standard Gas & Electric Co.

Mr. NEHEMRIs. Mr. Fuller, you said that Loewenstol was probably

a cable name. Is that a cable name for certain directors who were

part of the European group?

Mr. FULLER. Does it give a city?

Mr. NEHEMRIs. Yes, Brussels.

Mr. FULLER. I assume that was Hydro, Brussels office.

Mr. NEHEMRIs. Mr. Emanuel, I should like to call your attention

to the following, which is a cable from Fisher, then representing the

Loewenstein interests, to some of the Belgian directors of Hydro

Electric, as follows [Reading from “Exhibit No. 1935”]:

Subject to our counsel and Byllesby's counsel coming to terms between them

Ilpon language of Series of written agreements embodying undermentioned

Settlement we have settled with Stand Gas board after long and exhaustive

negotiations on following conditions: Firstly Byllesby surrender their own mil

lion preferred for cancellation. Secondly Stand Gas board equally divided our

group appoints chairman company and chairman finance committee Byllesby

keep presidency.

Continuing the cable,

Will explain to you on my return by what series of transactions this new

Company becomes possessed of half all Stand Gas common outstanding. It will

therefore own control Stand Gas, * * *
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This gives us full power protect our investment and means our cooperation

necessary for everything material.

My associate calls my attention to one other provision that I should

read to you, Mr. Emanuel:

Sixthly, our group receives 75 percent of banking which means issuance new

securities to provide for annual growth parent company and subsidiaries totaling

thirty to sixty million dollars. Seventhly, when steps to accomplish above Com

pleted we withdraw our legal action (stop) Emanuel has borne largest share

work and deserves great credit. Please communicate above confidentially Fabri

Baron Schroeder.

Mr. Emanuel, as a result of this series of operations which had been

formulated and planned by you and your associates in cooperation

with the international banking firm of J. Henry Schroder & Co., and

the domestic forces that had been marshalled and against Byllesby,

it is fair to recapitulate, is it not, that Byllesby completely capitulated

to you and your associates that Byllesby agreed to give you and your

associates 50 percent control over the Standard Gas System, in fact,

the battle had been won? -

Mr. EMANUEL. Well, we carried our main point about the retire.

ment of the million shares of preferred stock and the putting of Phil.

delphia Company into Standard Gas and had gotten representation

on the board, which we thought our interests deserved. However,

didn’t send that cablegram. We never got the chairmanship of Stand.

ard Gas or any office of Standard Gas. . We had a minority repre:

sentation on the board, and as I explained, due to the bylaws of

Standard Gas, or charter, I don’t know which it was, I suppose the

charter, on certain major things it took three-quarters of the board

to agree before that could be done. It was more in the nature of a

right to pass on those major things. We had no power of initiation

whatsoever.

Mr. NEHEMKIs. Now, as part of the settlement reached from the

Byllesby capitulation to you and your associates, did not you and

your associates obtain an agreement from Byllesby to enjoy 75 per

cent of all future Standard Gas System financing?

Mr. EMANUEL. As I recall that agreement, it was an agreement

between United States Electric Power and Bylesby, and Byllesby, as

I recall it, had 25 percent of the banking, and United States Electric

had the right to nominate, I presume you would call it, where the

other 75 percent of the banking would go.

Mr. NEHEMKIs. Mr. Chairman, so that the record may be complete.

I will offer in evidence at this time the cable previously identified by
witness Fuller.

Acting Chairman WILLIAMs. This will be received.

(The cable referred to was marked “Exhibit No. 1935” and is in

cluded in appendix on p. 12872.)

Mr. NEHEMKIs. Did not the J. Henry Schroder Banking Corpora.

tion of New York attempt to obtain a share in this 75 percent divi.

sion, Mr. Emanuel, do you recall?

Mr. EMANUEL. I don't recall exactly. I think they had a small

interest in subsequent financing, I don't recall that it was very major.

Mr. NEHEMKIS. Do you recall whether other members of the Amer

ican group were somewhat reluctant to cede to Schrobanco an interes

in this 75-percent division?

Mr. EMANUEL. I don’t recall that.

{
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Mr. NEHEMKIs. Do you recall whether or not at this time it was

not thought desirable to have as a director of United States Electric

: Baron Bruno Schroder, the senior partner of the London

OUISeº

Mr. EMANUEL. I remember he went on the board when the com

pany was formed, or shortly after.

Mr. NEHEMKIs. He did consent to serve as a director, did he not?

Mr. EMANUEL. I think he did; yes.

Mr. NEHEMKIs. But in so consenting to serve as a director, didn't

he make a rather important proviso, do you recall?

Mr. EMANUEL. I #. recall, no; I don’t think I had any com

munications with him about it.

Mr. NEHEMKIs. But you, of course, were intimately familiar with

all of the details and arrangements at the time, being one of the

moving spirits?

Mr. EMANUEL. Well, I of course had intimate knowledge of the

Situation, but I think as regards Mr. Fisher's interests in it, he

handled that himself; I think he was over here, as I recall it.

Mr. NEHEMRIs. Do you recall that Baron, Bruno Schroder pro

vided that he would accept a directorship on the condition that a fair

º in the future banking business would result for the London

's New York branch, Schrobanco?

Mr. EMANUEL. No; I don't recall that.

. Mr. NEHEMRIs. Mr. Fuller, what is your recollection on the ques

tion I asked Mr. Emanuel?

Mr. FULLER. It is quite clear in my mind that he did make that

* and that that was subsequent to efforts of Schroder New

ork to get a participation here which has not been granted as

Originally planned. Since we had no financial interest in it at any

time, and it is my recollection that one of the provisos made on giving

\ls any representation was that Baron Schroder should go on the

board and our counter suggestion was that if he did, which was not

his custom, then naturally his interest should be well recognized in a

future profitable financing that came along.

Mr. Kºi. I show you four documents, cables, from Schro

banco to Schrodpriv or from Schrodpriv to Schrobanco. Will you

good enough to tell me whether you recognize these as documents

coming from your files and in some instances bearing your initials?

. HENDERSON. While we are waiting on that, did Loewenstein

have any interest in Sofina?

Mr. EMANUEL. At one time I think he controlled it. I can’t say

ºxactly; I think he did. He had a large interest in the Barcelona

Traction Light & Power Co. which he developed.

r. HENDERSON. Did Schroder have any interest in Sofina?

Mr. EMANUEL. I don’t know.

Mr. HENDERSON. Do you know, Mr. Fuller?

Mr. FULLER. No; they never did.

Those seem to be documents from our file.

Mr. EMANUEL. I think, Mr. Henderson, that Loewenstein had had

Some interest in Sofina, but I don’t think he ran it.

Mr. NEHEMRIs. The four documents identified by the witness are

offered in evidence, may it please the committee.

(The cablegrams referred to were marked “Exhibits Nos. 1936 to

1939” and are included in the appendix on pp. 12872–12873.)
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Mr. NEHEMRIs. As part of the deal which resulted from Byllesby's

capitulation to your interests, did you not then buy up Ladenburg,

Thalmann's interest in Standard Power for $25,000,000 and 266,666

shares of United States Electric Power Co.2

Mr. EMANUEL. As a result of the agreement with Byllesby, I

think it was during the time it was being negotiated, we found for

the first time about Ladenburg, Thalmann's large interest in Standard

Power and the agreement they had on that, and that resulted in

United States Electric buying their stock for the consideration you

mentioned.

Mr. NEHEMRIs. Then you paid $10,000,000 in cash and the balance

in notes, did you not?

Mr. EMANUEL. As I recall, that is correct.

Mr. NEHEMRIs. Now, the deal was finally consummated on or

about December 21, 1929, was it not?

Mr. EMANUEL. I think we came to an agreement on that date.

Mr. NEHEMKis. And about that time you became president of

Standard Power, the top holding company of the Standard Gas

System, did you not, sir?

Mr. EMANUEL. I think I became president when the company

was reorganized on January 7, 1930, when the stockholders’ meeting

occurred, if not then right afterwards.

SECURITY ISSUES PURSUANT TO BANKING MEMORANDUM OF

DECEMBER, 1929

Mr. NEHEMKIS. Mr. Chairman, I should like to offer in evidence

at this time a table which shows the securities sold to the public

by Standard Gas and Electric Company or any of the corporations

in its system from the period January 7, 1930, to June 1, 1936, and

the percentages of participations therein by the various banking

firms, arranged as per the terms of the Banking Memorandum be

tween Byllesby and the United States Electric Power Corporation

and Ladenburg, Thalmann & Co. December 21, ’29. You will recall

we have had evidence on that in “Exhibit No. 1931.”. Together with

this table are three supplementary tables identified here again as

supplementary exhibits A, B, and C.

(The tables referred to were marked “Exhibits Nos. 1940–1 to

1940–4” and are included in the appendix facing p. 12874 and on pp.

12874 and 12875.)

Mr. NEHEMKIs. For }. information, sir, I state that the data

appearing on these tables were furnished to the Securities and

Exchange Commission andº in the Commission's Docket No.

31–379 and Docket 31–420, also, and these are Exhibit No. 20 and

Exhibit No. 21 in those dockets. I think that it would be advisable.

if I may suggest, sir, that these two documents be placed on file

with the committee, and that the table which I now offer to you be

spread on the records of the committee.

Acting Chairman WILLIAMS. That may be done, these are sub

mitted for filing.

(The documents referred to were marked “Exhibits Nos. 1941

and 1942” and are on file with the committee.)

Acting Chairman WILLIAMS. Is this a convenient place to adjourn?
Mr. NEHEMRIs. Excellent.
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Acting Chairman WILLIAMs. The committee will stand in recess

until 2:30.

(Whereupon, at 12:30 p.m., a recess was taken until 2:30 p.m.

of the same day.)

AFTERNOON SESSION

The committee resumed at 2:35 p. m. on the expiration of the

I'êCêSS.

Acting Chairman WILLIAMs. The committee will be in order,

please.

Mr. NEHEMRIs. Mr. Emanuel and Mr. Fuller, will you be good

enough to return to the witness stand, please?

TESTIMONY OF VICTOR EMANUEL AND CARLTON P. FULLER—

Resumed

Mr. NEHEMR1s. The committee will recall that before our recess I

ºffered in evidence committee “Exhibit No. 1940,” which showed the

inancing for the Standard Gas system for the period 1929 through

1936. This exhibit shows that all of this financing which was under

taken during this period complied exactly with the terms of the

Banking Memorandum.

Thus, for example, in the financing covered under group A of

the table in evidence the distribution was precisely as called for on

page 1 of the Banking Memorandum, and in the case of group B

On the table the distribution of the participations to the investment

banking firms was precisely pursuant to paragraph 3 on pages 2 and

3 of the Banking Memorandum.

In the case of the distribution of participations under group C

On the table before you those participations were pursuant to para

graph 4 on page 3 of the Banking Memorandum, with further de

ºº of those participations appearing to the supplementary

exhibit A, and so on.

... Mr. Fuller, as Mr. Emanuel's earlier testimony shows, Ladenburg,

Thalmann's interest in Standard Gas was bought out by United States

ºric Power for $25,000,000. You recall that testimony; do you
motº

Mr. FULLER. Yes.

$15,000,000 LOAN TO USEPCO SECURED BY STANDARD POWER & LIGH, CO.

STOCK–EFFORTS TO REGAIN COLLATERAL

. Mr. NEHEMRIs. And do you not also recall the transaction which

involved that exchange of cash and securities?

. Mr. FULLER. No; I was not familiar with it in any detail at the

time, since Schroder Banking Corporation had nothing to do with it.

Mr. NEHEMRIs. You know only of it then—

Mr. FULLER (interposing). By hearsay.

Mr. NEHEMKis. Do you recall that to raise this sum some $15,000

000had to be borrowed from the Chase, the Guaranty, and Chemical?

Mr. FULLER. I recall at a later date I realized that fact, yes.

º NEHEMKIs. And that this loan was secured by Standard Power

Stock?

Mr. FULLER. Eventually; yes.
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Mr. NEHEMRIs. Do you recall, Mr. Emanuel, that ultimately this

loan was reduced to about $12,500,000 in 1934?

Mr. EMANUEL. I think that is probably right.

Mr. NEHEMRIs. And do you recall, Mr. Emanuel, that United

States Electric Power had defaulted on its interest to the banks!

Mr. EMANUEL. That is right.

Mr. NEHEMRIs. And that the banks thereafter increased their col.

lateral by taking over all of the assets of, may I say Usepco in order

to avoid that long name?

Mr. EMANUEL. That is right.

Mr. NEHEMRIs. This meant, in effect, did it not, that the control

had passed under the pledge to the banks?

Mr. EMANUEL. Well

Mr. NEHEMRIs (interposing). Potential control, at least.

Mr. EMANUEL. Yes; they had all the collateral.

Mr. NEHEMRIs. In 1934 did you, Mr. Fuller, not recognize about

the only worthwhile thing left in Usepco was the future Standard

Gas financing?

Mr. FULLER. I don’t recall my state of mind at the time, but I

should think probably the figures would have shown that the current

value of its holdings was not very large.

Mr. NEHEMRIs. I show you, a memorandum bearing your initials

dated August 10, 1934, entitled “General Evaluation of Future Pros:

pects of Standard Gas & Electric Corporation.” Will you be good

enough to examine this document and tell me whether or not it was

prepared by yourself and whether those initials are yours?

Mr. FULLER. Yes; this memorandum consists of a list of favorable

points as to the future prospects of Standard Gas & Electric Corpo.

ration, and also unfavorable points, there being five favorable and

eleven unfavorable. I don’t know just how they would be evaluated

as to rating.

Mr. NEHEMRIs. And among the favorable points that you enumer

ated at this point [reading]:

There is considerable financing in the system to be counted upon and hitherto

U. S. Electric has had a small participation in the profits of such issues.

F. Chairman, I offer in evidence the document identified by Mr.

uller.

Acting Chairman WILLIAMs. This may be received.

(T,1e document referred to was marked “Exhibit No. 1943” and is

included in the appendix on p. 12875.)

Mr. NEHEMKIS. Did not the banks begin looking around to find a

market for the stocks pledged to them?

Mr. Fuiºn fam not familiar with the situation. We were not

in close contact with United States Electric, in spite of membership

on the board. Those negotiations were handled by Mr. Fisher.

Mr. NEHEMKIS. Is it not a fact, Mr. Emanuel, that about this time

the banks to whom the stock had been pledged began looking around

for a purchaser or market to dispose of theirhº
Mr. EMANUEL. What time was that?

Mr. NEHEMKIS. 1934.

* EMANUEL. I think that is true. I mean they wanted to get

pald.

Mr. NEHEMKIS. That is right. And do you recall some negotia.

tions with Harrison Williams, of the North American Power &
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Light, in regard to acquiring that pledged collateral? I am ad

dressing my question to you, sir.

Mr. EMANUEL. I had one conference with Mr. Williams about that

matter. I think that is all I had, and he was talking about one of

the banks' having told him they were reducing these notes in their

p0SSession.

Mr. NEHEMKIs. Mr. Fuller, I show you a document which purports

to come from the files of your company. Will you examine it and

tell me, whether you recognize it as a true and correct copy of an

original in your possession and custody?

Mr. FULLER. It would seem to be.

Mr. NEHEMKIs. And this is a copy of a cablegram from Brussels

to—I assume that is a code name—Alemanuel.

Mr. EMANUEL. That is the code name of Albert Emanuel & Co.

Mr. NEHEMRIs. And it is signed by Vanderstraten, and his cable

address is Canabelge, and Vanderstraten is a director or was a direc

tor of Hydro-Electric, do you recall?

Mr. EMANUEL. I think he was.

Mr. NEHEMRIs. One of the Belgian directors.

Mr. EMANUEL. That is right.

Mr. NEHEMRIs. This cable reads as follows [reading from “Exhibit

No. 1944”]:

Hydro Committee surprised learn Chasebank negotiating with group Harrison

Williams cession securities pledge by Usepco feeling that Chasebank appeared

disposed accept our proposals about which other banks had to be approached

(stop) What is present position (stop) We suppose Chasebank could not

“Onclude deal with Harrison Williams without Usepco's renunciation assets

pledged or protracted formalities (stop) Usepco under no circumstances must

§lve such renunciation but should endeavor obtain consent Chasebank that our

negotiations be postponed for few weeks until Fisher's recovery (stop)

I offer in evidence, Mr. Chairman, the document identified by the
Witness.

The CHAIRMAN. This may be received.

. (The cable referred to was marked “Exhibit No. 1944” and is

included in the appendix on p. 12876.)

Mr. NEHEMKIs. Now, that came over on the code name of your

firm. You recall that particular cable, do you?

Mr. EMANUEL. No; it has been years since I received that. I have

110 doubt it is correct.

. Mr. NEHEMRIs. In accordance with the discussions that were tak

ing place between New York and London and Brussels at this time,

yºu did all you could, did you not, Mr. Emanuel, to delay any deal

of the banks with Harrison Williams?

, EMANUEL. I was engaged for three or four years, I suppose,

I can't remember exactly the period, in trying to do everything I
could to save that company, ini we were working during that whole

eriod on trying to make a compromise of our position with the

anks who held our notes. Naturally, I did everything I could.

Mr. NEHEMRIs. The thing you were really trying to save, of course,

Was the collateral, not the company.

r. EMANUEL. That is—well, we were trying to save the company.

Mr. NEHEMRIs. Well, the company without the collateral was a

meaningless shell, was it not?

r. EMANUEL. That is right, but what we were trying to do was

to work out some compromise with the banks whereby the principal

124491–40—pt. 24—18
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stockholders of the company could redeem that collateral and keep

it in the company.

Mr. NEHEMK1s. The point at issue, at stake at this particular time,

was who would get possession or be able to regain possession of the

collateral pledged to the banks. Now, the thing you had to get hold

of, if this system was going to mean anything to you, was the pledged

collateral, is that correct, sir?

Mr. EMANUEL. No; I couldn't answer that question that way. I

was president of U. S. Electric Power, and as such I was trying to

keep the company alive for the benefit of its stockholders. The

banks held this collateral and their notes were under water. For a

period of three or four years I and some of the other principal

stockholders of this company, a good many of us, tried repeatedly,

time after time to make a deal with the banks whereby we could

compromise these loans, because obviously they were under water.

I don’t know if that is exactly in answer to your question, but that

was the situation.

Mr. NEHEMRIs. And in connection with these negotiations that

were taking place over this period of time, you were doing every

thing conceivable to protect your interests, to delay any sale of the

ſlºped collateral by the banks to Harrison Williams, or anyone

else?

Mr. EMANUEL. Correct.

Mr. NEHEMRIs. Mr. Fuller, I show you a document, a cable, pur

porting to come from the files of Schroder Rockefeller & Co., and

ask you to tell me whether or not this is a true and correct copy, and

whether this doesn't bear your initials on the right-hand top corner.

§ FULLER. I presume that is the case, although I didn't sign the

initials.

Mr. NEHEMKIs. The document is offered in evidence.

Acting Chairman WILLIAMs. It will be received.

(The cable referred to was marked “Exhibit No. 1945” and is

included in the appendix on p. 12876.)

Mr. NEHEMKIs. Now, Mr. Emanuel, why was it important for you

to gain possession of the pledged collateral and to avoid, if possible,

any disposal of this pledged collateral to Harrison Williams or any

other group?

Mr. EMANUEL. Well, if it hadn’t been avoided the U. S. Electric

Power stockholders would have all been wiped out.

Mr. NEHEMRIs. And what would have happened to Victor Eman

uel and his interests if Harrison Williams or any other group gºt

this pledged collateral? Victor Emanuel and his interests would

have been completely wiped out, wouldn’t they?

Mr. EMANUEL. That is correct.

Mr. NEHEMR1s. Therefore, it was to your interest, was it not, and

the European interests who were counting on you, to see that that

pledged collateral remained intact until you could buy it on your

terms, is that correct?

Mr. EMANUEL. It was to be our interest to see that the collateral

wasn’t sold to anybody else or anybody except the U. S. Electric

Co.; that was at that time, 1934, what we were trying to do.

Mr. NEHEMRIs, And as you and I said we might refer to it, that

Usepco was merely a shell without that pledged collateral; that com:

pany was nothing but a fiction without the pledged collateral behind
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it. With it, it meant you and your interests and the European in

terests had control over the utility empire, is that correct?

Mr. EMANUEL. No; that isn't.

Mr. NEHEMKIS. In what particulars do I misinterpret the situa

tion?

Mr. EMANUEL. I think you asked me two or three questions in

that one question. I will have to take them up by sections.

Mr. NEHEMKIs. Please.

Mr. EMANUEL. In the first place had that collateral been sold by

the banks to outsiders or to anybody but U. S. Electric, U. S. Electric

would have been entirely without assets and busted. Secondly, dur

ing that entire period from 1934, and I think most of 1935, a group

of U. S. Electric principal stockholders were trying to come to an

agreement with the banks. I can't tell you now how many confer

ences we had; they perhaps were monthly. We had plan after

plan, time after time; we thought we had a plan that the banks

would accept; they all fell through. It wasn't to keep me, though,

from having control of the utility empire because, whether U. S.

Electric was saved or not, we didn't control Standard Gas. We did

have the power, as I previously testified, in Standard Gas to sort of

veto, if you will, certainp. of the company or certain things

like the purchase or sale of properties, and that sort of thing, within

the agreement. I think you have the record of it.

Mr. NEHEMRIs. Mr. Fuller, Schrobanco at this time was not very

enthusiastic about blocking Harrison Williams. As a matter of

fact, it was trying to work out a plan of its own with Williams and

Byllesby, wasn’t it?

Mr. FULLER. I don't recall the circumstances offhand. Of course

we had other business relationships with Harrison Williams. I

imagine we weren't particularly interested in blocking any plans of

his in other connections, but I couldn't recall what you have in mind

at the time. We had many conferences with him about many dif

ferent things.

Mr. NEHEMRIs. I show you a cable from Schrobanco to Schrod

priv, London, dated September 21, 1936, and purporting to bear your

initials. Will you examine this and tell me

. Mr. FULLER (interposing). You are now talking about 1936, hav

ing just been talking about 1934.

Mr. NEHEMKIs. I beg your pardon, it is 1934. Will you tell

me whether you recognize this as a copy coming from your files?

Mr. Fuller, does that document now refresh your recollection?

Mr. FULLER. Yes; I recall now.

Mr. NEHEMRIs. What is your recollection at this time of whether

or not Schrobanco was or was not interested in blocking Harrison

Williams?

Mr. FULLER. Schrobanco at that time had no interest any more

than it ever had in Usepco itself, and it wasn’t even close to the

Internal operations of it, and Schrobanco was naturally interested

In getting any business it could and having good business relation

ship with Harrison Williams, would naturally not want to imperil

good relationships with rather tenuous relationships. Therefore, I

assume that this cable discusses one of the numerous plans that Mr.
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Emanuel has mentioned about rescuing the collateral from the banks.

I don’t recall the details of it more than given in that cable.

Mr. NEHEMR1s. Did I understand you to say a moment ago that

you had no particular interest in the Standard Gas matter?

Mr. FULLER. No; I didn't say that; I said Schroder Banking Cor

poration never had any financial interest in Usepco.

Mr. NEHEMKIS. How does it happen that all these documents that

I have been offering in evidence come from the files of Schroder

Rockefeller & Co., Inc.?

Mr. FULLER. That is quite a story in itself, but you must realize

that we were acting as bankers in New York for Hydro interests

so far as we could, that our London house was their chief London

banker, and in most of these matters we were acting for a London

house and trying hard to act more closely for Hydro, although at

this period we were not very close to them.

Mr. NEHEMRIs. You were perhaps a conduit for these various

interest, say a clearing house.

Mr. FullER. I think that is a good expression.

Mr. HENDERSON. As far as control over Usepco was concerned,

however, your company and Mr. Emanuel's company still really

had that while the stock was pledged, did you not?

Mr. FULLER. Perhaps it isn't clear in your mind, Mr. Henderson,

that our company, meaning the Schroders, had never had any finan

cial interest in the U. S. Electric Power Company, and we have never

had any financial interest in Hydro, either. That is not a Schroder

company.

Mr. HENDERSON. Weren't you acting, however, as their conduit?

Mr. FULLER. That is correct.

Mr. HENDERSON. I am saying, assuming that you represented the

Hydro interest—

Mr. FULLER (interposing). Which is a rather far-fetched assump

tion at this period, but, assuming we did, your question is?

Mr. HENDERSON. And taken together, the two interests, yours and

Mr. Emanuel's, were a majority, were they not?

Mr. FullLER. Well, it depends there, I suppose, where you put the

United Founders interest, and I couldn't tell offhand just where the

control lay. I wouldn't think it did.

Mr. NEHEMRIs. Mr. Emanuel, at this time the financing, the right

to do the financing still resided in that original document.i." That had

not passed until Chase would reduce the stock to possession?

Mr. EMANUEL. That agreement was still in effect as much as it ever

could be in effect.

Mr. FullLER. And I might add that Schroder Banking Corporation

was not a party to that agreement at any time.

Mr. EMANUEL. You asked about control of the United States Elec

tric. Of course, all this collateral was deposited with the banks at that

time, they had first call on it, but the largest stockholders of United

States Electric were still the same as what it had been when the com

pany was formed which was the United American Founders group,

so-called, and the Hydro Electric Securities Corporation. At all times,

º I recall it, they had a majority of the stock of the United States
ectric.

1 Reforning to “Exhibit No. 1931.”
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Mr. HENDERSON. Was there any financing during this period in

'34 and '35?

Mr. EMANUEL. I can't recall offhand, Mr. Henderson. As I re

member it, markets weren’t very good during that particular period.

Mr. NEHEMKIs. The previous exhibit showed the sale or volume of

financing during the period from 30 through 36 pursuant to the

agreement.

Mr. EMANUEL. I thought you were asking about 34.

Mr. HENDERSON. I was.

Mr. EMANUEL. I don’t recall offhand.

Mr. NEHEMRIs. Mr. Chairman, may I at this time offer in evidence

the document previously identified by Mr. Fuller.

(The cable referred to was marked “Exhibit No. 1946” and is in

cluded in the appendix, p. 12877.)

Mr. NEHEMRIs. Mr. Fuller, for purposes of offering it for the rec

ord, will you identify for me the two documents I now hand you? I

do not intend to examine you, Mr. Fuller, on those documents. Merely

tell me, if you will, if they come from your files, and if they are true

and correct copies.

Mr. FULLER. I should think so.

Mr. NEHEMRIs. The two documents identified by the witness are

offered in evidence.

(The documents referred to were marked “Exhibits Nos. 1947 and

1948" and are included in the appendix on p. 12878.)

Mr. NEHEMRIs. The pledged collateral more or less went to sleep

for a period of time, nothing could be done until about 35, when the

next suggestion for recapturing the pledged collateral was advanced

by you, Mr. Emanuel. Is that not so, as you recall the situation?

. Mr. EMANUEL. During this entire period, constantly we were work

ing on these bank loans, because the situation was always highly dan

gerous. Of course, the loans were undercollateralized, and, as I say,

I can't recall offhand how many different plans we had to redeem it,

but it was constantly on the fire.

Mr. NEHEMRIs. And at that time you did organize a group to buy

the USepco notes, did you not?

r. EMANUEL. I think that was in '36, wasn’t it?

. Mr. NEHEMRIs. Substantially, the end of 35 or early '36; I guess

it was the end of '35.

Mr. EMANUEL. What had happened was that Mr. Fisher, who had

Succeeded Captain Loewenstein at the Hydro Company, was ill him

Self, and he did come over here I think once or twice while he was ill,

and he was hoping not seriously. It developed, however, that he had

cancer. During that same period, also in 1935, the Founders group

Companies had disposed of their United States Electric stock by

declaring it out to their stockholders, so they wouldn't come under the

Public Utility Act, and always in the plans heretofore, the Founders

group of companies had always been willing to make their fair con

tribution of capital to save the United States Electric Co. So had

Mr. Fisher, as far as he could. I think they both felt a high degree

of responsibility, akin to my own, to do everything to save the com

pany. When the Founders group disposed of their stock by declar

ing it out to the stockholders, Mr. Fisher became seriously ill, and

*Referring to “Exhibit No. 1940.”
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during this period sometime, we sent, well, I think Mr. Granbery went

over twice to see him, he had some free time, and I think Mr. Sea

grave went over once, also. Always we were on the verge of Settling

with the banks. One time Mr. Fisher, when he was here, had a plan

of his own which he thought the banks would approve, and when we

lost the support, you might say, of the Founders group, they no

longer were stockholders, Fisher was very ill, then we had to formu

late new plans to try and save the company if we could. And I think

that those came to a head in '36, as I recall it. I can’t remember the

exact date.

Mr. NEHEMRIs. Mr. Fuller, who is Robin Wilson?

Mr. FULLER. He is associated with Schroder, in London.

Mr. NEHEMRIs. Connected with the banking house?

Mr. FullLER. Of J. Henry Schroder & Co., London; yes.

Mr. NEHEMRIs. I show you a confidential document relating to

Usepco bearing the initials of Mr. Wilson, with the date 12/18/35,

which purports to come from the files of your company. Tell me

whether you recognize this as a true and correct copy.

Mr. FULLER. It would seem to be.

Mr. NEHEMRIs. And I show you another cable from Schrobanco

to Adshead, a code address, 17 John Street, Adelphi, London, signed

by Robin, and tell me if you likewise recognize this as a correct copy.

Mr. Full ER. Yes.

Mr. NEHEMRIs. In the confidential memorandum prepared by

Robin Wilson in regard to USepco, Mr. Emanuel, he had this to

say [reading from “Exhibit No. 1949”]:

Emanuel believe that the Chase Bank, Chemical Bank and Guaranty Trust

are prepared to sell for $3,000,000 their claim against USEPCO which is secured

by that company's holdings of Standard Power & Light shares. He proposes

to offer them $1,000,000 and thinks they might compromise at between $1,500,000

and $2,000,000. He proposes:

(a) A three party joint account with this transaction between himself, Leaden

hall Securities and Hydro Electric.

Mr. Fuller, Leadenhall Securities is the investment end of the

London bank. Is that correct?

Mr. FULLER: I would say it is a wholly owned financing company

of Schroder, London.

Mr. NEHEMRIs [reading further from “Exhibit No. 1949”]:

Having acquired the claim, he would foreclose and take title to the Standard

Power & Light stock. He would then call a meeting of directors and principal

stockholders of USEPCO and inform them that the shares of USEPCO were

valueless, but he proposed to offer pro rata to each shareholder of USEPCO the

right to buy from our syndicate all the Standard Power & Light shares, less

a small number of commission shares, for the sum which we had paid for them.

These Standard Power & Light shares are about 70% of the company and

before making the offer to USEPCO shareholders, he would want the directors

to confirm that our syndicate acquired the benefit of the existing contract allot.

ting 75% of Standard Gas financing to the present finance group. Our syndicate

would then be left with such shares of Standard Power & Light as USEPCO

shareholders would not take up, and the right to 75% of Standard Gas financing.

The next step would be to confirm with the Byllesbys that their management

contracts with Standard Gas were secure, and obtain their cooperation in

liquidating Standard Power & Light, shareholders of which would receive their

due proportion of Standard Gas & Electric shares, thereby turning our syndicate's
investment into marketable Securities.

Mr. Emanuel, in whose interest were you working, the stockholders

or the interest of Victor Emanuel and his associates? I offer the
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document identified by Mr. Fuller and the cable from Robin to

Adshead.

(The documents referred to were marked “Exhibits Nos. 1949 and

1950” and are included in the appendix on p. 12879.)

Mr. EMANUEL. I was working solely in the interest of the United

States Electric stockholders. I did not send that cable. I never saw

that cable or heard of that cable until at this time.

Mr. NEHEMRIs. Does Robin's statement misrepresent your position'

Mr. EMANUEL. It certainly did, if that is what he said.

Mr. NEHEMKIs. He was identified by Mr. Fuller as a close associate

of yours, tied up with Schrodpriv, and he should have known what

was going on.

Mr. EMANUEL. He may have known perfectly well what was going

on, but you are asking me to say that those were my views. This

entire thing, until the time that Founders withdrew, was entirely to

save this for the United States Electric stockholders.

Mr. NEHEMRIs. Do you deny, Mr. Emanuel, that the steps laid

forth in that confidential memorandum by Wilson were not those

that you intended to pursue at the time?

Mr. EMANUEL. I can’t speak for what Mr. Wilson said, but they

certainly don’t coincide with any views that I can now recall.

Mr. NEHEMRIs. Do you think it is possible that the steps set forth

in that confidential memorandum could have been misunderstood by

Robin Wilson, who was in close association with you and the other

interests, and who, as a matter of fact, was in this country at the time

to represent the London interests; could he have so misunderstood the

steps?

Mr. EMANUEL. I might say that up to that time I knew Robin

Wilson; I did not know him well. Since then I have known him much

better. At that time I wouldn't have construed that Robin Wilson

represented any interest in this company other than his house happened

to be bankers in London for the Hydro Electric Securities Corporation.

Mr. HENDERSON. Could I ask a question, Mr. Fuller? You said that

your company has no interest in Hydro !

Mr. FullLER. No financial interest in Hydro.

Mr. HENDERSON. Partners do not have any interest financially

Mr. FULLER. No; not of any substance.

Mr. HENDERSON. There is no kind of interest on the part of the

partners of the company, directly or indirectly, in Hydro?

Mr. FULLER. There is a personal relationship. They are banker
advisers to them. Two of d. members of the Schroder organization

are on the board of Hydro as bank advisers. I was referring specifi

cally to financial interest, which they never had. They never spon

sored Hydro or securities to the public. It has been a purely banker

"º relationship all through.

. Mr. EMANUEL. I would like to say, Mr. Henderson, I don't think the

time that cable was sent—I don’t recall that any of the associates of

Schroder were even on the board; they might have been. -

Mr. FULLER. I think there was one at that time rather than two,

but that one had very little to do with the affairs of the company.

Mr. HENDERSON. Were you going into the question of what Mr.
Emanuel did have in mind at that time?

"lteſerring to “Exhibit No. 1950.”
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Mr. NEHEMRIs. I think, sir, that the evidence as it unfolds itself

will indicate that.

Mr. Fuller, I show you a cable from Schrodpriv and another

cable from Schrodpriv of December 19, 1935, and December 20,

1935. Will you examine them and tell me whether you recognize

them to be true and correct copies? Do you recognize those as com

ing from your files, Mr. Fuller?

r. FULLER. Yes.

Mr. NEHEMRIs. I note in the cable from Schrodpriv to Schrobanco,

addressed to the attention of Beal, the following reference [reading

from “Exhibit No. 1951”]:

Robins wire USEPCO think preferable await definite plan.

Apparently Robin was pretty close to the London people at the

time, Mr. Emanuel

Mr. FULLER (interposing). He was employed by them at the time.

Mr. NEHEMRIs. So he must have known what was going on. The

two documents identified by the witness are offered in evidence.

(The cablegrams referred to were marked “Exhibit No. 1951 and

1952–1” and are included in appendix on p. 12880.)

IMPORTANCE OF FUTURE STANDARD POWEIR & LIGHT CO. SYSTEM FINANCING

IN CONSIDERING REDEMPTION OF THE PLEDGED COLLATERAL

Mr. NEHEMRIs. Didn't Schrobanco, Mr. Fuller, get the details of

the future possible financing from Mr. Emanuel?

Mr. FULLER. Yes; we had numerous details at various times of

these proposed rescue parties that Mr. Emanuel has referred to.

They changed from time to time. The documents you have just

shown me were relatively early in the negotiations, and we always

understood that Mr. Emanuel was trying very hard at the time to

raise money, and it was rather difficult to raise money for any utility
situation at that period, and as he discussed the matter with us, lic

naturally had to bring out any facts he could in the favorable side

to persuade our clients of our London house to put up money, and

I believe he brought out all the points that could be done, at least

he got the money.

Mr. NEHEMRIs. I note, Mr. Emanuel, a memorandum which bears

the initials R. W., dated 12/24/35, with this caption, and also ini

tialed by Mr. Fuller [reading from “Exhibit No. 1952–2°]:

Standard Gas and Electric Co. Information obtained by Robin Wilson from

Victor Emanuel—
-

And then a very elaborate detailed statement outlining the various

steps to be taken in the future, dissolution steps, financing, in the

near future, and so on, and then the following caption: “Possible

New Financing,” and then a list of the new financing with a notation, “$700,000,000 total over years.” rº

(The memorandum referred to was marked “Exhibit No. 1952–2”

and is included in appendix on p. 12880.)

Mr. NEHEMRIs. Don't you think that Mr. Robin Wilson was pretty
closely in touch with the situation and knew what was going on? -

Then. I call your attention to another caption, “Standard Gas

Refunding, all issues now outstanding of subsidiaries mentioned by

Victor Fmanuel for refunding.” -
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Mr. EMANUEL. I don’t know just what your question is. I have

never Seen this document. - - -

Mr. NEHEMRIs. My question was a very simple one. You indi

cated that Mr. Wilson apparently misconstrued the steps that were

going through your mind at the time and that he might not have

been informed. "I merely call your attention to the fact that Wilson

knew extremely intimately and with great detail everything that was

taking place because you told him.

Mr. EMANUEL. He might have. I presume from what you say he

was in this country during the time this particular thing was done,

but what I am saying is you asked me whether I wasn’t trying to

help my own interests and not the stockholders of Usepco, and

that is the only thing I took exception to, because I think I am the

only one who would know that. Mr. Wilson wouldn't. I was talk

ing to him about trying to save his company.

Mr. NEHEMRIs. Mr. Wilson had had many conferences with you,

had he not?

Mr. EMANUEL. I can’t recall; probably did.

Mr. NEHEMRIs. The evidence that has been going into the record

indicates that he has.

Mr. EMANUEL. He may have; I didn't say he didn't.

Mr. NEHEMRIs. You don’t remember whether or not he did?

Mr. EMANUEL. During this whole period this thing wasn’t some

thing that came up one month and then died for six months; there

were dozens and dozens of conferences on this thing, meeting after

meeting, the principal interests in Usepco making trip after trip

to the bank.

Mr. NEHEMKIs. What about a memorandum like this, which reads:

Memorandum, Standard Gas and Electric Company. Information obtained by

Robin Wilson from Victor Emanuel?

..Take a look at it. Do you think a man can write a memorandum

like that unless he knows what is in your mind? Just thumb through

it. Look at the details of that memorandum. Where did Robin

Wilson get this information?

. Mr. EMANUEL. I never said, Mr. Nehemkis, that he didn't get

information from me; he undoubtedly did.

, Mr. NEHEMRIs. Mr. Fuller, I show you a letter by Carlton P.

Fuller to Mr. John L. Simpson, dated December 26, 1935, which

Dirports to come from the files of Schroder Rockefeller & Co., Inc.

ill you be good enough to tell me whether this is in fact a true

Copy? And tell me whether you recognize that as having been a

letter you wrote.

Mr. Full ER. Yes; Mr. Simpson was at that time in Paris, which

Was much closer to the real source of authority on Hydro, which

Was Brussels, than we were, and we naturally wanted to keep him

fully informed of any negotiations over here, just as Mr. Wilson

had to keep his principals in London, who were advising Hydro,

informed, and therefore many details were transmitted at various

times about various trips of proposed rescue parties.

. Mr. NEHEMRIs. In other words, the traveling ambassadors at this

time were Robin Wilson, with headquarters in London, and John

Simpson, making headquarters in Paris, but working toward

Belgium?
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Mr. FULLER. They happened to be in those places, not for this par.

ticular business, because they were regular trips they made, and this

business came up while they were there. -

Mr. NEHEMR1s. The document identified by the witness is offered in

evidence, may it please the Committee. -

Acting Chairman WILLIAMs. It may be received.

(The letter referred to was marked “Exhibit No. 1953” and appears

in the appendix on p. 12882.) -- -

Mr. NEHEMRIs. This letter reads as follows [reading from “Exhibit

No. 1953”]:

Jerry—

May I know who Jerry is, please?

Mr. FULLER. Mr. Beal; we have two Jerrys.

Mr. NEHEMRIs (continuing):

Jerry and I have just spent four hours with Robin and Victor Emanuel on this

situation—

And “this situation,” according to the caption of the letter is re

U. S. Electric? - -

Mr. FULLER. That situation was the question of buying the collateral

or the notes from the bank and raising money to do it.

Mr. NEHEMRIs (reading further from “Exhibit No. 1953”):

And Robin has departed for the boat, escorted by Victor. He is extremely

keen on the situation we have been discussing and we have been having long

talks in London about it as well as with you upon your return there, so that

we thought you would like to have our own slant on the whole matter.

And then the letter—I won't read all the details set out in very meat

little captions: “Proposal”; then there comes one under the category

“Strategy,” which I would like to read:

Jerry has emphasized with Robin that the latter's chief object upon his return

should be to convince Hydro and other prospective underwriters that the Stand.

ard Power & Light stock securing the bank loans is an attractive gamble at the

present time.

Now, according to the evidence which has gone into the record only

a few minutes ago, Schrodpriv thought it was practically worthless.

Mr. FULLER. I would like to call attention there to the word “gamble”

and call attention also to the market situation in second-grade utilities

at that time.

Mr. NEHEMRIs. The record so, shows your comment, Mr. Fuller

[reading from “Exhibit No. 1953”]:

Leaving the question of the financing well in the background in order that it

may not appear that the scheme is designed to use other people's money for

acquiring a position in the financing . . .

Mr. Fuller, isn't that exactly what the scheme was designed to do?

Mr. FULLER. I call your attention that this is a letter concerned with

Hydro-Electric Securities' money and “other people's money” is their

money as distinguished from Schroder money. At that time we were

just renewing our contact with Hydro after Fisher's death, and I may

say that the relationships were not very good. Today we could go to

them on a direct basis and discuss the whole thing. At that time we

didn't want to emphasize the advantages we would get, which were

important in our minds.
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Mr. NEHEMRIs. Now, another comment by you set out under the

category, “Receivership” [Reading further “Exhibit No. 1953”]:

A 77b action has been proceeding since the October 1st default—

That is the default in the interest on the notes?

Mr. FULLER. Standard Gas notes.

Mr. NEHEMRIs. Standard Gas notes?

Mr. FULLER. I assume so.

Mr. NEHEMRIs. [Reading further from “Exhibit No. 1953”]:

* * * but the conditions of this receivership seems unusually lenient,

with the Management left as sole Trustees, 70% of the maturing bonds now

in the hands of the Committee representing the Management, and the opposing

Protective Committees not too obstreperous. On the information Emanuel

produces, it would not seem unlikely that the Company could be brought out

of receivership in the near future.

And then the following caption on page 3 of your letter to Mr.

Simpson: “Future financing:”

Since Jerry has written you separately regarding our prospects for doing

underwriting, we'll simply assume here that we shall find a way to take ad

Vantage of such a situation as we are discussing. Once the group has

acquired the claims from the banks, there will undoubtedly be terrifically

bitter negotiations with the present Usepco group over the future division

of financing. The idea is not to exclude them from it, but to swap with them

participation in some of their financing. The plan is to leave the Byllesby

management and interest in the situation undisturbed.

And then you conclude with the caption, “Our point of view:”

which I read to you:

We are not carried away by all these big figures, nor by Emanuel's eloquence,

nor by Robin's enthusiasm. We are, however, definitely impressed by the

possibility of getting into the middle of a very large picture with good gam

bling possibilities, on the basis of a moderate contingent commitment.

Is this prospective commitment really moderate? We certainly would not

undertake such a contingent guarantee if it amounted to a million dollars

maximum if the situation proves entirely worthless, and we should definitely

prefer it to be only $100,000. Nevertheless, a $250,000 maximum commitment,

especially when it begins to operate only after a 50% decline in the relatively

low cost of acquisition, does not seem to us out of line with the possibilities

in the situation. (These possibilities, of course, include deposits and fiscal

agencies from the Standard Gas System and perhaps an underwriting commis

sion in the form of Standard Power & Light shares at the time they are

offered to Usepco shareholders.)

We have fully in mind, of course, the political pressure on utilities, the

fact that Standard Gas may not get out of receivership as soon as Emanuel

expects, the possibility that the banks may decide not to sell their claims

at a sufficiently low price, the difficulties of making arrangements with the

present Usepco group, the stickiness of some Standard Gas securities even

if we control the financing, etc., etc. Nevertheless, we think there is a chance

to make a good play here without any heavy commitment, and we hope that

Robin will be able to produce some sort of bid from Hydro and others to be

presented to the banks.

Now, Mr. Simpson was not certain of the wisdom of buying into

the financing, was he?

Mr. FULLER. Neither were any of us. We lined up the possibilities,

as you so very clearly and eloquently read, at the time, and we

ºt for a modified commitment anything we could do would be

uselu I.

Mr. NEHEMRIs. Yes; it was a good deal as it appeared at that time
and Mr. Simpson's feeling was that Schrobanco would probably get

little consideration unless it did, however, buy in.
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Mr. FULLER. That is right, our relations with Hydro were such

at the time we couldn’t count on full support in any sort of under

taking.

Mr. NEHEMR1s. And the thing you were buying in here was finant.
ingº

Mr. Fuller. As far as Schroder Banking Corporation was con;

cerned, they were interested in any banking participation they could

get because that was their function. As far as Hydro was concerned,

they also had the investment interest in mind.

Mr. NEHEMRIs. Schroder was interested in deposits, etc.?

Mr. FULLER. Yes; in any banking participation.

Mr. NEHEMRIs. And the thing that you really were concerned

about, or rather your people were really concerned about, was the

possibility of buying into the future financing of this system. How

ever, the medium for buying in would ultimately be worked out, is

that correct, sir?

Mr. FULLER. As far as we were concerned, that is our business and

naturally what we were interested in.

Mr. NEHEMRIs. However, while Schrobanco may not have been

too keen on the deal, you, Mr. Emanuel, never lost your original

enthusiasm, did you?

Mr. EMANUEL. Keen on what deal?

Mr. NEHEMRIs. Buying in on 75 percent of the financing of

Standard Gas System, that is what, we are talking about.

Mr. EMANUEL. That was not a primary consideration with me. I

was trying to save this company.

Mr. NEHEMKIS. Save the company for the stockholders?

Mr. EMANUEL. Yes, sir.

Mr. NEHEMRIs. I wanted to be clear, Mr. Emanuel.

Mr. Emanuel, perhaps you can recall a cablegram to Schroder,

London, from yourself, dated January 8, 1936, in which you, among
other thing; had this to say to Major Pam and Robin Wilson [read.

ing from “Exhibit No. 1954–1”]:

Of course as previously explained, it impossible avoid participation in particu.

lar pieces System financing by houses long identified in the business with local

houses in territories served which however never major amount which

situation understood by your office here from their previous experience in

Systems financing (stop) As explained the negotiations with other houses which

are part of American group now in business would have to be conducted deli

cately and one hundred percent reciprocation might not be possible or advisable.

Suppose you look at that and tell me whether that isn't a cable

you sent to Major Pam and Robin Wilson?

Mr. EMANUEL. That cable was probably sent by me. By this

time, 1936, the Founders' group, as I have previously ºtiñº, dis.

tributed their shares in USepco. Fisher I think by that time had

died. He had been my contact with the Hydro Company, and ever

since Loewenstein's death, he is the one who had worked with me on

any number of previous plans.

At this particular point, it seemed impossible to save this com

pany, with the resources of the company in America who had been

working on it previously, because we had lost Founders' support, and

on Fisher's death, it made the Hydro situation very #. but

what I was trying to do was to do anything I possibly could leading
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toward a redemption of this collateral and this collateral was finally

redeemed and it was offered to the United States Electric share

holders at the exact same price at, which it was redeemed. . -

I am perfectly willing to admit in order to get that done, in which

I have spent my life during this whole period, and because all the

time from the time United States Electric was formed the depression

started immediately afterwards, and this company had had trouble;

I had served it for many years without any salary or other compen

sation, and in fact paid good many of the expenses out of my own

pocket. I was willing to do almost anything to save some stake in

this thing for the stockholders. That was my primary consideration.

I admit that Emanuel & Co. by this time was in the investment bank

ing business, but they never could have participated much in any

financing because we weren't a large house. I think there was only

one issue in which Emanuel & Co. had what you might call a really

large participation.

The cable referred to was marked “Exhibit No. 1954–1” and is

included in the appendix on p. 12884.)

Mr. NEHEMKIs. Mr. Fuller, I show you a letter from yourself to

Mr. John L. Simpson, dated January 10, 1936. Can you tell me

whether you recognize this to be a true and correct copy of an orig

inal in your possession and custody?

I meant to ask you, Mr. Emanuel, you intended, did you not, for

the preferred stockholders to take up their pro rata share?

Mr. EMANUEL. I think we had some formula worked whereby they

were to take up a small number of the shares. We didn’t give them

a very generous percentage because that stock was only held in three

hands, as I recall it.

... Mr. NEHEMKIs. Now, if the stockholders had taken up that offer,

it would have just about ruined your plans, wouldn't it?

... Mr. EMANUEL. No; that is what we wanted them to do, is to take
itW. They took about a third of the stock, as I recall it.

. NEHEMRIs. You mean you wanted them on paper to do that,

; but you hoped they wouldn't?

r. EMANUEL., No, sir; we hoped that they would, but we couldn’t

sºld out any selling letters on it because this stock wasn't registered.

r. Nemºris Have you identified the letter for me, Mr. Fuller?

Mr. FullLER. Yes.

Mr. NEHEMKis. “Yes” means it is a true and correct copy of an

Original in your possession?

time FULLER. I presume so, I haven’t seen the original for some
line.

Mr.NEHEMRIs. The document is offered in evidence.

Acting. Chairman WILLIAMs. Do you mean the whole document?

Some of it seems to be crossed out.

Mr. NEHEMRIs. I apologize for that, that is an error. I don't know

how thºse lines got on it. But the document should be printed, if

You will so order it, in its entirety.

Acting Chairman WILLIAMs. It may be admitted.

. (The letter referred to was marked “Exhibit No. 1954–2” and is

included in the appendix on p. 12886)
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FURTHER EFFORTS TO REGAIN THE COLLATERAL-1936

Mr. NEHEMkIs. I want to read to you, Mr. Emanuel, from Mr.
Fuller's letter which he has just identified. This is on ºff. of

Mr. Fuller's letter of January 10, 1936, to Mr. Simpson, London

[reading from “Exhibit No. 1954–2”]:

After the above discussion of philosophy, you may be interested to learn that

Victor Emanuel is all in a sweat about how to proceed next in this situation

after receiving approval of the $2,000,000 bid limit. The promptness of the

action on the $2,000,000 really staggered him a bit and made him wonder ºf

Robin had fully disclosed all the obstacles in the situation, such as the possi

bility of a long lock-up before Standard Power & Light stock can be reduced

to possession on account of delays in registration of the stock; or the Other

possibility that Usepco stockholders may—

Note that word, it is underlined in this letter—

take up Standard Power & Light stock and leave our group with only Hydro's

25% participation in hand, whereas real control—

Mind you, I am not manufacturing these words, I am reading a let:

ter from Mr. Carlton P. Fuller—

whereas real control of the financing depends on a 51% voting control of the

Standard Power Board, which could then be obtained only through proxy solick

tation, etc., etc. Emanuel (still believing that the London group will do all its

underwriting in this situation through us as Soon as we have set up a new

vehicle) is trying definitely to tie Schrobanco into all these problems so that

London will not place the entire blame on his Shoulders if a fiasco results.

It is really a frightfully complicated situation—

And I sympathize with you, Mr. Fuller, it is,

and both he and we are trying to avoid a denouement in which we would have

lost the business and at the same time have antagonized all the present financial

group. Equally, we wish to proceed so that our bid can't be used to raise that

of some competitor. There is also the problem of possibly getting together with

Harrison Williams.

All of which may lead you to conclude with us that the deal is far from done;

but there is some money in hand now, and before the time this reaches you,

another stage will probably have developed.

Since writing the above, more gyrations have occurred, and Emanuel has

decided not to talk to the Chase today but sit down with us tomorrow to plan

the campaign once more. Allen Dulles has called up to tell us a little more openly

than previously that Harrison Williams is interested in the picture, so the kettle

is boiling merrily, and probably Victor will approach the Chase on Monday.

Now, will you tell me who Allen Dulles is?

Mr. FULLER. He is counsel for Schroder Banking Corporation.

Mr. NEHEMRIs. And he is connected with what law firm’
Mr. FULLER. Sullivan & Cromwell.

Mr. NEHEMKIS. Can you explain, to me the meaning of this rather

cryptic statement [referring to “Exhibit No. 1954–2”]:

Allen Dulles has called up to tell us a little more openly than previously that

Harrison Williams is interested in the picture.

Mr. FULLER. As Mr. Emanuel has testified, it was well known Mr.

Williams was interested in the Standard Gas picture at the time, but

we had not received any direct intimation of that fact until co

indicated that someone might be, not identifying the someone, and at

this time apparently he disclosed the principal for whom he had indi.
cated an interest.
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Mr. NEHEMRIs. But previously he had been apparently somewhat

reluctant to make this information available, although you thought

you knew it.

Mr. FULLER. Presumably he had not been authorized by this prin

cipal to reveal the name of the principal.

Mr. NEHEMKIs. And Mr. Dulles was then representing Harrison
Williams?

Mr. FULLER. No; other members of the firm represented Harrison

Williams, and he répresented us.

. NEHEMRIs. And Allen Dulles represented Schrobanco º

Mr. FULLER. As general counsel.

Mr. NEHEMRIs. But the same firm, however, was representing two

different interests; is that your understanding?

Mr. FULLER. Well, I hope they represented many different interests

for their sakes.

: NEHEMRIs. I am addressing myself to the facts in hand. As

#. have testified, apparently Sullivan & Cromwell represented

*ITISOn Williams.

Mr. FULLER. They are general counsel for North American Co.

Mr. NEHEMRIs. You have also testified that Allen Dulles, a partner

ºf the firm, represented Schrobanco.

Mr. FULLER. That is right, and a lot of other clients.

Mr. NEHEMRIs. I didn't ask you that. Confine yourself to my

questions, if you will, sir.

º º the Hydro London interests agree to put up $1,500,000 in

e deal

Mr. FULLER. What time is this?

Mr. NEHEMRIs. This is in January of 1936.

Mr. FULLER. I have forgotten the time there, but I remember the

*mount that the London interests were persuaded to put up varied

from, I think, a low of $1,000,000 to an eventual high of a $1,500,000

or a $1,750,000.

Mr. NEHEMRIs. I show you two cables from Schrobanco to Schrod

Priv, London. Will you be good enough to examine them and tell me

Whether you recognize these to be true and correct copies?

Mr. FüLLER. Yes; these indicate that Mr. Emanuel had made some

Progress in trying to persuade the Hydro interests to put in some

nºney which he had started when Mr. Wilson was in the country.

F. NEHEMKIs. That was not my question. My question was, do

You identify these two documents as being true and correct copies of

ºpments in your possession and custody?

, FULLER. I said yes.

Mr. NEHEMRIs. Thank you, sir. I note that the cable dated Jan

lary 15, 1936, to Schrodpriv bears the notation: “Copy to Mr.

Emanuel,” and the cable dated january 14, 1936, reads as follows

[reading from “Exhibit No. 1955”]:

Emanuel made tentative approach Chase and had favorable reception but finds

active competition from Harrison Williams through Guaranty and others (stop)

- anuel indicated they must be prepared put in cash and/or reciprocal financ

ing if they wished retain position in Standard financing (stop) Initial reaction

favorable and substantial cash will probably be forthcoming as well as good start

on later reciprocal financing agreements (stop) If business can be done for two

million dollars Emanuel assumes you would be willing if necessary to allocate

up to five hundred thousand to that group leaving total London participation at

ºne million dollars and total American one million including Emanuel for

Minimum $250,000 (stop)
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What is the meaning of this expression that the group, if they wish

to retain their position in Standard financing, would have to either put

up cash or indicate that reciprocity on future financing was in order,
Mr. Emanuel Ž

Mr. EMANUEL. I don’t know. I didn’t send that cablegram.

Mr. NEHEMRIs. Does that misrepresent your views at the time!

Mr. EMANUEL. I can’t say exactly what my views were. What I

was trying to raise was cash. -

Mr. NEHEMRIs. And you went around to the group and said, if

I might put it in colloquial language, “You fellows fork over either

cold cash or assure us of future reciprocity in financing, or you are

out of this deal.”

Mr. EMANUEL. I certainly don't think I did. I don't remember

asking for any reciprocity. I was trying to raise money for this deal,

and I might also add I was in constant touch with other members of

the North American group throughout all the negotiations from the

time they started.

Mr. NEHEMRIs. Mr. Fuller, this cable which you were good enough

to identify bears your initials, its authorization over the cable wires

was by you; how does it happen you so grossly misunderstood Mr.
Emanuel ?

Mr. FULLER. Do you expect me to answer that question?

Mr. NEHEMRIs. Yes; why not?

Mr. FullLER. I don't know how to answer it.

Mr. NEHEMRIs. Did you misunderstand Mr. Emanuel? You were

charged with the responsibility of informing London of develop.

ments. Mr. Emanuel has no recollection of this fact. You state in

the opening of your cable. [Reading from “Exhibit No. 1955”]:

Emanuel made tentative approach Chase—

And so forth, then you proceed to indicate—

Emanuel indicated they must be prepared put in cash and/or reciprocal finaut

ing if they wished retain position in financing.

Mr. FULLER. I can't interpret that cable for you but I can tell

you in general what the situation was then. Very definitely we were

interested in either financing or reciprocity or anything else we could

get or they could give us.

Mr. NEHEMRIs. Did you write this cable?

Mr. FULLER. Are my initials on it?

Mr. NEHEMRIs. Yes.

Mr. FULLER. I wrote it; yes.

Mr. NEHEMRIs. The cable identified by the witness is offered in

evidence.

Acting Chairman WILLIAMs. This may be received.

(The cablegram referred to wasº “Exhibit No. 1955” and

is included in the appendix on p. 12887.)
Mr. NEHEMRIs. And the second cable which Mr. Fuller has been

good enough to identify has the following that I call to the com

mittee's attention. [Reading from “Exhibit No. 19565.

Hydro Schrøder group agree they will take participation of between $1,000.
000 and $1,500,000 in purchase provided total cost does not exceed #,000

and provided their proportion not less /than/ 50% of total (stop)

While aproving Emanuel tactics we wish to be kept informed important

negotiations and also to know what percentage fito our group direct and reciprocal. pe ge financial benefits will accrine
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And that, I call to the committee's attention, is a cable from

Schrodpriv to Schrobanco at New York, and a copy of which was

Sent to Mr. Emanuel.

I offer this in evidence.

Acting Chairman WILLIAMs. This may be received.

(The cablegram referred to was marked “Exhibit No. 1956” and

is included in the appendix on p. 12887.)

Mr. NEHEMKIS. At this time London was pretty hard put, was it

ſº ſo see what benefits it could get from this deal, do you recall

that?

Mr. FULLER. I recall very well they had gone into the merits of

things as a speculation and decided it had some speculative merit

but was a borderline case. They were more convinced of the pros

pects of second-grade utilities than we were in this country, but not

quite convinced enough and had some trouble in persuading their

clients, one of whom was Hydro, of the benefits at that time of pro

posing second-grade utilities in the utility division of the market,

and they actually acquired some other securities. In this particular

case they didn’t think it quite made the grade for a purchase that

way and all sorts of arguments had to be used to get them to do the

One which was of possible benefit for the financing. That was a

very definite consideration all the way through this period because

the gambling attraction of it as a speculative security wasn’t of

quite enough interest.

J. HENRY schRODER & Co., LONDON, DESIRES AssurANCE ON FUTURE

STANDARD POWER & LIGHT CO. FINANCING

Mr. NEHEMKIs. Mr. Fuller, will you be good enough to examine a

copy of the cablegram from Schrodpriv, presumably to Schrobanco,

and tell me whether you recognize it to be a true and correct copy of

an original in your files and custody?

Mr. FullF.R. Yes.

Mr. NEHEMKIs. Before you release it, will you take it back, please?

There appears on the lower left-hand margin a pencil notation. Will

you read that, please?

Mr. FullLER. It says, “Copy to Mr. Emanuel.”

Mr. NEHEMRIs. I beg pardon” What did you say?

Mr. FULLER. It says, “Copy to Mr. Emanuel.”

Mr. NEHEMRIs. Cable No. 135 from Schrodpriv in London to

$ºhiºbanco, dated February 14, 1936 [reading from “Exhibit No.

1957”]:

To help us form opinion as to advisability for Hydro and other clients par

ticipating in Usepco loan acquisition should Emanuel make suitable proposal,

please enlighten us on value of share in future refinancing Standing Gas sub

sidiaries STOP

Emanuel has repeatedly said that this financing probably more valuable than

prospects of appreciation of Standard Power stock so we want assurance that

new syndicate will really thus acquire valuable asset STOP

The London ". house were rather shrewd fellows; they

wanted to know precisely what it is they were putting their money

in, weren’t they, Mr. Fuller?

Mr. FullER. That is quite right.

124491—40—pt. 24—10
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Mr. NEHEM Rus. Now | Reading further from “Exhibit No. 1957”]:

Please discuss with Emanuel and cable how this asset could in your opinion

be valorised STOP

That meant if Schrodpriv put its money in here the one thing

they were concerned about, were they not, is how they could write

this thing up on their books as an asset, does it not?

Mr. FULLER. No; they weren't. Schroder, London, were not put

ting any money in this at any time.

Mr. NEHEMkIs. I mean Hydro was putting the money in.

Mr. FULLER. They wanted to know how they could justify an in

vestment that had no return on it in a speculative field when it didn't

seem quite as valuable as some other speculative investments at the

time; if they could show how they could get a return, they might

justify themselves.

Mr. NEHEMRIs. That was with reference to “Please discuss with

Emanuel and cable how this asset could in your opinion be valorized”!

Mr. FULLER. Yes.

Mr. NEHEMRIs [Reading further from “Exhibit No. 1957”]:

Is there no danger that present First Boston Syndicate could insist on right

future financing without compensation to us STOP

Even if syndicate could acquire right to 75% future financing what benefit

§, there be to Hydro and others here who are not American issuing house

Please cable fully to enable us explain situation in detail to our friends,

The document identified by Witness Fuller, from which I have been

reading is offered in evidence, Mr. Chairman.

Acting Chairman WILLIAMs. It will be received.

(The cable referred to was marked “Exhibit No. 1957” and is

included in the appendix on p. 12887.)

Mr. NEHEMKIs. Now, you spent a good deal of time in preparing

your answer to Schrodpriv's cable, did you not, Mr. Fuller? .

Mr. FULLER. Presumably.

Mr. NEHEMRIs. And you consulted with Mr. Emanuel, did you not,
about it?

Mr. FULLER. Presumably.

Mr. NEHEMKIS. And did you not also consult with Mr. Allen

Dulles?

Mr. FULLER. At some stage, I am not sure just when it was.

Mr. NEHEMRIs. As a matter of fact, 4 days were required—excuse

me. (Conferring with member of staff.)

As a matter of fact, 4 days were required to complete your studies

before preparing the reply to Schrodpriv, do you recall?

Mr. FullER. I don't recall, but if you have the document that

shows so I assume it did.

Mr. NEHEMRIs. I show you four documents, dated February 17,

1936, February 18, February 20, and February 24, 1936, which pur.

port to come from the files of your company. Will you be good

enough to identify them for me, please?

Mr. FULLER. Yes; I identify them.

Mr. NEHEMRIs. This is a letter from Mr. Victor Emanuel under

date of February 17, 1936, to you, Mr. Fuller. It reads as follows

[Reading from “Exhibit No. 1958”]:

.

*

..º

&
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Dear Carl : I have now had a chance to read your draft of the cable to

London in reply to their cable to you of the 14th, received by you on the 15th.

I believe the cable is all right, except for the following Suggestions:

1. That a satisfactory arrangement be worked out as to how you handle

the agreed percentage of any profits to be paid the London group, but I pre

Sume you have talked to Alan Dulles about this.

Did you discuss this with Mr. Dulles?

Mr. FULLER. I presume so. - - -

Mr. NEHEMKIs. And can you tell me at this time what Mr. Dulles

advised? - -

Mr. FULLER. What was the question involved at the time? I was

Consulting him constantly. - - -

Mr. NEHEMKIs (reading further from “Exhibit No. 1958”):

That a satisfactory arrangement to be worked out as to how you handle the

agreed percentage of any profits to be paid the London group, but I presume you

have talked to Alan Dulles about this.

Mr. FULLER. I can’t recall right now what the particular discussion

WAS,

Mr. NEHEMKIs. Then the next thought that Mr. Emanuel pre

Sented to you was this:

(5) The last statement in your cable is very conservative, as to Standard Gas

financing, as all in all the underwriting group profit averages more than 1 point,

Which is the amount you have stated.

I do not know whether you want to say that the present USEPCO position

of 75%, as a base for financing, is not covered by a legal agreement but by

a memorandum, but that Byllesbys have verbally agreed with me, and will, I am

Certain, before we consummate a deal, agree to continue the memorandum to

the new group, and that with this assurance, plus the position our stock would

give us, there is no question in my mind that our group could inherit the posi

tion the present group now has. This, of course, does not change what you have

Said as to valorizing this for the London group who might not want to partici

pate direct in the financing.

I offer the document in evidence, Mr. Chairman, as well as the two

other documents identified by the witness. There should be four

documents.

Acting Chairman WILLIAMs. They may be admitted.

(The documents referred to were marked “Exhibits Nos. 1958, 1959,

º and 1961–1” and are included in the appendix on pp. 12888–

890.) -

Mr. NEHEMKIs. Now, the USepco deal seems to have gone com

pletely to sleep during this time. Do you recall, Mr. Emanuel?

Mr. EMANUEL. I don't know what the dates of those are.

Mr. NEHEMKIS. We are now in the early spring of the year 1936.

Mr. EMANUEL. I can’t recall that exactly; I don’t remember it ever

slept very long.

Mr. NEHEMRIs. Now I show you a letter from Robin Wilson to you

under date of the 27th of March, and I ask you to look at the third

*º and see whether that doesn't refresh your recollection.

Mr. EMANUEL. This is a letter from Wilson evidently to me. It

might have had a short lull. He rather gathers it was, but he might
not know whether it was or not.

(The letter referred to was marked “Exhibit No. 1961–2” and is in

cluded in the appendix on p. 12891.)

. Mr. NEHEMKis. It was sort of slumbering embers on the fire all the
time?

Mr. EMANUEL. Always.
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Mr. NEHEMKIs. And when you gave a good, strong blow, why, up

she went?

Mr. EMANUEL. It wasn’t me giving a blow, if the banks wanted

to reduce this collateral. I might help this whole thing by Saying

that I was doing anything I could to raise this money from any

decent source.

Mr. NEHEMRIs. Mr. Wilson wrote to you as follows:

The USEPCO deal seems to have gone completely to sleep for the moment,

but I gather from Carl Fuller that you are being kept pretty well informed

of the intentions of our competitors. If by any chance the deal does come off

I feel it will be a good thing for me to be in New York to represent our grouſ

in negotiations over our share of underwriting.

Just how were you informed, Mr. Emanuel, of what your com:

petitors were doing at this time, and what their intentions were?

Mr. EMANUEL. I swear I don’t know. I naturally heard one way

or the other of people considering the purchase of this collateral.

The only person I can think of at the moment principally was

Harrison Williams, I knew he was interested. I can't say just

exactly at that time, during the period about this collateral.

Mr. NEHEMRIs. It just strikes me as being a little bit unusual for

a man in your position, who has a tremendous stake here, to know

what his competitor's moves are. How did you know what

Harrison Williams was going to do in this situation?

Mr. EMANUEL. I certainly didn’t know from him.

Mr. NEHEMKIs. That is it. Now how did you know?

Mr. EMANUEL. I don’t know.

Mr. NEHEMRIs. But somehow or other you did manage to keep

pretty well informed of what the next move would be?

Mr. EMANUEL. I suppose what happened at times, one of the

bank officers would call me up and say I had better put on all the

hurry I could in resolving this matter. I suppose that is the way I

knew.

Mr. NEHEMRIs. By the way, who was your counsel at this time?

Mr. EMANUEL. Seibert and Riggs.

Mr. NEHEMRIs. Seibert and Riggs are in New York, your counsel?

Mr. EMANUEL. Yes, they are.

Mr. NEHEMKIs. Now about this time that, we are discussing the

problem, the spring of '36, did not Bancamerica Blair come into the

picture, do you recall?

Mr. EMANUEL. Yes, they came in sometime before we had what

we called rescue parties.

Mr. NEHEMRIs. And there were certain difficulties that were crop

ping up at this time about giving Hydro underwriting participations,

do you recall that, Mr. Emanuel?

Mr. EMANUEL. Well, it is pretty hard to recall. I don't think

Hydro ever wanted underwriting. They never have been bankers,

to my knowledge, at any time.

... Mr. NEHEMRIs. Now, Mr. Fuller, may I trouble you once again to

identify a cablegram from Schrodpriv to Schrobanco under date

of May 26, 1936.. Would you identify the cable I am now showing

you at the same time?

Mr. FULLER. (Examines and returns papers to Mr. Nehemkis with

out comment.)
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Mr. NEHEMKIs. Mr. Emanuel, I want to call your attention to a

paragraph in Schrodpriv's cable to Schrobanco as of May 22, 1936.

Mr. FULLER. May I point out those cables are to a particular

person; the cables are addressed to a particular person.

Mr. NEHEMKIS. This is addressed for Mr. Wilson and this one

refers to 257.

Mr. FULLER. Yes.

Mr. NEHEMRIs. (Reading from “Exhibit No. 1962”):

We could certainly arrange with Hydro and others to accept less than

theoretical percentage if all risk avoided although we understand underwriting

and even selling syndicate now practically without any risk owing to new issue

conditions but drop from point 375 to point one seems impossible to explain

and we fear great difficulties.

And then came the reply to that.

(Reading from “Exhibit No. 1963”):

Very difficult for foreign underwriter like Leadenhall enforce reciprocity

and Schroder Inc. would have hard work to protect our interests. There still

is risk on underwriting because underwriting group must take commitment few

hours before registration statement effective and selling group cannot be legally

bound until registration effective.

Now I had assumed that there was at least from the testimony of

the witnesses who have appeared before this committee—tremendous

risk involved in underwriting and I now find out that there is very

little risk, and whatever risk does occur in a matter of a few hours.

Mr. FULLER. That is why I wanted to point out who wrote the

cables; those were written by Mr. Wilson of our London office, who

was here in New York at the time, and they are very clear evidence

of some of the difficulties we were having in the situation where

they assumed that London conditions might be the same as in this

country, and they also had the very false assumption that the Secur

ities Act and the other legislation at the time set up for the protection

of investors had made it perfectly riskless for the underwriter.

They just didn’t know the facts.
i. Wilson discovered some of the facts while he was here and

still rather played them down in his cable saying a few hours’ risk.

Mr. NEHEMRIs. I call to your attention, Mr. Fuller, that this cable

which you have identified, bears your initials; that its transmission

Over the wire from Schrobanco to Schrodpriv was authorized by

CPF, being Carlton P. Fuller. If Mr. Wilson had made such a mis

take as to misunderstand syndication under American conditions, how

did it happen you authorized the transmission of that cable?

Mr. FullLR. Authorization simply means authorized to be charged

to a certain account, and has nothing to do with the content of the

cable itself.

Mr. NEHEMKIs. And you were not at all concerned about the con

tent of this cable when it passed your desk?

Mr. FULLER. I didn’t say that.

Mr. NEHEMRIs. What?

Mr. FULLER. I didn’t say that.

Mr. NEHEMKIs. You saw the cable?

Mr. FullLER. Yes; but I didn't say I wasn't concerned with the

content; I simply said I didn’t censor the cable.

* “Exhibit No. 1963.”
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Mr. NEHEMKIs. But certainly this was a most serious thing to let

your London people have the impression that underwriting involves

no risk. How did it happen that you allowed this cable to go over

your desk?

Mr. FULLER. The cable," as I recall, says that is only a few hours

risk; a few hours might in that terminology mean 48 hours. We

are dealing here with high grade securities and that probably was

the understanding at the time.

Mr. NEHEMRIs. You think about all the underwriting risk there

is today is probably 48 hours?

Mr. FULLER. I didn’t say that. I said at the time this cable was

written that is probably the understanding that went into it. You

must remember at that time we ourselves were not in the underwriting

business; all the Security Acts were relatively new, certainly as far

as we were concerned, and therefore our more complete knowledge

of today cannot be attributed to that period in which the cable was

written. There was a whole period of education going on there

then.

Mr. NEHEMRIs. I recall your attention, however, that this was in

May of 1936.

Mr. FULLER. That is right.

Mr. NEHEMRIs. Now, Mr. Chairman, I don’t believe I have offered

in evidence the cable from which I have just been reading, being

cable dated May 25, 1936, identified by the witness. As well as the

cable identified by Mr. Fuller to which the cable you now have is

an anSWer.

Acting Chairman WILLIAMS. They may be admitted.

(The cables referred to were marked “Exhibits Nos. 1962 and 1963"

and are included in the appendix on p. 12892.)

OBTAINING THE STANDARD POWER & LIGHT CO. STOCK PLEDGED AS COL

LATERAL–ORGANIZATION OF SCHRODER ROCKEFELLER & Co., INC., JULY

1936—AGIREEMENT WITH J. HENRY SCHRODER & Co., LONDON

Mr. NEHEMRIs. I show you, Mr. Fuller, a letter dated August 24,

1936, to Messrs. Schroder Rockefeller, and Company, Inc., from the

London banking house of J. Henry Schroder and Company. Do you

recognize this to be a true and correct copy of an original in your

possession?

Mr. FITILER. It seems to be a copy of an agreement by which they

were to share in the proceeds of underwritings; yes.

Mr. NEHEMKIS. I offer the document in evidence, Mr. Chairman.

Acting Chairman WILLIAMS. It may be received.

(The document referred to was marked “Exhibit No. 1964” and is

included in the appendix on p. 12893.)

Mr. NEHEMKIS. Eventually the Usepco notes were reported to

the banks, were they not, and the Standard Gas stock reduced to

possession?

Mr. FULLER. The Standard Power stock reduced to possession.

Mr. NEHEMRIs. Standard Power, is that your understanding, Mr.
Emanuel ? 5

Mr. EMANUEL. That is right.

1 “Exhibit No. 1963.”
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Mr. HENDERSON. What was the amount paid eventually?

Mr. EMANUEL. $3,500,000 cash.

Mr. NEHEMKIs. What was the value of the stock?

Mr. EMANUEL. I couldn’t recall at that time. I think it was prob

ably less than that, or a little less than that.

Mr. NEHEMRIs. Mr. Fuller, when was Schroder Rockefeller & Co.,

Inc., organized? .

Mr. FULLER. Early in July 1936.

Mr. NEHEMKIs. And can you tell me the purpose underlying the

Organization of Schroder Rockefeller?

Mr. FULLER. Yes; to engage in the underwriting of securities

business.

Mr. NEHEMKIS. Who was instrumental in organizing Schroder

Rockefeller?

Mr. FULLER. Several Schroder interests and Rockefeller interests,

primarily.

Mr. NEHEMKIs. And who owns the stock of Schroder Rockefeller?

Mr. FULLER. There are two classes of the million-dollar capitaliza

tion; the nonvoting stock is practically all owned by the Schroder

banking corporation; the voting stock is owned, $200,000 by Mr.

Avery Rockefeller and his family; $225,000 by j. Henry Schroder

& Co., London; and $50,000 by Atlas General & Industrial Invest

ment Trust, London, which is an independent investment trust.

Mr. NEHEMKIs. And was not Schroder Rockefeller & Co. organized

for the purpose of engaging in underwriting activities involving the

75-percent financing into which the European and American inter

ests had bought?

Mr. FULLER. It was organized to get as much of a participation in

Standard Gas financing as was possible under the circumstances, and

to engage in other business.

r. NEHEMRIs. And did not Schroder Rockefeller enter into a

contract” with its parent, J. Henry Schroder & Co.?

Mr. FULLER. This one you have just shown me?

Mr. NEHEMKIs. And which you have identified?

Mr. FULLER. Yes. -

Mr. NEHEMKIS. And substantially what were the terms of that

COntract?

Mr. FULLER. As I have testified before, all through this period re

garding the rescue party the London interests concerned wanted to

See Some way of getting a return on their money on their hook-up of

nds. Various means discussed of doing that, ranging from their

dºing direct underwriting over here to à. it through somebody

lse, and finally when we evolved the Schröder Rockefeller set-up

they agreed to do it through them, so long as Schroder Rockefeller

gave them the return on the earnings they made from underwriting

in the Standard Gas system. -

Mr. NEHEMRIs. And what was the return which Schrorock was to

pay to Schrodpriv?

Mr. FULLER. Schrodpriv as agent?

Nr. NEHEMKIs. Yes.

Mr. FULLER. As I recall, it was about one-tenth of 1 percent on the
face value of an issue.

“Exhibit No. 1964.”
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Mr. NEHEMRIs. And have such payments been made in the past?

Mr. Fuller. That agreement was outstanding for about 5 months,

as I recall, and two payments were made under it.

Mr. NEHEMKIs. And do you recall approximately when those pay

ments were made?

Mr. FullER. They came after the Louisville issue and the Oklahoma

Gas & Electric issue which were August and December '36, respec

tively.

Nº. NEHEMKIs. Do you know whether or not it is required under

the registration statements that are filed with the Securities and

Exchange Commission to report such payments or similar payments!

Mr. FULLER. We were advised by counsel at the time that these

particular payments were not required.

Mr. NEHEMRIs. May I inquire at this time the name of counsel

who so advised?

Mr. FULLER. Our counsel is Sullivan and Cromwell.

Mr. NEHEMRIs. Did they render a legal written opinion that such

payments were not required to be reported to the Commission?

Mr. FULLER. I don’t recall whether it was in writing or not.

Mr. NEHEMRIs. Will you be good enough to make available that

information to this committee by a letter when you have the leisure

to ascertain that fact?

Mr. FullLER. Yes."

SUMMARY OF THE RECORD BY COUNSEL--COMMENTS BY MIR. EMANUEL

Mr. HENDERSON. Mr. Nehemkis, I must confess that I am a little

bewildered by the rapid introduction of evidence here. Somewhere

after the loan went under water, I went under water, too, and I

wonder, for my benefit, before we go any further, if you couldn't

start back with that financing of U.S., and bring it down to date.

Mr. NEHEMKIs. To put it very simply, and to rush over a vast

amount of detail which I can’t put quite as precisely as one would

like to, the situation, briefly, is this: Back in 1928, a much younger

man, Victor Emanuel became acquainted with an European capitalist

and financier, one Captain Alfred Loewenstein, who had investments

in various utilities and other enterprises all over the Continent, and

Mr. Emanuel and Captain Loewenstein sat down together and decided

that that was a good time to buy into American utilities. So they

worked out a scheme of acquiring control of Standard Gas & Electric,

American Water Works, and another utility. Had one devil not

intervened at that time, namely, the depression, it would appear from

the evidence that Mr. Emanuel and Captain Aifred foewenstein might

have controlled the utility system of this country. But unfortunately

for those plans, there was a thing called the depression, and some of

the plans went awry. However, the program was carried out pretty

much with reference to the acquisition of the Standard Gas system,

and the committee will recall from the testimony of the first witness

that the Standard Gas system was an empire worth fighting over,

there were assets in that empire of about a billion dollars, with prop

erty scattered throughout the United States and Mexico. Now, #.

problem, of course, of getting control of that utility empire centered

1 Mr. Fuller, under date of Jaruary 24, 1940, submitted the information requested.

It is included in the appendix on p. 13017.
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about acquiring the stock held largely by the Byllesby interests, and

you recall that the testimony showed this morning that Mr. Emanuel

Worked out a series of legal moves, stockholders’ suits were brought.

mandamus proceedings were instituted, all in an endeavor to acquire

this stock from the Byllesbys, who had the crucial position.

The alignment of interests both at home and abroad were too great

for the Byllesbys, and finally, they capitulated to Mr. Emanuel's

interests and Mr. Loewenstein's interests, who by that time had fallen

Out of an airplane when it was crossing the British Channel.

Well, the depression, as I say, came along and even Standard

Gas & Electric Co. found itself in difficulties. I should, however,

retrace one step. It was necessary at this time to take care of a

banking house %, the name of Ladenburg, Thalmann, that always

had a rather important place in the financing and it was as a result

of this necessity that the difficulties arose, because a certain cash

payment had to be made to this banking firm, and in order to

raise cash, borrowings had to be made from some of the banks.

As a result of borrowing from these banks, stock was pledged with

the banks, and subsequent battles centered around the recapture of

this pledged security, and you will recall that earlier this morning

there was introduced in evidence a banking agreement" that was

evolved after the first battle had taken place. You will recai that

the evidence shows that the financing followed very closely the terms

of that banking agreement.

Mr. HENDERSON. That was between the Byllesby group and what

you might call the Emanuel group.

Mr. NEHEMRIs. That is correct; substantially, yes, that is the

situation.

Following the pledging of the stock with the New York banks,

as the testimony has shown this afternoon, a long, protracted struggle

took place in which Mr. Emanuel bended every effort to raise cash

in order to obtain and repossess that pledged collateral, because the

Secret to the Standard Gas system rested with whoever had owner

ship or could reduce to possession the pledged collateral. You will

recall, sir, from the evidence that Mr. Harrison Williams at this

time became interested in possibly buying this pledged collateral.

Finally, the collateral was obtained by Mr. Emanuel's group, and

always #: big stake in this empire was the future financing, whether

or not 75 percent of this utility empire's financing would fall to the

interests represented by Mr. Emanuel and the European group.

Now, for various legal difficulties and complexities, Schrodpriv.

the London house, couldn't very well, participate in American

underwriting activities, and in order, however, for Schrodpriv's

American house, Schrobanco, to get its full reciprocity out of this

75 percent financing that they were buying into, as Mr. Fuller has

previously testified, a new investment banking firm was organized,

Schroder Rockefeller & Co. And Mr. Fuller has just testified as to

where that stock is held, some of it held in London, some by the

Rockefeller interests, some here.

Some of the previous charts that have been offered in evidence

show the various percentage participations of the investment bank

ing houses that belong to the various groups lined up in this situation

and how that financing followed the terms of the original banking

agreement.

* “Exhibit No. 1931.”
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That is about where we are at the present moment.

Mr. HENDERSON. Do you have anything to say?

Mr. EMANUEL. I would like to correct that. In the first place,

I met Captain Loewenstein in 1926, not 1928. In the second place

he already owned a large block of Standard Gas and large blocks

of stock in a number of other American companies, four or five, as

I recall. I made one proposal to him, I remember, about acquiring

other companies and forming a company to do that. I believe I

testified that he was not interested in that, and that whole thing fell

when he died in 1928, although I might have talked to Fisher about

it, who succeeded him early in 1928. Also, Captain Lowenstein died

before the depression came on by well over a year.

There was only one legal move that I recall that we ever made,

and that was a mandamus proceeding which I recall it was just to

get information. We did make a demand on the directors, but I

don’t think that was legal, I mean in a court.

Mr. HENDERSON. Eventually what resulted then was your counsel

and the other counsel got together and you got—

Mr. EMANUEL (interposing). And there was a settlement of all

of our differences, which did not give me or Usepco control of

Standard Gas; we didn't mention it, or we had no power of initia.

tion; we merely had power to pass upon certain matters.

Mr. HENDERSON. How about the directors?

Mr. EMANUEL. We had a minority of the board of Standard Gas

and they had the majority.

Mr. HENDERSON. How about the principal officers?

Mr. EMANUEL. The principal officers were all people who were

officers of Standard Gas before; we had no officers.

Mr. HENDERSON. How about the management contract?

Mr. EMANUEL. That stayed in the Byllesby Engineering & Man

agement Corporation, which was a wholly owned subsidiary of

Standard Gas. -

Mr. HENDERSON. How about the financing?

Mr. EMANUEL. Byllesby had 25 percent, which I think was based

upon their historical interest in the business, and Usepco had the

right to designate 75 percent.

Mr. HENDERSON. And what collateral was really posted with Chase!

Mr. EMANUEL. Everything we had was eventually put up.

Mr. HENDERSON. Mainly Standard Power?

Mr. EMANUEL. And that included the large block of Standard Gas

and Electric stock owned by Standard Power.

Mr. HENDERSON. And it was recognized that even though that was

pledged before the bank reduced its possession, the finance contract.

75–25, still continued. - -

Mr. EMANUEL. Yes, that still was in existence. I would like to say

there that that was a memorandum, right at the time it was made:

the counsel for USepco, which was Seibert & Riggs, advised us, and it

is on the minute books of the USepco, that that agreement was of no

legal force or effect.

Mr. HENDERSON. If you had an economist or financier and he

looked back over the record, he would say it had a financial and eco

nomic effect, would he not?

Mr. EMANUEL. That is right, but what I am trying to point out, it

wasn't an agreement enforceable in law, because it would have been
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binding future actions of boards, which we cannot do, and also most

of the financing was in the subsidiary companies which financing

had come up before the respective boards of these companies, and

also for the most part be approved by the various Public Service

commissions.

Mr. HENDERSON. But in this attempt to get the stock out from

under water, it was pretty generally recognized that the old 75–25

would still obtain.

Mr. EMANUEL. I was trying to get this collateral back for the

USepco itself. During this entire period the company was in

trouble, every plan was to get it back for the company until the

Founders' group distributed their stock and Mr. Fisher died. When

that happened, it became apparent that I couldn’t do it for the com

pany because the Founders group had a majority of its stock I think

of USepco by that time, and without their support, it seemed impos

sible, so the best thing I could do was to use every means at my com

mand, which Ijºi did, to try and sell my people

Mr. HENDERSON (interposing). I am not sure that we got all of the

testimony today.

Mr. EMANUEL. I did nothing else for years but try to do this, and

I used every means at my command to try and save something for

the stockholders, which finally resulted in the agreement of 1936,

whereby we paid the banks $3,500,000 for the collateral, and then as

Soon as we could, because the stock wasn’t registered, we offered it

to the United States stockholders at the same price at which we paid

without any commission whatsoever.

Mr. HENDERSON. Who finally bought it?

Mr. EMANUEL. I think, Mr. Henderson, that something over a third

of the stockholders bought the stock. The offer expired on a certain

day, but we just extended that thing by letting any stockholders

who came in later buy their pro rata share. The stock then went up

in the market and quite a few came in, and every time, we felt they

were bona fide stockholders who had bought their stock before this

period came on, and not for as few cents a share as the worth of

the Security, we let them have the stock.

Mr. HENDERSON. The stock did get down to a few cents a share,

did it not?

Mr. EMANUEL. The United States Electric stock after the col

lateral was reduced by possession was worthless, but it appeared it

still was being sold by unscrupulous people for a few cents a share.

Mr. HENDERSON. #. was a good gamble, however.

Mr. EMANUEL. There was no gamble then because the company

had no assets.

Mr. HENDERSON. But it did have something which if you could—

Mr. EMANUEL (interposing). If you could send it in and get this

other stock for it.

Mr. HENDERSON. Mr. Fuller, have you any comments?

Mr. FULLER. I don't think I have anything to add, unless there are

Some further questions.

T. NEHEMRIs. Just a few more questions.

Senator KING. Do you assent, with the exception you made, to the

*Šumé made by Mr. Nehemkis'

Mr. EMANUEL. Yes.



- 12606 CONCENTRATION OF I.CONOMIC POWER

Senator KING. I regret I have been in the Finance and Judiciary

Committees all morning and it was impossible for me to be here.

Mr. HENDERSON. I think we are ready to go on.

THE GROUP PURCHASING NOTES AND COLLATERAL–CONTINUING EFFECTIVE.

NESS OF BANKING MEMORANDUM OF DECEMBER 1929

Mr. NEHEMRIs. Mr. Fuller, we were saying earlier in connection

with your direct testimony that a new group had entered into the pie.
ture, the Bancamerica-Blair people. Do you recall that?

Mr. FULLER. Yes.

Mr. NEHEMRIs. I show you a memorandum which was obtained from

the files of Schroder Rockefeller and I ask you to tell me whether you

recognize this to be a true and correct copy of an original in your

possession.

Mr. FULLER. Yes; I identify it.

Mr. NEHEMRIs. Can you tell me who Mr. E. G. Diefenbach is?

Mr. FullFR. At that time he was vice president of the Bancamerica

Blair Corporation.

Mr. NEHEMRIs. This is what Mr. E. G. Diefenbach had to say after

his people had come into the picture [reading from “Exhibit No.

|965”] :

On May 20, 1936 J. Henry Schroder Banking Corporation, Bancamerica-Blair
Corporation, W. C. Langley & Co., A. C. Allyn & Co., Inc., and Emanuel & Co.

purchased from the Chase National Bank of the City of New York, Guaranty

Trust Co. of New York and Chemical Bank and Trust Co., $12,500,000 Notes of

the United States Electric Power Corporation, Secured by—

And then he lists the various stock that had been pledged and which

was now out of pledge.

He continues:

United States Electric Power Corporation had an agreement with H. M.

Byllesby & Co. which gave them a first call on 75% of the financing of the Stand

ard Gas & Electric System. H. M. Byllesby & Co. agreed to continue this financ

ing arrangement with the new group which purchased the Notes of the United

States Electric Power Corporation, secured by Standard Power & Light Common

Stock, from the three New York banks. The purchasers of the Notes agreed

that their interest in this finance contract should be on the same percentage

basis as their interest in the purchase of United States Electric Power Notes.

I offer in evidence the document so identified by the witness.

(The memorandum referred to was marked “Exhibit No. 1965”

and is included in the appendix on p. 12894.)

Mr. NEHEMKIs. So that after the shooting was over, the battle

had subsided and the captains had retired, what was really at stake

here in this struggle that had taken place over the years was the

acquisition of 75 percent of the financing of the Standard Gas system.

Is that correct, Mr. Emanuel? -

Mr. EMANUEL. Not from my standpoint. I have no doubt that

that was one of the considerations. Some of the other members of

the group joined the so-called rescue party. It was never with me

any primary consideration. It was one of the considerations, though.

that undoubtedly helped me raise the money.

Mr. NEHEMRIs. Mr. Fuller, will you be good enough to examine

a copy of a cablegram from Schrodpriv under date of January

6, 1936, and tell me whether you recognize this to be a true and cor

rect copy of the original in your possession?
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Mr. FULLER. I identify it.

Mr. NEHEMKIs. And Mr. Emanuel, will you glance at the photostat

copy of what purports to be a cable from you to Robin Wilson in

Paris under date of January 6, 1936, and tell me whether you recog

nize this to be a true and correct copy of an original that you are

familiar with and that was sent by you?

Mr. EMANUEL. It was sent by me.

Mr. NEHEMKIs. Mr. Fuller, there appears to be on the lower left

hand margin of this cable from Schrodpriv certain pencil nota

tions. Before I offer the document in evidence, will you be good

enough to read to me what those pencil notations are?

Mr. FULLER. It says [reading from “Exhibit No. 1966”] :

Copy to Mr. Emanuel, also Mr. Dulles.

Mr. NEHEMKIs. And Mr. Dulles is Mr. Allen Dulles, your counsel ?

Mr. FullLER. Yes.

Mr. NEHEMRIs. Now, on January 6, 1936, Schrodpriv inquired of

Schrobanco as follows [reading from “Exhibit No. 1966”] :

Please arrange with Victor Emanuel joint consultation with Sullivan & Crom

well and enquire whether they foresee any serious legal difficulties in our

USEPCO programme.

You may recall, Mr. Emanuel, I used the word “program” this

morning. I think I got it from this cable.

And one of the points they wanted Schrobanco to enquire about of

Messrs Sullivan and Cromwell of eight points enumerated was the

following, which is point 8 [reading further from “Exhibit No.

1966”]:

How binding a contract can be made assuring 75% future group financing to

Emanuel and Hydro.

And then your cable, Mr. Emanuel, to Robin Wilson, care of Major

Albert Pam, at the Hotel Meurice, Paris [reading from “Exhibit.

No. 1967–1”]:

Fuller communicated to me your cable sixth stop Difficulty arises in that

Sullivan and Cromwell counsel for First Boston and Langley who for reasons

you understand do not want know about this now stop Fuller having confi.

dential talk with Dulles first this morning and if they see their way clear act

confidential basis we will have joint meeting this afternoon stop

I ask leave of the committee at this time to call Mr. Allen Dulles

to the witness stand. Mr. Dulles, will you be good enough to take

the witness stand, please?

Acting Chairman WILLIAMs. Do you solemnly swear that the evi

dence you are about to give in the matter now pending will be the truth,

the whole truth, and nothing but the truth, so help you God?

Mr. DULLES. I do.

TESTIMONY OF ALLEN WELCH DULLES, SULLIVAN & CROMWELL,

NEW YORK

Mr. DULLEs. Mr. Examiner, as I mentioned to you, I have acted, as

these papers indicate, in the capacity of counsel. I want to be of help

In any way I can to the committee. I don't know whether the question

of professional privilege is going to arise or not.

So far as Mr. Fuller is concerned, I think he has been very glad to

Waive it. There may be other matters that come up on which Mr.
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Fuller cannot waive the privilege, and I want to make that statement

and I hope we can avoid the question arising.

Mr. NEHEMKIs. Will you, so that we may proceed in an orderly

fashion, state your full name and address?

Mr. DULLEs. Allen Welch Dulles.

Mr. NEHEMKIs. And are you not a partner in the firm of Sullivan &

Cromwell?

Mr. DULLES. I am.

Mr. NEHEMRIs. How long have you been a partner in that firm, Mr.

Dulles?

Mr. DULLEs. About 10 years.

Mr. NEHEMRIs. And, as the testimony has shown this afternoon, you

have had fairly intimate knowledge of many of these transactions,

have you not, sir?

Mr. DULLEs. Well, I wouldn't say fairly intimate. I have had

knowledge of certain phases of them; yes. I have been consulted now

and again, but I wouldn’t say I had intimate knowledge of the trans

actions.

Mr. NEHEMRIs. And your firm represents, does it not, the J. Henry

Schroder Corporation, of New York, which we have been referring to

as Schrobanco º

Mr. DULLEs. It does.

Mr. NEHEMRIs. And does not your firm also represent other mem.

bers of the American group, for example, The First Boston Cor.

poration?

Mr. DULLEs. Well, how do you include them as members of the

American group? We have done considerable work for The First

Boston Corporation; yes.

Mr. NEHEMRIs. I mean when I say members of the American group,

members of that group who were aligned with Mr. Victor Emanuel in

the financing and in connection with the various events that have been

testified to this morning and this afternoon. Incidentally, have you

been in the room this morning and this afternoon?

Mr. DULLEs. I have been in the room this morning; yes. º

Mr. NEHEMRIs. And you have heard the testimony?

Mr. DULLEs. I have heard the testimony today; yes.

Mr. NEHEMRIs. Does my explanation clarify to you what I meant

by the American group?

Mr. DULLEs. I don't recall The First Boston having been identified

as a member of the American group. I know that they have done a

certain amount of financing in the Standard group system, but I

didn't know that they were a member of the so-called American group,

if you mean the group that purchased the notes.

Mr. NEHEMKIs. Do you recall that Harris, Forbes & Co. and its

allied interests were associated with this deal?

Mr. DULLEs. Which deal, Mr. Examiner?

Mr. NEHEMRIs. I am talking about the transaction that began in

1928 and was consummated in 1936, as we have been hearing testi

mony on it this afternoon and this morning.

Mr. DULLEs. Well, I know nothing about that, except hearsay.

insofar as any relationship they had in this picture.

Mr. NEHEMRIs. Does your firm represent Langley & Co.?

Mr. DULLEs. No, it does not.

Mr. NEHEMKis. I had occasion a moment ago—
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Mr. DULLEs (interposing). I think we have done some work occa

sionally for Langley, not in this connection.

Mr. NEHEMKIs. I had occasion a moment ago to ask Mr. Fuller

to identify a cable from the J. Henry Schroder Co. of London to

Schrobanco in New York, in which the following question was asked

and the request made that legal advice be obtained from your firm

[reading from “Exhibit No. 1966”]:

How binding a contract can be made assuring 75% future group financing to

Emanuel and Hydro.

And I had occasion to ask Mr. Emanuel to identify a cable from him

on January 6, the same date as this cable to which reference has just

been made, to Mr. Robin Wilson. Mr. Emanuel cabled Mr. Wilson

as follows [reading from “Exhibit No. 1967–1”]:

Fuller—

Mr. Carlton Fuller who sits at your side—

communicated to me your cable sixth stop Difficulty arises in that Sullivan

and Cromwell counsel for First Boston and Langley who for reasons you under

stand do not want know about this now stop Fuller having confidential talk with

Dulles first this morning and if they see their way clear act confidential basis

we will have joint meeting this afternoon.

It is with reference to these two documents that I am now asking

my questions. You have indicated your answers and I don't want to

retrace them with you. Can you clarify that cablegram and the

references made therein?

Mr. DULLEs. As I recall, we desired to talk with The First Boston

Corporation, whom we had represented in connection with certain of

the earlier financing, to see whether we were free to discuss the matter

with Mr. Fuller or whether they were still interested. As I recall,

the answer came from The First Boston Corporation that they were

not at this time interested and that we were Fº That is my recol

lection.

Mr. NEHEMRIs. To discuss it with Mr. Fuller?

Mr. DULLEs. To discuss it with Mr. Fuller and Mr. Emanuel, yes.

Mr. NEHEMRIs. But you do recall, then, according to your present

testimony, that The First Boston Corporation was interested in this

whole larger transaction?

Mr. DULLEs. We did not know whether they were interested or not.

I don’t think they were interested in the purchase of the notes, in the

reduction of the collateral.

Mr. NEHEMRIs. Now, Mr. Emanuel, may I ask you at this time

whether you can clarify the meaning of this statement which you

wrote to Robin Wilson [reading from “Exhibit No. 1967–1”]:

Difficulty arises in that Sullivan and Cromwell counsel for First Boston and

ngley who for reasons you understand do not want know about this now.

Do you recall what you meant?

Mr. EMANUEL. I don’t recall what I referred to. I would like to

Say this about that cable, that Emanuel is used as a name, I am sure

Schroder Co. didn't mean me personally.

Mr. NEHEMRIs. It is a code name?

... Mr. EMANUEL. I mean—I think I have to explain something about

ſt-that Emanuel & Co. was always a small house and never came

into this financing until 1935, 5 or 6 years after this company was
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formed. Emanuel I think they use broadly to mean the American

group which was composed of a number of houses other than

Emanuel & Co., who had just a small interest when they did have

any interest in this financing.

I think I remember the last part of the cablegram.

Mr. NEHEMRIs. What did you mean by “Fuller having confidential

talk with Dulles”?

Mr. EMANUEL. I meant prices.

Mr. NEHEMRIs. The stock market prices at the time?

Mr. EMANUEL. What I was afraid of was that if the indicated

market value of Standard Gas securities went up I wouldn't raise

enough money.

Mr. NEHEMRIs. Mr. Fuller, do you remember hº; a talk with

Mr. Dulles about the situation referred to in the cable?

Mr. FULLER. Yes.

Mr. HENDERSON. Mr. Emanuel, you don’t know what this cable

means when it says [referring to “Exhibit No. 1967–1”] “for reasons

you understand”?

Mr. EMANUEL. I can't recall, Mr. Henderson, what was meant.

Senator KING. You drafted the telegram, did you?

Mr. EMANUEL. I think I did; yes.

Senator KING. Was anybody else conferring with you simulta

neously?

Mr. EMANUEL. I think almost everybody concerned was. It might

have meant difficulties of reoffering this Standard stock to the United

States Electric shareholders without a registration statement. I

know that was one of the things that were troublesome at that time.

ENFORCEABLLITY OF THE 7 5–25 PERCENT AGREEMENT FOR FUTURE

FINANCING

Mr. NEHEMKIs. Mr. Dulles, was not one of the pressing questions

which the London firm wanted your firm’s opinion on, whether the

75 percent agreement was binding legally and enforceable at law?

Mr. DULLEs. That was one of the questions that was in that tele

gram that you have introduced in evidence, which was presented to us

at this conference Mr. Fuller has mentioned.

Mr. NEHEMRIs. Did your firm render an opinion on that question?

Mr. DULLES. I don't believe we rendered any opinion. My best

recollection is that we discussed it with Mr. Fuller and Mr. Fuller

drew up his cable on the basis of that discussion.

Mr. NEHEMRIs. Is it, not a fact, Mr. Dulles, that your firm, and

perhaps you in particular, felt it inadvisable at that time to render

written opinion, but preferred to make your opinion oral?

Mr. DULLEs. I think lawyers always, when they can render oral

opinion, prefer it to rendering written opinions.

Mr. NEHEMRIs. Although when we render written opinions, since

I, too, am a lawyer, I know we sometimes get paid more. But the

fact remains you rendered an oral opinion at the time.

Mr. DULLEs. That is my recollection; yes.

Mr. NEHEMRIs. Did you not have some particular reason why

you felt under the circumstances you preferred to render an oral

opinion rather than a written opinion?

Mr. DULLEs. I don’t recall it; no.
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Mr. NEHEMRIs. I offer these cablegrams in evidence.

Acting Chairman WILLIAMs. They may be received.

(The cablegrams referred to were marked “Exhibits Nos. 1966

and 1967–1,” and are included in the appendix on p. 12895.) -

Mr. NEHEMKIs. Pursuant to the advice you obtained from Mr.

Dulles, Mr. Fuller, did you not advise Schrodpriv?

Mr. FULLER. I believe I did.

Mr. NEHEMRIs. I show you a telegram from Schrobanco to Major

Pam at Paris, under date of January 7, 1936. Will you be good

enough to glance at this cable and tell me whether you recognize

it as a true and correct copy of an original? And by the way, will

you tell me who Major Pam is?

Mr. FULLER. Major Pam is associated with J. Henry Schroder &

% in London, with power to sign the firm's signature. I iden

tify it.

º cablegram referred to was marked “Exhibit No. 1967–2”

and is included in the appendix on p. 12896.)

Mr. NEHEMRIs. May I have the document? I think I requested

that Mr. Fuller identify it. The cablegram reads as follows:

Sullivan and Cromwell have following comments your particular inquiries.

And then you itemize them from 1 through 8, and under 8 you

reported as follows:

They consider contractual control of financing unfeasible and undesirable

but agree with Emanuel that real source of control would be Hydro's holdings

and the majority on the directorate plus an agreement and good relations

with Byllesby.

Mr. Dulles, is that substantially in conformity with your under

standing at this time of what transpired in the nature of the advice

Tendered Mr. Fuller?

Mr. DULLEs. I don't remember, but I have no doubt if Mr. Fuller

put that in a cablegram at the time that represented his under

standing of the advice I gave him.

. NEHEMKIS. Can you enlighten us at this time as to what you

had in mind when you referred to an agreement?

Perhaps I had better show you the particular paragraph. You

jºid it enumerated under 8 on page 2 of the document I now

show you.

. Mr. DULLEs. As far as I can read back my thoughts at the present

time, presumably that was not any written agreement because I

apparently advised that a written agreement or anything that pur.

ported to be in a contractual form was both unfeasible and

undesirable.

Mr. NEHEMRIs. May I interrupt at the moment and ask, since we
have been spending a great deal of time on these so-called agree

inents, treaties, contracts, that investment bankers enter into, why

You, a lawyer of many years’ standing, felt that such an agreement

Was undesirable—I think that is the word in the cable.

Mr. DULLEs. Well, I think anything that purports to be a contract

but is not really a contract, something that is entirely unenforceable,

something that relates to the disposition of something you do not

"ontrol, has no real value as an agreement, and therefore, as a law

Yºr, I would oppose my clients—I believe—entering into that type

of so-called contractual agreement which really was no contract at all.

124491–40—pt. 24—20
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Mr. HENDERSON. May I ask a question there? Is your firm coul.

sel for Goldman, Sachs?

Mr. DULLEs. They are.

Mr. HENDERSON. Is it counsel for Lehman Bros.'

Mr. DULLEs. They are, in certain matters. -

Mr. HEN.prison. Are you aware that they reduced their under

standings on the matter to a treaty? -

Mr. DULLEs. I have seen it in the paper recently. I knew nothing

about it at the time.

Mr. NEHEMRIs. You didn't yourself pass on it?

Mr. DULLEs. No.

Mr. NEHEMRIs. And if you had passed on it you probably would

have said about the same thing said here, “not feasible”? -

Mr. DULLEs. Well, certainly if I were looking at it from the point

of view of today I would; whether I would have been wiser in those

days or not I can’t say. -

Acting Chairman KING. Your idea was that it would be unfeasible

to have a written contract as to property that you didn't control"

Mr. DULLEs. That would be one of my reasons, Senator.

Mr. NEHEMRIs. Or property that was not owned, Mr. Dulles'

Mr. DULLEs. Property not owned?

Mr. NEHEMRIs. Yes.

Mr. DULLEs. Property you could not dispose of; yes.

Mr. NEHEMRIs. Either through control or ownership?

Mr. DULLEs. Yes. -

Mr. NEHEMRIs. Do you recall, Mr. Dulles, that in connection with

the agreement that Mr. Commissioner Henderson referred to, operat.

ing between Lehman Bros. and Goldman, Sachs, that the form of that

agreement was passed on by your firm'

Mr. DULLEs. I didn’t recall that.

Mr. NEHEMRIs. Such is the testimony before this committee. A dº

ceased partner of your firm

Acting Chairman KING (interposing). Are we going into the Gold.

man, Sachs in this?

Mr. NEHEMRIs. No, sir; but we are discussing now the problem ºf

the legal validity of the agreements, contracts, and treaties enter

into by investment banking firms, and the testimony, in my opiniºn,

of the witness to whom the questions are now being put is directly

relevant to that subject.

Acting Chairman KING. They may be relevant on that, but not rºle.

vant—I am trying to ascertain whether or not you are offering that

testimony, as a part of the investigation of this corporation Mr.
Emanuel is connected with.

Mr. NEHEMRIs. The question has arisen, sir, that Mr. Dulles had
advised his client Schrobanco—

Acting Chairman KING (interposing). I know what he stated there.

Is that what you mean?

Mr. NEHEMRIs. I wanted to know how it happened this firm passed

on the form of another contract, when Mr. Dulles has just testified
that he doesn't thing these contracts are either feasible or desirable.

I think that is a# relevant question, I submit.

Acting Chairman KING. Perhaps it is; I have no objection.
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Mr. DULLEs. I am perfectly willing to say, Senator, that partners

in law firms often differ, and maybe I am profiting here by hindsight.

That is the way I view it today.

Acting Chairman KING. I understood you to testify that you knew

nothing about that contract to which counsel referred in the Sachs,

Goldman matter.

Mr. DULLEs. Knew nothing whatever about it.

Mr. MILLER. Mr. Nehemkis, may I ask Mr. Dulles a question? I am

not clear in referring to this agreement, the opinion requested by

Mr. Fuller, who was that agreement to be between Who were to be

the parties to the agreement that he contemplated?

Mr. DULLEs. I assume that the parties to that agreement would

have been someone representing Hydro-Electric Securities Corpora

tion, or acting for them, and other possible American underwriters of

the subsidiaries of the Standard Electric Co., Standard Gas.

Mr. MILLER. Well, would the agreement with the Hydro-Electric

Securities company be with them, because they were owners of stock

of Standard Power?

Mr. DULLEs. That was the theory in those days; yes.

Mr. MILLER. In other words, it was an agreement with the chief

Stockholder?

ºf DULLEs. Agreement with a substantial stockholder; not the

Chlef.

Mr. MILLER. Not just an agreement between banking houses?

Mr. DULLEs. Well, it might be an agreement between the banking

house, let us say, which Hydro mightãº. as its bankers. That,

I think, is a possibility.

Mr. NEHEMKIs. Mr. Miller, may I interpose? I have passed to you

a copy of the agreement. It is that agreement concerning the legal

Validity of which that the question was asked of Messrs. Sullivan

and Cromwell, Mr. Dulles.

Mr. DULLEs. Mr. Examiner, may I say here that I am speaking

as an individual when I give you my personal opinion of what I

think of an agreement or its feasibility or unfeasibility. It is quite

possible that some of my partners would differ from the views I

express here, and I don’t purport to bind them or express their

WléWS.

f Mr. NEHEMRIs. That is generally characteristic of the legal pro
ČSSIOn.

Mr. MILLER. Mr. Nehemkis, this agreement here is of December 21,

1929.’ I thought this was a new agreement that was contemplated

that Mr. Fuller talked to Mr. Dulles about, not this agreement.

Mr. NEHEMRIs. What is your testimony on that?

Mr. FULLER. I was considering the possibility of a new agreement

at the time of the 1936 deal.

Mr. NEHEMKIs. But the original agreement, that Schrodpriv

Wanted to know whether or not it was enforceable, and which they

requested you to ascertain advice of counsel, was this agreement?

Mr. FULLER. Whether that or any similar one could be.

r. NEHEMRIs. That was not the question in the cable.

Mr. FULLER. I have forgotten the cable, then.

* “Exhibit No. 1931.”
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Mr. O'Con NELL. Will you read the cable provision? I am not

clear between whom this agreement would be. - -

Mr. NEHEMRIs. The cable is in the record; Witness Briggs test

fied this morning with reference to committee “Exhibit No. 1931,” thal

the contract dated December 21, 1929, was entered into on that date

and was executed by H. M. Byllesby & Co. by J. H. Briggs, United

States Electric Power Corporation, which we have been referring to

here as Usepco, and signed by Victor Emanuel, and Ladenburg.

Thalmann & Co. by Walter Rosen, a general partner. - -

Now it was this contract that we have been referring to as giving

the 75–25 rights. Now, the London people had put a considerable

amount of money into this thing; they wanted to know whether

they were buying a piece of paper or something that was legally

enforceable, and so they cabled to their American house, Schrobancſ.

and said, “Get in touch with our counsel and find out whether this

is just a piece of paper, or whether we are buying something tha'

has a legal and binding contractual effect,” and, as I understand

the evidence, counsel advised Schrobanco—by counsel I refer to

Messrs. Sullivan and Cromwell—that they didn’t think it was legally

binding, but that it had a certain moral effect, and as the evidence

will show in a few moments, we will come into the actual interpre:

tation that was placed upon it by Sullivan and Cromwell. At least.

such is my understanding of the evidence, Mr. O'Connell.

Mr. O'Con NELL. Is that your general understanding of the ques

tion put to you in 1936?

Mr. DULLEs. Not quite. . It was my understanding as to whether

any agreement of this kind could be concluded which would be

binding as to the future.

Mr. O'ConnELL. An agreement between underwriters?

Mr. DULLEs. Between underwriters to control a certain percentage

of financing.

Mr. O'ConnELL. And when you advised your client that in your

judgment such an agreement was not feasible, or what was the other
word used?

Mr. DULLEs. Desirable.

Mr. O'CoNNELL. Desirable; you had in mind it was in the nature ºf

a legal opinion that such a contract would be unenforceable?

Mr. DULLEs. Quite.

Mr. O'CoNNELL. You didn’t think such an agreement would have
"Nº. effect?

r. DULLEs. Quite. -

Mr. EMANUEL. I think I could facilitate this by saying that as I

recall the agreement of December 21, 1929 (referring to “Exhibit No.

1931°); was by its terms not transferable, so if any agreement was

being discussed it was probably a new agreement.

Mr. NEHEMKIS. Mr. Fuller; I beg pardon, Mr. Dulles, is Mr.

Crispell an associate of yours?

Mr. DULLEs. Partner.

Mr. NEHEMKIS. Partner of Sullivan & Cromwell. On or about

March 10, Mr. Fuller, did you have occasion to consult Mr. Crispellin

regard to the contract here in question and other agreements?

Mr. FULLER. Sometime in that period; yes.

Mr. NEHEMKIS. I show you a memorandum dated March 10, 19%.

addressed to Messrs. Beal and Simpson, your associates, from your
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self, and ask you to tell me whether that is a true and correct copy of

such memorandum in your possession. Will you examine this and

tell me whether you recognize that as a memorandum which you

drafted or dictated, as the case may be?

Mr. FULLER. Yes.

Mr. NEHEMKIs. Now, following your discussion with Mr. Crispell,

Mr. Dulles' partner, you wrote to your associates, Messrs. Beal and

Simpson, as follows [reading from “Exhibit No. 1968”]:

Mr. Crispell was very cautious and reserved because he has commitments to

S0 many interests in this situation, and he would not discuss the terms of the

agreements at all without clearing with all his principals, who include others

besides Victor Emanuel. I told him if it became necessary to get an official

Opinion from Sullivan & Cromwell, we might later approach him to get a

clearance, but for the time being our telephone conversation would suffice.

He says that the two gentlemen's agreements—

Now, can you tell me to which two gentlemen's agreements refer

ence is made here?

Mr. FULLER. I assume the one you have been referring to.

ºNEHEMRIs. December 21, 1929, being committee “Exhibit No.

Mr. FULLER. Yes. I don't know what the other one was unless

there was some parallel document at the time.

Mr. NEHEMRIs. Neither do I, and that is why I was somewhat

puzzled as to what the reference to the two agreements is. Shall we

ASSume— -

Mr. FULLER (interposing). You must remember at this time I had

never seen these agreements, and I may have been mistaken in inter

preting his conversation as to there being two, and they might have

been all in one.

Mr. NEHEMRIs. Am I correct in assuming this is it? (Holding up

“Exhibit No. 1931.”)

Mr. FULLER. Yes. -

Acting Chairman KING. Had you seen the agreement at that time!

Mr. FULLER. I don’t think so; we had not seen it.

Acting Chairman KING. Do you know its contents?

Mr. FüILER. I knew there was such an agreement, and I knew what

it was about. I may have seen it; about this time the new deal

Came along.

... Senator KING. Have you any recollection whether you had seen

it at that time you made the memorandum to which counsel has

referred?

Mr. FULLER. I don’t offhand; I don’t think I had.

Mr. NEHEMRIs. I repeat the early part of that sentence that

[reading from “Exhibit No. 1968”]:

the two gentlemen's agreements are not legally binding, as we already under

Stand, but that they have worked perfectly and will continue to do so as

long as they are between people who have confidence in each other and who

Wish to play ball. In general such agreements have been difficult to enforce.

May I pause for a moment and ask you, Mr. Dulles, are, you

familiar with many such agreements that are operative or that have

been entered into between investment banking firms? . .

. DULLEs. Not recently; no. I knew of certain in the days

1928, 1929, and 1930; I don’t know that I could recall many by
ſlāme.



12616 CONCENTRATION OF ECONOMIC POWER

Mr. NEHEMRIs. Were you in the room by chance this morning

when I offered in evidence some 30 agreements' which have been

entered into by investment banking firms with issuers at various

times, some of which are still operative? In fact, I think the bulk

are still operative, the rest of which have lapsed.

Mr. DULLEs. I was in the room; I didn't know what the agree.

ments were, but I heard the testimony.

Mr. NEHEMRIs. In your experience do you know of a single situ

ation where there has ever been any litigation concerningº agree

ments?

Mr. DULLEs. I don’t recall any ; no.

Mr. NEHEMRIs. I know members of my staff have been very much

interested in that. We have been searching the reports to see if

we could find a single instance where such an agreement had ever

been brought to the courts for enforcement, and we can't find any

such thing.

I now continue reading from your memorandum, Mr. Fuller.

Senator KING. You mean for enforcement or for breach.

Mr. NEHEMRIs. Or for breach. [Reading further from “Exhibit

No. 1968”:]

In general such agreements have been difficult to enforce, although he call

conceive of such agreements being made and being enforced if based upon a

definite long-term program of specific financing.

So that in this particular instance your partner, Mr. Crispell,

did appear to indicate there was some possibility of such agreements

being enforceable and having legal effect provided there was a long

term range in the financing.

HOWever—

he continues—

since the latter would involve the question of price which obviously cannot

be set long in advance, as a practical matter it is difficult to see how such a

contract could actually be drawn up in practice.

The charter and by-law provisions of Standard Power and Standard Gas

are presumably legal documents, which would stand regardless of the position

of U. S. Electric, but some outside lawyers have questioned even that situation.

I offer in evidence, Mr. Chairman, the memorandum identified by

Witness Fuller from which I have been reading.

Acting Chairman WILLIAMs. It will be received.

(The memorandum referred to was marked “Exhibit No. 1968”

and is included in the appendix on p. 12896.)

NATURE OF AND PARTIES TO THE BANKING MEMORANDUM

Mr. O'Connºll. I am not at all clear at all times we have been

talking about the same type of contract. This most recent one, is it

a contract between underwriters distributing future business of an

issuer, or a contract between underwriters on one hand and issuer on
the other?

Mr. NEHEMRIs. It is, sir, the former, a contract entered into–it is

not altogether that, it is a contract between investment bankers and a

utility company, the largest stockholder of the system. The com

pany that we have been referring to here as U bineselements of both. g Sepco. It com

* “FYhibits Nos. 1897–1925.”
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Mr. O'ConnLL.L. Combines elements of both; it is not strictly

speaking a contract between underwriters or between underwriters

and issuing corporations?

Mr. NEHEMKIs. That is my understanding.

Mr. O'ConnELL. Is that your understanding, Mr. Dulles? You

seem a little perturbed.

Mr. DULLEs. In this particular picture we are discussing, as I

understand it, Usepco had dropped out at this time because when

the notes were foreclosed, USepco had no further assets and was a

shell, and so any agreement with USepco seems to me would be so

far as Usepco was concerned, certainly a nullity and probably as

regards all the parties.

T. O'Conn FLL. It was a nullity before, as I understood you.

Mr. DULLEs. Probably not a nullity, but unenforceable.

Mr. O'Conn ELL. It remained unenforceable after Usepco lost the

stock?

Mr. DULLEs. What I understood was being presented to me here

at this time, as to the best of my recollection after four years, was

the question of a validity of an agreement between underwriters.

Mr. MILLER. In your opinion, was Usepco ever an issuer?

Mr. DULLEs. No.

Mr. MILLER. Was it a utility company?

Mr. DULLEs. How do you mean, issuer? It issued its own secu

rity; it didn’t issue other people's securities.

Mr. MILLER. I mean an issuer in the sense that it was used by

Mr. Nehemkis in referring to these contracts that were presented this

t

º

|

;

}

morning, financing contracts with issuers, borrowers.

Mr. DULLEs. I didn’t catch that last.

Mr. MILLER. Mr. Nehemkis presented a group of agreements be

tween banking houses and issuers, companies who did financing, and

these bankers did the financing for them. Do you classify Usepco

in that category?

Mr. DULLEs. Not entirely. I may say that I am not at all familiar

With these agreements involving USepco, and when I gave my opin

ion here as to the invalidity and unenforcability of agreements,

I was directing myself solely to agreements as among other under

Writers to control some underwriting business.

Mr. FULLER. Perhaps I can clarify Mr. Miller's understanding by

pointing out that Usepco never issued to the public any of its own

Securities that were underwritten. Does that help?

Mr. MILLER. Yes.

Aºing Chairman WILLIAMs. Was it ever an underwriting com

pany?

Mr. FULLER. In those days, or under the present definition of

underwriter?

Acting Chairman WILLIAMs. At any time.

Mr. FULLER. In those days it was never considered an underwriter;
110.

Acting Chairman WILLIAMs. I have had the impression here dur

|ng all this time that here was an issuer on the one hand and the

hyestment bankers or the underwriters on the other hand who signed

this contract. That is the impression I have had from this testimony

that has gone on here all the time about this agreement.
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Mr. HENDERSON. As to the old agreement, maybe counsel can tº

us what flowed out of the agreement between Usepco and Byllesby

There was a 75–25 division. "Who got the financing that flowed out

of that?

Mr. NEHEMRIs. I introduced a table this noon which set that forth;

and if one of my assistants will give it to me, I can give you your

answers very precisely, sir.

Mr. HENDERSON. You remember it, do you not?

Mr. NEHEMRIs. Generally speaking, the investment banking houses

which benefited from the agreement entered into as of December 21,

1929, being committee “Exhibit No. 1931,” with those banking houses

that had associated themselves with the Emanuel interests.

Mr. HENDERSON. And had formed USepco.

Mr. NEHEMRIs. And through various exchanges, and so on, had

been instrumental in forming Usepco. For example, Ladenburg,

Thalmann & Co. had a very potent interest in the earlier historical

underwriting syndicates and you will recall the testimony shºws

that Ladenburg, Thalmann had to be bought out and cash was paid to

them, and it was as a result of that heavy payment in cash thal

the Emanuel group ultimately got into difficulties because they had

to pledge the collateral with the banks in order to get the cash tº

pay Ladenburg, Thalmann.

Mr. MILLER. You said Usepco was an issuer. It was the principal

stockholder.

Acting Chairman WILLIAMs. My question was, who are these

parties that signed this original agreement, whether they ar"

investment houses, underwriters, or whether there is one of them an

issuer and the other two are underwriters.

Mr. NEHEMRIs. I would say, sir, that the answer to your ques.

tion is as follows: If I correctly understand the testimony—

Senator KING. Pardon me, I hope Mr. Fuller listens so we can

get his views.

Mr. NEHEMRIs. H. M. Byllesby & Co. at the time it entered intº

this contract would be considered an investment banking house. .

Ladenburg, Thalman & Co. at the time it entered into the contract

would be considered an investment banking house. United States

Electric Power Corporation, referred to throughout the testimony as .

Usepco, was a holding company that held the stock of underlying .

corporations, and was a signatory to the agreement. Now, it is true

Mr. Miller, that Usepco was not an issuer. The issuers were the

underlying corporations, but as Mr. Miller well knows, the underly

ing corporations couldn’t issue without the consent and approva

of Usepco.

Acting Chairman WILLIAMS. It certainly was not an underwriter. .

- Mr. NEHEMRIs. No, sir; by no conceivable stretch of the imag

ination.

Senator KING. Is that your view, Mr. Fuller?

Mr. FULLER. From the time I have known much about this agree

ment I have always in my own mind, not being a party to it, yºu

understand, considered it as an agreement amongst#. and for

convenience I thought that certain of the underwriting bankers

1 “Exhibit No. 1931.”

2 “Exhibit No. 1040.”
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interests were concentrated in Usepco, and I think you will cut

through all of this by going down to the division under the USepco

percentage mentioned. In essence it was a banking underwriting

arrangement rather than an issuer-banking contract, in my opinion.

Mr. NEHEMKls. Undereath Usepco you had Hydro.

Mr. FULLER. We had a whole group. As a matter of fact, I don’t

think Hydro participated in that financing at that time.

Mr. O'Connel L. May I ask a question of Mr. Dulles? This is a

question you may not be in position to answer, but I am curious to

know whether in your experience you have ever had any occasion to

pass on the enforceability of a contract for future financing over an

indefinite period of time and without a very definite term between

investment bankers and issuing concern.

Mr. DULLEs. I recall one—I would rather not mention the name—

where a banking house had an option on the financing of the par

ticular issuer over a certain period of time. There were several

issues by the banking house pursuant to that contract, and then the

company desired to cancel it and it was canceled, as I recall, for a

relatively small consideration. That is the only instance that I

recall.

Mr. O'ConnELL. I was more interested in the general legal pro

priety of an issuing concern contracting for general future financing

with a group of underwriters.

Mr. DULLEs. It was done a good deal and there is a good deal to

be said, I think, pro and con.

Mr. O'CoNNELL. You mean speaking of the legality.

Mr. DULLES. As far as the legality is concerned, I think it would

be very difficult, to enforce such a contract because it isn’t precise

enough. There is no agreement as to the terms of the future financ

ing, and if the particular banking house that has the contract with

the issuer is not prepared to do the financing, and some other house

is, it seems to me almost inconceivable that that banking house could

enforce the contract and prevent the issuer from financing under

those conditions.

Mr. O'ConnELL. If the terms were reasonably precise and a formula

were set up for determining the price of the securities to be issued by

theissuing house and the contract were entered into with the approval

of a given board of directors for an indefinite period of time or for a

given number of years, and assuming that the issuing house wished

to change its banking connection and that the former banking con

nection wished to assert its right under such an agreement, do you have

any opinion as to whether such an agreement would be enforceable?

Mr. DULLES. I could conceive that an agreement could be made for

a first refusal which might be enforceable. That assumes, of course,

that the banking house that the issuer approached, was ready and

willing to do the financing on the same basis as anyone else would.

(Senator KING assumed the Chair.)

Mr. O'CoNNELL. I heard something said some time, I think, during

the hearing about whether or not a given board of directors could

bind a corporation that they represent over such a period of time.

Mr. DULLEs. On that point I think it is extremely doubtful as to

whether one board of directors could bind the judgment of another

board of directors for any long period of time. Of course, if all you
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have is a first refusal, you haven’t bound the company to anything

very serious.

Mr. O'CoNNELL. It is exactly the same situation as the one, I assume,

in which the issuing house want to change their house, that the invest

ment house want certain rights to its securities, because that is the

same as the right to first refusal. It is exactly the situation that I

assume because I am assuming the former investment house want to

keep the connection so the refusal would be in effect exactly the same

as the right to enforce the agreement.

I see no distinction between those two, do you?

Mr. DULLEs. Except that the one contract might be bad for indefi

niteness, whereas the first refusal contract might not be bad on that

ground. It might well be as being an improper delegation of author

ity by assumption of authority by one board of directors.

Mr. O'CoSNELL. That is the point I had in mind, that one you just

mentioned.

“MORAL FORCE” OF THE BANKING MEMORANDUM

Mr. NEHEMRIs. About the time that we are discussing, Mr. Fuller,

you had occasion to write a memorandum in which you set forth your

understanding of these various agreements and the agreement in pat:

ticular. I ask you to identify this memorandum for me, if you will.

Mr. FULLER. That seems to be from our files.

Mr. NEHEMRIs. You stated this, Mr. Fuller, as your understanding

of these arrangements [reading from “Exhibit No. 1969.”]:

Upon the formation of U. S. Electric Power Corporation, three agreements

were entered into between H. M. Byllesby & Co. and Usepco, copies of which were

in Mr. Fisher's possession. Only one of these is considered a legally enforceable,

signed contract, under which Byllesby gives Usepco an option on its holdings

of Standard Power & Light stock in case Byllesby wishes to sell. It includes a

provision that if Usepco declines at the price offered, and Byllesby sells elsewhere,

then Byllesby will execute an irrevocable proxy for the shares to Usepco.

The other two documents are merely gentlemen's agreements with no binding

force in law, which was understood at the time of their negotiation. The One

called the “Dividend Agreement” is signed by the parties and obligates them

to confer on dividend policy, awards 50% of the system's bank deposits and all

fiscal agency functions to Usepco's nominees, covers publicity, public relations, etc.

The other, called the “Financial Agreement,” is merely initialed.

But you were in error about that as you have already testified be:

cause you had not seen the agreement, which was not initialed but

which contains the signatures. [Reading further from “Exhibit No.

1969.”:]

It is this agreement which divides the financing 75% to Usepco and 25% to

Byllesby, with certain other provisions.

And it is over that division of financing that the struggle that we

have been describing this afternoon concerned itself, is that not cor

rect?

Mr. FULLER. Yes; as I understand the question.

Mr. NEHEMRIs. [Reading further from “Exhibit No. 1969”:]

While arrangements as to Standard Gas financing are thus not on a lega"

enforceable basis, they have worked without difficulty since 1929–

You were referring to these arrangements covered here? [Holding

up “Exhibit No. 1931.”]

[Mr. Fuller nodded in agreement.]
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Mr. NEHEMKIs (continuing):

and are similar to many other such arrangements, all of which operate as long

as the parties thereto are reliable.

I take it that at the time you wrote this, you were of your own

knowledge familiar with other such arrangements, were you not?

Mr. FULLER. I am trying to recall any specific examples. I assume

I was because it was fairly common knowledge.

Mr. HENDERSON. Were you relying on Mr. Crispell’s advice?

Mr. FULLER. Not necessarily so. I think out of my own experi

ence I had heard of such agreements, and I had certainly heard of

them in foreign banking and other fields. Offhand I couldn't cite

many examples.

. Mr. NEHEMKIs. Of your personal experience, do you know of any

instance where an agreement such as we have had occasion to dis

cuss, which is not legally enforceable, but which has evidently moral

effect, has ever been breached and where suit has been brought to

enforce the terms of the agreement?

Mr. FULLER. I can’t recall where suit has been brought to enforce

the terms, but I recall an indirect breach of such contract in a foreign

financial field where a certain house had a time agreement on the

financing and the foreign state breached that by setting up its

financing in such a way that technically it didn't come under the

agreement, although it should have. There was no suit about it

because you can't very well Sue a foreign entity on such grounds.

... NEHEMKIS. But you know of no instance where an agreement

of this nature has been breached here in America?

Mr. FULLER. With the following suit?

Mr. NEHEMKIs. Yes.

Mr. FULLER. I don't recall offhand. Of course, I might explain

from the banker's point of view I think I personally, and certainly a

good many of my friends, feel these agreements are a good “foot

in the door,” a chance to negotiation. We never considered that it

really gave us a firm hold on the business.

Mr. HENDERSON. Mr. Emanuel, at the time the loan was under

Water how did the bank regard this gentlemen's agreement?

f Mr. EMANUEL. I don’t recall that they particularly had any regard
Or it.

Mr. HENDERSON. Didn't they ask that while the loan was under

Water, any consideration ofº should be taken up with them

and did not Usepco write a long letter to them explaining their

understanding as to this?

Mr. EMANUEL. I can’t presently recall, Mr. Henderson. It is quite

possible, though. It is so long ago I can’t recall.

. Mr. HENDERSON. I can assure you that is the case, and if it gets

important, I will introduce the document.

Mr. NEHEMRIs. Mr. Henderson, my associate calls—

Mr. EMANUEL (interposing). I don’t say it isn’t true.

Mr. NEHEMRIs. My associate calls my attention to a document

which I had intended to offer a little later, but which bears on your

point. This is the understanding of Smith, Barney & Co., con

cerning this whole arrangement, and they write as follows concerning

the matter you have asked the witness:"

*The memorandum referred to is included in the appendix on p. 13018.
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General arrangements pursuant to which investment bankers are selected

for companies comprising the Standard Gas & Electric Company System:

As of March 2, 1933, U. S. Electric Power Corporation had demand bank

loans totalling $12,500,000 (of which Chase National held 50% or $6,250,000–

and so on, they outline the bank holdings.

These $12,500,000 U. S. Electric Power Corporation secured demand notes

(dated March 1, 1933), were given to the three banks pursuant to a writtell

agreement between U. S. Electric Power Corporation and the banks dated

and executed on March 1, 1933, and all but a small part of them are still

outstanding and unpaid.

Note the following paragraph, if you will, sir.

Among other things, that March 1 agreement contained a provision thal

U. S. Electric Power Corporation would furnish the banks with a certified

list of all contracts to which they were then a party (except those covering

ordinary current operations) and agree (so long as any of the $12,500,000

demand notes remained unpaid) not to change any such contracts withou!

the consent of the banks. The March 1, 1933 agreement also provided that

U. S. Electric Power Corporation (recognizing that those contracts were assets

which should be available to creditors) agreed in so far as possible to give

the three banks the benefit of such contracts and pay over to them any con

sideration received by U. S. Electric Power Corporation therefrom.

And the following very important provision:

One contract covered by the foregoing provision is a Memorandum dul"

December 21, 1929–

This is the agreement we have been talking about—

signed by H. M. Byllesby & Co., U. S. Electric Power Corporation and

Ladenburg, Thalmann & Co., which sets forth the manner in which the invest:

ment bankers to handle securities issues of the Standard Gas and Electric

Company system are to be selected. Subject to certain exceptions (including

particularly the financing of the Philadelphia Company and subsidiaries) thº'

general arrangement contemplates that financing shall be undertaken as to inter

est and liability, at original cost, as follows:

U. S. Electric Power Corporation, 75%.

H. M. Byllesby & Company, 25%–

And that is the old 75–25 thing that I have been speaking abou

all afternoon and morning.

And then they continue as follows:

In connection with the March 1, 1933 bank loan negotiations, Mr. Lewis H.

Seagrave, Chairman of the Board of U. S. Electric Power Corporation, verbal)

confirmed to R. L. Garner, Vice-President and Treasurer of the Guaranty Trus'

Company, that U. S. Electric Power Corporation would consult the banks

(which are parties to the March 1, 1933 bank loan agreement) in connection

with subsequent financing of the Standard Gas and Electric Company system;

In connection with specific financing for any part of the Standard Gas and

Electric Company system, reference should be made to the December 21, 192"

Memorandum signed by H. M. Byllesby & Company. U. S. Electric Power Cor.

poration, and Ladenburg, Thalmann & Co., but the more important provisions ºf

that Memorandum are summarized in the general outline set forth on the

following page hereof.

Mr. EMANUEL. I think that is true, Mr. Henderson.

Mr. HENDERSON. I seemed to remember it as such.

Mr. NEHEMRIs. I offer in evidence the document which Mr. Fuller

was good enough tojº a moment ago.

Acting Chairman KING. It may be received. -

The memorandum referred to was marked “Exhibit No. 1969.

and is included in the appendix on p. 12897.)

Mr. NEHEMKis. And will you be good enough to identify the fol.

1 “Exhibit No. 1931.”



CONCENTERATION OF ECONOMIC POWER 12623

lowing document for me, Mr. Fuller, which purports to come from

your files?

Mr. FULLER. I identify it.

Mr. NEHEMRIs. This is a letter from Mr. Simpson to Mr. Frank

ºmon, who was associated with Hydro-Electric. Is that correct,

Slrº

Mr. FULLER. Yes.

Mr. NEHEMKIS. I want to read Mr. Simpson's understanding of

this matter which was discussed at the time and which bears the same

date as the previous discussions. Mr. Simpson wrote as follows

[reading from “Exhibit No. 1970”! :

The legality of the contractual arrangements with Byllesby.

We have gone into this question carefully, both with Sullivan & Cromwell and

Victor Emanuel, and Carl Fuller has prepared a memorandum as of today's

date which sets forth the position. It confirms your view that the financial

agreement is not legally binding. On the other hand Victor Emanuel feels

strongly that the agreement has moral force, has in the past been adhered to,

and is playing a role in the present negotiations. By this last I mean that he

States that all parties concerned, including Byllesby, Harrison Williams and the

banks, recognize the force of the Byllesby-Usepco financial agreement.

And that confirmation incidentally is what Smith, Barney recog
nized.

He contends that everybody feels Usepco's position in this respect is strong

ell011gh so that account must be taken of it, and that Byllesby have taken this

attitude with all parties concerned.

Mr. Fuller, you will recall that it was on the basis of that in

terpretation of this agreement that Hydro put its money into this

Venture.

Acting Chairman KING. Is that right?

Mr. FULLER. Not entirely true. Of course there is a long period

of cable correspondence, visits back and forth, and any number of

Other considerations involved. That was one consideration amongst

many.

. Mr. NEHEMKIS. And it was because of that important considera

tion that Schrodpriv cabled to Schrobanco's attention requesting it to

obtain legal opinion?

Mr. FULLER. That is quite right.

Mr. NEHEMKIs. In order to find out whether it was legally en

forceable.

Mr. FULLER. That is quite right. They were very careful.

Mr. NEHEMRIs. I offer this in evidence.

Acting Chairman KING. It may be received.

(The letter referred to was marked “Exhibit No. 1970” and is in

cluded in the appendix on p. 12897.)

Mr. NEHEMKis. My associate, Mr. Chairman, advises me that in

advertently a document which had been identified by the witness was

not offered. I ask that it be admitted at this time and I will advise

the reporter of the exact place it should appear.

Acting Chairman KING. No objection.

. (The document referred to was marked “Exhibit No. 1971” and is

included in the appendix on p. 12899.)

...Acting Chairman KING. Have you anything you gentlemen would

like to say? The witnesses are excused and we will recess until

10:30 tomorrow morning.

Whereupon at 5:20 p.m. the committee recessed until 10:30

o'clock Friday morning.)
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FRIDAY, JANUARY 12, 1940

UNITED STATES SENATE,

TEMPORARY NATIONAL ECONOMIC COMMITTEE,

Washington, D. C.

The committee met at 10:40 a. m., pursuant to adjournment on

Thursday, January 11, 1940, in the Caucus Room, Senate Office Build

"; Representative Clyde Williams presiding.

resent: Representative Williams (acting chairman), Messrs.

Henderson, O'Connell, Lubin, and Brackett.

Present also: Clifton M. Miller, Department of Commerce; Thomas

C. Blaisdell, Jr., National Resources Board; Peter R. Nehemkis, Jr.,

Special counsel; David Ryshpan, financial analyst; Oscar Altman,

associate financial economist: Howard V. McEldowney, accountant

Investigator, Securities and Exchange Commission.

Acting Chairman WILLIAMs. The committee will be in order.

Mr. HENDERSON. Mr. Chairman, in line with our previous practice

of trying to give a bare outline of the day’s presentation, I have this

to say: Today, as the Investment Banking Section of S. E. C. relies

again on the case method of presentation. Today we are concerned

with certain investment-banking practices as exemplified by the fi

nancing of Shell Union Oil Corporation.

The committee will recall that there was placed in the record a

ſable' indicating the experience of Morgan Stanley with about 70

issues, and if my memory serves me correctly, on all the issues which

Morgan Stanley managed, they had the proud record of not a single

lºss. In this particular case, I believe Morgan Stanley was a par

ticipant in the underwriting for Sheil Union, and I believe the record

Will show that some of the participants, some underwriters, distrib

utors, did suffer some disadvantages, due, I think the publicity stated,

to the overpricing of the issue—I believe that is the term.

We are concerned today with the presentation of the type of nego

liation that went on between the issuer and those who handled the

issue in the investment-banking field, and it will be necessary to go

back into some of the previous issues which were brought out by

American investment-banking firms. We are hoping that the testi

mony today will indicate not only the nature of the negotiations

between the issuer and the investment-banking house, but the nature

of the understandings and the practices and the type of contractual

provisions that exist between the underwriter and those participating

with him in the diffusion of the risk attendant upon bringing out an

lSSue. -

* See “Exhibit No. 1762,” Hearings, Part 23, facing p. 12291.
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The other day Mr. Nehemkis put into the record some data indi

cating how the day loan operates. . I think it was apparent to the

committee that in many cases, practically every case, and as the later

information concerning the financial resources of underwritin

houses will show the issues are far larger, of course, than the tota

capital of the principal underwriter and in some cases exceed the
total resources of all the underwriters concerned.

I think we ought to note again that the Investment Banking Sec

tion selected this particular case many months ago for presentation,

that no one of the questions which will be addressed to witnesses was

formulated by anybody connected with the S. E. C., and I particu

larly want the record to show that I did not suggest any part of the

questions.

I say this, Mr. Chairman, because I have to note again that the

S. E. C. has before it in a quasi-judicial capacity a pending issue

in which Morgan, Stanley is interested. Therefore, again I will be

inhibited from asking some questions about which I believe logically

I would be prepared to interrogate the witness.

Acting Chairman WILLIAMS. You may proceed, Mr. Nehemkis.

Mr. NEHEM KIS. Will Mr. S. W. Duhig be good enough to take the

witness stand, please?

Mr. HENDERSON. One other thing, Mr. Chairman. I think the

record ought to note that some of the witnesses, particularly Mr.

Stanley, have very graciously consented to come back from well.

earned vacations to take part in this hearing at the convenience of

the committee.

Acting Chairman WILLIAMs. Do you and each of you solemnly

swear that the evidence you are about to give in this matter will be

the ºuth, the whole truth, and nothing but the truth, so help you

Hod?

Mr. VAN DER Woude. I do.

Mr. DUHIG. I do.

TESTIMONY OF R. WAN DER WOUDE, PRESIDENT, AND S. W.

DUHIG, WICE PRESIDENT AND TREASURER, SHELL UNION 0II

CORPORATION, NEW YORK CITY

Mr. NEHEMRIs. Mr. van der Woude, will you state your full name

and address, please?

Mr. VAN DE: Woudr. R. van der Woude—v-a-n d-e-r W-o-u-d-e.

I am president of the Shell Union Oil Corporation, 50 West Fiftieth

Street, New York.

Mr. NEHEMRIs. What office do you hold with the Shell Union Oil
('orporation?

Mr. VAN DER Woup. I am the president.

Mr. NEHEMRIs. You are the president of the company?
Mr. VANDER Woude. Yes.

Mr. NEHEMKIs. Mr. Duhig, will you state your full name and

address, please?

§º: i.".W.º 50 Wº: Fiftieth Street, New York.

Mr. NEHEMRIS. And Wha sition do you hold wi ellUnion Oil Corporation, Mr.p; y l with the Sh

1 Supra, pp. 12538–12544.
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Mr. DUHIG. I am vice president and treasurer of the corporation.
Mr. Neurºsis. And will you describe briefly the nature of your

duties? -

Mr. DUHIG. The usual duties that you would assign to a treasurer

of an oil company in looking after the conservation of the company's

cash and the financing of operations as needed, budgetary work, and

so forth.

Mr. NEHEMRIs. Do you not, as part of your duties, specifically con

cern yourself with securities matters, that is to say, do you not

make a study of market trends, questions of price as they appear on

other offerings? Do you not concern yourself in general with finan

cial and corporate problems so that you may better execute your

official duties?

Mr. DUIIIg. I would say that that is an important part of my

duties.

Mr. NEHEMRIs. And will you describe briefly the kind of business

that the Shell Union Oil Corporation is engaged in 2

Mr. DUHIG. Shell Union Oil Corporation is a holding company

having 100 percent subsidiaries engaged in the United States in pro

ducing, refining, and marketing petroleum products, with some inter

ests in Canada.

SYMBOLS AND ABBREVIATIONS USED IN DOCUMENTS

Mr. NEHEMRIs. May I, for the sake of convenience, Mr. Duhig

and Mr. Van der Woude, refer to Shell Union Oil Corporation

hereafter in the hearings as “Shell”? Will that be agreeable?

Mr. DUHIG. Yes.

Mr. NEHEMRIs. We will have occasion, Mr. Duhig, to discuss a

number of cablegrams between New York and London, and these

cablegrams bear certain code addresses, such as Condeteck, Deterding,

and so on. Will you briefly describe to the committee the meaning

of the various code symbols?

Mr. DUHIg. Yes; code addresses for cablegram purposes are used

both in sending and receiving communications to and from London.

It happens that of our 12 directors, 4 of them at the present time

are resident on the other side, although 3 of those 4 have been former

officers and directors in this country of Shell, and it is common

practice to arrive at unanimous decisions of the board by conferring

with those members who are on the other side by cablegram. Natu

rally, for the sake of convenience and economy, we use cable

addresses, code addresses, and I confirm those are the ones you

refer to.

Mr. NEHEMKIS. When you and I have occasion to refer to

Condeteck, as we shall, what will the committee understand?

Mr. DUHIG. That would be a cable from Shell Union New York

office to the directors in, well, it would be from van der Woude to

his fellow directors on the other side of the Atlantic.

Mr. NEHEMRIs. And when we have occasion to refer to

Deterding, what shall the committee understand to be the meaning

of that code symbol?

Mr. DUHIG. Similarly. It is just another code to cover the same

purpose.

124491–40–pt. 24 -21
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Mr. NEHEMRIs. And occasionally we shall refer to Wanwood.

What will the meaning be that is accorded to that symbol?

Mr. DUHIG. That is another confidential code symbol from Mr.

van der Woude to the London office.

Mr. NEHEMRIs, Mr. Chairman, may it please the committee, I

intend to offer some 37 letters, memoranda, and cables between New

York and London and others. If I were to ask that Mr. van der

Woude or Mr. Duhig identify each cable before offering, we would

probably be here much longer than I hope will be necessary. Accord

ingly. I have asked Mr. Duhig to enter into a stipulation with me
identifying each and every cable which will be offered to the com:

mittee this morning.

Mr. Duhig has been good enough to do so, and I show you, sir, the

stipulation, with the documents which will be offered, and I respect

fully request that the Committee permit me to offer these documents

through the stipulation without the identification of each cable as
the occasion arises.

-

Acting Chairman WILLIAMs. This stipulation, I assume, identifies

the various cables by number, so they can be designated?

Mr. NEHEMRIs. Correct, sir. You will find attached to the stipu:

lation the list of the cables and their numbers, and in that ordér they

will be submitted to the reporter.

Acting Chairman WILLIAMS. That may be done.

(The stipulation referred to was marked “Exhibit No. 1972” and

is included in the appendix on § 12903.)

Acting Chairman WILLIAMs. Now that the record may be clear, do

I understand this stipulation covers all the documentary evidence

you propose to offer with reference to these witnesses?

Mr. NEHEMKIs. Correct, sir.

Mr. Duhig, on June 1935 and thereafter, did not Shell negotiate

toward raising $50,000,000 to $60,000,000 in order to refund its out

standing 5-percent debentures?

Mr. DUHIG. That is correct.

Mr. NEHEMKIS. Were not negotiations carried on with a number of
investment bankers at this time?

Mr. DUHIG. That is correct.

Mr. NEHEMKIS. Did not Shell discuss its financing needs with Lee

Higginson Corporation and Hayden, Stone & Co.”

Mr. DUHIG. They did; yes.

Mr. NEHEMRIs. I offer a letter from Mr. J. C. van Eck to Mr. F.

Godber, dated June 7, 1935.

Acting Chairman WILLIAMS. It may be received, and all of those

will be received without formal declaration because they are covered
by a stipulation.

Mr. NEHEMKIS. May I then just pass them directly to the reporter!
Acting Chairman WILLIAMS. Unless you want them back.

Mr. NEHEMKIs. No.

(The letter referred to was marked “Exhibit No 1973” and is

included in the appendix on p. 12904.)

Mr. NEHEMKIS. Lee, Higginson & Co. was the predecessor of Lee
Higginson Corporation, was it not?

Mr. DUIIIG. That is correct.
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Mr. NEHEMKIs. And Lee, Higginson & Co. had headed all of the

public offerings of Shell securities from the time of its first public

financing in 1927?

Mr. DUHIG. The first public financing in 1922.

Mr. NEHEMKIs. 1922; yes.

Mr. DUHIG. I think that is correct.

Mr. NEHEMKIs. I offer a table compiled by the staff of the Securi

ties Exchange Commission from information appearing in Moody’s

Manual, showing various public offerings of Shell Union securities

prior to the year 1935.

(The table referred to was marked “Exhibit No. 1974” and is

included in the appendix on p. 12905.)

DISCUSSIONS WITH BANKERS LEADING UP TO 1936 FINANCING

Mr. NEHEMKIs. Hayden, Stone & Co. had been one of the principal

underwriters associated with Lee, Higginson in the underwriting of

Shell securities, had it not, Mr. Duhig':

Mr. DUHIG. I think that is correct.

Mr. NEHEMKIs. Shell had also negotiated with Dillon, Read & Co.

at this time. Is that not also correct, sir?

Mr. DUHIG. That is correct.

Mr. NEHEMKIs. I offer in evidence at this time a letter from Mr.

S. Belither to Mr. Van Eck, dated July 22, 1935, and a cable from

Condeteck to Deterding dated August 14, 1935.

(The documents referred to were marked “Exhibits Nos. 1975 and

1976” and are included in the appendix on p. 12905.)

Mr. NEHEMKIS. At this time, Mr. Duhig, did Shell not also discuss

the proposed financing with Brown Harriman & Co.?

Mr. DUHIG. I think that they did; yes.

Mr. NEHEMKIs. And do you recall whether this financing was also

discussed with Lazard Frères & Co. ?

Mr. DUHIG. It was.

Mr. NEHEMRIs. I offer a cable from Deterding to Mr. Van Eck,

dated October 14, 1935, and a cable from Deterding to Condeteck

lated July 29, 1935, and in connection with that last cable, I should

# read into the record the following [reading from “Exhibit No.

8”]:

We entirely agree every possible avenue must be investigated but anxious not

to appear in any great hurry as we are satisfied with time our side.

(The cables referred to were marked “Exhibits Nos. 1977 and 1978”

and are included in the appendix on p. 12906.)

Mr. NEHEMKIs. In undertaking these discussions, Mr. Duhig, was it

not Shell's intention to consider proposals from various firms in order

to determine the best terms obtainable in the market?

Mr. DUHIG. I would say that Shell did not go around soliciting

different proposals; rather bankers offered proposals as to what might
be done to meet Shell's situation, all ofJ. we were very glad to

consider and compare.

Mr. NEHEMKIs. And the purpose or interest, shall I say, of Shell in

ºxamining these various proposals was to obtain the best possible

terms that the market made possible at the time?
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Mr. DUHIG. That is correct.

Mr. MILLER. May I ask a question of the witness? You say that you

were not soliciting proposals from the bankers. How did they know

that you were in the market for financing? Did they come to you

without any solicitation—maybe that isn’t the word—without any

approach from you?

Mr. DUHIG. Well, that is rather hard to make a general answer to,

because naturally in following the financing business one becomes ac

quainted with bankers and discusses the subject of corporation finance
on various occasions. I think that in most cases the investment bank

ers are sufficiently on their toes that they sense the possible needs of

the corporation and inquire as to what might be worked out to improve

the financial structure.

Mr. MILLER. These were all voluntary approaches, then, to you and

your associates from the investment banking firms?

Mr. DUHIG. As I said, that is very difficult to answer. I myself

dropped in in investment bankers’ offices to discuss finance in general,

or to discuss what some other oil company was currently doing as a

matter of interest.

Mr. NEHEMRIs. On November 1, 1935, had not Dillon, Read made a

tentative proposal to Shell?

Mr. DUHIG. Yes; they had.

Mr. NEHEMR1s. And on November 1, 1935, Condeteck sent the

following cable to Deterding in London, from which I read a part

[reading from “Exhibit No. 1979”]:

If indicated terms acceptable as basis for further negotiations would recom

mend we give other banker friends opportunity to indicate their terms stop

Bankers whom we think should be given opportunity are

First Lee Higginson and Hayden Stone

Second Lehman Bros.

Third Lazard Freres.

I offer it in evidence.

(The cable referred to was marked “Exhibit No. 1979” and is in

cluded in the appendix on p. 12906.)

Mr. NEHEMKIS. After further discussion with the various bankers,

Mr. Duhig, did not Shell, in December, advise Dillon, Read as to the

terms on which Shell was prepared to sell the proposed issue?

Mr. DUHIG. I think the answer to that is that we probably indicated

the terms at which Shell felt they could make a profitable deal and

that anything less than that would not be worth doing.

Mr. VAN DER Woude. They quoted terms at which they thought they
could make a deal with us.

Mr. NEHEMRIs. Let me read you from the letter from Dillon, Read

&ºto Shell, dated December 16, 1935 [reading from “Exhibit No
1980”] : -

You have informed us that you are preparing a registration statement and

a prospectus for an issue of $50,000,000 3%% Fifteen-Year Debentures of your

Company to refund your outstanding Twenty-Year Sinking Fund Debentures—

and so on.

“We understand that you are prepared to sell the issue at a price of 97%

of the principal amount plus accrued interest. This price does not take into

consideration the expenses to be borne by your Company in connection with

the financing including the fees and disbursements of counsel and other experts

and travelling, telephone, telegraph, and other similar out-of-pocket expenses

except selling expenses) of the underwriters. . . .
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It is understood that this letter is not to be construed as a commitment,

either legal or moral, on our part or on the part of your Company.

(The letter referred to was marked “Exhibit No. 1980” and is in

cluded in the appendix on p. 12907.)

Mr. NEHEMRIs. Now, on December 16, 1935, Dillon, Read wrote to

Shell Union confirming these terms and stating that they were pre

pared to proceed with an investigation in the belief that they would

be able to purchase the issue at the price mentioned. Is that not

correct?

Mr. DUHIG. That is correct.

Mr. NEHEMKIs. And Shell also advised Hayden, Stone and Lee

Higginson as to the terms on which it was prepared to do business.

Do you recall that, Mr. Duhig'

Mr. DUHIG. That is correct; yes.

Mr. NEHEMRIs. And on December 18, 1935, these two firms jointly

wrote Shell stating that as soon as the market made it possible for

them to meet these terms, they would communicate with Shell?

Mr. DUHIG. Correct.

Mr. NEHEMHIS. I offer in evidence a letter from Lee Higginson

Corporation and from Hayden, Stone & Co. to the Shell Union Oil

Corporation dated December 18, 1935.

(The letter referred to was marked “Exhibit No. 1981” and is in

cluded in the appendix on p. 12908.)

Mr. NEHEMRIs. However, Mr. Duhig, the price confirmed by Lee

Higginson and Hayden, Stone was one-half point higher, was it not,

than the price confirmed by Dillon, Read?

Mr. DUHIG. That is according to the record; yes.

Mr. NEHEMRIs. Was this due to their possible misunderstanding, or

had you indicated different terms to Lee Higginson and Hayden,

Stone?

Mr. DUHIG. We certainly hadn't indicated different terms; it pos

sibly was a question of our not having indicated at all to Lee Higgin

son and Hayden, Stone or that they assumed something which they

put in their letter and which was a surprise to us when we saw it.

Mr. NEHEMRIs. I read from a cable by Deterding, London, to

Condeteck, under date of January 14, 1936 [reading from “Exhibit

No. 1982”]:

Weill telephoned us from Paris today and we recommend you keep in touch

with Lazard Freres in New York and consider carefully any proposal more

attractive than that of Dillon Read’s.

For the sake of the record, “Weill” refers to the Paris partner of

Lazard Frères & Co.

I offer the cable in evidence.

(The cable referred to was marked “Exhibit No. 1982” and is in

cluded in the appendix on p. 12908.)

During this period, after the proposals had been received from

Hayden, Stone and Lee Higginson and Dillon, Read, Shell continued

to consider proposals from other bankers, did it not, Mr. Duhig'

Mr. DUHIG. That is correct.

Mr. NEHEMRIs. And on January 13, 1936, did not Mr. Clarence

Dillon advise Shell verbally that his firm could now pay 97, this being

the price at which Shell had indicated to Dillon, Read that it was

prepared to sell the debentures?
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Mr. DUHIG (to Mr. van der Woude). Can you answer that?

Mr. VAN DER Woude. That is correct.

Mr. NEHEMRIs. I offer in evidence a cable to Condeteck, London,

under date of January 3, 1936, and I read the second paragraph

of this cable, marked “Confidential” [reading from “Exhibit No.

1983]:

In order to make progress my opinion we should now obtain from all parties

interested offer in writing say by next Thursday for alternative $50,000,000

with obligation refund one of present Shell Union Oil Corp., issue or $60,000,000

with obligation to refund both Shell Union Oil Corp. and Shell Pipe Line Corp.

issues stop

What is your opinion

PURPOSE OF PREVIOUS NEGOTIATIONS TO PAVE WAY FOR FORMAL BIDS

Mr. NEHEMRIs. Mr. Duhig, was not the purpose of the previous

negotiations to pave the way for a later request to the bankers to

submit formal bids?

Mr. DUHIG. That is correct.

(The cable referred to was marked “Exhibit 1983” and is included

in the appendix on p. 12908.)

Mr. NEHEMRIs. But the idea of obtaining competitive bids from all

the interested parties was discarded, was it not?

Mr. DUHIG. Yes; it was.

Mr. NEHEMRIs. And in a cable to Deterding, London, by Conde

teck, under date of January 22, 1936, there appears the following

[reading from “Exhibit No. 1984”]:

As contemplated procedure of competitive bidding caused undesirable com

plications we have had discussions with view bring bankers possibly together

without injury to our interests and understanding between two groups now

arrived at on basis Dillon Read Hayden Stone will be joint syndicate managers

both houses to head prospectus but Dillon Read to keep syndicate books.

I offer in evidence the cable previously identified.

(The cable referred to was marked “Exhibit No. 1984” and is in

cluded in the appendix on p. 12909.)

Mr. NEHEMRIs. Will you tell me, if you will, Mr. Duhig, what

undesirable complications would have resulted from the contemplated

procedure of competitive bidding?

Mr. DUHIG. Well, we were faced with a multiplicity of plans, to

begin with, trying to compare apples and oranges, you might say, and

decide which was preferable, and we felt that our relations with all of

the bankers being very cordial, there was nothing to be gained by

trying to set one off against the other, because as the exhibit you have

entered states, it was felt that there would be no disadvantage to the

corporation in the terms by bringing them together and getting them

jointly to enter into negotiations for this financing.

Mr. HENDERSON. Mr. Duhig, you weren't comparing apples to

oranges but comparing oranges of different kinds or apples of dif.

ferent kinds. It all related to the specific issue.

Mr. DUHIG. They all related to that, some of which suggested the

possibility of convertible debentures or attaching warrants; some had

different ideas from others as to what was the right, call price or

sinking fund terms, and as I remember it, and as you might naturally

expect, each proposal slightly differed from the other because they

had not been made up in the same office.

-
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Mr. HENDERSON. You had had no difficulty in wading through the

relative advantages to the company. Did you have these different

proposals? You are an experienced financial officer.

Mr. DUHIG. I think not as experienced, however, as the bankers are

in such matters.

Mr. HENDERSON. I think the record here shows that you rather out

Smarted the bankers, does it not? I don’t want to get ahead of the

story. I like modesty in its proper place, but it would seem to me

you are a little too modest.

Mr. DUHIG. I think that is something not borne out by the record,

Mr. Henderson.

Mr. HENDERSON. I think we will have to let the committee judge

from the record.

SHELL PROCEDURE IN ISSUING SECURITIES

Mr. NEHEMKIs. Mr. Duhig, was not Shell's final procedure designed

to obtain the best competitive price while at the same time utilizing

the accepted forms of banker-corporation relationships?

Mr. DUHIG. That is correct, if you mean by best competitive price

not necessarily the highest price for the interests of the corporation.

Mr. NEHEMRIs. In other words, Mr. Duhig, Shell was trying to eat

its cake and have it, too. Is that not so?

Mr. DUHIG. I don’t understand what you are referring to.

Mr. VAN DER Woude. You don’t blame us for that, do you?

Mr. NEHEMRIs. No.

Mr. Duhig, how did you manage to bring the two groups together

without injury to your interests?

Mr. DUHIG. I think the answer to that is that we had our own idea

as to what would be a profitable deal, and the line which we couldn’t

cross for fear of the deal not being worth doing at all.

Mr. VAN DER WoudL. May I say more as a matter of policy, you have

to go back a little bit. The record shows we used to have our financial

transactions with Lee Higginson. You know that Lee Higginson had

certain misfortunes, and as a result they were no longer in the same

situation as they had been before. Hayden, Stone also were in close

relation with them, and also Mr. Charlie Hayden, a senior partner of

Hayden, Stone, was upon the board of our company. So for a while

Lee Higginson was in a different position from what they were before,

and Dillon, Read, at that time, in '35, made proposals for financing,

and we, of course, considered it, which came, as Mr. Duhig pointed out.

to other bankers, and different propositions from other bankers, and

then it finally came to deciding how we would deal with the situation,

and we felt that Dillon, Read having come first, and there was an

Qpportunity of doing solid financing, we naturally felt that Dillon,

Read should be given preference and should be given a chance of

getting it.

Two or three had been soliciting our business in line with their

QWn ideas. There wasn’t much difference in the different offers. I

think you are right in saying it was comparing oranges with oranges
Orº: with apples. It was just a question on what basis we pre

ferred to do our financing. Finally we thought the basis of Dillon,

ead was a more acceptable one, and it was logical to do business with

Our old friends.
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FORMATION OF THE 1936 SYNDICATE

Mr. NEHEMRIs. Dillon, Read and Lee Higginson were selected to be

joint managers, were they not?

Mr. v.AN DER Woude. That is correct.

Mr. NEHEMRIs. I think you have already indicated, but I would like

the record to show at this point again, were not all of the investment

bankers with whom Shell had negotiated included in the syndicate?

Mr. VAN DER WoUDE. I think they were; yes.

Mr. NEHEMRIs. I offer a list of the participations, the dollar amount

of the participations of the Shell Union group dated February 10, 1936.

(The list referred to was marked “Exhibit No. 1985” and is included

in appendix on p. 12910.)

Mr. NEHEMRIs. Also, Mr. Duhig, all of the investment bankers that

had been principal underwriters in previous Shell issues were also

included, were they not?

Mr. DUHIG. I think that is correct.

Mr. NEHEMRIs. In addition, other investment bankers were also in

cluded, but these bankers were selected by Dillon, Reed, and

Hayden, Stone, subject, of course, to the approval of Shell?

Mr. DUHIG. That is right.

Mr. NEHEMRIs. Among such bankers chosen were Morgan, Stanley

& Co. for a participation of $5,000,000 of debentures, is that correct :

Mr. DUHIG. That is correct; yes.

Mr. NEHEMRIs. On March 6, 1936, did not Dillon, Read endeavor

to induce Shell to reduce the price from 97 to 96%, despite the fact

that a firm commitment had been made?

Mr. DUHIG. I think Mr. van der Woude can answer that.

Mr. VAN DER Woude. That is correct. Of course, they hadn’t made

a firm commitment. All they did was to indicate what conditions

were at the time of the issue, then the price would be so and so. If I

remember the letter of Dillon, Read, they did not make a firm com

mitment.

Mr. NEHEMKis. What did you understand it to be?

Mr. VAN DER Wol DE. We understood that is what it would be unless

there was a change in the market.

Mr. NEHEMRIs. In other words, you understood what my question

implied, that it was a firm commitment, despite the provisions that

surrounded the transmittal letter, which I read into the record, that

this didn't have any moral or legal effect, is that not correct? "

Mr. VAN DER Woude. I think in our minds, yes; because we subse

quently told Mr. Dillon that we considered it definitely indicated a

firm price, and he had to adhere to it.

Mr. NEHEMRIs. And may I now repeat my question so the record

will be clear. Is it not a fact on or around March 6, 1936, Dillon, Read

endeavored to induce Shell to reduce the price from 97 to 96%, despite

the fact that a firm commitment had been made? May I have your

answer to that? -

Mr. VAN DER WoudE. It is correct he endeavored to reduce it.

Mr. NEHEMKIS. I offer in evidence a telegram to Godber from R.

van der Woude.

(The telegram referred to was marked “Exhibit No. 1986” and is

included in the appendix on p. 12910.)
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Mr. MILLER. May I ask a question, Mr. Nehemkis? Mr. van der

Woude, why did Dillon, Read & Co. wish or suggest a reduction in

the price from 97 to 96% º

Mr. VAN DER WoUDE. Because they thought the market couldn't stand

the price which they had indicated.

Mr. MILLER. Had the market changed in their opinion?

Mr. VAN DER WoudE. Apparently, in their opinion; in our opinion,

it had not.

Mr. NEHEMRIs. And Shell, of course, saw no reason to accede to this

request?

Mr. VAN DER Woude. No.

Mr. NEHEMRIs. I offer in evidence a telegram from Godber to van

der Woude dated March 6, 1936.

(The telegram referred to was marked “Exhibit No. 1987” and is

included in the appendix on p. 12911.)

Mr. NEHEMRIs. On March 7, 1936, Mr. Duhig, was not a purchase

contract entered into by Shell with 29 underwriters?

Mr. DUHIG. I think that is the correct date.

Mr. NEHEMKIs. And did not Shell agree to sell to the 29 under

writers $60,000,000 15-year 3% percent debentures due March 1, 1951?

Mr. DUHIG. At 97—that is correct.

Mr. NEHEMRIs. And the underwriters agreed to purchase severally

Specified amounts of debentures as you have indicated at 97, plus

accrued interest?

Mr. DUHIG. That is correct.

Mr. NEHEMRIs. The public offering price, therefore, was to be 99

and accrued interest.

Mr. DUHIG. Correct.

Mr. NEHEMRIs. And was not a selling group formed to purchase

Severally a portion of the debentures from the underwriters at a

concession of 1%, less expenses not to exceed one-eighth percent?

Mr. DUHIG. That is my recollection.

Mr. O'ConnºLL. May I ask a question? ... Mr. Nehemkis said, “And

therefore the offering price by the underwriters would be 99.” Is that

by virtue of your agreement with the underwriters, the spread of two

points?

Mr. DUHIG. It was agreed that the spread would be two points;

yes, Sir.

Mr. NEHEMRIs. Mr. Chairman, I wish to comment at this moment

that the document I now propose to offer is not covered by the stipu

lation. It is a copy of the purchase contract which Dillon, Read have

been good enough to submit to us, and I ask no one to identify it,

because there is a letter of transmittal accompanying the document.

May it be received in evidence?

Acting Chairman WILLIAMS. It may be received.

Mr. NEHEMRIs. I beg your pardon, my associate tells me I inadver

ently referred to it as the purchase contract. It is the underwriting

agreement.

(The document referred to was marked “Exhibit No. 1988” and

is included in the appendix on p. 12911.)

Mr. NEHEMRIs. The public offering was made on March 11, 1936,

at 99; is that correct, sir?
Mr. DUHIG. That is correct.
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Mr. NEHEMRIs. And is it not also correct that the debentures moved

slowly'

Mr. DUHIG. They did.

Mr. NEHEMRIs. I offer in evidence a telegram to Mr. Duhig from

J. W. Watson under date of March 11, 1936.

(The telegram referred to was marked “Exhibit No. 1989” and is

included in the appendix on p. 12914.)

Mr. NEHEMRIs. I offer a telegram from Mr. van Eck to Mr. Godber

under date of March 11, 1936, and I read from this message to Mr.

Godber at Mexico City [reading “Exhibit No. 1990”]:

Understand sale of issue going very slowly and first day only about 50%

of issue sold (stop) Am afraid will take some time before whole issue absorbed.

I offer this in evidence.

(The telegram referred to was marked “Exhibit No. 1990” and

appears on this page.)

WAIVER OF MANAGEMENT FEE

Mr. NEHEMRIs. For the convenience of the committee, Mr. Chair

man, we have prepared a memorandum which gives in great detail

the technical steps that, took place in this early issue. If we were

to go into them at this time, it would take too great a time. Accord

ingly, we have prepared as I have indicated, our memorandum of the

understanding of the facts.

We have submitted this memorandum to Messrs. Dillon, Read &

Co. for their understanding as to whether our statement of the facts

and interpretation is correct, and I have here a letter from Mr. Harry

H. Egly, an officer of that firm, addressed to me, in which he indicates

that his firm accepts the data. So that there may be no misunder

standing, I ask leave of the committee to read this letter. As I say,

it is addressed to me. [Reading from “Exhibit No. 1991–1”:]

As you have requested, we have looked over the memorandum prepared by

your office, which was enclosed with your letter of November 27, 1939, and

which is headed “Re: Distribution of Shell Union 3%'o Debentures in 1936."

In general the data appear to be correct.

For your information, the amount of Debentures offered to the Selling

Group was $27,480,000. This figure was left blank in your memorandum.

We had requested them to fill that information in because we didn't

know what it was.

You have asked why no management fee was charged although it was orig.

inally contemplated that each of the Managers was to receive ºs of 1%. In

view of the general market uncertainty which existed just prior to the offering

(late and of the unwillingness of the Company to meet our recommendation in

pricing the issue, it was decided to waive the fee in this instance thus

permitting the full discount to be divided among all underwriters and selling

group members.

I offer, sir, the letter of transmittal and the memorandum to which

reference has been made.

Acting Chairman WILLIAMS. It may be received.

(The documents referred to were marked “Exhibit No. 1991–1

and 2" and are included in the appendix on p. 12915.)

Mr. NEHEMKIS. On April 3, 1936, Mr. Duhig, were not most of the

underwriters still left with large amounts of unsold debentures,

Mr. HENDERSON. Mr. Nehemkis, has that memorandum been sul,

mitted to the Shell Union people also?
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Mr. NEHEMKIs. No, sir; we did not feel it was necessary to do that,

because the Shell Union people really had no knowledge of these

transactions. They are the specialized transactions that only a

manager of a syndicate would know about, since the information

must come of necessity from the manager's own syndicate books.

ºusly, we felt that the Shell people would not know about those

acts.

Mr. HENDERSON. I suggest if Mr. Duhig wants a copy, we will be

glad to mail it to him.

Mr. DUHIG. Thank you very much.

Mr. NEHEMRIs. I offer in evidence a letter from Mr. van Eck

to Mr. G. Legh-Jones at London, dated April 3, 1936.

(The letter referred to was marked “Exhibit No. 1992” and is

included in the appendix on p. 12918.)

DISCUSSIONS WITH BANKERS IN 1937 FOR REDEMPTIONS OF OUTSTANDING

PREFERRED STOCK

Mr. NEHEMRIs. And now, Mr. Duhig, I would like you to turn

with me, if you will, to the events leading up to the negotiations of

1937. In January of the following year, that is to say, 1937, did not

Shell commence negotiations for the refunding of $34,350,000 5%

percent preferred stock then outstanding?

Mr. DUHIG. I wouldn't call them negotiations, Mr. Nehemkis, be

cause as a matter of fact no such operation has ever been carried

through as the refunding of that preferred stock, but we did have

discussions with various parties regarding the refinancing of that

preferred stock.

Mr. NEHEMKIs. I offer in evidence a cable to Wanwood, London,

under date of January 20, 1937.

(The cable referred to was marked “Exhibit No. 1993” and is

included in the appendix on p. 12919.)

Mr. NEHEMRIs. And were not discussions held with Dillon, Read &

Co. and Hayden, Stone about this matter?

Mr. DUHIG. In January 1937?

Mr. NEHEMKIs. On or about the beginning of January or the early

part of January 1937.

Mr. DUHIG. Yes; I believe that the proposal was talked over with

Dillon, Read; Hayden, Stone; and others; Lazard; and Lee Higgin

SOI).

Mr. NEHEMRIs. And Lee Higginson.

Mr. DUHIG. Correct.

Mr. NEHEMKIS. And had not Lee Higginson and Lazard Frères

actually made some tentative proposals?

Mr. DUHIG. That is correct.

Mr. NEHEMKIS. So that by the time the proposals were received

from Lee Higginson and Lazard, the scene had shifted somewhat,

shall we say, from discussions to, perhaps, negotiations, although not

consummated?

Mr. DUHIG. I think you could call them negotiations; yes.

Mr. NEHEMKIs. I offer in evidence a letter from Mr. van der

Woude to Mr. van Eck, dated February 4, 1937.

The letter referred to was marked “Exhibit No. 1994” and is

included in the appendix on p. 12919.)
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Mr. HENDERSON. Mr. Chairman, I would like to advert back to a

letter of April 3, 1936, which has been offered in evidence, which

was evidently sent by Mr. van, Eck to Mr. Legh-Jones. Mr. van

Eck says [reading from “Exhibit No. 1992”]:

Most of the other underwriters and dealers have either been able to dispose

of their bonds or only have a very nominal amount on hand.

Then he says a survey shows what certain houses still had on

hand. I would like to indicate that in my opinion, that is not a

nominal amount. Just roughly, in some cases the amount on hand

represented as much as one-third of the total underwriting resources

of some of the underwriting houses, and does indicate how under

writing capital can get frozen if there is an issue which is overpriced

or hits a sticky market.

Mr. MILLER. I would like to ask a question. According to this

letter of April 3, the price on that date which the bonds were quoted

was 95%, and as I understood, the issue price was 99%

Mr. VAN DER Woude. That is right, yes.

Mr. MILLER. The public who had purchased these bonds at 99–

apparently most of the issue had been distributed to the public at

this date—suffered a loss in the quoted value of their securities.

Mr. van der Woude. Not if they kept them.

Mr. MILLER. At this stage?

Mr. VAN DER Woude. If they had sold them at that stage, yes.

Mr. MILLER. Did you think_they were happy about that, these

purchasers, public investors? I mean from the issuer's standpoint

Mr. van der Woude, is there reason for the issuer to be concerne

for the welfare of the public who had purchased your securities?

Mr. VAN DER Woude. I should think so. We have often been

told that it is not to our interest to make an issue that goes down

directly after the issue, but in most cases I think prices have come

back again.

Mr. MILLER. In other words, it is harmful to the issuer.

Mr. VAN DER Woude. We have never felt ourselves it was harm

ful to us if we made an issue that went down in price. We have

never felt it as such, certainly. We have never felt it in subsequent

financing transactions. . In whatever subsequent deals we made, the

iºn houses and the public were always anxious to take

them up.

Mr. MILLER. In other words, you feel it hasn’t hurt your future

borrowing credit with the underwriters or the public.

d M. VAN DER WoUDE. All I can say is that experience has shown it

id not.

Mr. MILLER. Then you feel from a public standpoint that the issuer

really isn’t concerned with what happens to the public's bonds?

Mr. VAN, DER Woude. Certainly he is, but I don't think you can

take a short interval. For instance, in the investment of our pension

funds we buy bonds all the time, we don’t look every day to see

whether those bonds have gone up in price or gone down. We see that

it is a good bond and we don’t look every day to see what it closed at

on the stock exchange. There are so many considerations—there may

be a war in Europe or something that may be quite unforeseen. But

it doesn't mean that, subsequently the bond isn't good. I generally

buy bonds and lay them aside and when they fift due, you get the
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full price, if you have bought bonds in a company that is a good

company.

Mr. MILLER. Suppose it was the general experience that every time

there was a new issue, there was an immediate price decline and that

became general, do you think the public would be anxious to purchase

new issues?

Mr. VAN DER Woude. I can't tell you. The only thing I can give

you is our experience, the fact that the investment bankers have told

us that we are apt to drive too hard a bargain, but we have always

found when the next issue came, they were always anxious to make

the issue and the public was anxious to buy it.

Mr. NEHEMKIs. Mr. Chairman, may I offer in evidence a cable to

Wanwood under date of March 5, 1937.

- §. cable referred to was marked “Exhibit No. 1995” and is

included in the appendix on p. 12922.)

Mr. NEHEMRIs. I read from that cable to Vanwood [reading from

“Exhibit No. 1995”]:

Furthermore in my opinion best not to disturb grouping of bankers as was

formed under last year's bond issue in fact I understand Dillon Read Hayden

Stone and Lee Higginson have already come to such understanding amongst

each other (fullstop) My reasons are:

Firstly. We should avoid running into same complications as last year

Secondly. Neither Hayden Stone nor Lee Higginson would in my opinion be

Suitable leaders

Thirdly. We could not very well switch over to entirely new leaders without

first giving last year's group their opportunity (fullstop)

My idea is therefore to give last year's leaders in Dillon group an opportunity

of jointly making us an offer along the lines as per your cable (fullstop) If

their offer is unsatisfactory to us I would favour inviting Lehman Bros. to

make us an offer (fullstop) They are anxious to take leading position and

I personally feel as you know that a closer connection with them would be

advantageous (fullstop) Presumably they would handle matter in conjunction

with Kuhn Loeb (fullstop)

On March 16, was not a banking group composed of Dillon, Read &

Co., Lee Higginson & Corp., Hayden Stone & Co., and Lehman

Brothers prepared to underwrite a preferred stock issue for Shell,

Mr. Duhig':

Mr. Duhig. Yes, that is correct.

Mr. NEHEMKrs. And in a memorandum prepared by you, Mr.

Duhig, under date of March 16, 1937, you wrote as follows [reading

from “Exhibit No. 1996”]:

On March 16th bankers called at the Shell Union office for the purpose of

Stating the proposition which they and their group were prepared to make

in connection with refinancing the present Shell Union preferred stock and

raising additional money, if necessary. Dillon, Read & Co. were represented

by Mr. Dean Mathey and Lee Higginson & Co. by Mr. E. N. Jesup.

In opening their discussion they stated that they had agreed among them

Selves that the group would be approximately the same as the 1936 group

and that the group management would be shared in the following proportions:—

And there you list the proportions.

º in evidence the memorandum from which I have been

Teading. -

(The memorandum referred to was marked “Exhibit No. 1996”

and is included in the appendix on p. 12923.)

Mr. NEHEMRIs. Did not Shell advise this group that the offer was

unsatisfactory, Mr. Duhig':
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Mr. DUHIG. Shell advised the group that the offer was disappoint

ing and unsatisfactory.

r. NEHEMRIs. I offer in evidence a cable to Wanwood from Mr.

van der Woude.

(The cable referred to was marked “Exhibit No. 1997” and is

included in the appendix on p. 12924.)

Mr. NEHEMRIs. On March 17, 1937, the following cable was sent

to Wanwood in London by Mr. van der Woude [reading from “Ex

hibit No. 1998”]:

Referring my cable 24 consider we should give Dillon group every oppor

tunity of revising their offer and propose to set limit of time say 10 days.

At the end of this period in case the revised offer if any is not acceptable

we to notify them that we consider ourselves entirely free to approach others.

I understand that provided it is made clear negotiations with Dillon have

come to an end members of group then free to deal with us.

Mr. van der Woude, that was your understanding of the customs

of the Street, was it not?

Mr. VAN DER Woudº. Yes.

Mr. NEHEMKIs... I now continue reading from the cable [reading

further from “Exhibit No. 1998”]:

In aforementioned event suggest we consider Kuhn, Loeb/Lehman combina

tion or Morgan Stanley as leaders.

I offer in evidence the cable from which I have been reading.

(The cable referred to was marked “Exhibit No. 1998” and is

included in the appendix on p. 12924.)

Mr. NEHEMRIs. Due to unfavorable market conditions, Mr. Duhig,

negotiations regarding public financing were discontinued until some

time in January of 1938; is that not substantially correct, sir?

Mr. DUHIG. You said for public financing?

Mr. NEHEMKIs. Correct.

Mr. DUHIG. That is correct; yes.

NEGOTIATIONs witH MORGAN, STANLEY & Co. INC.

Mr. NEHEMKIS. At this time, that is to say in 1938, was it not deter.

mined to begin negotiations with Morgan Štºſ; & Co.?

Mr. DUHIG. It was.

Mr. NEHEMKIS. I offer in evidence a letter from Mr. van Eck to

Mr. van der Woude under date of January 18, 1938.

(The letter referred to was marked “Exhibit No. 1999° and is

included in the appendix on p. 12925.)

Mr. NEHEMKIs. Mr. van der Woude, was not the reason that your

company, at this time decided to open up negotiations with Morgan

Stanley due to your dissatisfaction with Dillon Read's leadership of

the previous financing?

Mr. VAN DER WoUDE. No; I can't say that. It was a combination

of circumstances. Previous to 1936, Mr. van Eck who is here referred

to so often, was in New York and was chairman of our company,

and he dealt chiefly with our finances, so that naturally I was in

formed of what he was doing. After he left, about in 1936, I more

or less took direct charge of our financing.

As to our connections and what possibly happened in the past.

it is very difficult to say exactly what the reason was. You have to

bear in mind that Dillon, Read was not a long standing connection



CONCENTRATION OF ECONOMIC POWER 12641

of the Shell Union here in this country, that our older, standard con

nection was Lee Higginson and Hayden, Stone, and the only transac

tions we had ever made with Dillon, Read was the issue of 1935

or 36 of $60,000,000. I had been acquainting myself with both con

ditions and people, and generally forming my own views, and for

various reasons I came to the conclusion that I would like to see our

company get a connection with Morgan Stanley.

Mr. NEHEMRIs. Thank you very much, sir, for your explanation.

Mr. Chairman, may it please the committee: In connection with

the next document that I propose to offer in evidence, I have asked

Mr. Charles B. Stuart of Halsey, Stuart & Co., Inc., New York,

to enter into a stipulation with me concerning the identification of the

document, purely so that Mr. Stuart would not have to come down

here to identify this document, and as I offer it to you, sir, I ask

you, if you will, sir, to examine the stipulation.

I read to you from an office memorandum dated May 11, 1938, from

the New York office of Halsey, Stuart to Mr. H. L. Stuart at the

Chicago office. [Reading from “Exhibit No. 2000–2”]:

I understand Morgan Stanley are working on a good size bond deal for Shell

Union Oil. I further understand that Dillon Read, who handled the last issue,

made such a botch job of it, the Company will have nothing further to do

With them.

I offer this in evidence.

(The documents referred to were marked “Exhibits Nos. 2000–1

º: 2000–2” and are included in the appendix on pp. 12925 and

26.)

Mr. VAN DER Woude. I would like to add one thing to what I said,

that I think you will find amongst the records which you have got

there that on more than one occasion I pointed out to Dillon Read

that we did not look upon them as our permanent banking connec

tion. On two or three occasions I made it quite clear that we

considered ourselves entirely free. That in itself shows that our

mind was open, and that was not to be interpreted as anything

definite that had happened between the two of us.

Mr. HENDERSON. Mr. van der Woude, do you in any of your

World-wide enterprises regard any group as your bankers?

Mr. v.AN DER Woude. In other countries, you mean? Before I

answer, you have to bear in mind that our company here is an en

tirely separate company from our various companies in the rest

of the world. But as far as conditions in other countries are con

Cerned, I think the situation is—I am not sure because I haven’t

been there for a long time, but I think we have got certain banking

houses that in the ordinary course of events would do our financing.

It might quite well happen that there might be a financing trans

action with another firm.

Mr. HENDERSON. There would be a continuing relationship, as the

expression is here?

r. VAN DER Woud). Yes. In this business as in the case of law

yers, doctors, and so on, you get to know each other. It is very

important in a financial house that you know in what way you do

your business. You ought to build up certain confidence, and cer

tainly you ought to know what way the business is being conducted.

M. Histºrsos. You used to regard Lee Higginson as your bank

erS here?
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Mr. VAN DER Woude. Yes, they were the people we would look to

first.

Mr. HENDERSON. Do you regard Morgan Stanley as your bankers

now Ż

Mr. VAN DER WOUDE. Yes.

Mr. NEHEMR1s. As your permanent bankers?

Mr. VAN DER Woudr. Who can say what is permanent? It de

pends a good deal on how Morgan Stanley can do the work for us.

Mr. NEHEMRIs. And depending upon market conditions and sub

sequent opportunities at a later time.

Mr. VAN DER Woude. Yes; and a great number of other things.

Mr. MILLER. Mr. Nehemkis, I wanted to ask a question which I

think is related to Mr. Henderson's. What is the relation of the

§. Dutch Co. to Shell Union Co.? Do they own stock in Shell

nion ?

Mr. VAN DER Woude. Yes; the relationship is that they own ap

proximately 64 percent, and we have three or four of their repre

sentatives on the board of the Shell Union, and that is the reason

why you see a certain number, not very many but a certain mumber

of cable exchanges take place on matters of financing or policy, seei

that three or four members of the Royal Dutch Co. are on the boar

of the Shell Union in America.

Mr. MILLER. Did Dillon, Read ever do any financing for Royal

Dutch in this country?

º lºs DER Woude. Not in this country, but on the other side

they did.

Mr. MILLER. It seems to me I recollect there was an issue in this

country .

Mr. VAN DER Woude. I don’t think so.

Mr. DEAN MATHEY (Dillon, Read & Co.). We did two issues in

this country, one for the Batavia and one for the Royal Dutch direct

in dollars in this country.

Mr. VAN DER Woude. I got confused. Actually it was closed on the

other side, wasn’t it? I perhaps ought not to do this because I have

information only with regard to Shell. My recollection with regard

to the dealings of Royal Dutch Shell with Dillon, Read was that

about 10 years ago, or 12 years ago, they made an issue for them

which was entirely negotiated in The Hague or London, but it was a

dollar loan. Mr. Mathey ought to be able to answer the question

better than I, because I was certainly not in on the financing opera

tions for the Royal Dutch in London or The Hague.

Mr. NEHEMRIs, Mr. van der Woude, do you recall that in April of

1938, more specifically April 13, 1938, you had occasion to write to

Mr. van Eck at London, in which you said the following [reading

from “Exhibit No. 2001”]: -

On the question of finance we have had some preliminary discussions with

Morgan, Stanley with a view to enabling them to familiarize themselves some

what with our activities, and judging from the discussions I have had with

them I do not anticipate any difficulties such as you referred to in your letter

of the 18th January. Morgan Stanley seem to be very pleased to get an oppor

tunity of establishing a connection with us.

Do you recall that?

Mr. VAN DER Woude. I recall that.

Mr. NEHEMRIs. The letter is offered in evidence.
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(The letter referred to was marked “Exhibit No. 2001” and is

included in the appendix on p. 12926.)

Mr. NEHEMRIs. In other words, at the time we have now reached,

the door was open for full discussion with Morgan Stanley?

NEGOTIATIONS WITH EQUITABLE LIFE ASSURANCE SOCIETY

Mr. NEHEMRIs. Mr. Duhig, while carrying on negotiations with

Morgan Stanley, did not Shell at the same time also carry on nego

tiations with the Equitable Life Assurance Society?

Mr. DUHIG. That is correct.

Mr. NEHEMRIs. And these negotiations led, did they not, to a private

placement of $25,000,000 of 3% debentures in June 1938?

Mr. DUHIG. That is correct.

. Mr. NEHEMRIs. And was not the only difference between the propo

sition that Morgan Stanley finally advanced to you, and the proposi

tion that you finally agreed upon with Equitable, the 2-percent

ºriting fee that Morgan Stanley would have had to have been

paid

Mr. DUHIG. I don't know that mathematically that is strictly cor

rect; I certainly have it distinctly in mind that the arrangement we

made with Equitable direct, and without any commission, was a better

one than we would have negotiated at that particular time through

underwriters.

. NEHEMRIs. Do you recall, Mr. Duhig, on April 22, 1938, you

Wade a memorandum regarding a number of your discussions with
Mr. Lafferty, of the Equitable Life Assurance Society, as well as

details of your discussions with Morgan Stanley'

Mr. DUHig. Yes; that is right.

r. NEHEMRIs. I now read to you from that memorandum, and I

Tuote [reading from “Exhibit No. 2002”]:

Incidentally, this is approximately the same proposition as suggested tentatively
y Morgan, Stanley & Co., except that they would charge 2 percent for under

writing

!offer in evidence the memorandum from which I have just read.

WAN DER Woude. May I see this?

Aprii NEHEMRIs. This is a memorandum written by Mr. Duhig on

W §32, 1938, identified by Mr. Duhig, and covered in the stipulation
"ich has been offered to the committee. Do read it.

tha.- O'Connell. May I ask a question? Do I understand, then,

Sta he price that your company received from the Equitable was sub

§tially the price at which Morgan Stanley would have offered?

* DUHig. That is my recollection. They would hav º"º. y y d e done a

...O'ConnELL. The net result w - O' ! -- 1.

'nore fortº." as your company got two points

wº. DUHig. That is approximately correct. I don't think you can

jº deals are identical.

r CoNNELL. I understand. I mean substantially.

isawłº DER Woude. I think there is a misunderstanding here. It

Whath y hard to go back, with so many things happening, to exactly

Stani. Pened, but I did discuss the matter personally with Morgan

Y before we closed the deal with the insurance company. You

*1–10–pt. 21–22
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have to bear in mind here this is just a memorandum, perhaps not too

carefully written, for office use. But it says here [reading from “Ex

hibit No. 2002”]:

Arrange a loan to Shell Union of say 20 to 25 million dollars for ten years, at

3% 9, for which they would pay us 99.

We were dealing with Morgan Stanley on the basis of 15 years, and

my recollection is that Morgan Stanley, when I discussed this with

them, before we decided to go to the insurance company, they quoted

different rates, and that the difference between the two offers was not

just the commission that Morgan Stanley would get; it was smaller

than that. -

We were comparing really different things here in this memo

randum.

Mr. NEHEMRIs. Oranges and apples this time?

Mr. VAN DER Woude. No; all oranges, perhaps large and small ones,

and of a different color. There is a confusion between 10 and 15 years,

and also a confusion of interest, because we closed with the insurance

at 3%.

Mr. NEHEMRIs. And the writer of the memorandum was confused?

Mr. VAN DER Woude. I wouldn't say that, but it certainly doesn't

give the facts exactly as they were.

* DUIIIG. As I tried to say a moment ago, there are no two deals

alike.

Mr. VAN DER WoudL. I had a discussion with Morgan Stanley be

fore we closed the deal with the insurance company, and unless I am

very much mistaken the difference was much smaller than the com

mission was.

Mr. NEHEMRIs. You wish the record to show at this time that the

difference between the deal with Equitable and the deal with Morgan

would not have been the two percent underwriting commission?

Mr. VAN DER Woude. That is my recollection. I can’t vouch for

that, but that is distinctly in my mind.

“SHOPPING AROUND”

Mr. NEHEMKIS. I now offer in evidence the memorandum previously

referred to, and I also offer in evidence a cable to Wanwood, London,

by Mr. van der Woude under date of April 30, 1938.

(The documents referred to were marked “Exhibits Nos. 2002 and

2003” and are included in the appendix on p. 12927.)

Mr. NEHEMKIS, Mr. Duhig, was not the effect of negotiating simul

taneously with Morgan, Stanley and Equitable to “shop around” and

obtain the best price possible for Shell?

Mr. DUHIG. I think you can put several interpretations on that

term “shop around.” We wouldn't like to give the interpretation that

we went first to one and then the other and said, “Now, look what we

can do. Can't you do better, and so on?” I think we Sought those

two sources of financial advice to see which one was most profitable
to the Shell stockholders.

Mr. O'ConNELL. Do you think it was proper to “shop around,” as

you define it here? :

Mr. DUHIG. I wouldn't feel comfortable about it or feel it tended

to promote friendly relations with the people that we were looking
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to for advice to offset one against the other and run back and forth

between the two offices offsetting offers in order to try to beat down

the price or anything of that kind.

Mr. O'CoNNELL. It would have probably resulted in a better price

for Shell.

Mr. DUHIG. A lower price but maybe not a better price.

Mr. O'CoMMELL. To me that use of the words is practically synony

InOuS.

Mr. VAN DER Woude. The use of the words “shopping around” is per

haps ºrated. What we have in mind is not exactly shopping

al'OllnCl.

Mr. HENDERSON. Maybe it is something like this. You remember

When Chanticleer rolled an ostrich egg into the henyard and said,

“I don't want to offer any complaint, but this is what they are doing

in other places.” [Laughter.]

Mr. VAN DER Woude. No, to add to what Mr. Duhig was saying, it is

not a question of going around from Morgan Stanley to the insur

ance company and vice versa. Morgan Stanley knew what we were

doing. I told Morgan Stanley we had to negotiate with the insur

ance company, and I didn’t give them definitely what the insurance

company offered us, but did tell Morgan Stanley, “What is the best

Yºu can do?” and Stanley told us certain terms, and I said, “I am

afraid that is not good enough.” They said, “If you can do better

go ahead. We don’t like it, naturally.”

Of course, it is to our disadvantage to have a loss in the open mar

ket. The price is offered and when the time of offering comes if the

market is different the price should be different.

Mr. O'Connell. Offhand, I couldn’t see anything improper in at

tempting to get the best price you could get for your securities. I

merely wanted to get an idea of what you had in mind. It is a little

refreshing to me to find an issuer is really taking a very active part in

determining the price at which he can sell securities.

. VAN DER Woude. I don’t see any harm in it. [Laughter.]

Mr. HENDERSON. I think what Mr. O'Connell means by refreshing is

that in all the testimony here, some of it concerning financing, for

ºxample, in the interim period between divorcement of J. P. Morgan

Om their underwriting business and the formation of Morgan Stan

ley, it was plainly evident that many of the issuers took very little

Part in the arrangements, and other testimony indicated, as I recall,

that frequently the banker would suggest that now was the time to

ance. Other testimony this week indicated that the underwriters

formed the groups and that it was sometimes 2 to 3 months before

they went to the issuer. In your case it seems to be at a bare mini

mum—at least you took the initiative.

. VAN DER WoudL. Yes. ... I haven’t had as much experience in the

financial market as many other people here, but after all money is a

Commodity that has its price. It is more or less fixed. In issuing

Securities, there isn't very much difference. Money is money, and it

has a certain value on a certain date, yet it has a different relative

commodity market. So it is just playing one's views against the

ºther man's views and hoping your own views may prevail.

Mr. HENDERSON. You say money has a price, but in the prior issue

price was put at 99, and at the time van Eck was writing it was 95%.
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Mr. v.AN DER Woude. But there I think you should bear in mind

that—at least that is my view—the stock exchange doesn't indicate the

true value of money. The stock exchange is in fact subject to all

kinds of changes today, and something may happen in 2 or 3 months'

time. You may get inflation, and someone may start selling bonds

and bonds will go down. My feeling about bonds is you shouldn't

look at what your price is today or tomorrow, but should buy bonds

from companies you have confidence in, and if you have confidence in

the company you can buy those bonds, and that is the extent, whether

it is 95 tomorrow and 99 today.

The only investment we have is the pension fund. We have mil

lions of dollars in the pension fund. We don’t get every day, the

price going up or down. We look to the companies where we have

invested our funds.

Mr. HENDERSON. I think I understand the distinction you are mak

ing. As a matter of fact, if you got 97 from Dillon, Read, and if you

had received and accepted their proposal, you would have got less

money for your company, regardless of what did happen in the future

in the price of money.

Mr. NEHEMRIs Mr. van der Woude, do you recall that on or about

June 1, 1938, you had occasion to write to a member of your organiza

tion, Mr. A. Fraser, at St. Louis, Mo., and in connection with that

letter you stated to him as follows [reading from “Exhibit No. 2004”].

I shall appreciate it very much if you will have your people do all possible to

expedite this work and at the same time please do everything you can to keep

the deal with Equitable strictly under cover. Their commitment to us is entirely

contingent on clearance being given by their counsel on all legal phases and

therefore it would be very regretable if word got about which would offend

Morgans in any way, seeing that we are still relying on them in case there is a

hitch with Equitable, as well as in case of future public financing.

Mr. VAN DER WotjDE. Yes.

Mr. NEHEMRIs. I offer in evidence the letter from which I have been

reading.

(The letter referred to was marked “Exhibit No. 2004” and is in

cluded in the appendix on p. 12929.)

SHELL ENDEAVORS TO OPTAIN REDUCTION IN INTERESTRATE FROM EQUITABLE

Mr. NEHEMRIs. Mr. Duhig, do you recall that in the latter part of

º and the early part of 1939 interest rates had declined appreci.

ably?

Mr. DUHIG. That is true.

Mr. NEHEMRIs. And in an endeavor to take advantage of this de

cline, do you recall that Shell attempted to negotiate an adjustment

in the interest rate with Equitable?

Mr. DUHIG. That is correct.

Mr. NEHEMIKIs. I offer in evidence a letter from Mr. Duhig to Mr.

van der Woude under date of May 23, 1939.

(The letter referred to was marked “Exhibit No. 2005” and is in

cluded in the appendix on p. 12929.)

Mr. NEHEMRIs. At the same time, do you recall, Mr. Duhig, that

Shell commenced discussions with Morgan Stanley for the refunding

of $60,000,000, 3%-percent debentures? -

Mr. DUHIG. That is right.
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Mr. NEHEMKIs. And in this letter from which I now read, by Mr.

Duhig to Mr. van der Woude, under date of May 24, 1939, the follow

ing is said [reading from “Exhibit No. 2006”]:

I have just had a talk with Ewing and Perry Hall. They will be sending me

some figures in the morning, but this is a summary of what they think we could

do at today's market— -

And there you cite the information. Continuing with this letter,

you state:

Ewing feels we should be able to get Equitable down to today's market on our

present $25,000,000 and he does not expect to beat them out on a public issue; but

for our $60,000,000 of 3%'s (in which he feels our best interests would be served

by putting ourselves in Morgan's hands) they could save about $278,000 per

annum on new 15-year bonds (not including registration expense) and about

$150,000 per annum on the 20-year.

I offer in evidence the letter from which I have been reading.

(The letter referred to was marked “Exhibit No. 2006” and is in

cluded in the appendix on p. 12930.)

Mr. NEHEMRIs. And I will also offer in evidence at this time a copy

of the cable to Wanwood, London, by Mr. van der Woude, under date

of June 6, 1939.

(The cable referred to was marked “Exhibit No. 2007” and is

included in the appendix on p. 12931.)

Mr. NEHEMKIs. Equitable, Mr. Duhig, declined to recognize Shell’s

request for reduction. Is that not correct, sir?

Mr. DUHIG. They were willing to make some reduction.

Mr. NEHEMKIS. But not quite the interest reduction Shell wanted at

the time?

Mr. DUHIG. Not quite what we thought the market entitled us to.

Mr. NEHEMRIs. As a matter of fact, isn’t it true that Equitable

thought it wasn’t quite cricket of Shell to be asking for a reduction in

the interest rates so soon after the private deal had been placed?

Mr. DUHIG. They did state that having made a 15-year loan, they

thought it was somewhat unusual to be discussing revision of interest

12 months after the deal was made. On the other hand, they had

made a very good deal the year before which entailed a million dollar

penalty for calling the loan before maturity, and they did very well

on that one year's money they had outstanding, 3% percent plus a

million dollars.

Mr. NEHEMRIs. Accordingly, Shell turned to Morgan Stanley for

the refunding of both issues. Is that not correct, sir?

Mr. DUHIG. That is correct.

Mr. NEHEMRIs. And on June 26, did not Shell reach a tentative

agreement with Morgan Stanley for the public offering of $85,000,000

15-year, 2% debentures at 98%?

Mr. DUHIG. To the public. That is correct.

Mr. NEHEMKIs. I offer in evidence a cablegram to Wanwood by

R. G. A. van der Woude, under date of June 26, 1939.

(The cablegram referred to was marked “Exhibit No. 2008” and

is included in the appendix on p. 12931.)

Mr. DUHIG. I don’t remember the exact wording of your question,

but I think it is quite clear that 2% percent debenture at 98% to the

public was what they thought they could do a deal for at that time,

subjecti.º. correction according to the way the market went

and without definite commitment.

y
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Mr. NEHEMRIs. That was the meaning of my question, Mr. Duhig.

I think we understood each other correctly.

Was not the bankers’ commission fixed at 134 points, making a net

price to the company of 96%

Mr. DUHIG. No; it was not fixed. That also was subject to further

settlement later on. It was suggested that the spread would be be

tween 96% and 98%, as I remember.

Mr. NEHEMRIs. It was tentatively agreed upon,

Mr. DUHIG. Very tentatively, as I recall.

Mr. O'ConneLL. May I ask a question? What was the distinction

between the commitment that Morgan Stanley made for these deben

tures and the commitment made by Dillon, Read in connection with

earlier commitment? As I recall, their letter (referring to “Exhibit

No. 1980”) to you distinctly stated that they were not legally or

morally obligated to pay 97.

Mr. DUHIG. Well, the distinction was that the first one was a letter

which was written very close, as I remember, to the time the deal was

made, whereas what we are now discussing is what might be done

at that particular time subject to the market as it progressed during

the course of working out the papers. -

Mr. O'ConnELL. Dillon, R."definitely stated in a letter they didn't

consider it binding. That seems to me about as tentative or similar

to the situation which existed in that later date which was Morgan

Stanley.

Mr.&s DER Woud. It is all based on recollection, but my recol

lection of Dillon, Read, in the financial discussion, was that Mr. Dillon

came, in this case, as a matter of fact, to our people in London. He

happened to be on the other side, and he went to the head of our

company there. Subsequent to the event, our people said, “You had

better talk to our people in New York.” At the opening of the dis

cussion the distinct understanding was that our people would pass
it on to us.

Mr. NEHEMKIS. Morgan Stanley don’t write their tentative offers

on paper in any event, do they?

Mr. VAN, DER Woude. No. The understanding may be due to the

fact that they went to our London people instead of coming to us in

New York.

Mr. HENDERSON. In other words, there was a market-out in the

conversation.

Mr. VAN DER WoudE. In regard to?

Mr. HENDERSON. Morgan Stanley.

Mr. VAN DER Woude. I wouldn’t call it a market-out. Morgan

Stanley said, “We think we can do 98%,” but emphasized very

strongly that the market might change.

Mr. HENDERSON. That is what I meant. I was just reducing it to

the language of the underwriter.

Mr. VAN DER Woude. Yes. I do not make myself clear.

Mr. HENDERSON. Your additional explanation which supplements

the record would indicate it was your yiew, by virtue of something

other than this letter of Dillon, Read, that Dillon, Read had made a

commitment to you, but prior to your explanation, there was to my

mind little distinction between the existing terms. -
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Mr. VAN DER WoudL. It may have been entirely due to misunder

standing, due to our people in London naturally not being acquainted

So well as we are here with the way things are conducted.

Mr. HENDERSON. But you later took the view that Dillon, Read

were firmly bound.

Mr. VAN DER WoUDE. Yes, we understand also the view that they

had made a clear market and they had to stand by it.

Mr. NEHEMRIs. As a result of changes in the market, Mr. Duhig,

did not Morgan Stanley inform Shell on July 13 that a successful

issue was impossible at an offering price better than 97%

Mr. DUHIG. That is correct. I don't know as they said impossible.

On the 13th of July they stated that after canvassing the situation,

they felt that 97% to the public was the correct price.

Mr. NEHEMKIs. And º they not agree to reduce the banker's com

mission from 1% to 1% percent, making a price to the company at 96?

Mr. DUHIG. They had never made it firmly at 1% percent, so I don’t

know that you can say they agreed to reduce it, but they did propose

On July 13 that the spread should be 1% percent, whereas first tentative

discussions had been on the basis of 1%.

Mr. NEHEMRIs. Now, on July 13, Mr. van der. Woude, do you recall,

º to Wanwood at London as follows [reading from “Exhibit No.

9°]:

Morgan Stanley discussed with us today final terms based on present market

C0nditions and general reaction they received from underwriters and prospective

large buyers.

Response from latter has been disappointing and contrary to expectations

entertained by Morgan Stanley.

Apparently due mainly to weaker government bond market and resistance

against 2%% rate this being first issue at this new low rate and to some

extent due to remembrance limited success our last issue.

Under circumstances Morgan Stanley of opinion successful issue cannot be

made at better than 97% with commission 1% 96 other terms unchanged.

Judging from discussions doubt whether can hold out much hope obtaining

better terms though of course after receiving your views we would try to do so.

And as follows:

Our own inclination would ordinarily be to hold out for 98 but we doubt

Whether it is really case of bargaining and believe Morgan Stanley sincere in

their opinion issue could not at present be successful at higher than 97% and

erefore would not undertake issue at higher rate.

I offer in evidence the cable from which I have been reading.

(The cable referred to was marked “Exhibit No. 2009” and is in

cluded in the appendix on p. 12932.) -

EXECUTION OF PURCHASE CONTRACT witH MORGAN, STANLEY & Co., INC.

Mr. NEHEMRIs. Was not the purchase contract, Mr. Duhig, signed

On July 17, 1939?

Mr. DUHIG. That is correct.

Mr. NEHEMRIs. And the price was 97% with a 1%-percent com
IIllSSIOn.

Mr. DUHIG. It was.

Mr. NEHEMRIs. So that it was 96% to Shell.

Mr. DUHIG. Correct.
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Mr. NEHEMkIs. I offer in evidence a telegram from R. G. A. van

der Woude to Belither, San Francisco, under date of July 17, 1939.

(The cable referred to was marked “Exhibit No. 2010” and is in

cluded in the appendix on p. 12933.)
Mr. NEHEMKis. Mr. Duhig, I show you a copy of a purchase con

tract covering the $85,000,000 Shell Union offering, dated July 17,

1939. I ask you to examine this contract and tell me whether you

recognize it to be a true and correct copy of an original which was
signed by the Shell Union officials in question. This is not covered

by the stipulation; that is the reason for the identification.

Mr. DUHIG. This appears to be a copy of the signed document.

Mr. NEHEMRIs. I offer in evidence a copy of the contract identi

fied by the witness.(The contract referred to was marked “Exhibit No. 2011” and is

included in the appendix on p. 12933.)
Mr. NEHEMRIs. Did not the issue meet with poor success, Mr.

Duhig':

Mr. DUHIG. It did.
Mr. NEHEMRIs. And on July 20, 1939, do you recall Mr. van der

Woude cabling Wanwood at London as follows [reading “Exhibit

No. 2012”]:
Yesterdays issue met with slow response and rough estimate indicates under

writers out of $56,000,000 sold about half while of $29,000,000 dealer accounts

about $6,000,000 were not taken up and returned to underwriters.

Morgan Stanley disappointed at result but not worried Fullstop.

They expect buying will come in after a while especially if price drops

somewhat below issue price though for the present they are supporting the

market.

I offer in evidence the cable which I have just read.

(The cable referred to was marked “Exhibit No. 2012” and appears

in full in the text on p. 12650.)
Mr. NEHEMRIs. May it please the committee, I ask that the wif

nesses be dismissed and that I call at this time Mr. Dean Mathev,

of the firm of Dillon, Read & Co. - -

Acting Chairman WILLIAMs. You mean now you are through with

these witnesses?

Mr. NEHEMRIs. I am through, finally and for all time.

Acting Chairman WILLIAMs. Mr. Miller has a question before you

excuse them.

Mr. MILLER. This question, Mr. van der Woude, relates to a pre

vious question I asked you about the former issue, $50,000,000
debentures. As I get it here, about half of this issue was unsold.

This is the issue you referred to in this memorandum. You state

here of $56,000,000 bonds, about half were sold, while of $29,000,000

dealer accounts, about $6,000,000 were not taken up or returne to

underwriters.
What happened to the price of that issue in the market of these

unsold bonds?

Mr. VAN DER Woude. They went down.

Mr. MILLER. Do you remember, Mr. Duhig, to what level they

went within the next 30 or 60 days?
Mr. DUHIG. My recollection is that they went to as low as 90.

"Testimony above indicates that the co issi
“114%.”º: minission figure in this telegram should read
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Mr. MILLER. Went as low as 90.

Mr. DUHIG. That is my recollection; I haven't refreshed my recol.

lection on it.

Mr. MILLER. Were these underwriters finally able to dispose of

their unsold balances?

Mr. DUHIG. I don’t know.

Mr. NEHEMRIs. Mr. Duhig, may I interpose, Mr. Miller? Do you

recall that the war had taken place and that the debentures went

down one point?

* DUHig. Yes. They are 96 at the present moment, approxi

mately.

Mr. MILLER. This is July 20; the war hadn't started in July 1939.

Mr. VAN DER Woude. They went down. I don’t remember how

low they went, because I left for England. I was away directly

after the issue was made. I went to England for about a month.

That is why I can't answer how low they went. They did go down,
that is true.

Acting Chairman WILLIAMs. The witnesses are excused.

Mr. NEHEMKIs. Thank you very much, Mr. van der Woude, and

you, too, Mr. Duhig, for all your help to us.

(The witnesses, Mr. van der Woude and Mr. Duhig, were excused.)

".Nºmurº. Will Mr. Dean Mathey take the witness stand,

please

Acting Chairman WILLIAMs. Let me inquire how long it will take.

Mr. NEHEMRIs. Twelve minutes, sir. I will be through at 12:30.

I think it would be more helpful to the committee if we could hear

this witness’ testimony, because Mr. Stanley, who follows, will pro

ceed on a technical level of discussion.

Acting Chairman WILLIAMs. Do you solemnly swear that the testi

mony you are about to give in the matter now pending will be the

truth, the whole truth, and nothing but the truth, so help you God?

Mr. MATHEY. I do.

TESTIMONY OF DEAN MATHEY, VICE PRESIDENT, DILLON, READ

& CO., NEW YORK, N. Y.

Mr. NEHEMKIs. Mr. Chairman, may it please the committee, I

ask you to admit in evidence a stipulation entered into between Mr.

Arthur Dean, partner of Sullivan & Cromwell and counsel to The

First Boston Corporation, and myself, covering a memorandum by

Mr. H. M. Addinsell, dated March 10, 1937.

Acting Chairman WILLIAMs. Will you enlighten the committee

as to the substance of this exhibit?

Mr. NEHEMRIs. This exhibit which I offer to you purports to con

tain the results cf a conversation between witness Mathey and Mr.

H. M. Addinsell, and it is my intention to examine this witness on the

Subject matter of that conversation, and as you will see, the evidence

that this witness will offer is pertinent to the testimony previously

given.

Acting Chairman WILLIAMs. You are offering this for the record?

Mr. NEHEMKIS. I am, sir.

Acting Chairman WILLIAMs. It may be admitted.

(The documents referred to were marked “Exhibits Nos. 2013–1

and 2” and are included in the appendix on p. 12942.)
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Mr. NEHEMRIs. Mr. Mathey, will you state your full name and

address, please? -

Mr. MATHEY. Dean Mathey, Princeton, N. J.

Mr. NEHEMRIs. And you are a partner, are you not, Mr. Mathey,

of Dillon, Read & Co.?

Mr. MATHEY. I am vice president and director of Dillon, Read.

THE MATHEY-ADDINSELL CONVERS.ATION

Mr. NEHEMKIS. I beg your pardon, that is true. I should like to

read to you, if I may, Mr. Mathey, a memorandum by Mr. H. M.

Addinsell, of the First Boston Corporation, which purports to con

tain the gist of a conversation that Mr. Addinsell had with you

[reading from “Exhibit No. 2013–2”]:

I lunched today with Mr. Mathey of Dillon Read who advised me that the

Shell Union Oil Company proposes to issue $60,000,000 convertible preferred

stock, the existing preferred stockholders having the first call to the extent

of the amount outstanding: namely $38,000,000.

The company is having preliminary conversations with Dillon Read & Co.

on behalf of the old Syndicate, which will be substantially the same although

for certain reasons Lee Higginson will be managers of the account along with

Dillon Read and Hayden Stone. The company has advised Mr. Mathey they

would like to see a 4% preferred stock with a conversion beginning at 40, and

Mr. Mathey asked my opinion as to whether this could be done, to which I

definitely replied in the negative. He agreed to this and said he thought

that if the company would make a 4%% preferred and make it convertible for

the first two years right close to the market (33) at, say, 35 he thought it would

be do-able at a price depending on conditions at the time the issue came out

at somewhere between par and 105. I indicated that I thought a 4.14%

preferred with a conversion right close to the market should be doable at an

appropriate price, depending on market conditions at the time. If the negotia

tions go forward the issue would probably not come for at least six weeks.

Having in mind the tremendous trading proclivities of the management and

the experience with the debenture issue, Mr. Mathey is determined to avoid

being crowded up by the company with regard to the terms of the set-up and

the price.

By “tremendous trading proclivities,” Mr. Mathey, you meant

Shell's habit, shall I say, of “shopping around?”

Mr. MATHEY. Well, I guess that is as good, a way to put it as

any. They had been very difficult to work with and to work out

our previous deal.

DESIRE FOR “A SOLID FRONT’”

Mr. NEHEMRIs. Continuing Mr. Addinsell's memorandum [read.

ing from “Exhibit No. 2013–2”]:

He—

Referring to Mr. Mathey

feels, especially in view of the fact that the Shell is not as favorably regarded

as some of the other oil companies in spite of what he says is its better sta

tistical position as compared, for example, with Texas and Tide Water, and

in view of his experience with the note issue, that it is absolutely essential to

a successful offering that it be put out on an obviously attractive basis.

He is sure that the company will be shocked at the proposal he has in mind

making, and that their first impulse will be to try to go somewhere else. You

will recall that the syndicate in the last issue was a pretty comprehensive one

and he thinks that the only possible place they might go to is Kuhn Loeb, and

there are probably reasons why they would not go even to them. He is anxious,

however, to have his group present a solid front to the company and, in effect,

to agree that if the Shell Union does not trade with the Dillon Read-Hayden
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Stone-Lee Higginson group, the members of this group will not join any other

bankers who may attempt to form a group to figure on the business. In view of

the well-known trading proclivities of the Shell people, I have agreed in

principle to Mr. Mathey's suggestion on the theory that if our large and strong

group cannot get the business on terms that we feel attractive, we will be

better off to be out of the business.

I submit, Mr. Chairman, may it please the committee, that if Mr.

Addinsell correctly understood Mr. Mathey, that Mr. Mathey's sug

; came perilously close to constituting a conspiracy in restraint

Of trade.

Did Mr. Addinsell correctly understand your suggestion, sir?

Mr. MATHEY. Well, now, I think I remember that conversation

with Mr. Addinsell, and if I can review the facts there, I would like

to present them. Mr. van der Woude came to my office a few days—

may I ask the date of that letter?

º; .EHEMKIs. Yes. Perhaps you would like to see it. It is March

1937.

Mr. MATHEy. We were negotiating for a preferred stock deal. Mr.

Van der Woude came to Dillon, Read & Co.'s offices, and I saw him,

and he said they wanted a proposition from us and asked us if we

Would take it up with our group, which consisted of various people

he had mentioned, approximately the same group as the previous

bond issue.

I discussed this with Mr. Addinsell, who was a member of our

group. I felt that they felt by the very situation I was the nego

tiator for that group, and to be a negotiator for them I had to have

them all together with me, I couldn’t have them going out on the side

talking to them; it was a perfectly normal business transaction

amongst partners, they were our partners in this, and as I recall that

Conversation, it might well have taken place, just as he said, but as I

recall it, I said to Addinsell, “Well, now, we are going to sink or swim

together on this thing; if you are ready to go ahead, I will go and

negotiate.”

r. NEHEMKIs. That is the reason why you felt that you just had

to have a united front, or in view of the well-known “trading pro

clivities”—I quote from Mr. Addinsell—of Shell you would just sink.

Mr. MATHEY. Well, it would be impossible for us to work out a deal

that would be properly offered to the public. -

Mr. NEHEMRIs. Mr. Mathey, did you inquire of Morgan Stanley &

Co., who was a member of your group, a partner, shall I say, whether

they would join you in this united front?

, Mr. MATHEY. To the best of my recollection I didn’t, and I don't

think I talked to many people on that.

Mr. NEHEMRIs. Did you consider it probable that Morgan Stanley

might be approached directly by the company at this time?

Mr. MATHEY. No; I didn’t.

Mr. NEHEMRIs. When did you first hear that Morgan Stanley was

negotiating directly with the company?

Mr. MATHEY. Well, I can’t give that information, something prior

to the time they negotiated with me, negotiations of the $25,000,000

Issue that the company finally did with the Equitable referred to.

Mr. NEHEMRIs. And from whom did you learn that Shell was

negotiating with Morgan Stanley, do you recall?
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Mr. MATHEy. No; I think the first time I heard it, it was a matter of

Street gossip. - - - -

Mr. NEHEMkIs. When Morgan Stanley & Co. invited you to partici

pate in the $85,000,000 underwriting in July of 1939, under their leader

ship, did you not decline to accept a participation?

Mr. MATHEY. Yes; we did.

Mr. NEHEMRIs. And do you recall, Mr. Mathey, that all the other

members of the 1936 group did accept participations?

Mr. MATHEY. I do, substantially so as I recall the list as I saw it in

the paper.

THE CUSTOM OF “CLEARING”

Mr. NEHEMRIs. Mr. Mathey, I don’t know whether or not you have

been following the testimony which this committee has patiently been

hearing for the past several weeks, but the testimony would appear

to indicate that it is the custom on the Street for one banking house to

decline to hold discussions with a company whose financing has been

headed by another banking house without first clearing, and that

appears to be the word of art, with the banker who headed the previous

issue. Mr. Mathey, did Morgan Stanley clear with you before opening

up discussions with Shell?

Mr. MATHEY. I don’t know exactly whether you would call it clear

ing. I can answer your question

Mr. NEHEMKIs (interposing). May I just interrupt? Am I correct

that “clear” is the word of art used on the Street in reference to such

matters?

Mr. MATHEY. I think it is. It is used in a general way; they cleared

in this respect: Mr. Stanley, and I believe Mr. Hall, called on Mr.

Forrestal.

Mr. NEHEMRIs. Mr. Perry Hall?

Mr. MATHEY. Mr. Perry Hall. . It might have been just Mr. Stan

ley. Now, this is the conversation, that Mr. Forrestal, as I recall.

repeated to me. He said that the Shell people had approached them

and wished them to be their permanent bankers and *. just thought

as a matter of courtesy they should tell us about it, and wanted to

know how we felt about it... We said we weren't very happy about it.

there was no idea it wasn’t cleared one way, or the other, it was a

courtesy call, they asked us how we felt about it. We said we weren't

very pleased with it.

Mr. NEHEMKIS. Would I be correct in understanding that the use

of your word “happy” should be regarded as, perhaps, an under.

statement?

Mr. MATHEY. Well, I think it could be; yes.

Mr. NEHEMKIS. I'm Sorry, Mr. Chairman, I have run 4 minutes over

the time I promised you. I have no further questions of the witness.

Mr. HENDERSON. I have a question, Mr. Chairman.

Mr. Mathey, we had some discussion the other day which led to an

interchange between members of the committee, and I think it was

Mr. Swan of Smith, Barney and Mr. Strauss and Mr. Schiff, of Kuhn,

Loeb, as to whether investment banking is a business or a profession.

and I indicated that it was decidedly of importance to this com.

Inittee to get the distinction. I think the Wall Street Journal this

morning has a very able editorial which contributes to the discus.

sion. I had occasion to say at that time that it was important. I
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went on to say something like this: If investment banking is dis

tinctly a profession, then of course it would be guided by a code

of some kind, similar to that which I understand pertains in the legal

profession. I indicated also that if it were a business, then it was

subject, of course, to all the laws regulating competition beginning

with the Sherman Act, including the common law, down through

the Clayton Act, and the Federal Trade Commission Act.

Do you have any opinion as to whether investment banking is a

profession or a business?

Mr. MATHEY. Well, I should say, Mr. Henderson, sometimes it is a

profession and sometimes it isn’t. I think perhaps that question

ought to be more clarified among ourselves. I regard it as a profes
Slon,

Mr. HENDERSON. Then if it is a profession, may I ask you whether

what you and Mr. Addinsell proposed to do to enlighten these tre

mendous trading proclivities would be against the code?

Mr. MATHEY. Well, I would not call it a profession, in regard to our

dealings with the Shell Union Co. [Laughter.] They have been

purely on a business basis, and my relationships with Mr. Addinsell

were that of a number of partners sticking together.

Mr. HENDERSON. If it is a business—you are an attorney, I believe?

Mr. MATHEY. No, sir.

Mr. HENDERSON. No legal training?

Mr. MATHEY. I studied law at night one year while I was working.

Mr. HENDERSON. Then I am afraid I can't ask you, as an expert,

whether or not this wasn’t an interference with free trade as a
business transaction?

Mr. MATHEY. Well, Mr. Henderson, that was simply an arrange

ment with partners, and it wasn’t a formal one. I don’t know, I am

Sure I only talked to a few on that score, if anyone else.

Mr. HENDERSON. Let's take a similar case, the original equipment

business of automobiles, tires particularly. It is a very important

piece of business for the tire companies, and, as I understand it

from various studies I have made personally, there is quite a bit of

opping around. There is the keenest interest in that particular

çompetition and one company plays against the other. Certainly,

In my opinion, if it sometimes has been done in the past as rumor

has it, the statute of limitation probably runs on the transactions. If

the tire companies got together and agreed they would not do busi

ness, say, with the General Motors, it would be distinctly a violation

of the laws regulating competition.

If you people got together, your group, which was a very powerful

group—it needed to be to handle such situations—wouldn’t it be an

Interference?

Mr. MATHEY. I am not a lawyer, Mr. Henderson.

Mr. HENDERSON. Let’s put it on a layman's terms. Wouldn’t it be

narrowing the market for their shopping around? .

Mr. MATHEY. Well, if you will remember the conditions, we were

a group. Mr. van der Woude, I know that I was dealing with him.

He knew that I was dealing for that group. He asked me to take

the question of a preferred stock issue up with that group. He knew

them. He considered them a group.

Mr. HENDERSON. And you knew before the issue which you handled

that there were negotiations with other houses, did you not?
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Mr. MATHEY. No; as a matter of fact, I did not. At that time

Mr. van der Woude told me that the bankers were going to negotiate

a loan. I told Mr. van der Woude in the early part of these negotia

tions that I thought it was very undignified, that he should be ſº
to our group members separately, and the only way we would go

ahead with this business now was that we would deal with him alone

for our group. That was understood by him when he came down, and

I do remember his saying, “Mr. Mathey, because you are the only one

negotiating for the group, you should give us a higher price.”

|Laughter.]

“THE SOLID FRONT’’’

Mr. O'Connell. May I ask a question? If I understood that memo

randum of Mr. Addinsell's correctly, one of your suggestions was that,

assuming you were unable as a representative of the group to make

a satisfactory deal with the Shell Co., the members of the group,

even after the deal had fallen through and the partnership, so-called,

had been dissolved, would refuse even at that point to deal with them.

Is that true?

Mr. MATHEY. I have had that letter and said Mr. Addinsell’s con

versation was either so or it might well have been, but it was not

any agreement at any moment at all. It was just that we would have

lunch together and “let’s stick together.” As a matter of fact, Mr.

Addinsell later joined another group, which would indicate again

that it was not a very serious matter.

Mr. O'ConnºLL. That would indicate to me that your suggestion

or proposal to hold the lines was not consummated, but is there a clear

distinction between the group who had pending negotiations, since
you were the leader, and the agreement not to deal with Shell after

the partnership so-called had been dissolved?

Mr. MATHEY. There may be. This was not a serious conversation

I had with Addinsell. I had lunch with him, and said, “Let's stick

together here. We are partners. Let's sink or swim together.” He

put that interpretation. Perhaps he did so properly. There wasn't

anything sinister in my suggestion, “Let’s stick together.” I think.

under the circumstances, you can quite well put yourself in the same

position doing the same things. That may be presuming a little.

Mr. O'ConnELL. It is quite possible. I don’t know. I don't know

very much about the code that operates in the Street among investment

bankers, and I don’t know to what extremes they will go, but to my

mind, for an investment banker to propose an alliance which would

continue after the negotiations, as I said, have broken down, that
certainly very definitely narrows the area which the Shell Union Oil

Co. would be able to tap for needed money, and it was clearly to me

along the line of Mr. Henderson's remarks, at your suggestion, though

not taken seriously, as it happened. But had it been seriously taken,

the freedom of the Shell Union Oil Co. would have been hampered,

and in that instance it would be a restraint of trade. Wouldn’t you

agree to that?

Mr. MATHEY. I am not a lawyer, again.

Mr. O'ConnELL. I don’t think that makes much difference. I don't

think it is a legal question.

1 This subject is resumed from p. 12654, supra.
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Mr. MATHEY. I simply can’t see how where partners are together—

there must be millons of cases of this throughout the country—and

say, “We will keep together for this deal.”

Mr. O'Connell. For this deal, but the deal falls through. At that

point you return to the theoretical situation at least of being competi

tors. Aren't you competitors in the investment banking field?

Mr. MATHEY. Excepting when we are working on a piece of business.

I would think it would be perfectly proper for a group of partners

to get together and say they will either sink or swim together and if

they don't get the business, why it is just too bad.

Mr. O'Cox NELL. That is a little vague. I can see a definite distinc

tion between an arrangement under which a group, having been

formed in connection with a particular piece of financing would desig

late a leader or someone to do the negotiating in that group, and

during that period of organization just good organization would re

quire that the dealing be held between the organization and the rep

resentative of group. But, as I understand, it was proposed here if

the negotiation fell through and the group was dissolved, so-called, the

former members of the group would refuse to deal with the Sheil

Union Oil Co.

Mr. MATHEY. Mr. O'Connell, I think that if that had been really

intentional you would have seen other evidence. ... I lunched with

Addinsell. That wasn't anything serious about that. I wouldn't

say Mr. Addinsell hasn’t quoted me correctly. He may have done it.

I don't recall the conversation.

Mr. O'ConnELL. Assuming that was the conversation and assum

ing that was your desire, the entry is over with and the competition

broke out in spite of it.

r. MATHEy. It does seem to me I did nothing in restraint of

trade, but I think I had better perhaps really See a lawyer.

|Laughter.] - - -

Mr. HENDERSON. As to the instance, I am raising no question on

that, I was using it, as a means of getting further clarification as

to this business of investment banking, and I had nothing else

in the question I raised. As far as I am concerned, you don't have

to see a lawyer about it.

Mr. NEHEMRIs. Perhaps the record should show that counsel doesn't

expect likewise to talk with Mr. Thurman Arnold during the lunch

period. [Laughter.] - -

Mr. MATHEy. I would like to say to Mr. Henderson, if this has

any taint of restraint of trade I don’t think it is a common practice.

This was a very unusual situation, as I think the committee has seen

by the former testimony. - -

Mr. O'Connell. There aren't very many issuers like Shell.

Mr. HENDERson. I think I ought to say to you, Mr. Mathey, that

one of the witnesses before the committee this week prophesied this

would be the last investment banking hearing for a long time because

letters and memoranda would not in the future be* [Laughter.]

Acting Chairman WILLIAMs. The committee will stand recessed

until 2:30. -

(Whereupon, at 12:45 p.m., a recess was taken until 2:30 p.m.

of the same day.)
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AFTERNOON SESSION

The committee resumed at 2:30 p. m. on the expiration of the

receSS.

Acting Chairman WILLIAMs. The committee will be in order, please.

Mr. NEHEMRIs. Mr. Harold Stanley, will you be good enough to

take the witness stand, please?

TESTIMONY OF HAROLD STANLEY, PRESIDENT, AND PERRY E.

HALL, VICE PRESIDENT, MORGAN STANLEY & CO., INC., NEW

YORK, N. Y.-Resumed

Mr. NEHEMRIs. Mr. Stanley, did not Morgan Stanley & Co. sign a

purchase contract, on March 7, 1936, under which Morgan Stanley

purchased severally $5,000,000 debentures from Shell at 97?

Mr. STANLEY. I assume that date is correct; around about that

time; I accept the date.

Mr. NEHEMRIs. Did you not also sign on or about the same date

an agreement among underwriters!

Mr. STANLEY. Yes.

Mr. NEHEMRIs. Now, this agreement provided, did it not, that

each of the underwriters might, retain such portion of their respec.

tive purchases as the manager should determine?

Mr. STANLEY. I think that is correct.

Mr. NEHEMRIs. I am asking you a question about your under.

writing agreement. I think I shall have to ask you to give me a

more specific answer.

Mr. STANLEY. May I see the agreement, please?

Mr. NEHEMRIs. It is in evidence and was offered. You must

have a copy of it with you, don't you?

Mr. JoHN M. YoUNG (Morgan Stanley & Co., Inc.) You said '36.

didn’t you?

Mr. NEHEMRIs. I did speak of '36.

Mr. STANLEY. You said '38; this is 39.

Mr. NEHEMRIs. Will the reporter repeat the last question?

(The reporter read the last preceding question.)

Mr. NEHEMRIs. Do you recall that?

Mr. STANLEY. That is true in case of the ’39 agreement.

Mr. NEHEMRIs. I was asking about the '36 agreement which you

entered into. -

Mr. STANLEY. Sometime ago. May I say, Mr. Chairman, while

we are looking that up, I would like to comment on two things that

:ame up in the testimony this morning, without attempting to refer

to the testimony as a whole. There was some discussion as to the

relative price that we said the company might issue loans to the

ublic and the price at which they actually did make a loan to the

quitable Life in 1938. The actual difference between our opinion

as to what they might have done publicly at that time and the price

they obtained from the Equitable was about a half point net, 5%g,

of a point, but of course you realize that the Equitable thing didn’t

have the advantage, if there are advantages, as there are in my

opinion, of a public distribution. -

The other matter I would like to refer to is also a matter of price.

There is some question as to the price record of the issue which

we made in July of the Shell debentures after they were offered to
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the public, and were not fully taken by the public, and Mr. Van der

Woude and Mr. Duhig didn’t have the records of the price action

which we had. The bonds stabilized more or less the day after the

offering around 96; they were offered at 97%, and then went down

to a price of about 94% the next month. Then after the war came

they went down still further, as all other bonds did, too.

I only mention that because it was left sort of in the air this

morning.

I will be glad to accept the statement as correct, Mr. Nehemkis.

THE operaTIVE EFFECT OF THE 1936 DILLON, READ & Co. UNDERWRITING

AGREEMENT

Mr. NEHEMKIs. Do you recall, Mr. Stanley, that that agreement

which you entered into as a participant of the group authorized

the managers to offer any debentures not so retained to the selling

group !

Mr. STANLEY. Not so retained to the selling group, yes.

Mr. NEHEMRIs. In case the members of the selling group did not

take up all of the debentures offered to them the underwriters agreed

to be liable for any debentures not taken up in proportion to the

amounts of their purchases not retained by them. That is to say,

in proportion to the amounts of their purchases which were offered

to the selling group members; do you recall that?

Mr. STANLEY. I do.

Mr. NEHEMRIs. Morgan Stanley retained no part of its $5,000,000

purchase; is that correct?
Mr. STANLEY. That is correct.

Mr. NEHEMRIs. In other words, its entire participation was offered

to the selling group?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. There remained, according to a Committee exhibit—

and I must apologize, I do not have its number before me, but I shall

supply it before the close of this hearing –$34,475,000 unsold deben

tures in the hands of the underwriting group, and in accordance with

the Dillon, Read, Hayden, Stone underwriting agreement the several

underwriters were required to take up the unsold debentures in propor

tion to the amount not retained by them for their own retailing. Con

sequently, Mr. Stanley, Morgan Stanley & Co. was obligated, was it

not, to take up $3,207,000 of these unsold debentures, or 65 percent of

its $5,000,000 purchase?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. And is it not correct, Mr. Stanley, that, Morgan

Stanley realized a loss of $32,755 on its participation in this under

writing?

Mr. §stry. That is also correct.

Mr. NEHEMKIs. And is it not also correct that this is the only loss

ever realized by Morgan Stanley since the date of its organization?

Mr. STANLEY. I think it is.

Mr. NEHEMKIS. Mr. Hall, I show you a letter from yourself to me

under date of November 20, 1939. Will you be good enough to tell me

whether this letter bears your signature and was in fact sent by you?

1 The exhibit referred to is “Exhibit No. 1991–2.”

124491---40–pt. 24––23
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Mr. HALL. It is.

Mr. NEHEMk1s. The letter and attached document identified by the

witness is offered in evidence.

(The letter referred to was marked “Exhibit No. 2014” and is in

cluded in the appendix on p. 12943.)

THE 1939 SHELL SYNDICATION

Mr. NEHEM KIS. .."; now, Mr. Stanley, to the syndication of the

1939 issue, in arranging for the distribution of the $85,000,000 deben

tures did not Morgan, Stanley form a group of 85 underwriters,

including yourself, of course?

Mr. STANLEY. They did.

Mr. NEHEMRIs. And did not these underwriters severally agree,

under date of July 17, to purchase from the company the specified

amounts of debentures?

Mr. STANLEY. They did.

Mr. NEHEMRIs. I show you a copy of an underwriting agreement

with reference to this offering and ask you to tell me whether you

identify this as a true and correct copy.

Mr. STANLEY. I do.

Mr. NEHEMKIs. The copy identified by the witness is offered in

evidence.

Acting Chairman WILLIAMs. It may be received.

(The agreement referred to was marked “Exhibit No. 2015” and is

included in the appendix on p. 12944.)

Mr. NEHEMRIs. The only one of the 11 principal underwriters whose

participation in the 1936 issue had been $2,000,000 or more who was

hot included in the 1939 issue was Dillon, Read & Co. Is that correct

Mr. Stanley? 2

Mr. STANLEY. The question was?

(The question was read by the reporter.)

Mr. STANLEY. That is correct. -

Mr. NEHEMKIS. Was not the inclusion of the other 10 principal

underwriters due in large measure to their previous association with

the company as principal underwriters?

Mr. STANLEY. It was; but they happen to be houses of very good

standing and yery, good distributing and underwriting, capacity,

among the leading houses in the business, and who generally partici

pated in the issues which we managed.

Mr. NEHEMRIs. Mr. Stanley, what considerations in addition to his.

torical relation to the business enter into the determination of what

underwriters are included in a syndicate?

Mr. STANLEY. Well, that gets into the question of a group, of which

there has been a great deal of discussion in these hearings, at least

during the time when I was here a few weeks ago, as to what the group

does, really. Various aspects of that I ...; like to comment on,

but I won’t try to take too much time. I can do this part of itbriefly and then perhaps come to the other. p it very

First, I am not sure it has been very clear to the committee just what

a group is. A group is an aggregation of people who buy the entire

ISSue.
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Mr. NEHEMRIs, I am going to ask, if I may interrupt. ... I think my

question was really a very simple one and possibly you did not quite

understand what I meant. I don’t want you to go into that line of

testimony; it is not quite relevant at this point, Mr. Stanley. My

question really was this: A manager, such as your firm, has certain

considerations in mind when it selects other underwriters to join it in

a syndicate. Now, you have already testified—and there has been a

great deal of testimony here—that one of the considerations that any

manager has to give is the historical relation of a house to a piece of

business. Now, there are other considerations. Is not one such other

consideration the financial strength of a house?

Mr. STANLEY. That is one.

Mr. NEHEMKIS. And is not another consideration the distributing

ability of a house?

Mr. STANLEY. In some cases.

Mr. NEHEMKIS. And those three considerations, some weighing

more heavily in certain instances, others less heavily in others, deter

mine whether or not a house is or is not included in a syndicate?

Mr. STANLEY. There is more to it than that, Mr. Nehemkis, and

I think you really have got to take a moment to let me try to state

very briefly what the group does. A group is formed to purchase

an issue and the purpose of that is to spread the commitment of the

issue among a good many people, divide and insure against money

commitment and to divide and insure against the money risk and the

market changes, and thirdly, to get a back-log from some of these

people of distributing ability.

Now, then, with that purpose in mind, you select people and the

elements, that Mr. Nehemkis mentioned are among the main ones.

In addition to that there is the question of their standing, whether

they do their business well or badly; they may have plenty of capital

and not do it well, their judgment of markets and judgment of

securities may not be the best; other elements, too, sometimes one

thing and sometimes another.

Mr. NEHEMKIS. But substantially the three items which I asked

you about are maior considerations.

Mr. STANLEY. Well, the standing of the firm, whether they do

their business well, was not mentioned.

FAMILIARITY OF MORGAN STANLEY & Co., INCORPORATED, witH FINANCIAL

CONDITION AND DISTRIBUTING ABILITY OF OTHER UNDERWRITERS IN

SYNDICATE

Mr. NEHEMKIS. Is it not a fact, Mr. Stanley, that your firm was

acquainted with the financial condition of all of the 84 underwriters

who composed the syndicate?

Mr. STANLEY. I think to a greater or less degree. We knew more

about some than we did about others. We try to keep as familiar as

we can with their capitalization and their distributing ability.

Mr. NEHEMRIs. Can you tell me briefly how this information is

obtained?

Mr. STANLEY. Sometimes we ask them; sometimes they come in

and tell us. They very often come in and tell us how their sales
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ability has changed or improved and try to put their best foot for

ward as showing themselves qualified to larger positions in good

business if they can obtain it.

Mr. NEHEMRIs. And this data concerning the financial position of

underwriters is kept on file in your firm, changes made in the infor

mation from time to time, as the situations altered?

Mr. STANLEY. Well, it is really not kept on file. There is no real

record of it. We know pretty well what these people’ situation is

and we make notes on their cards.

Mr. NEHEMRIs. On the performance record cards?

Mr. STANLEY. Yes; but it isn’t made in all cases.

Mr. NEHEMKIs. Does not your firm also keep itself informed of the

distributing ability of the various underwriting firms and in particu

lar the 84 in the Shell syndicate?

Mr. STANLEY. Well, I accept that; I would say we keep informed

as far as we can, but I wouldn't limit it to the 84 in particular.

Mr. NEHEMRIs. But you did know the distributing ability of the

84 in this syndicate.

Mr. STANLEY. Yes; we thought so.

Mr. NEHEMRIs. And generally, you endeavor to keep yourselves

informed of the distributing ability of other underwriters and

dealers?

Mr. STANLEY. We do.

Mr. NEHEMKIS. With the exception of A. C. Allyn & Co., were not

all of the firms selected by Morgan Stanley & Co.?

Mr. Švanigy. You mean in the $85,000,000 issue?

Mr. NEHEMKIs. In the $85,000,000 issue. We are addressing our

selves to that issue at this time.

Mr. STANLEY. That is hard to say. I think we had the ultimate

responsibility, but there were various names of people that the com

pany suggested to us. In the first place, we included all of the

underwriters in the previous issue except 3—that is, there were

more than 11, there were 29 or so: Dillon, Halsey Stuart, and Conrad.

Bruce & Co., and we offered it to Dillon at the time, and they said

they preferred not to have it offered to them, and we offered it to

Halsey, Stuart at the same time.

Mr. NEHEMKIS. You say the company, meaning Shell, made cer.

tain suggestions as to the inclusion of underwriters, and one of those

suggestions was A. C. Allyn, was it not?

§ HALL. That is correct.

Mr. NEHEMRIs. And in addition to A. C. Allyn & Co., were any

other firms suggested by Shell? -

Mr. STANLEY. There were several.

Mr. NEHEMKIs. Can you give me the names of them?

Mr. HALL, I don’t know that I can be very accurate in distinguish.

ing, Mr. Nehemkis, because some of them are probably on the list

anyway. I remember Lehman Bros. was one, Francis, Bro. & Co. of

St. Louis was another; Kalman & Co. of St. Paul; Havden Stone was

mentioned; Reinholdt & Gardner was another of St. Louis; Ferris &

Hardgrove, of Seattle and Spokane; Smith, Moore & Co.; William

R. Staats Co.—I remember them being mentioned. I can’t say that

there weren't others, but those I do remember. -
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Mr. NEHEMRIs. When you have an opportunity, would you be good

enough to send me a statement, which I may incorporate in the rec

ord,ſº the names of the firms that were actually suggested by

Shell? 1

Mr. STANLEY. Of course, it would be a matter of recollection on

Our part now.

r. HALL. I haven’t any list of that kind.

Mr. NEHEMKIs. Will you do the best you canº

Mr. HALL. Yes.

Mr. NEHEMRIs. Now the firms that appeared in the ultimate group

are those firms which are generally included in the Morgan Stanley

underwriting groups which it forms and manages, is that not correct,

Mr. Stanley?

Mr STANLEY. In general, yes; but there were some who I think we

wouldn't ordinarily#. in as important position as perhaps they were

here. One reason was that this entire 29 underwriters, most of whom,

if not all, I think we generally have as underwriters, had been in the

previous issue and this is a refunding issue and those people were

naturally in touch with the securities that were going to i. sold, and

they could perform a better service than people who were not in touch

with those securities.

Mr. NEHEMRIs. But with the exception of those special cases, most

of the members of thisgroup generally appear in the groups organized

and managed by Morgan Stanley?

Mr. STANLEY. I should think in general they have appeared; also

others have appeared. There is no set list. All of these are very

good people.

Mr. NEHEMRIs. In the 1936 Shell offering, do you recall, Mr. Stan

ley, that the underwriters contracted to take up proportionately an

amount up to 14 percent of their participations in order to cover

defaults by members of the group !

Mr. STANLEY. Yes; I do.

Mr. NEHEMKIs. And do you recall that no such provision appears

in the 1939 Morgan Stanley purchase contract?

Mr. STANLEY. Quite true.

Mr. NEHEMRIs. You have testified, Mr. Stanley, that in the offerings

of the American Telephone & Telegraph Co., your firm guarantees the

Several commitments of all of the other underwriters.” Do you recall

your testimony on that subject?

Mr. STANLEY. I do.

Mr. NEHEMKIs. I show you an excerpt from the contract with refer

ence to the $22,250,000 Southern Bell Telephone offering 40-year 3 per

cent debentures, containing article III. Will you tell me if you recog

nize this to be a correct transcript of article III of that contract?

Mr. STANLEY. I am quite willing to accept your statement it is.

Mr. NEHEMRIs. And you so identify it?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. The statement is offered in evidence, Mr. Chairman.

. (The transcript referred to was marked “Exhibit No. 2016” and

is included in the appendix on p. 12956.)

'Mr. Hall, under date of February 5, 1940, submitted the information requested. It
ls ſºluded in the*ggº on p. 13020.

Hearings, Part 23, pp. 11568, 11981.
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Mr. NEHEMKIs. In the Shell offering, however, Morgan Stanley did

not guarantee the commitments of the other underwriters?
Mr. STANLEY. That is true.

Mr. NEHEMkIs. Did any of the 84 underwriters participate with

Morgan Stanley & Co. in discussions with Shell relative to terms,

rice?
p Mr. STANLEY. No; I think not; but, of course, our discussions with

them on behalf of the underwriters represented the combined views.

the consensus of the views of major underwriters.

Mr. NEHEMRIs. Did any of the other 84 underwriters discuss with

Morgan Stanley price and terms of the proposed issue?

Mr. STANLEY. Oh, yes.

Mr. NEHEMRIs. So that your answer to my previous question is

“no,” and your answer to the last question is “yes,” is that correct, sir?

Mr. STANLEY. That is correct.

ARTICLE II AND IV of THE MORGAN STANLEY & Co., INC., UNDERwriting

AGREEMENT

Mr. NEHEMKIS. The underwriting agreement' contains a provision,

being article II, which gives Morgan Stanley & Co. the right—

to reserve for sale and to sell on our behalf any or all of such debentures to

dealers—

on such amounts as you shall in your discretion determine. Do you

recall that provision, Mr. Stanley?

Mr. STANLEY. I do.

Mr. NEHEMRIs. This provision is usual and customary in agree

ments among underwriters, is it not?

Mr. STANLEY. Well, there are various kinds of contracts. I am not

sure that I would characterize it as usual and customary. It is in cer.

tain types of business, and there are various other forms. I think, in

general, that particular clause is customary today, although it wasn't

a few years ago.

Mr. NEHEMRIs. If I understand you correctly, your answer is that,

in general, subject, of course, to variations in draftsmanship, that
kind of clauseº in most underwriting agreements, is that true!

Mr. STANLEY. the case of contracts which have a several under

taking instead of a joint undertaking.

Mr. NEHEMRIs. Now, the underwriting agreement” contains another

provision, article IV, which provides that “as compensation for your

service, we agree,” that is to say the underwriters, “to pay you.”

Morgan Stanley, “on the closing day an amount equal to one-fourth

percent of the principal amount.” Do you recall that provision, sir?

Mr. STANLEY. I do. -

Mr. NEHEMRIs. And that provision appears in all underwriting

agreements of Morgan Stanley, does it not?

Mr. STANLEY. A provision for payment to the manager appears in

contracts, excepting when they are subunderwriting contracts. The

amount of compensation varies a great deal.

Mr. NEHEMRIs. But it is usually one-fourth percent of the principal

amount, isn’t it?

1 “Exhibit No. 2015.”
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Mr. STANLEY. It is one-fourth to three-eighths on long-term or

medium-length issues. It may be less on shorter issues.

Mr. NEHEMKIS. And it is that one-fourth percent which has given

rise to the jingle—

With Bells on their fingers

And Shells on their toes,

A quarter to Morgan

However she goes.

Mr. STANLEY. I really wouldn't know.

Mr. NEHEMKIs. You have never heard that jingle?

Mr. STANLEY. No.

Mr. HENDERSON. That was in Fortune, wasn’t it, in connection with

an article on investment banking?

Mr. STANLEY. It is very interesting.

You understood my reference to subunderwriting agreements which

are not possible under the rules and opinion of the S. E. C., which

to my mind is the best way of doing underwriting. They permitted

us to do it once, in the case of Consolidated Edison of New York, then

they felt it wasn’t strictly in accordance with their rules and we haven’t

done it since. But it is done in railroad issues.

ARTICLE VIII OF THE MORGAN STANLEY & Co., INCORPORATED, UNDERWRITING

AGREEMENT

Mr. NEHEMRIs. I do follow you. The underwriting agreement on

the Shell offering further provides, does it not, Mr. Stanley, that any

debentures reserved for sale to dealers but not purchased by them

should be taken up by the underwriters as nearly as practicable in

proportion to the principal amount of debentures which each severally

has agreed to purchase from the company?

Mr. STANLEY. It does.

Mr. NEHEMKIS. And is that not a provision taken from Article VIII

of the underwriting agreement? “
Mr. STANLEY. It is.

Mr. NEHEMKIs. Now this provision is contained in the underwriting

agreements in all issues managed by Morgan Stanley & Co., is it not?

Mr. STANLEY. Well, that or a similar agreement, excepting in sub

underwriting.

Mr. NEHEMRIs. I am going to repeat my question because I think

you can give me a more specific answer. Is not that provision con

fained in the underwriting agreement in all issues managed by Morgan

Stanley & Co.?

... Mr. STANLEY. It wouldn’t be in subunderwriting. By provision,

if you mean that method of determination

Mr. NEHEMRIs (interposing). That is correct.

Mr. STANLEY. It is general in our contract, except in subunder
Writing.

Mr. Šamaris. Thank you, sir. Now, the underwriting agreement

customarily used by all other houses provides for the reallocation of

unsold bonds in proportion to the amount contributed to the selling

group, is that not correct, Mr. Stanley?

1. §ee Fortune, September 1939, Vol. XX, No. 3, p. 109.

* “Exhibit No. 2015.”
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Mr. STANLEY. Not all contracts of all other houses by any means.

I am afraid this gets into technicalities.

Mr. NEHEMRIs. That is exactly what this hearing is devoted to.

the technicalities of underwriting, so feel free to be technical.

Mr. STANLEY. I will try not to be, but

Mr. NEHEMK1s. (interposing). Now, let me get your answer. Did

I understand you to say that you didn't think that underwriting

agreements customarily used by all other houses provided other

than article VIII of the Morgan Stanley agreement?

Mr. STANLEY. No; I thinkº do not; some do and some do not.

Mr. NEHEMRIs. Will you tell me which houses that you are familiar

with provide as does article VIII of the Morgan Stanley agreement?

Mr. STANLEY...Well, several or most of the other houses, large

houses, have a different arrangement than this in the case of regis

tered corporate bond issues. Those same houses who are in the

municipal business or the equipment trust business, have contracts

covering very large amounts of such securities, perhaps larger than

their corporates in some cases, which has an arrangement which has

the same effect as this.

Mr. NEHEMRIs. Speaking, however, of corporate bond issues, do
you know of any house other than yours which at the present time

uses a provision comparable to article VIII?

Mr. STANLEY. In the case of registered corporate bonds I do not,

º in the case of subunderwriting.

r

. NEHEMRIs. Mr. Stanley, you are somewhat elusive this after

InOOn.

Mr. STANLEY. No, Mr. Nehemkis.

Mr. NEHEMRIs. I want to get your answers as they come. Do I

understand you correctly, sir, to have said that you agreed with

my first statement that there was no other underwriting house today

which, on corporate bond issues, follows substantially the provision

of article VIII of Morgan Stanley's underwriting agreement?

Mr...STANLEY. You haven't stated your question in the same way

you did before, Mr. Nehemkis.

Mr. NEHEMRIs. That was a recapitulation of what I thought your

answer was. If I have not understood it correctly, you repeat it.

Mr. STANLEY. I think that this, method of taking unsold bonds

that have been offered to the selling group—and I should like to

explain to the committee what a selling group is, unless that is per
fectly clear.

Mr. NEHEMKIs. Mr. Stanley, I want you to give me an answer to
my question.

Mr. STANLEY. Mr. Nehemkis, I am trying to.

Mr. NEHEMKIs. Please proceed.

Mr. STANLEY. You can’t tell what bonds come back from a selling

group unless you know what a selling group is.

Mr. NEHEMKIS. I think I put to you a straightforward question

and I want you to give me a straightforward answer. I want to

know to the best of your knowledge—consult your associates if

necessary—whether you know of any other American investment

banking house id: today, uses in its underwriting agreements a

provision comparable to article VIII of the Morgan Stanley under.

writing agreement. In my humble judgment, that question lends
itself to a simple answer.
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Mr. STANLEY. You have put your question still a third way.

Mr. NEHEMKIs. I am trying to make it easy for you.

Mr. STANLEY. I have answered that question. In the case of

municipals—

Mr. NEHEMRIs (interposing). Corporate issues—we are addressing

ourselves to corporate issues.

Mr. STANLEY. Registered corporate issues, because railroads are

corporate issues, too.

Mr. NEHEMKIs. Registered corporate issues.

Mr. STANLEY. That is simple. I don’t know of any other.

Mr. NEHEMKIs. Thank you very much, sir.

Mr. Chairman, I should like to offer in evidence some research

undertaken by members of my staff, being a study of 24 underwriting

Agreements by leading investment banking houses of this country.

The reason I was anxious to get Mr. Stanley's answer was because,

having studied these agreements, we didn't find anything compar

able to article VIII. I have here the actual agreements, and here,

sir, excerpts together with an index for the reporter, to those excerpts.

May I request that the agreements themselves be placed on file with

the committee so that those who may in the future wish to study

them will have that opportunity, and that the excerpts be spread

on the record of the committee. I now offer them to you, sir.

Acting Chairman WILLIAMs. The excerpts may be admitted for

the record and the balance of these exhibits will be filed.

(The underwriting agreements referred to were marked “Exhibits

Nos. 2017 to 2040” and are on file with the committee. The excerpts

accompanying each agreement were numbered accordingly and are

included in the appendix on pp. 12957–12965.)

Mr. NEHEMRIs. Mr. Stanley, under article II of the underwriting

agreement (referring to “Exhibit No. 2015”) does not Morgan

Stanley reserve out of the amount purchased by each underwriter
tlFº of such participation for offering to the dealers, that is the

selling group?

Mr. STANLEY. Reserve bonds; that is correct.

Mr. NEHEMRIs. And the balance is reserved for the retail distri

bution of the underwriter; is that correct, sir?

Mr. STANLEY. Yes.

Mr. NEHEMKIs. In the Shell underwriting, was not $28,950,000

debentures reserved for offerings to the selling group?

Mr. STANLEY. I accept that figure, subject to check.

Mr. HALL. Would you mind repeating it?

Mr. NEHEMRIs. The figure is $28,950,000 debentures reserved for

offering to the selling group.

OVEROFFERING TO SELLING GROUP

Mr. HALL. I have a memorandum here which shows the amount

retained by underwriters for retail sale was $56,050,000 and the differ

ence would be the amount reserved for offering by the selling group.

Mr. NEHEMKIs. So the difference would be the figure I first men

tioned, namely, $28,950,000; right?

Mr. HALL. That is correct.

Mr. NEHEMRIs. And $56,050,000 were reserved for retailing by the

underwriters, Mr. Stanley?

Mr. STANLEY. That is correct.
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Mr. NEHEMRIs. However, the amount actually offered to the sellin

group was $31,250,000, or $2,300,000 in excess of the amount.
for the selling group; is that correct, sir?

Mr. STANLEY. That is correct.

Mr. NEHEMRIs. Will you be good enough to explain the reason

for this overoffering to the selling group?

Mr. STANLEY. Well, it is simply an overallotment.

Mr. NEHEMRIs. What is the purpose of the overallotment? Is it

customary to overoffer to the selling group in your syndications?

Mr. STANLEY. I don’t know whether it is customary. It is done

quite often. Mr. Hall can say.

Mr. NEHEMRIs. Mr. Hall, suppose I address the question to you.

Can you tell me roughly in how many recent offerings by Morgan

Stanley you have overoffered to the selling group?

Mr. HALL. I don’t know that I could tell you. I know in three of

the last four: Louisville & Nashville, Southern Bell, and Shell Oil,

and I am not sure whether we did it on the issue of Consumers

Power.

Mr. NEHEMRIs. What is the purpose of overoffering to the selling
group?
sº º HALL. In offering a bond issue, Mr. Nehemkis, it is a matter

of merchandising a large amount of bonds throughout the country
and those bonds are offered by the underwriters to hundreds §

dealers situated in various States throughout the Nation, who in

turn reoffer the bonds to their clients. It may very well be that

on an issue as large as one of $85,000,000, that the manager may

miscalculate the amount of bonds which might be adap to any

particular market or any particular State, and based entirely on his

judgment and experience in selling bonds, he may or may not

overallot. If he does overallot it, is in the expectation, or I might

put it, it is a possible thought in his mind that in some cases bonds

will be declined, and he is hopeful that in his overallotment he will

come close to gaging what that declination will amount to. In this

particular issue we overalloted as you mention, something like $2.

300,000 bonds and as matter of fact, the amount declined as

$9,111,000.

Mr. NEHEMRIs. So that the purpose in the Shell Union offering at

least in overallotment was because Morgan Stanley had pretty strºn
intimations that there were going to #. heavy declinations by *.
dealers; is that not correct, sir?

Mr. HALL. I can’t give an answer “Yes” or “No” to the -

J would like to explain, if I may. equestion and

Mr. NEHEMRIs. Please proceed.

Mr. HALL. The contract to purchase these bonds from the company

which was signed by the various underwriters, was signed on. -

July 17, with the expectation that the bonds would be reoffered to the

public on Wednesday, July 19. It is true that from the time we

signed that contract, namely Monday morning, July 17, and the time

of the actual offering on July 19, in our judgment, those who were

charged with the responsibility of distributing that issue we had

reason to believe that it would be a difficult ºil. proposition .
•

based on that we did overallot in the expectation there would be sº.declination.
- soin
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Mr. STANLEY. May I add that I wasn’t in New York at the time,

Mr. Nehemkis, at the time the deal was signed up on Monday. It is

my information from Mr. Hall that the underwriters as a group had

every expectation that the issue would be a complete success at the

price it was to be offered. It cooled off in the next couple of days;

similar bonds went off, like Standard of New Jersey and Texas, and

things of that kind, a quarter or half a point, but there has been a

lot of talk about pricing in these hearings and it is an awfully wise

man that can gage a price to a quarter or half point. You have bonds

on the New York Stock Exchange that fluctuate a point a day, but

whatever the reasons for the decline in the market, and it wasn’t

really so much a matter of material decline of the market, as I am

informed—I was away at the time—but the feeling became prevalent

that the market was very “toppy.” This was really about the high

point of the bond market, and things were very sensitive; more a

matter of feeling that affected marketability than actual change of
rice.
p Mr. NEHEMRIs. Mr. Chairman, may it please the committee, I desire

to offer in evidence at this time the list containing the amount re

served to the underwriters. Before doing so I am going to ask Mr.

Hall to just glance at this, because this is information which was

furnished by Morgan, Stanley to the Securities and Exchange Com

mission in connection with the issue we are now discussing.

Mr. HALL. There are things I don’t remember. I am sure if you

say it is, it is all right.

Acting Chairman WILLIAMs. It may be received.

(The document referred to was marked “Exhibit No. 2041” and is

included in the appendix on p. 12965.)

CRITERLA USED IN DETERMINING THE AMOUNTS RESERVED FOR

DNDERWRITERS

Mr. NEHEMKIS. Mr. Stanley, how do you determine the amounts of

reservations for underwriters?

Mr. STANLEY. Well, it comes from experience and knowledge of their

relative ability in distribution, and their capital and their general

performance record in business over a period of time.

Mr. NEHEMKIs. Due to the noise in the room, I didn't get your

answer on that. Could I ask you to repeat it?

Mr. STANLEY. Could the reporter read it?

Mr. NEHEMKIS. Will the reporter please read the preceding question
and answer?

(Question and answer read by reporter.)

Mr. NEHEMKIs. Do you consult with the individual underwriters

in making up their reservations?

Mr. STANLEY. Perhaps I didn't get the point of your previous ques

tion completely. Is the question of the amount of reserve or their

original underwriting commitment?

Mr. NEHEMKIS. Amount reserved. -

Mr. STANLEY. The same answer applies to that, plus some additional

things; for example, Lee Higginson sold a good many bonds pre

viously in Shell issues and had a clientele that was familiar with Shell

bonds, and they would probably receive more in this issue than some

other issue.



12670 OONCENTRATION OF ECONOMIC POWER

In answer to your last question, we do consult with them usually

about what they would like to sell.

Mr. NEHEMKIS. Are there any customary percentages generally

reserved for the various underwriters?

Mr. STANLEY. Well, no customary percentages over a period of time.

It may work out more or less on the average. There are bound to be

cases where it is quite out of line with the average.

Mr. HENDERSON. May I ask a question? In case of overallotment in

the market, you are short that many bonds, aren’t you?

Mr. HALL. That is correct.

Mr. HENDERSON. Is it usual practice to get the underwriters to give

up on the basis of any fixed percent interest?

Mr. HALL. You are speaking, if you do have a shortage of per

centage?

Mr. HENDERSON. Yes.

Mr. HALL. That might work in different ways, depending upon the

amount of that shortage. In general, if you had a large shortage, it

would probably have been established because the overallotment was

as I say, 100 percent taken. The underwriters also sold their bonds and

you absorb whatever losses there are.

Mr. HENDERSON. You are stabilizing capital. Technically you would

be short? N

Mr. HALL. That is correct.

M. Nºrwks. Mr. Mathers, where did you obtain the documents

Oll InaVe .
y Mr. LLoyd MATHERs (Securities & Exchange Commission). From

Halsey, Stuart & Co.

Mr. NEHEMRIs. New York or Chicago?

Mr. MATHERS. New York.

Mr. NEHEMKIS. Were they furnished to you by an official of that

organization?

Mr. MATHERs. They were.

Mr. NEHEMKIS. And you recognize them as documents that are

correct?

Mr. MATHERS. Yes.

Mr. NEHEMKIs. Thank you, sir.

As indicative, Mr. Chairman, of the general practice we have been

discussing for whatever light may be thrown on the subject, I wish to

read and then offer in evidence the documents and files as identified

by Mr. Mathers.

This is a telegram over the private wire of Halsey, Stuart to their

New York office to Carlson, August 29, 1938 [reading “Exhibit No.

2042–1”]:

Would appreciate if you can find out amoun

also for jº: groups #. following deals: U. |sº:

Elec. of Mo., Northern States Pr., 160 million A. T. & T., and 60 million Con
solidated Edison.

- (Signed) Hough.

2 #";* Carlson wires back to Hough [reading “Exhibit No.

Your 3 will check around and advise—

And having checked around, Carlson now proceeds, Au 30, 1938,

to advise Hough as follows [reading “Exhibit No. 2042–35); ' ' -
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Difficult get full story Morgan deals. All they tell an underwriter is what he

gives up himself. Had understood this to be case and have had verified by several

people including 1st Boston. Morgan Stanley does not arrange special sales in

sense of directing underwriters give up certain amounts to certain institutions.

They sometimes say at underwriters meetings who are interested and who they

would like to see favored with bonds but without designating amounts. Off the

record there is gossip about their making more definite suggestions in Special

cases of underwriters in hock. As for dealer giveups their treatment of under

writers varies greatly. Shields & Graham Parsons say generally get more in

S G than in underwriting. Blair say they generally average about 50%. Stanton

1st Boston guesses 40–50% to dealers but purely guess. Herzog at Shields

guesses 40% to dealers average large issue. Waiting info from Blair & Dillon

other issues.

And then, having further looked around, Carlson, on August 31,

1938, again advises Hough [reading “Exhibit No. 2042–4”]:

Blyth says givenps by them to SG on Morgan Stanley deals run from 45% up.

I offer in evidence the documents from which I have read.

(The telegrams referred to were marked “Exhibits Nos. 2042–1 to

2042–5” and appear in full in the text, except for “Exhibit No. 2042–5,”

which is included in the appendix on p. 12966.)

Mr. NEHEMRIs. On the morning of July 1, 1939, the individual

underwriters were notified as to the amounts of their purchase reserved

for offering to dealers and the amounts reserved for their own retail

distribution, were they not, Mr. Stanley?

Mr. STANLEY. Yes.

Mr. NEHEMRIs. I wonder if you could briefly describe to the com

mittee the method by which notification is effected, or perhaps you

would like Mr. Hall to do it, since he is more familiar with it. De

Scribe the telegraphic procedure, please, if you will.

NOTIFICATION TO UNDERWRITERS RELATING TO AMOUNTS OF DEBENTURES

RESERVED FOR OFFERING TO DEALERS AND FOR THEIR OWN RETAIL

DISTRIBUTION

Mr. HALL. The procedure is briefly as follows: Having planned, as

in this case, to sell the issue on Wednesday morning, the night pre

Yious, Tuesday night, telegrams were sent to several hundred dealers

throughout the country which I mentioned before, who are in the

selling group, telling them the amount of bonds which they are

offered, and at the same time telegrams are sent to the underwriters

telling them the amount of bonds which they in turn may retain for
retail distribution. - -

It is a brief telegram referring to our previous selling group and

underwriting letters and saying that the amount that they may retain

is blank principal amount.

Mr. STANLEY. I would like to say a word as to why we do that and

why we don’t tell these underwriters ahead of time what they shall

have for selling purposes. We do it to put everybody on the same

basis, make it even as to what they know they have to sell the big

fellow and the little fellow over the country; and the original reason

Why we reserve the right and don’t have a definite formula is that we

think since we are not in the retail selling at all and since we don’t

compete from a sales point of view with any of our co-underwrit

ºrs that we are in a better position to determine for the good of the

deal what the relative amounts of these different people should have

than if we left it to them. Because one fellow might want a lot and
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another fellow might not. In our opinion, when we started in busi.

ness it was the custom of the retailing houses in the street to retain

too much for themselves and to give too little to the selling group

around the country. We wanted to get wider distribution, so we

established this method of reserving this right. -

Mr. NEHEMRIs. At the time you determined these reservations, Mr.

Hall, you had already ...] the reaction from prospective under

writers and large buyers, which indicated that the offering might not

be entirely successful. Is that not correct?

Mr. HALL. There again I would like to explain, if I may, Mr.

Nehemkis, it is customary when an issue is first filed in registration

in the S.E. C. that publicity is given to that fact. The various

services, like Moody's, Poor's, send that information throughout the

country, plus the fact that the newspapers also publish the informa

tion that a certain issue has been filed in the Securities and Exchange

Commission. It has become the custom of the various dealers and

underwriters throughout the country when they receive that informa

tion, to, I think, sometimes as a matter of form, in most cases because

they don't even know what the price or terms are, but nevertheless,

they do communicate with the house that they believe and understan

is going to be the manager.

Now, to be specific, in answering your question, we do not contact

the big institutions to ask them what amount they would take or

what price they would pay, nor do we contact the dealers throughout

the country. I think it is fair to say it rather works, as far as the

dealers throughout the country are concerned, the other way, that

they make application to us, but then, too, we can’t give that too

much importance, because it gets to be a matter of form with most

of them, and as our record will show many a time we have an appli

cation to be included, we do include them and they decline. So we

have to take and put our own valuation on how real the inquiry is

depending on the amount of the issue, price, and so forth. But I

want to make quite clear to you that when we sign a contract, let's

say on this Monday to sell on Wednesday, we don’t know whether

the large institutions are going to buy or not. Sometimes we do, but
in a great many cases we don’t.

Mr. NEHEMKIS. Isn't it a fact, Mr. Hall, that on July 13, you had

received intimations from underwriters and prospective large buyers

which should have led you to believe, and which in fact did lead vou

to believe, that the issue was not going to be entirely ... if

Mr. HALL. No, sir. On July 13, which is the date you gave, maybe

you mean another date, as I recall that was the date when ſºld

Mr. Yan der Woude that we could probably not do a price above 97%
At that time we had every reason to believe that th. issue could be

successfully done at that price.

Mr. NEHEMKIS. There is in evidence, it was offered thi ing.

a cablegram from Mr. van der Woude to W.".".

dated. July 13, 1939;..in which Mr. van der Woude said as follows

[reading from “Exhibit No. 2009”]:

Morgan Stanley discussed with us today—

Namely, July 13—

final terms based on present market conditions and general reaction they

received from underwriters and prospective large buyers. Response from latter
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has been disappointing and contrary to expectations entertained by Morgan

Stanley.

Mr. HALL. Well, I don't think that that cable is contrary to what

I said, that we indicated that we could not do a price of 98%, but

we could do a price of 97%.

Mr. NEHEMRIs. Now, as a result of these intimations were the

reservations, Mr. Stanley, larger than they would have been had

the success of the issue appeared entirely assured?

Mr. STANLEY. I would like to ask Mr. Hall or Mr. Young to answer

that question. I was away.

Mr. NEHEMRIs. You were away, I’m sorry. Did you get my ques

tion, Mr. Hall?

Mr. HALL. I did. I would say, and I haven’t made comparative

figures to answer your question, but just judging from what our

general policy is, as far as the underwriters were concerned, we did

not allow them to reserve for retail sales on Wednesday any amounts

larger than would have been the normal case had we had indications

that maybe the issue was going to be highly successful. In other

words, we did not weight them with larger amounts of bonds because

of any information we had received between the time of the signing

of the contract and the time of the original offering.

Mr. NEHEMRIs. Now, of the $31,250,000 debentures offered to the

selling group, $22,139,000 were accepted by the selling group. Is that

not correct, Mr. Hall?

Mr. HALL. Could I have the question repeated? I will have to

subtract here to get it.

(The question was read by the stenographer.)

Mr. HALL. Again I am not quibbling in answering the question,

but take your figure of $31,250,000 reserved for the selling group,

of that amount $9,111,000 was declined, but then that would give my

figure $22,139,000. On the other hand, selling group members came

back on the offering day and bought additional debentures amount

ing to $940,000, and an underwriter as a dealer purchased an addi

tional $25,000, making the total amount which they took, but not

necessarily which they retained, $23,079,000. In addition, however,

several underwriters retained $19,000 additional debentures, or a total

of $23,123,000.

Mr. NEHEMKIS. I think we both came out with the same results,

if I included in my question that amount.

Now, the underwriters were, therefore, obligated to take up the

$5,827,000 of unsold debentures, were they not?

Mr. HALL. That is correct.

OPERATIVE EFFECT OF ARTICLE VIII

Mr. NEHEMKIs. Now, under the terms of the agreement among

underwriters, they were obligated to take back these unsold deben

tures in proportion to their original purchases. Is that correct?

Mr. HALL. That is correct.

Mr. NEHEMKIS. Therefore, each underwriter was required to take

an amount of these unsold debentures equal to approximately 6.9

percent of his purchase, that is to say, the proportion which $5,827,000

bears to $85,000,000?

Mr. HALL. That is correct. -
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Mr. NEHEMKIs. For 37 of the underwriters, did not Morgan Stanley

reserve for their own retail distribution the full amounts of their

original purchases? You can accept my figures or check it.

Mr. HALL. Mr. Nehemkis, I am not at all trying to quarrel with

you, I just want to be completely accurately responsive to your ques

tion. I am perfectly willing to take your figures if they are figures

we have supplied or figures that you have gotten.

Mr. NEHEMRIs. Anything I say in the way of arithmetic is subject

to your future confirmation.

Mr. HALL. I am perfectly delighted to take your figures.

Mr. NEHEMRIs, I will repeat the question so we can follow it clearly

as we go through these higher metaphysics. For 37 of the under

writers, Morgan Stanley reserved for their own retail distribution

the full amounts of their original purchases.

Mr. HALL. I am willing to accept your figures.

Mr. STANLEY. But those were for their respective sales.

Mr. NEHEMRIs. That is right; each of these 37 underwriters was

required to take up his proportion of unsold debentures despite the

fact that he had already taken down for retail distribution iOO per

cent of his original purchase. Correct?

Mr. HALL. That is correct. I should like to amplify it, but I shall

stick to the question.

Mr. NEHEMHIs. You can make a statement later if you so desire.

Each of these 37 underwriters were, therefore, required to take up a

total of 106.9 percent of his original purchase.

Mr. HALL. I accept your figures.

Mr. NEHEMKIS. For the sake of illustration, so that you can follow

me very specifically, let's turn to the case of The Wisconsin Co. I just

happened to pick that because I like the name Wisconsin; it has no

significance at all.

Mr. HALL. We like the firm, too.

Mr. NEHEMRIs. Then we ought to get through this beautifully.

The Wisconsin Co. underwrote $750,000 of the debentures. Do you

recall that?

Mr. HALL. ThatN. correct.

Mr. NEHEMRIs. Now, Morgan Stanley reserved to The Wi -

Co. for its retail distribution all of§. ofº
it had underwritten. Do you recall that, sir?

Mr. HALL. No; but I am willing to accept your figures.

Mr. NEHEMRIs. Morgan Stanley, therefore, determined that The
Wisconsin Co. was to take down its entire underwriting commitment.

Is that correct, sir?

Mr. HALL. You just happened to have picked one name I remem

ber. I won't promise I can remember any other, but I remember

they were anxious to get that full amount and had asked for it.

Mr. NEHEMRIs. And they did take down their entire underwriting

commitments?

Mr. HALL. They did, and asked for additional bonds.

Mr. HENDERSON. That means some of the 37 underwriters forwhom

you reserved their entireº might not have asked for it

Mr. HALL. It might have been, Mr. Henderson, but generally

speaking, most of the people who sign the underwriting contra:

give indication of what they would like to have in the se ing.
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Mr. NEHEMKIs. Under the terms of article VIII of the agreement

among underwriters, The Wisconsin Co., although it had already

taken down all the debentures was, nevertheless, obligated to take

down its proportion of any debenture remaining unsold in the selling

group. Is that not correct, Mr. Hall?

Mr. HALL. That is correct.

Mr. NEHEMKIs. In other words, The Wisconsin Co. was, therefore,

obligated, under the terms of article VIII, to take 75/8500 of $28,

950,000 or $255,000 debentures. Is that correct?

Mr. HALL. Only through their own election. If they had said

they wished to take no bonds and wished to remain as an under

writer, they would have been in just the position Morgan Stanley

was in not retaining bonds for sale.

Mr. NEHEMKIs. Do you happen to know whether my figures are

correct on that?

Mr. HALL. I have some figures here I could follow if you didn't

put it in fractions, the actual number of bonds.

Mr. NEHEMRIs. Mr. Young, do you want to follow this?

Mr. YoUNG. No; I think you are talking about two different things.

They took up 51 additional bonds under the terms.

Mr. NEHEMRIs. That is right. The dealers and underwriters took

up for retail $12,123,000 debentures. Only $5,827,000 remained to

be distributed under the terms of article VIII. Is that correct?

Mr. HALL. That is correct.

Mr. NEHEMRIs. You do not know at this particular moment

whether it is correct that The Wisconsin Co. was obligated, under

article VIII to take up, in addition to the 100 percent they took down

under the underwriting commitment, the additional $255,000

debentures?

Mr. HALL. That is incorrect.

Mr. NEHEMRIs. What is the actual amount?

Mr. HALL. $51,000.

*: NEHEMKIs. $51,000 in addition to the amount retailed for

Sales?

Mr. HALL. Yes.

Mr. NEHEMRIs. In addition, The Wisconsin Co. was obligated for

75/8500 of $5,827,000, being the unsold bonds, or $51,750 additional

bonds. Is that correct, Mr. Hall?

Mr. HALL. I arrive at the figure $51,000 that they did take in

addition. That is correct.

POSITION OF MORGAN STANLEY & CO. INCORPORATED UNDER ARTICLE VIII

Mr. NEHEMRIs. Suppose we turn now to Morgan Stanley's position

under article VIII of. underwriting agreement.” Morgan Stanley

does not have any retail organization. That is correct, isn't it?

Mr. HALL. That is correct.

Mr. NEHEMRIs. Hence it reserves no debentures for itself?

Mr. HALL. That is correct.

Mr. NEHEMKIs. Morgan Stanley's original purchase was $10,

000,000, was it not?

Mr. fixiº. It was.

* “Exhibit No. 2015.”

* Idem.

124491–40—pt. 24–24
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Mr. NEHEMkIs. Whereas upon the formation of the selling§
The Wisconsin Co. became obligated to take an additional ſº 0

the $38,950,000 depentures reserved by Morgan Stanley for the*

group? -

º HALL. Couldn't we keep saying 51 bonds, which I#:
I don’t understand*::::::: We willimit and you will a -

Mr. YoUNG. The other re is not right.

Mr. NEHEMRIs. Do you". to take a slide rule and figº that§:
Mr. Young. I have the figures here. It is $750,000 o'" $85,

000,000 times $5,000,000-odd. - - - 1

You can ask Mr. Ryshpan to multiply it out and gºt a 5 the resul
Mr. NEHEMRIs. That is what I am speaking of That is the resu

of his mathematics.

So Morgan Stanley's liability was reduced to 10/8500º(00
or approximately $3,600,000. Do you follow me on that :#º
Mr. STANLEY. "You misstated yourself, I think. You Sai /85ths:

it isn’t 10/85ths. ła.

Mr. NEHEMRIs. I will try to repeat it, that Morgan,jº,
bility was reduced to 10/3500 of $28,950,000, or to apprº

$3,600,000. that the

Mr. HALL. I just can't follow his figures. I can say '93" Was the

amount of debentures that Morgan, Stanley had to take up

amount of their liability, $691,000.

UNSOLD Dº

UNDERwRITING AGREEMENT Provisions witH REFERENCE * WITH THE

BENTUREs IN 1936 pillon, READ & co. AGREEMENT COMPA*

1939 MORGAN STANLEY & CO. AGREEMENT

Mr. NEHEMkIs. Now the debentures left for reallocat” under

article VIII was $5,827,000?

Mr. STANLEY. That is right. ley & Cº.
Mr. NEHEMKIs. As you have just indicated, Morgan Stan* of

was required to take up only $691,000 debentures; or#
their original commitment. "Is that not correct, Mr. Ha!"

Mr. HALL. I will take your figures. - - rds Wil:

Mr. NEHEMRIs. Now, the more customary provision * º: Dillol.
sold debentures is that employed in the 1936 issue, managed y arently

Read & Co., and Hayden, Stone & Co., and so the evidenceº |

indicates, as you will recall, those underwriting agreem"
offered ?. 2 idea back of"
Mr. STANLEY. Well, but that gets into a different idea bac

business, Mr. Nehemkis. - h; and *

Mr. NEHEMRIs. Just a moment. Let's follow this tº. '...ake a

I have indicated, if you, Mr. Hall, or Mr. Young want and at

general statement at the end, you know you are perfectly dis.
- - - - n uºliberty to do so. Now, under this provision that...W. have t of his

cussing, if an underwriter had taken down the full ..";
reservation—I beg your pardon, under the Dillon, Rea P. full

that you signed in 1936, if an underwriter had taken . liability
amount of his reservation, was he not relieved of any furthe

for debentures not taken by the selling group? Do yº"
Mr. Hall?

Mr. HALL. I believe that is correct.

* See “Exhibit No. 2035," ix. p. 129

::::::::::::::::iº ºpendix, p. 12988.

recall tha' ,

**

l,

º

!

".

§
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Mr. NEHEMKIs. And under this provision Morgan Stanley & Co.'s

liability for debentures not taken by the selling group would have been

in proportion to the amount reserved for the selling group rather

than to the amount of its purchase?

Mr. HALL. That is correct.

. Mr. NEHEMRIs. Morgan Stanley would thus have been obligated

to take up the proportion that their $10,000,000 debentures bore to the

total of $28,950,000 reserved to the selling group; is that correct?

Mr. HALL. That is correct.

Mr. NEHEMRIs. Now, under the Dillon, Read underwriting agree

ment, Morgan Stanley would have been obligated to take up roughly

a third, or about $1,000,000. Would you accept that?

Mr. HALL. I accept it.

Mr. NEHEMKIS. But under your own underwriting agreement you

were required to take up only $691,000 debentures?

Mr. HALL. That figure is correct.

Mr. NEHEMKIs. Now, isn’t the effect of the Morgan Stanley agree

ment to shift the major portion of Morgan Stanley's underwriting

liability to the other members of the group?

Mr. STANLEY. Well, Mr. Nehemkis, you could perhaps put it that

Way, but that isn't quite the picture. The reason that these two dif

ferent methods of taking bonds back exist is because different people

have a different point of view about the business.

Mr. NEHEMRIs. I want you to explain that; but what is the answer

to my question?

Mr. STANLEY. These people take back more bonds under our method

because they choose to act as sellers. -

Mr. NEHEMRIs. That isn't my question, Mr. Stanley.

Mr. STANLEY. It is apropos, I think, to your question, Mr. Nehem

kis. We are not sellers; these other people that sell bonds, other

firms get paid and expect to make a profit by so doing. We do not

let them reduce their lity in the whole account just because they

happen to have sold some bonds and have made money by doing it.

ere are two functions; one is underwriting and one is selling,

and the reason it works this way in the case of people who do both

things, is they combine both functions, and we don’t think a seller is

an underwriter as we are.

Mr. NEHEMRIs. What is the answer to my question, Mr. Stanley'

Is not the effect of article VIII of the Morgan Stanley underwriting

agreement to shift the major portion of Morgan Stanley's under

writing liability to the other members of the underwriting group !

Mr. STANLEY. I wouldn’t think so, Mr. Nehemkis. There isn't

any shift. The original pro rata responsibility and liability in the

account is the proportion to the amounts that people originally

bought. We bought $10,000,000; somebody else bought five. We

maintain those relative liabilities, so long as there are any unsold

bonds on that basis. That is the base they started on; that is the

base they keep on.

Mr. NEHEMRIs. Now do you know, Mr. Hall, if there have been

any instances where underwriters when called upon to take up unsold

debentures complained of the basis of allotment?

Mr. HALL. They never have to my knowledge, Mr. Nehemkis, in

Our business.
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Mr. NEHEMRIs. Are you, Mr. Stanley, Mr. Young, all in agree

ment about the desirability of article VIII?

Mr. STANLEY. I am, and that is one of the things that I have

been attempting to refer to very briefly, because—

Mr. NEHEMRIs. You agree with Mr. Hall and Mr. Young about

its desirability?

Mr. STANLEY. This method results in obtaining the best distribu

tion.

Mr. NEHEMKIs. What is your answer to that?

Mr. HALL. I believe it is the same.

Mr. NEHEMRIs. Haven't you at times had philosophical discussion

between yourselves as to the undesirability of this provision?

Mr. STANLEY. We have had discussions as to whether this is the

best method or not, and we have agreed it is.

Mr. NEHEMRIs. I beg pardon?

Mr. STANLEY. We have had discussions as to whether this is the

best method or not, and we have agreed it is. We know other people

change their contract; we have changed our contract.

Mr. NEHEMRIs. Now let me ask you this question, Mr. Stanley.

Are you unaware that there have been complaints made about the

inequity, shall I say, of article VIII?

Mr. STANLEY. Well, I think I have heard more complaints about

it since this investigation started and through the investigators

than I have ever heard before, but I never have had anybody speak

to me since we have been in business, complaining about this.

Mr. NEHEMKIs. You mean that no one formally or informally said

to you, if you will permit me to say this, “Harold, now seriousl

speaking, don't you think you ought to get rid of that article VIII?”

Mr. Šranſºx. No dealer has ever said that, to my recollection.

Mr. NEHEMKIS. And, Mr. Hall, you have never received any inti
mation of dissatisfaction with article VIII?

Mr. HALL. I have never had any of the underwriters speak to me

directly and say that they disapproved of this form of contract

which Morgan Šºy had.

Mr. NEHEMKIs. What is your experience, Mr. Young?

Mr. YoUNg. No one has ever talked to me criticizing it or complain

ing about it; they have discussed it.

Mr. NEHEMKIS. They have discussed it, and what was the nature

of their discussions with you?

Mr. YoUNG. They wanted to know how it worked.

Mr. NEHEMKIs. Haven't you in connection with some of those dis

cussions, Mr. Young, occasionally had someone who called up and

said, “Mr. Young, what does this mean? I suddenly find I am

stocked with some unsold debentures. I took down everything for

which my underwriting commitment called,” and what did you say
under those circumstances?

Mr. YoUNG. They have never said it quite that way. They wanted

to know how the contract worked; they had the contract. Some

of these people had not been underwriters before; they had never

figured it out.

Mr. STANLEY. It is all in the contract.

Mr. NEHEMKIs. Quite. It is all there. It is in evidence, too.

Mr. STANLEY. But that isn’t the point. It is in the contract every

fellow signs and reads, and the difference is simply the difference
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between a joint liability account and several sell-out account, two
different kinds of accounts.

Mr. NEHEMRIs. The only alternative, Mr. Stanley, that an under

Writer has to not accepting the Morgan Stanley underwriting agree
ment i. to stay out of the Morgan Stanley syndicate, is that not

COrrect?

Mr. STANLEY. Well, he can come in and he has to accept the con

tract if he comes into our business, but he can avoid the situation

that you refer to where he sells and doesn’t reduce his liability by

his Sales. By not being a seller, the same as we, his liability in the

total stays just the same as in the other form of account.

!. NEHEMKIS. In other words, if an underwriter wants to come

in he has to take article VIII? If he doesn’t want to take article

VIII he doesn’t come into the syndicate?

Mr. STANLEY. That is clear enough. I don’t see that that means

much of anything.

Mr. NEHEMKIS. Let's see if it doesn’t; that means that if he

doesn't like article VIII and doesn't sign this underwriting agree

ment that he is deprived of the opportunity of participating in the

underwriting of the bulk of the American high-grade bond issues.

does it not, Mr. Stanley''

Mr. STANLEY. I don’t know what you mean by the bulk of the

ºn high-grade bond issues. I would like to accept the com

pliment.

Mr. NEHEMRIs. Didn't we have here a couple of weeks ago these

great big sheets spread out all over us, showing the underwritings

managed by your firm 3 +

Mr. STANLEY. But that is not the bulk; we had a certain amount

of the business, but it wasn’t the bulk of the business.

PURCHASES FOR STABILIZATION

Mr. NEHEMKIs. Morgan Stanley is also empowered by its under

Writing agreement to make purchases and sales in the market for the

account of the group for stabilizing purposes, Mr. Hall?

Mr. HALL. That is correct.

Mr. STANLEY. As is usual.

Mr. NEHEMKIs. Did not Morgan Stanley and Co. purchase $592,000

debentures between July 19 and July 25, 1939.

. HALL. Five hundred thousand; I haven’t the exact figure.

Mr. NEHEMRIs. And did it not sell $48,000, leaving this account

long $554,000 on or about July 25?
r. HALL. That is correct.

... Mr. NEHEMRIs. And on July 25 this account was terminated, was

it not, by selling these $554,000 debentures to Morgan Stanley at

97% which was approximately the cost?

Mr. HALL. Ninety-seven and a quarter is the price. I won't quib.

ble, that is correct.

Mr. NEHEMRIs. Now these $554,000 debentures could, under the

terms of the underwriting agreement, have been delivered to the vari

ºus underwriters in proportion to their purchases from the company,

ut this was not done, is that correct?

Mr. HALL. They were not distributed.
"

*Referring to “Exhibits Nos. 1762 and 1763,”
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Mr. NEHEMRIs. Would you enlighten me as to why this was not

done?

Mr. HALL. At the time that that account was terminated, we

called the trading account; there were as you say $554,000 principal

amount of debentures in that account. If we had distributed the

bonds as you indicate might have been done, it would have meant

distributing this $554,000 bonds among 85 underwriters throughout

the country, and in our judgment we felt that in the interests of the

account, knowing as we did that some of the underwriters still had

unsold bonds, it would serve best to the interests of the account for

Morgan Stanley to take them. To give you an idea of how small

thej would have been had we divided them, it would have

meant that 11 underwriters would have taken 300 bonds; 10 under

writers would have taken 89; and 64 underwriters would have taken

up only 165, not quite 3 bonds apiece, and in our judgment we

thought that the market reaction would be unfavorable to distribute

so widely an amount of $554,000 bonds; and again, thinking it would

be in the interest of the account, Morgan, Stanley, took them at the

list price, less the selling commission of one-half.

Mr. NEHEMRIs. Morgan, Stanley also on July 26 purchased in

the market $1,150,000 debentures at an average cost of $95.27, is that

not correct, Mr. Hall?

Mr. HALL. That is correct.

Mr. NEHEMKIS. And do you remember the occasion for these addi

tional purchases?

Mr. HALL. I do.

Mr. NEHEMKIS. And would you be good enough to explain that?

Mr. HALL. We were conscious of the fact that on Tuesday night,

when this account was terminated, that very possibly the next morning

the market might receive a severe impact if there should be offered in

the market substantial amounts of the unsold bonds. In our judgment,

We, deemed it advisable to do something to stabilize the market the

following morning until this back, orderly market was able to sustain

itself at whatever level it would recede to. I have a memorandum

before me showing that our first transaction began at 8:30 in the

morning, and, as you know, probably most of the large buyers would

not be in the office at that time, so we came into the market early in

order to act as a cushion to ease the market down; in no sense to

manipulate,it or tº endeavºr to put it up. The market opened at 96%:

we bought bonds there and continued to buy bonds at receding prices

until the market reached 96. At that level other buyers came into

. ºrket, at 96, and we ceased to buy and didn't buy any additional
OnCIS.

Mr. NEHEMRIs. Now, your position at this time totaled $2.3

consisting of (1) $691,000, representing your...;;
unsold debentures; (2) $554,000 purchase from the group trading ac

count; (3) $1,150,000 purchased for your own account in the open

"...H.*ś sum it up?

. HALL. Making a total of $2,395,000 due:right.
Mr. NEHEMKIs. #. $2,395, ; right

Mr. HALL. That is correct.

..º.º. These debentures, however, were liquidated at a loss

Mr. HALL. That is correct,
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Mr. NEHEMRIs. However, Morgan Stanley realized a profit of

$51,340 on the underwriting.

Mr. HALL. That is correct.

Mr. NEHEMRIs. You also received a management fee of $212,500.

Mr. HALL. Correct.

Mr. NEHEMKIS. So your total gross profit was $263,840, and your net

profit $220,783.

Mr. HALL. If I may be allowed the privilege of making one distinc

tion; it was not profit; it was gross receipts before expenses, taxes,

and so forth.

Mr. NEHEMRIs. I was using the more customary accounting verbi

age.

*i. STANLEY. I don’t think it is customary.

Mr. NEHEMRIs, I should add for your sake that this included the

loss of approximately $30,000 resulting from the purchase of the

$1,150,000 of debentures in the open market and the debentures taken

over for the trading account.

Mr. HALL. A total loss of $43,000.

EXTENT To which MORGAN STANLEY & Co., INCORPORATED, Is FAMILIAR

WITH DISTRIBUTING ABILITY OF DEALERS–RESUMED

Mr. NEHEMKIs. Right.

By the way, Mr. Hall, you have a rather detailed knowledge, do you

not, of the dealers’ distributing ability?

Mr. HALL. Mr. Nehemkis, I would defer to Mr. Young on that. I

did have, I think, a few years ago, but I am not in as close touch with

ºnow as I used to be, and Mr. Young is far more qualified to

speak.

Mr. NEHEMRIs. Mr. Young, are you not generally in charge of the

firm's activities in that respect?

Mr. YoUNG. I shouldn't say so. Mr. Hall and Mr. Emerson and

Mr. Day and myself all work on that side of it.

Mr. NEHEMKis. Morgan Stanley does have a pretty detailed knowl

edge of dealers’ distributing ability, don’t you?

Mr. YoUNG. We try to; yes.

Mr. NEHEMRIs. As a matter of fact, you keep fairly complete infor

!º about the performance record of dealers, don’t you, Mr.

Oung Ž

Mr. Young. We do.

Mr. NEHEMRIs. And you were good enough to make up for us

some sample cards, the figures having no particular meaning, indi

cating, however, the scope of the information that is kept on these

performance cards.

Mr. YoUNG. We did.

Mr. NEHEMRIs. Do you recall that these are the cards which you

were good enough to make up for us?

Mr. YoUNG. Yes; they are the ones.

Mr. Nºkis. Mr. Chairman, would it be possible to have these

printed in the record of the committee? . . -

Acting Chairman WILLIAMs. Are you asking that these be printed!

Mr. NEHEMkIs. I would like to, if you have no objection.

Acting Chairman WILLIAMs. They may be received.

(The record cards referred to were marked “Exhibit No. 2043” and

are included in the appendix on p. 12967.)
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TESTIMONY OF WILLIAM S. WHITEHEAD, SECURITY ANALYST;

CHARLES H. HUFF, ASSOCIATE UTILITIES FINANCIAL ANALYST;

AND BARROW LYONS, ASSOCIATE FINANCIAL ECONOMIST, SECU

RITIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.

PERFORMANCE RECORDS OF DEALERS KEPT BY OTHER INVESTMENT BANKING

FIRMS

Mr. NEHEMRIs. Mr. Whitehead, will you take the stand?

I show you similar record cards from Kidder, Peabody & Co. and

White, Weld & Co. Were these in fact obtained by you from those

organizations?

Mr. WHITEHEAD. They were.

Mr. NEHEMRIS. Thank you very much. I ask that these be printed
in the record.

(The record cards referred to were marked “Exhibits Nos. 2044 and

2045” and are included in the appendix on p. 12975.)

Mr. NEHEMRIs. While Mr. Swan was on the stand, he was good

enough to identify a performance record, card made up by Smith

Barney & Co.”, being “Committee's Exhibit No. 1888.” I now offer

this in evidence.

Acting Chairman WILLIAMS. It may be received.

(The record card referred to was previously marked “Exhibit No.

1888” and is included in the appendix on p. 12831.)

Mr. STANLEY. Mr. Nehemkis, I would like—

Mr. NEHEMKIs (interposing). Would you mind if I got these all in!

Mr. STANLEY. This is apropos of these offerings. I would like to

have the record show we offered the investigators actual cards and

not the ones made up as typical.

Mr. NEHEMKIS. I am glad you mentioned that. It was our sugges

tion that we didn't want actual figures and didn't want actual names;

we wanted it more or less as a sample. Thank you ever so much for

reminding me about that.

Mr. Huff, will you please take the stand.

Is that a dealer performance card that was obtained by you from
the Mellon Securities Corporation? -

Mr. HUFF. It is a specimen card made up at my request, reflecting

how their cards are made up.

Mr. NEHEMRIs. Thank you very much, sir.
I offer this in evidence.

(The performance card referred to was marked “Exhibit No. 2046.”

and is included in the appendix on p. 12977.)

Mr. NEHEMRIs. Mr. Barrow Lyons, please.

Mr. Lyons, I show you a specimen card made up by Harriman Rip

ley & Co. and ask you to tell me whether or not you did obtain this

from Harriman Ripley & Co., Incorporated.

M. *:::: Th", º correct.

Mr. NEHEMKIS. And was there not furnished for you a detai X

planation by Harriman Ripley & Co. of the mºn: in#:
performance records are kept? Is that the document you have in
your hands?

Mr. LYONS. In a general way, yes.

* The performance record card of the First Boston Corporation was viously intro
- * --In-v-ºn- _o--> t

"#.ºfNo. 1639–23” and appears in Hearings, Pºrf73. appendix,
p. 11744.
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Mr. NEHEMRIs. I don’t know what you mean by a general way. Is

that the document or isn't it? You are identifying something.

Mr. LYONs. This doesn’t entirely explain

Mr. NEHEMRIs (interposing). Mr. Lyons, did you obtain that from

Harriman Ripley, or didn't you?

Mr. LYONs. Yes.

Mr. NEHEMRIs. That is all I want you to tell me.

I offer these in evidence, Mr. Chairman.

Acting Chairman WILLIAMs. They may be received.

(The documents referred to were marked “Exhibits Nos. 2047–1 and

2” and are included in the appendix on pp. 12977 and 12978.)

Mr. NEHEMKIs. Mr. George A. Brownell, of the firm of Davis Polk

Wardwell Gardiner & Reed, counsel to Morgan Stanley & Co., Inc.,

Was good enough to enter into a stipulation with me concerning a num

ber of documents which I should like to offer in evidence. I hand you

now, sir, the stipulation, and as I offer the subsequent documents I

will indicate for the record that they are covered by the stipulation.

Acting Chairman WILLIAMs. You are offering this for the record?

It may be received.

. (The stipulation referred to was marked “Exhibit No. 2048” and is

included in the appendix on p. 12983.)

Mr. NEHEMRIs. I offer a telegram to Morgan Stanley from H. B.

Cohle & Co., and a reply to that telegram by Sumner B. Emerson,

Vice president of Morgan Stanley & Co.

(The telegrams referred to were marked “Exhibits Nos. 2049 and

2050” and are included in the appendix on p. 12985.)

Mr. NEHEMRIs. A letter to Messrs. Surdam & Co. by Morgan

Stanley & Co., Incorporated, and I read you one paragraph from this

letter because it bears on previous testimony of the witness. [Read

ing from “Exhibit No. 2051”]: .

Our records contain very limited information about your firm. We should

like to obtain from you any information you may care to present showing your

distributing ability, territory served, etc.

. (The letter referred to was marked “Exhibit No. 2051” and is

included in the appendix on p. 12985.)

Mr. NEHEMR1s. I offer a letter to Mr. John Young from Schwa

bacher & Co., dated July 14, 1938, which purports to show the ulti

mate placement of the Standard Oil Co.'s 15-year debentures in

which that firm participated.

Mr. Young, do you customarily receive letters similar to the one

which I now am referring to and which I show you?

Mr. YoUNG. Not customarily, Mr. Nehemkis. We do in a great

number of cases. Dealers voluntarily write.

Mr. NEHEMRIs. And that information presumably is helpful to

you to know how the issues ultimately become placed?

Mr YouNG. That is right.

Mr. NEHEMKIS. Offered in evidence.

. (The letter referred to was marked “Exhibit No. 2052” and is

included in the appendix on p. 12985.)

Mr. NEHEMKIS. I now read a letter by John Young to Ernest

Dorbritz, of Moore, Leonard & Lynch, Pittsburgh, under date of

October 26, 1936 [reading “Exhibit No. 2053”]:

Dear Ernest:

Thank you for your note of October 24, 1936, giving me an analysis of the

distribution of your firm of American Telephone and Telegraph Company
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Debentures. I must say that it looks to me as if too large a proportion of

your sales is going to country banks, which, as you know, we do not consider as

the best type of investor under present market conditions.

Mr. Young, have you changed your point of view since that

letter was written ?

Mr. YoUNg. Country banks at that time were pretty active specula

tors in bonds, in bond markets, Mr. Nehemkis, and that was after

the reserve requirements were raised. It all depends on the bond

issues. In some issues it is all right, but in others we don’t like to

see too large a proportion go to banks.

Mr. NEHEMKis. Is that the condition since 1936? Are country

banks speculating since then?

Mr. YoUNG. That is pretty hard to say. Some of them speculate

all the time. Certain of the others have dropped out as a factor in

the bond market.

Mr. STANLEY. I might inject that by speculating I understand Mr.

Young to mean—he can correct me if he means something different—

they don't buy the bonds for permanent investment which is the type

of distribution we prefer to have.

(The letter referred to was marked “Exhibit No. 2053” and ap

pears in full in the text on p. 12683.)

Mr. NEHEMRIs. I read now a letter addressed to the attention of

Mr. Young, from George V. Rotan Co., dated January 14, 1937

[reading from “Exhibit No. 2054–1”]:

I sincerely hope that our standing with you is not impaired by declining an

offering. I figure that we are not paid for any underwriting risk but are

expected to do a selling job. If We make an honest effort to sell and do not

succeed according to my understanding you would prefer to have us decline

rather than to buy the bonds and throw them back in to the market later on.

Now do you recall that you did reply to that letter, Mr. Young,

on January 19, as follows freading from “Exhibit No. 2054–2”]:

You are correct in saying that you are not paid for an underwriting risk

but are expected to do a selling job. . While a single instance of this type will

not affect your record with us, yet frankly I cannot understand why a Bond

of this character would not be attractive to investors in your market.

If a number of instances had occurred of such a nature, might it

have affected the standing of that dealer with you?

Mr. YoUNG. Well, it would demonstrate to us that he didn’t have

as good distribution as we had thought he had. That was the Great

Northern Railway Co. bond, 30-year, 3%. Texas has not been a very

good market for rail bonds.

Mr. NEHEMKIS. But this dealer was a little bit concerned he might

stand in bad and thought he had better write and get on recor , I

presume?

Mr. YoUNG. Well, I wouldn't say that, Mr. Nehemkis. He knew

pretty much what our point of view was when he wrote the letter,

as shown in the letter.

(The letters referred to were marked “Exhibits Nos. 2054–1 and 9”

and are included in the appendix on pp. 12986 and 12987.)

Mr. NEHEMKIS. A letter addressed to the attention of Mr. William

L. Day from Spencer, Swain & Co.; by Earle F. Spencer, dated July

19, 1939, with reference to the Shell Union offering. [Reading “Ex.

hibit No. 2055*]:
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Dear Sirs:

We exceedingly regret our action taken today in the acceptance of:

$5,000 SHELL UNION OIL CO.

2%s of 1954

and turning back $10,000 of these bonds. We have had no success in selling any

of them, and are retaining the five bonds as an indication of our endeavor

to cooperate to the best of our ability. This is the first time in our history

we have declined our full participation in any bond syndicate, but we felt under

present business conditions that it was necessary for us to take this action.

We assure you that we do this with great regret, and trust it will not

jeopardize our position with you in the future.

(The letter referred to was marked “Exhibit No. 2055” and ap

pears in full in the text on p. 12685.)

Mr. NEHEMKIs. And a letter dated July 19, 1939, from F. L. Dabney

& Co., to the attention of William L. Day, Morgan, Stanley & Co., Inc.
{ :l-34- 2:

[reading “Exhibit No. 2056”]:

Confirming our telegram, we are accepting participation for $10,000 of the

SHELL UNION OIL CORPORATION Fifteen-Year 2% 90 debentures, due July

1, 1954 and are declining the remainder of the amount reserved for us, namely

$40,000.

We are very sorry that we were not able to take our full participation, but in

this territory, On account of the high price none of the customers that we would

ordinarily have been able to sell them to, were interested.

Although we have sold no bonds up to the present time, we accepted participa

tion for $10,000 in order to show our appreciation for past favors.

(The letter referred to was marked “Exhibit No. 2056” and appears

in full in the text on p. 12685.)

Mr. NEHEMRIs. Another letter, dated July 19, 1939, addressed to Mr.

Sumner B. Emerson, from Kerr & Bell, Los Angeles [reading from

“Exhibit No. 2057”]:

After thoroughly canvassing our customers it was very disappointing to us to

be unable to sell any of the Shell Union Oil 2% 9, Debentures which you offered

us today at Selling Group terms.

As Mr. Kerr and I told you when you called to see us, it is not our policy to

take bonds from any syndicate unless we are able to sell them to our legitimate

customers. It has come to our attention that some of our competitors have taken

down these particular bonds even though they have no prospects of selling them

at the offering price, fearing that if they did not do so they would jeopardize

their position with you as syndicate managers.

(The letter referred to was marked “Exhibit No. 2057” and is in

cluded in the appendix on p. 12987.)

Mr. NEHEMKIS. And a letter to Mr. Sumner B. Emerson from

George D. B. Bonbright & Co., dated July 19, 1939. I skip the first

paragraph [reading from “Exhibit No. 2058”]:

A few of the banks that did buy the bonds placed their orders at least 10 days

ago. I sincerely hope that you will not think we have fallen down on the job in

the distribution of one of your deals for lack of real work on it, and that you

will not hold this particular record against our future participation in other

deals.

(The letter referred to was marked “Exhibit No. 2058” and is in

cluded in the appendix on p. 12988.)

Mr. Evans, º: Mr. Evans, will you examine this document

and tell me whether or not you obtained it from the files of Blyth
& Co.?

Mr. LEWIS EVANs (Securities and Exchange Commission). I did.

Mr. NEHEMKIS. The document identified by the witness is offered.

(The memorandum referred to was marked “Exhibit No. 2059°

and appears in full in the text on p. 12686.)
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Mr. NEHEMRIs. By the way, Mr. Young, doesn't your firm check

certificate numbers to brokers for some sixty or ninety days after

selling groups are closed?

Mr. YoUNg. No, sir.

Mr. NEHEMRIs. I read you a Memorandum to the Sales Managers

of Blyth & Co., November 6, 1935 [reading “Exhibit No. 2059”]:

It is perhaps not generally known by our organization that the performance

records of Morgan Stanley go far beyond repurchases on a syndicate bid or free

bids at or around the offering price. We are reliably informed that this firm

checks numbers through brokers for 60 or 90 days after selling groups are closed

(even though bonds may be selling at two or three points premium over the

offering price) in order to find out who among the underwriters and selling

group members are not selling bonds for permanent placement. Although our

records are relatively clean in respect to bonds repurchased during the duration

of selling groups, we find that our reputation is not as good regarding our bonds

getting in the street soon after selling groups are closed.

Mr. HENDERSON. In a few short years a mythology can grow up

about a young firm.

Mr. HALL. I should like to say to Mr. Henderson that he is misin.

formed.

Mr. HENDERSON. I certainly wouldn't want to take, Mr. Hall, every

thing that has gone into evidence as gospel truth.

Mr. NEHEMKIS. And I should like at this time to offer a letter to

you, Mr. Hall, from Hyams, Glas & Carothers, New Orleans. This

letter is dated July 21, 1939 [reading from “Exhibit No. 2060”]:

I certainly feel badly about not being able to sell any of the Shell Union or

the Southern Telephone issues. However, people down here simply don't seem

to buy those securities. I am sure we could have used some of the Southern

Bells if the premium had not been so great, but as it happens, the very day

those came out we bought an issue of State of Louisiana Pension 2.30's, 250's

and 3,00's due in 12 years and reoffered the 3.00's on a 2.65 basis. The issue is

one of the very best in the State and still nobody thought that the issue was

offered at a bargain price.

I certainly hope that some day, this market will catch up to yours so that

we can participate in national syndicates the way we did several years ago,

but this does not seem to be feasible right at the present. Meanwhile, I am

delighted that you won your point in that particular issue in regard to compet;
tive bidding and hope that this present agitation for it will die down.

I have Wrtten to Mr. Ripley to ask for a copy of the pamphlet that Harriman,

Ripley is issuing on the subject and shall bring it with me to the next Times.

Picayune meeting.
-

With best regards and hoping to see you in California this fall, I am

(The letter referred to was marked “Exhibit No. 2060” and is in

cluded in the appendix on p. 12989.)

Mr. NEHEMRIs. A letter to Morgan Stanley & Co., Inc

Bosworth, Chanute, Loughridge & Co., of Denver, Colo.

brief statement: … *

We infer that there were special reasons in relation to both issues why the

debentures had to be priced at what appears to the investor as a pretty

:., from

Just one

high price, and we appreciate the fact that your firm has been the chamfor the entire investment banking business. We certainly shall c pion

forth our best efforts on both issues.

(The letter referred to was marked “Exhibit No. 2061” and is in

cluded in the appendix on p. 12989.)

ontinue to put
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Mr. NEHEMKIs. May I have an off-the-record discussion for a

moment, Mr. Chairman, with you?

(Öff the record discussion with Acting Chairman Williams.)

Mr. NEHEMRIs. Mr. Huff, will you be good enough to take the

stand, please? . Before Mr. Huff does this, I have no further ques

tions of the witnesses, and I ask leave of the committee, if it be

the committee's pleasure, that they be dismissed.

Acting Chairman WILLIAMs. You may be excused, gentlemen.

Mr. NEHEMKIs. Thank you very much.

(Witnesses Hall, Stanley, and Young were excused.)

TESTIMONY OF CHARLES H. HUFF, ASSOCIATE UTILITIES FINAN.

CIAL ANALYST, SECURITIES AND EXCHANGE COMMISSION,

WASHINGTON, D. C.

Mr. NEHEMRIs. Mr. Huff, I show you a series of exhibits now in

evidence, together with their numbers, which you obtained from the

files of various companies. I have agreed with the Chair that they

would be admitted subject to your identification, and ask you to

examine this list of committee exhibits and tell me whether or not

you did so obtain them.

Mr. HUFF. I did.

Mr. NEHEMKIS. Just read them over quickly, if you will, please.

Mr. HUFF. The following documents were obtained by me from

the files of the First Boston Corporation:

1. A memorandum by H. M. Addinsell, Chairman of the Executive Commit

tee, The First Boston Corporation, dated September 30, 1935, and offered as

“Exhibit No. 1698.”

2. A memorandum by H. M. Addinsell, dated November 20, 1935, and refer.

ring to the Southwestern Bell Telephone Company offering, and introduced as

“Exhibit No. 1699.”

3. A memorandum relating to Public offerings of Securities by A. T. & T.

introduced as “Exhibit No. 1700.”

4. A memorandum relating to Southern Bell Telephone Co. $45,000,000 344%

25-year debentures, introduced as “Exhibit No. 1701.”

5. A memorandum by H. M. Addinsell dated June 26, 1939 and introduced

as “Exhibit No. 1702.”

6. A letter from D. R. Linsley, Vice President, The First Boston Corporation,

to J. R. Briggs, Vice President, H. M. Byllesby & Co., dated May 18, 1935,

introduced as “Exhibit No. 1880.”

7. A memorandum headed “Wilson & Co.” signed by H. M. Addinsell, Chair

man of the Executive Committee and a director of The First Boston Corpora

tion, dated May 16, 1935 and introduced as “Exhibit No. 1881.”

8. A telegram from D. R. Lonsley to Miles Warner, H. M. Byllesby & Co.,

dated March 15, 1935, and introduced as “Exhibit No. 1882.”

9. A memorandum headed “Wilson & Company” by D. R. Linsley, dated June

27, 1935 and introduced as “Exhibit No. 1885.”

Mr. NEHEMRIs. Will you be good enough to give that list to the
stenographer so she may incorporate it intact? Thank you very

much, sir.

Mr. Richard H. Wels, please.

Mr. Wels was not sworn, Mr. Chairman.

Acting Chairman WILLIAMS. Do you Solemnly swear that the testi

mony you are about to give in this proceeding shall be the truth, the

whoſe truth, and nothing but the truth, so help you God?

Mr. WELs. I do.
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TESTIMONY OF RICHARD H. WELS, ASSISTANT ATTORNEY, SECU.

RITIES AND EXCHANGE COMMISSION, WASHINGTON, D. C.

Mr. NEHEMKIS. Will you be good enough to tell me whether or

not you obtained these two documents from the Mellon Securities

Corporation?

Mr. WELS. I did; yes.

Mr. NEHEMRIs. Thank you very much, sir. Would you just read

them into the record, please?

Acting Chairman WILLIAMs. I didn't understand the reporter took

the other one and I don’t, see the materiality of taking it down

because the document goes in anyway.

Mr. NEHEMKIs. Thank you very much, sir.

(The statement handed to the reporter was as follows:)

The following documents were obtained by me (Witness Wels) from the files

of Mellon Securities Corporation:

1. A memorandum by C. L. Austin on the Koppers Company $25,000,000 First

Mortgage and Collateral Series. A 4 percent Trust Bonds, due November 1, 1964,
introduced as “Exhibit No. 1863.”

2. A memorandum by C. L. Austin on the financing of the Jones and La

Steel Corporation, dated August 17, 1936, introduced as “Exhibit No. 1864.”

Mr. NEHEMKIS. We have one witness who won’t take probably more

than 20 minutes or so. May I have the committee's indulgence to call

him? This concludes our entire presentation.

Acting Chairman WILLIAMs. Couldn't you make it 15?

Mr. NEHEMKIS. I will do the best I can. I will put all the pressure

I can on the witness. Dr. Altman, take the stand, please.

TESTIMONY OF DR. OSCAR L. ALTMAN, INVESTMENT BANKING

SECTION, SECURITIES AND EXCHANGE COMMISSION, WASHING

TON, D. C.

Mr. NEHEMKIS. Dr. Altman has previously been sworn. Dr. Alt

man, it is your intention to testify this afternoon on concentration in

the management, underwriting, and sale of registered bond issues

since 1934, is it not?

Dr. ALTMAN. That is correct.

Mr. NEHEMRIs. And you will have occasion to offer several tables

during the course of your testimony, will you not?

Dr. ALTMAN. That is correct.

Mr. NEHEMRIs. And you will have occasion to offer several charts

during the course of your testimony, will you not?

Dr. ALTMAN. That is correct.

Mr. NEHEMKIS. Were these charts and tables prepared under your

direction?

Dr. ALTMAN. Tº wº l

Mr. NEHEMKIS. Are they based upon statistical data whi
believe to be authentic and reliable? hich you

Dr. ALTMAN. They are.

Mr. NEHEMRIs. You have had a number of discussions, have you

not, with me concerning this material?

Dr. ALTMAN. Yes; I have. -

Mr. NEHEMRIs. Despite those discussions, the opinions and evi

dence which you will offer this afternoon are your own best judg

ments and your opinions; is that correct?
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Dr. ALTMAN. That is right.

Mr. NEHEMKIs. Will you be good enough to proceed, Dr. Altman,

indicating the charts and the data that you wish to present to

illustrate your testimony. -

Acting Chairman WILLIAMs. In that connection, do the charts

themselves show on their face the source of the information?

Dr. ALTMAN. Yes, they do. May I ask, Mr. Chairman, that the

easel at the back of the room be set up so that the wall charts which

I shall have to offer from time to time may be exhibited for the

pleasure of the committee?

Mr. NEHEMRIs. It is being done, Dr. Altman. Will you proceed,

Dr. Altman?

Dr. ALTMAN. I have been asked to discuss concentration in the

management and underwriting of registered bond issues and in the

type of security distribution effected by the investment banking

mechanism. It will simplify the discussion to review at the outset

the terms which are commonly used in this connection.

DEFINITION OF TERMS

Dr. ALTMAN. What is commonly thought of as underwriting in

cludes two separate and mutually exclusive activities:

On the one hand, investment bankers may insure the sale of a

security issue. That is, they may contract to purchase from an issu

ing company the balance of a security issue which was offered to,

but not purchased by, the offerees.

On the other hand, investment bankers may agree to purchase an

entire issue of securities from an issuing company for resale to

investors. This is by far the more common type of underwriting

activity.

The work involved in investigating, setting up and distributing

an issue is handled by the manager of the issue, or by the managers

of the issue, as the case may be, who are one or more members of

the underwriting group, sometimes called the participating group.

From time to time during this discussion reference will be made to

the value of the issues managed by various investment banking firms.

In all such cases, the amount of the issues managed will be equal

to the total of the face values of the issues for which the firm acted

as manager...If the issue was handled by two or more co-managers,

each firm will be said to manage its stated share of the amount of

the issue.

The several purchasers of a security from the issuing company

constitute the underwriting group. The amounts of an issue which

the underwriters purchase severally from the issuer are called their

participations.

In order to secure better or wider distribution, the underwriters of

an issue almost always ask other investment banking firms to take

part in selling the securities to their investors. The selling or dis

tributing group thus consists of the underwriters who reserve part

of their participations for wholesale or retail distribution, plus these

additional firms. In the usual underwriter's agreement the manager

is given the power to determine how much shall be reserved to the

jº underwriters out of their underwriting participations for

wholesale or retail distribution, and to determine how much shall be

offorod to other dealers.
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º

CONCENTRATION IN MANAGEMENT OF ALL REGISTERED ISSUES

Dr. ALTMAN. Under the provisions of the Securities Act of 1933,

most of the securities issued by business enterprises in the United

States must be registered with the Securities and Exchange Commis

sion. All foreign securities offered in the United States, including

securities issued by foreign governments, must be registered.

The securities which need not be registered—and I will summarize

these very briefly—are:

1. Securities issued or guaranteed by the United States Government

or its agencies.

2. Securities issued by States or their political subdivisions or

instrumentalities.

3. Securities issued by any banking institution.

4. Securities of common or contract carriers, the issuance of which

is subject to section 20a of the Interstate Commerce Act. -

5. Securities not sold in interstate commerce.

6. Securities not publicly offered.

ºCertain other types of securities whose importance is relatively

slight.

i.al issues offered for cash from January 1934 through June 1939

amounted to $36,100,000,000.’ Qf this total, $9,600,000,000 was regis.

tered with the Securities and Exchange Commission, while $26,500.

000,000 was not so registered

In the category of unregistered issues were included approximately

$16,000,000,000 of securities issued by the United States Government

and its instrumentalities; $6,000,000,000 of securities issued by States

and their subdivisions; $1,600,000,000 issued by contract or common

carriers; and $1,000,000,000 issued by banks and by educational, reli

gious, charitable, and other nonprofit institutions. *

Securities to the amount of $9,600,000,000 were registered with the

Commission. In this connection, I would like to summarize the ma

terial dealing with the methods of offering security issues and the

types of securities offered, with two tables. The first, entitled “Securi.

ties Offered for Cash, by Type of Offering, January 1934–June 1939.”

and the second, entitled “Securities Offered for Cash, by Type of

Security, January 1934–June 1939.”

Mr. NEHEMRIs. Dr. Altman, are these the tables to which reference

has been made?

Dr. ALTMAN. They are.

Mr. NEHEMKIS, And the source of the data for these two tables, Dr
Altman, is what? x - - -

Dr. ALTMAN. They are prepared from records either in the posses

Sion of the Securities and Exchange Commission or from other pub

lished records, or from, in some cases, other sources which are avail.

able to the Commission.

Mr. NEHEMRIs. The two exhibits identified by the witness, Mr
Chairman, are offered in evidence. • ****

Acting Chairman WILLIAMs. They may be received.

(The tables referred to were marked “Exhibits Nos. 2062 and 2063.”

and are included in the appendix on p. 12990.)

* See “Exhibit No. 2062,” appendix, p. 12990.
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Mr. O'CONNELL. Before you continue, it is indicated these are

securities offered for cash?

Dr. ALTMAN. Yes.

Mr. O'Con NELL. Does not include refunding issues?

Dr. ALTMLAN. Refunding issues would generally be offered for cash;

the term “offered for cash” attempts to exclude certain issues where

you have securities offered for exchange, where no cash is forthcoming.

Out of the $9,600,000,000 of registered issues more than $9,200,000,

000, or 96 percent, were offered through and managed by investment

banking syndicates. The major part of these managed registered

issues were handled by a small number of firms. Although there

were 730 members in the Investment Bankers Association in the

United States in October 1938, 38 firms managed 91 percent of the

$9,200,000,000 of registered managed issues. This is more completely

set forth in a table entitled “Amount and Percent of Registered Bond

and Preferred Stock and Common Stock Issues Managed by Selected

Investment Banking Firms, January 1934–June 1939.”

Mr. NEHEMRIs. Dr. Altman, I show you the table to which you have

referred and ask you to tell me whether this in fact is that table.

Dr. ALTMAN. It is.

Mr. NEHEMRIs. And, in a general way, what is the source of the data

which appears on this table?

Dr. ALTMAN. This table was prepared by the Securities and Ex

change Commission from data on file with them.

Mr. NEHEMKIS. It is offered in evidence, Mr. Chairman.

(The table referred to was marked “Exhibit No. 2064” and is in

cluded in the appendix on p. 12991.)

Mr. NEHEMRIs. Will you be good enough to proceed, sir?

Dr. ALTMAN. Moreover, six firms in New York City managed $5,

300,000,000, or 57 percent of the total registered issues managed by

investment bankers. These six firms were [reading from “Exhibit

No. 2064”]:

Morgan Stanley & Co., Incorporated, $2,142,000,000, 23.2%.

The First Boston Corporation, $986,000,000, 10.7%.

Dillon Reed & Co., $680,000,000, 7.4%.

Kuhn, Loeb & Co., $618,000,000, 6.7%.

Smith, Barney & Co., $472,000,000, 5.1%.

Blyth & Co., Inc., $388,000,000, 4.2%.

Fourteen other New York City firms managed $1,970,000,000, or

21 percent, of the total. - -

£ighteen firms located outside of New York City managed $1,

114,000,000, or 12 percent, of the total., All the other investment

bankers in the United States—and it should be repeated that the

Investment Bankers Association had 730 members in October 1938–

managed $862,000,000, or 9 percent, of the total.

Investment banking firms, like other business enterprises, specialize

their activities. Some specialize in the flotation of bonds, while a

few are associated relatively more with the flotation of stocks. There

is also specialization with regard to industries, and with regard to

size of issues. Finally, the business of different investment banking

firms may be distinguished with reference to the quality of their

security issues.

Investment banking firms show differences between their bond and

stock underwritings. For example, bonds constituted 94 percent of

124401–40—pt. 24—25
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the $2,100,000,000 of registered securities managed by Morgan Stan.
ley & Co., Inc. Bonds constituted 86 percent of the $6,200,000,000 of

securities managed by 37 other leading firms–19 within New York
City and 18 outside New York City—while they constituted only 49

percent of the $862,000,000 of securities managed by all other firms.

This material is summarized in a table called “Distribution. Among

Bonds and Preferred and Common Stock in Registered Issues

Managed by Selected Investment Banking Firms, January 1984–

June 1939.” This table was prepared by the Securities and Exchange

Commission.

Mr. NEHEMRIs. Dr. Altman, is this the table to which you have

referred?

Dr. ALTMAN. It is.

Mr. NEHEMRIs. I offer the table in evidence.

(The table referred to was marked “Exhibit No. 2065” and is

included in the appendix on p. 12992.)

Mr. LUBIN. In order that the significance of the table might be

more easily understood, could you tell us what proportion of the

total issues floated by these firms were stocks as compared to bonds?

Dr. ALTMAN. Which firms, Mr. Lubin?

Mr. LUBIN. The total figure you have just mentioned.

Dr. ALTMAN. For all firms?

Mr. LUBIN. Yes.

Dr. ALTMAN. For all firms, the figures were as follows: 84 percent

of the total consisted of registered bond issues; 10.4 percent consisted

of preferred-stock issues, and 5.2 percent consisted of common-stock

issues, all of them making up $9,233,000,000 of securities.

Mr. LUBIN. In other words, the very nature of the flotations would

almost automatically lead to the conclusion shown in the table you

have just submitted.

Dr. ALTMAN. Except that some firms do more registered bond

issues than others, while some other firms do relatively more in pre

ferred and common-stock issues. However, the data are clear enough

that for the whole period substantially 85 percent of all registered

issues were registered bond issues.

QUALITY OF REGISTERED BONDS MANAGED BY SELECTED FIRMS: ALL

INDUSTRIES

Dr. ALTMAN: What quality of registered securities did various in

vestment banking firms manage? I propose to present data with

reference to the distribution of registered bond issues managed by

investment banking firms, classified by industry and quality of the

bonds. I shall confine the analysis to $7,400,000,000 of bonds man

aged by 38 leading firms in the period from January 1934 through

June 1939. This amount, represents 95 percent of all registered.

bond issues managed by all firms during the period.

The ratings of bonds used in this analysis are those of Moody's

Investors Service when these were available. Where Moody's rat

ings were not available the equivalent ratings of Poor's Investors

Service or of the Standard Investors Guide were used. For nine

issues the ratings of Poor's Investors Guide were used and for one

issue the rating of Standard Investors Service was used. Moody's
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Investors Service divides bonds into the following groups: Aaa, Aa,

A, Baa, Ba, B, and so forth. Aaa is, of course, the highest grade;

Aa, second grade; and so on. For the purposes of this analysis, bonds

will be.#. into the four highest groups, and all other bonds will

be included in the “below fourth grade” group. The four highest

grades, as rated by Moody's and by Poor's, are eligible for bank

investment.

Here I should like to offer a chart and a table, each bearing the

title “Quality of Bond Issues Managed by Selected Investment Bank

ing Firms, January 1934–June 1939: All Industries.”

"#. NEHEMKIs. Dr. Altman, I ask you to identify the table to

which reference has been made.

Dr. ALTMAN. This is the table which I have just mentioned, and

this table is the source for the chart which you now see.

Mr. NEHEMKIS. May it please the committee, I offer in evidence the

table and chart identified by the witness.

(The chart referred to was marked “Exhibit No. 2066” and ap

pears on p. 12694. The statistical data on which this chart is based

are included in the appendix on p. 12993.)

Mr. NEHEMKIs. Will you proceed, Dr. Altman?

Dr. ALTMAN. May I explain briefly how this table and chart were

constructed and how the subsequent tables and charts on this same

subject were constructed?

The percentage of the registered managed bond issues is shown

separately for each one of six New York º, firms, which are dis

tinguished by different types of cross-hatchings. The six firms

which are shown separately are Morgan Stanley & Co., Inc., The First

Boston Corporation, Kuhn, Loeb & Co., Dillon, Read & Co., Smith

Barney & Co., and Blyth & Co., Inc. Then a separate group consist

ing of fourteen other New York City firms is shown on the chart.

I will not stop at this point to read the names of these fourteen other

firms, but accompanying every one of the charts to which reference has

been or will be made there is a table from which the chart was drawn,

and every one of those tables contains a list of these 14 other New York

City firms.

In addition, there is a group on the chart referring to 18 firms

outside of New Yorkº and again, the table accompanying each

chart will identify the 18 firms in that group.

I might say that in this chart and in subsequent charts dealing with

the same subject the group remains constant and the period remains

the same.

During the five and a half year period in question, namely from

January 1934 through June 1939, the six leading New York City firms

managed 65.3% of this sample of registered managed issues of

$7,400,000,000. These may be seen from the bar at the right, which

reflects the distribution of management for all industries, for all grades

of securities taken “g. Reading from the right-hand column,

we see that Morgan Stanley & Co., Incorporated managed 27.3 per

cent of all these issues; The First Boston Corporation, 12.7; Kuhn, Loeb

& Co., 8.1%; Dillon Read & Co., 7.8%; Smith, Barney & Co., 4.8%;

and Blyth & Co., Inc., 4.6%, so that these six New York firms man

aged 65.3% of these registered bonds.
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:

Now I call your attention to the first five columns in this chart, which

set forth the proportion of the bonds in each quality grade, as previ

ously defined, managed by each of the 6 firms, by 14 other New York

City firms, and by 18 firms outside of New York City.

The bar at the left reflects the distribution of the management of

first-grade bond issues in all industries. The first-grade securities

amounted to $1,300,000,000 during this period. Morgan Stanley &

Co., Inc., shown in the bottom segment, managed 65% of all such

first-grade issues, although by comparison with the last bar, namely

“all grades,” we see that they managed 27% of all issues of all grades.

Notice that none of the 18 leading firms outside of New York City

managed any first-grade bond issues.

The First Boston Corporation managed 16% of all first-grade issues,

and it is noteworthy that both Kuhn, Loeb & Co. and Blyth & Co.

were not represented in the first grade bar.

Mr. NEHEMKIS. You mean, as managers?

Dr. ALTMAN. Yes; as managers.

Mr. NEHEMRIs. The 18 leading New York firms together managed

85% of all the first-grade issues, as compared with 65% of all issues of

all grades. It is clear from the chart that the degree of concentration

of management of registered bond issues by the six New York City

firms decreases as the quality of the security decreases. In other words,

as we go from the first grade to the second grade and then through the

lower grades, the relative proportion of the registered bonds managed

by the 18 firms outside of New York City and by the remaining 14

New York City firms increases. Thus while the 18 firms outside of

New York City managed none of the first grade issues, they managed

13% of the Second grade issues, the second bar on the chart, 19%

of the third grade issues, 18% of the fourth grade issues, and 21.7%

of all issues below the fourth grade.

This chart and table which accompanies it were prepared to

cover as large a segment as possible of the investment banking in

dustry for as long a period as possible since the Securities Act. The

data in the table relate to the period from January 1934 through

June 1939. The data on concentration in the management of regis

tered bond issues, therefore, tend to understate the role of Morgan

Stanley & Co., Inc., which was incorporated on September 5,

and opened for business on September 15, 1935. If the relative

amounts of registered bond issues managed by our thirty-eight lead

ing firms be considered for the period from September 16, 1935,

through June, 1939—that is for the period during which Morgan

Stanley & Co., Inc., was in the investment banking business—it will

be found that Morgan Stanley & Co. managed not 27% of all issues

of all grades, but 32% of all issues of all grades; and that this firm

managed not 65% of all first grade issues, but 81% of all first grade

issues. These data are summarized in the table called “Amount and

Percent of Registered Bond Issues of Each Quality Grade Managed

by Morgan Stanley & Co., Inc. from Organization to June 30, 1939.”

Mr. NEHEMRIs. Is this the table to which you have referred, Dr.

Altman?

Dr. ALTMAN. It is.

Mr. NEHEM kis. And the source of this ſable is, Dr. Altman, what?
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Dr. ALTMAN. This table is based upon data which was prepared for

the Investment Banking Section of the Securities and Exchange

Commission.

Mr. NEHEMRIs. I offer this table identified by the witness.

(The table referred to was marked “Exhibit No. 2067” and is in

cluded in the appendix on p. 12994.)

Mr. NEHEMKis. Now proceed, Dr. Altman,

Dr. ALTMAN. The chart and tables already introduced into evidence

contain data on the relative importance of various investment bank

ing firms in the management of $7,400,000,000 of registered managed

bond issues for all industries." It has been suggested, however, that

investment, banking firms are often specialized with regard to the

industrial fields in which they underwrite securities. Hence, to assay

more clearly the relative importance of the various firms and of the

quality of the issues they manage, it is essential to treat various in

dustries separately.

The $7,400,000,000 of registered managed bond issues have, there

fore, been divided into the following four groups:

(1) Manufacturing companies, whose securities constituted 26.4%

of the total.

(2) Electric light and power, gas and water companies, whose se

curities constituted 50.9% of the total.

(3) Transportation and communication companies, whose securities

constituted 10.6% of the total.

(4) And all other issues, which aggregated 12.1% of the total.

BONDS OF MANUFACTURING COMPANIES

Dr. ALTMAN. I propose now to deal with the distribution of man

agement of registered bond issues for manufacturing companies, and

in this connection I offer a chart and a table accompanying it en

titled “The Quality of Bond Issues Managed by Investment Bank

ing Firms, January 1934 to June 1939,” subtitle “Manufacturing

Companies.”

Mr. NEHEMRIs. Dr. Altman, is this the table to which you have
referred.

Dr. ALTMAN. It is.

Mr. NEHEMRIs. And the source of this is as previously indicated?

Dr. ALTMAN. As previously indicated.

Mr. NEHEMKIS. The table and chart identified by the witness are

offered in evidence, Mr. Chairman.

Acting Chairman WILLIAMS. They may be received.

(The chart referred to was marked “Exhibit No. 2068” and appears

on p. 12697. The statistical data on which this chart is based are in

cluded in the appendix on p. 12996.)

Dr. ALTMAN. It will be apparent from this table and chart that

Kuhn, Loeb & Co. managed the largest part of all the registered

bond issues of manufacturing companies of all grades. Six New

York City firms, to which reference has been made, together man

aged 67.4% of all manufacturing company registered bond issues of

all grades, and twenty New York City firms managed 91.6% of all

such securities. It should be noticed, however, that the relative im

1 See “Exhibit No. 2066,” supra, p. 12694, and appendix, p. 12993.
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portance of the various firms in the different quality grades is

different from that for the group of manufacturing securities as a

whole. In grade one, for example, we find that Morgan, Stanley &

Co., Inc. managed 68.9% of the securities of manufacturing com

panies. In grade two, Dillon Read & Co. managed 65.8% of manu

facturing company bonds. None of the eighteen firms outside of

New York City managed any first or second grade registered manu

facturing bond issues.

It has already been suggested that the relative importance of

Morgan Stanley & Co., Inc. is better measeured for the shorter

period September 16, 1935, to June 30, 1939, than for the period

covered by this chart. The issues managed by Morgan Stanley &

Co., Inc. constitute only 17% of the total manufacturing issues for

the period of its business life, compared with 14% for the full

period as shown in the chart, but since the firm has been organized it

has managed all of the first-grade issues in this field.

Mr. O'Connel.L. If this chart was arranged to deal with the period

since September 1935, the first line of the chart, grade one, would

indicate merely Morgan Stanley?

Dr. ALTMAN. That is right. It would represent Morgan Stanley

management.

ELECTRIC LIGHT AND POWER, GAS, AND WATER COMPANIES

Dr. ALTMAN. I turn now to the second group, namely, Electric

Light and Power, Gas, and Water Companies, and propose to dis

cuss this group with the aid of a chart and table called “Quality of

Bond Issues Managed by Investment Banking Firms January 1934–

June 1939: Electric Light and Power, Gas, and Water Companies.”

Mr. NEHEMRIs. Dr. Altman, is this the table to which you have

referred ?

Dr. ALTMAN. It is. -

Mr. NEHEMKIs. And the source of the data?

Dr. ALTMAN. Is the same as previously set forth.

Mr. NEHEMRIs. The table and chart identified by the witness, Mr.

Chairman, are offered in evidence.

(The chart referred to was marked “Exhibit No. 2069” and appears

on p. 12699. The statistical data on which this chart is .*are

included in the appendix on p. 12997.)

Dr. ALTMAN. During the period January 1934 through June 1939,

the registered issues of electric light and power, gas and water com

panies managed by thirty-eight leading firms totaled $3,800,000,000,

or 51 percent of all registered managed issues here dealt with.

Morgan Stanley & Co., Inc., managed 22% of such issues and The

First#. Corporation, 20%. The eighteen firms outside of New

York City managed 20% of the total. It is noteworthy that these

eighteen firms managed a larger proportion of the issues in this field

than in any other field. Illustrative of the specialization in security

organization is Kuhn, Loeb & Co., which had no issues in this

º in five and a half years.
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The distribution of managed issues by quality is somewhat dif

ferent.

Turning to grade 1, we find that Morgan Stanley & Co., Inc., man

aged 52 percent of these issues, and The First Boston Čorporation

managed 25 percent of these issues, so that Morgan Stanley and First

Boston together managed three-quarters of all the first-grade issues

of electric light and power, gas and water companies.

Again, if we consider the period covering the business life of Mor

gan Stanley, certain changes appear. We find that for the period

covering its business life, Morgan Stanley & Co., Inc. managed 25

percent of all issues" in this field, as compared with 21.7 percent for

the longer periods covered by the chart, and if we turn to grade 1,

we find that Morgan Stanley & Co., Inc. managed 70.5 percent

for the period since its organization, as compared with 52 percent for

the full period as shown on the chart.

TRANSPORTATION AND COMMUNICATION COMPANIES

Dr. ALTMAN. I propose now to turn to the next field, namely, that

of registered managed bond issues of transportation and communica

tion companies, and propose to discuss this with the aid of a chart

and table called “Quality of Bond Issues Managed by Investment

Banking Firms, January 1934–June 1939: Transportation and Com

munication Companies.”

Mr. NEHEMKIs. Dr. Altman, is that the table to which you have

referred 2

Dr. ALTMAN. It is.

Mr. NEHEMKis. And the source is the same as previously indicated 2

Dr. ALTMAN. It is.

Mr. NEHEMRIs. The table and chart are offered in evidence.

(The chart referred to was marked “Exhibit No. 2070” and appears

on p. 12701. . The statistical data on which this chart is based are

included in the appendix on p. 12998.)

Dr. ALTMAN. It should be noted that the data do not include securi

ties issued by common or contract carriers, the issuance of which is

subject to section 20a of the Interstate Commerce Act. Such issues

are exempt from registration under the Securities Act. This group

consists for the most part, therefore, of bond issues of communication

companies and principally, of telephone companies.

Morgan Stanley & Co., Inc. dominates this field. It managed

$560,000,000,or 71 percent of the financing in the period January

1934 through June 1939. It managed all the first-grade issues and

95 percent of the second-grade issues. The First Boston Corporation

Dillon Read & Co., and Smith, Barney & Co. managed no registered

issues in this field; Kuhn, Loeb and Co. managed a transportation
issueº§º American Transportation Corpora

tion an yth & Co., Inc. managed scattered issues aggregati$19,000,000. g ggregating

ALL OTHER ISSUES

Dr. ALTMAN. I turn now to the last segment of this break-down

namely, “all other issues,” and propose to discuss this with the aid of .

* See “Exhibit No. 2067,” appendix, p. 13994:

* See supporting data for “Exhibit No. 2070" appendix, p. 12998.
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chart and table called “The Quality of Bond Issues Managed by

Investment Banking Firms, January 1934–June 1939: Companies

Other Than Manufacturing or Public Utility.” -

Mr. NEHEMKIS. Is this the table to which you have referred?

Dr. ALTMAN. It is.

Mr. NEHEMRIs. And the source of the data is the same as pre

viously indicated?

Dr. ALTMAN. That is correct.

Mr. NEHEMKIs. The table and chart are offered in evidence.

Acting Chairman WILLIAMs. They may be received.

(The chart referred to was marked “Exhibit, No. 2071” and

appears on p.12703. The statistical data on which this chart is based

are included in the appendix on p. 12999.)

Dr. ALTMAN. In this group are included all issues by foreign

Governments within this period. I might mention the issues by the

Dominion of Canada, Argentina, Norway, and so on, and such other
issues as do not fall within the earlier classifications.

The importance of Morgan Stanley & Co., Inc. in this field may

be seen from the fact that for the full period covered, Morgan Stan

ley & Co., Inc. managed 32.4% of all the issues, and 74.1% of all the

first-grade issues. If we consider merely the shorter period, that

is, the period since Morgan Stanley has been in operation, we

find that the percentage of first-grade securities managed remains the

same; that is to say, 74% of the total, but the percentage of all securi

ties within this field increases from 42% for the long period to 51%

for the short period."

SUMMARY OF CONCENTRATION BY QUALITY AND INDUSTRY

Dr. ALTMAN. The character of the business of managing registered

bond issues may now be summarized for the 38 leading firms as

follows (I deal here with the short period, September 16, 1935, to

June 30, 1939): Morgan Stanley & Co., Inc., during this period man

aged $2,000,000,000 of registered bond issues, of which 42.7 percent
fºil in the first grade and 79.2 percent fell in the first two grades.

Now let us compare this with the business of other underwriting

houses. If we take the other five New York City firms, which have

been specifically mentioned, as a group, that is to say, if we take the

combined business of First Boston; Kuhn, Loeb; Dillon Read; Smith,

Barney; and Blyth, we find that these firms, too, managed two billion

of registered bond issues, but 4.4% fell in the first grade and 42%

fell in the first two grades, as compared with the 42.7 percent of

Morgan Stanley in the first, grade and 79.2 percent of Morgan

Stanley in the first and second grades.

These may be compared with the record of the 14 other New York

City fºrms previously identified, which, together managed $1,300

000,000 of registered bond issues, of which 9.1% fell in the first grade

and 23.6% fell in the first two grades.

The record of the 18 firms outside New York City previously
identified is interesting in this connection. These firms managed

* See “Exhibit No. 2067,” appendix, p. 12994.
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$936,000,000 of registered bond issues, none of which were in the

first grade, and 30.8 percent of which fell in the second grade.

This material is summarized in a table called “Distribution by

Grades of Registered Bond Issues Managed by Morgan Stanley &

Co., Inc. and 37 other Leading Investment Banking Firms, Septem

ber 16, 1935, to June 30, 1939.”

Mr. NEHEMRIs. Is this the table you refer to, Dr. Altman?

Dr. ALTMAN. It is.

Mr. NEHEMKIs. The source of the data is the same as you have

previously indicated ?

Dr. ALTMAN. That is correct.

Mr. NEHEMRIs. Mr. Chairman, this table is offered in evidence.

(The table referred to was marked “Exhibit No. 2072” and is in

cluded in the appendix on p. 13000.)

Dr. ALTMAN. The charts and the tables just presented have dealt

with the distribution of and the concentration in the management

of registered bond issues. Now we may direct our attention to the

distribution of underwriting participations.

INTERPARTICIPATIONS IN ORIGINATIONS OF EIGHT FIRMS

Dr. ALTMAN. The Investment Banking Section of the Securities

and Exchange Commission requested from eight leading investment

banking firms a complete list of all issues managed and of all par

ticipations. These data, which are preliminary and subject to cor

rection as additional data are received, have been compiled and

analyzed by our staff.

The following table, containing eight parts, has been prepared

from these data. These tables may look complicated. Unfortunately,

the subject is complicated, and the tables are of equal complexity,

but they attempt to answer two questions:

First, how much of the participations of each firm came from its

own originations? And how much from issues originated by the
other seven firms?

Secondly, how much of its originations did each firm give to the

other seven firms, and how much did it keep for itself?

I trust that this will become clearer as the discussion of the tables

proceeds.

Mr. NEHEMKIS. Are those the eight sections that you made refer

ence to a moment ago?

Dr. ALTMAN. They are.

Mr. NEHEMRIs. This data was furnished to the Investment Bank

ing Section by the eight investment banking firms you have made

reference to?

Dr. ALTMAN. That is correct.

Mr. NEHEMR1s. These tables are offered.

Acting Chairman WILLIAMs. They may be admitted.

(The tables referred to were marked “Exhibit No. 2073” and are

included in the appendix on p. 13001.)

Dr. ALTMAN. I propose to discuss these tables in very summ

fashion; otherwise we might be here for a much longer time, I am

afraid, than any of us are prepared to sit. First, let us consider

Part I, which deals with Morgan Stanley & Co., Inc. Morgan Stan

ley & Co. had participations during the period covered by the table,
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that is to say, from June 14, 1934, to June 30, 1939, amounting to

$590,000,000. This table attempts to explain where these participa

tions came from.

By reference to the first two columns of the table, one sees that

88.7% of all Morgan Stanley & Co. participations came from issues

managed by Morgan Stanley & Co., Inc. and that 99.3% of all par

ticipations of Morgan Stanley & Co., Inc. during this period came

#. issues managed either by itself or by the other seven firms set

forth.

It is interesting to note that during this period none of the par

ticipations of Morgan Stanley & Co. came from issues managed by

The First Boston Corporation.

Now we turn to the second question. How much did these firms

mentioned participate in Morgan Stanley issues? By reference to

columns 3 and 4 of the table we see that during the period in ques

tion Morgan Stanley & Co., Incorporated managed issues amounting

to $2,414,000,000. Of the total amount of issues so managed, 21.7%

was reserved by Morgan Stanley & Co. for itself as an underwriting

participation, and the various other amounts and percentages set

forth in columns 3 and 4 of the table indicate the participations in

such issues of all the other firms.

Notice that the eight firms, including Morgan Stanley & Co., re

served—or there was reserved for these eight firms in this $2,414,

000,000 of security issues—58.4% of the total, so that the remaining

41.6 percent of these issues managed by Morgan Stanley & Co. was

available to all the other underwriters in the United States.

Mr. NEHEMRIs. Dr. Altman, you had intended to say, did you not,

that Morgan Stanley and the other seven firms took 58.4% of all

Morgan Stanley originations?

Dr. ALTMAN. That is correct.

Mr. NEHEMKIS. Will you proceed, sir?

Dr. ALTMAN. Part II deals with Kuhn, Loeb & Co. During the

period from June 14, 1934, to June 30, 1939, Kuhn, Loeb & Co. had

underwriting participations of $708,000,000, as set forth in column

1 of this table.

Of this total, $420,000,000, or 59.2%, came from issues managed by

Kuhn, Loeb & Co. and $156,000,000, or 22%, came from issues man

aged by Morgan Stanley & Co., Inc. The participations by Kuhn,

Loeb & Co. in issues managed by the other six investment banking

firms mentioned, added to their participation in their own and Mor

gan Stanley issues, account for 94% of all their underwriting par

ticipations. Thus, the participations in originations by all invest

ment banking firms, excluding these eight firms, account for only

6% of all Kuhn, Loeb & Co. underwriting participations.

Now we turn to columns 3 and 4 of the table. During the period

in question, Kuhn, Loeb & Co.º $1,053,603,000 of security

issues. Of this total it reserved for itself underwriting participations

of $419,000,000, or 39.8% of the total. There was reserved for the

other seven firms 26.1% of all Kuhn, Loeb originations. Thus the

eight firms mentioned, including Kuhn, Loeb & ôo. itself, took 65.9%

of all Kuhn, Loeb & Co. originations, leaving the balance of 34.1%

to be divided among all the other underwriters in the United States.

Part III deals with The First Boston Corporation. During the
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period in question, The First Boston Corporation had underwriting

participations of $709,000,000, of which 34.0% came from issues man,

aged by itself, and 79.1% came from issues managed by itself and
the other seven houses mentioned. -

On the other hand, The First Boston Corporation managed issues

totalling $993,000,000, and 42.1% of this amount was reserved in the

form º underwriting participations to these eight firms, including

itself. Notice that Morgan Stanley & Co., Inc. had no participations

in First Boston issues.

As a result, 58% of all originations of The First Boston Corpora

tion during this period were available for underwriting participations

to all the other remaining investment banking firms.

I think we may pass rather hurriedly over the next parts of the

table. They will constitute part of the statistical record.

Suppose we summarize this material dealing with the eight firms

mentioned. During the period from June 14, 1934, to June 30, 1939,

these eight firms managed issues totaling $6,700,000,000. Of this

amount they reserved for themselves, on the average, underwriting

participations of 56%. That is to say, of the issues managed by these

eight firms, more than half was reserved to themselves in the form of

underwriting participations and the remainder was available to all

other investment banking firms in the form of underwriting partici

»ations. -

l During the same period the underwriting participations of these

same firms amounted to $4,300,000,000, of which 86% represented

reservations in their own originations.

DISTRIBUTION OF SALES BY THE DISTRIBUTING GROUP

Dr. ALTMAN. I turn now to a slightly different subject. There has

been much discussion within the past few years of the institutional

character of the securities market. This discussion has centered

about the predominant role played by banks and insurance companies

in the purchase of newly offered securities.

The Investment Banking Section of the Securities and Exchange

Commission investigated the distribution of the sales of four bond

issues by the respective distributing groups. These issues were of.

fered in 1938 and represented a variety of maturities and industries.

In addition to these data, we are fortunate to have the results of a

questionnaire on the same subject by Morgan Stanley & Co., Inc.

Morgan Stanley & Co. selected three bond issues, which they had

managed, one in 1936, one in 1937, and the third in 1938, and sent

questionnaires to all the members of the distributing group who had

participated in the syndication of all three issues.

The Securities and Exchange Commission questionnaire covered

four bond issues; the Morgan Stanley questionnaire covered three

bond issues; one bond issue was covered by both questionnaires.

The results from both questionnaires are similar and are shown on

a table and chart entitled “The Distribution of Sales to Various

Classes of Purchasers by the Distributing Group, Six Bond Issues,

1936–1938.”

Mr. NEHEMKIs. Is that the table you refer to, Dr. Altman?

Dr. ALTMAN. It is.

Mr. NEHEMKIS. The chart and table identified by the witness are

offered in evidence, Mr. Chairman.
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Acting Chairman WILLIAMs. They may be received.

(The chart referred to was marked “Exhibit No. 2074” and appears

on p. 12708. The statistical data on which this chart is based are

included in the appendix on p. 13005.)

Dr. ALTMAN. On this chart are set forth the percentages of the

sales by the distributing group made to various classes of purchasers.

The bottom segment in each case represents the percent of the total

issue sold to banks; the second segment, that sold to insurance com

panies; the third segment, that sold to charitable and educational

foundations; the fourth segment, that sold to security dealers and

the top segment, that proportion of the total issue sold to individuals.

Banks on the average that is, taking these issues as a group, ac

count for 47% of the sales by the distributing group, and life and

fire insurance companies on the average bought 38% of the issues

offered. If to these two are added the sales made to charitable and

educational foundations, we find that on the average 88.4% of all

sales made by the distributing group in these issues went to so-called

institutional purchasers.

It should be noted, and it will be apparent from the table, that

some bond issues are more attractive to banks than to insurance

companies, while others are more attractive to insurance companies

than to banks. It is noteworthy, however, that the percentage of

the total issues taken by banks and insurance companies together

was relatively constant for the six issues. On the average, banks and

insurance companies together bought 85% of the total amount of

these six issues.

Individuals, on the average, bought 6.6% of the bonds sold by the

distributing group. The sales indicated here to security dealers

represent, of course, merely stopping places for these securities, but

we haven’t followed up the small percentages reflecting the sales

to security dealers, so I have no way of knowing how these aggre

gate percentages would be changed if such secondary distributions

were considered. However, there would probably not be very much

change in these percentages if one took account of the secondary dis

tribution by security dealers who were not members of the distribut

ing ;"; -

Both the questionnaires to which I have referred requested the

distribution of sales by the distributing group, not only by classes

of purchasers, but by states.

he results of these questionnaires have been tabulated and form

the basis for a table and chart called “Distribution by States of the

Sales Made by the Distributing Group of Six Bond Issues, 1936–

1938.”

Mr. NEHEMKIs. Is that the table you referred to a moment ago,
Dr. Altman?

Dr. ALTMAN. It is.

Mr. NEHEMRIs. May I offer in evidence, Mr. Chairman, the table

and chart identified by the witness?

(The chart referred to was marked “Exhibit No. 2075” and appears

on p. 12709. The statistical data on which this chart is based are in

cluded in the appendix on p. 13006.)

1 Corrected figure.

124491–40–pt. 24–26
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ExHIBIT No. 2075

DISTRIBUTION OF SALES BY STATES

BY THE DISTRIBUTING GROUP

|SSUES 1936 – 1938S|X BOND

| |

NEW YORK
nEw York City

PEN NSYLVAN IA

NEW JERSEY

MASSACHUSETTS

I LLINO |S

OH ! O

CONNECTICUT

CALIFORNIA

w is CONSIN

M N N ESOTA

RHODE ISLAND

MARYLAND

MISSOUR I

BALANCE OF U. S.

& FORE I GN

TouEDO EDISON CO - 1st MTGE 3W, *, 1963

ATLANTIC REFin NG co - DEB 3 × . is53

CHESAPEAKE & Ohio RY--REF. B iMPT 3 a. º. 1963

U. S. STEEL CORP - DEB 3/4 k, 1948

AMERICAN TELEPHone a TELEGRAPH co - DEB 3% K. 1966

PHILADELPHIA EutcTRIC co - 1st MTGE 5* ... [967

I

REMAINDER OF STATE 27

O lo 2O 3O 40

PERCENT

10s - 13.8/ Pºrºaned ºr sec a 5xck cowºw
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Dr. ALTMAN. The data on this table may be very simply sum

marized. 38% of all the issues mentioned was sold in New York

State, 35% in New York City alone. Another 30% was sold in the

three states of Pennsylvania, Massachusetts, and New Jersey. ... Thir

teen states accounted for 90% of the purchases from the distributing

group.”

SUMMARY

Dr. ALTMAN. The general line of testimony upon which I have

been engaged this afternoon may be summarized in the following

Way:

#ist, from the period September 16, 1935, that is to say the day

it began business operations, until June 30, 1939, Morgan Stanley &

Co., Inc. managed 32% of all the registered bond issues man

aged by thirty-eight leading firms. It managed all of the first-grade

registered bond issues of manufacturing companies; 71% of all the

first-grade registered bond issues of electric light and power, gas,

and water companies; all of the first-grade registered bond issues

of transportation and communication companies, principally tele

phone issues; and 74% of all the first-grade registered bond issues of

all other issuers. During this period, Morgan Stanley & Co., Inc.

managed four-fifths of all the first-grade registered bond issues man

aged by thirty-eight leading firms in the United States.

Second, none of the investment banking firms located outside of

New York City managed any of the first grade registered bond

issues referred to during theº from January, 1934, through

June, 1939. The lower the grade of the security, the larger the rela

tive originating importance of the firms outside of New York City.

Third, during the period from September 16, 1935, through June

30, 1939, Morgan Stanley & Co., Inc., managed $2,000,000,000 of
registered bond issues, of which 43% fell within the first grade

and 79% within the first two grades. During the same period,

The First Boston Corporation, Kuhn, Loeb& Co., Dillon Read &

Co., Smith, Barney, & Co., and Blyth & Co., Inc. also managed

$2,000,000,000 of registered bond issues, of which 4% fell within the

first grade and 42% within the first two grades. Fourteen other

New York City firms managed $1,300,000,000 of registered bond

issues during this period, of which 9% fell in the first grade and

24% in the first two grades. Finally, during the same period,

eighteen leading firms outside of New York City managed $900,

000,000 of the registered bond issues, of which none fell within the

first grade, and 31% within the Second grade.

Fourth, eight leading firms in the United States, Morgan Stan

ley & Co., Inc., Kuhn, Loeb & Co., The First Boston Corporation,

Blyth & Čo. Inc., Dillon Read & Co., Mellon Securities Corporation,

Harriman Ripley & Co., Inc., and Smith, Barney & Co., managed

$7,400,000,000 of securities from June 14, 1934, to June 30, 1939.

On the average, these eight firms reserved more than one-half of the

total of the issues managed by them as their underwriting partici

pations; the remainder was divided among all the other investment

bankers in the United States.

Fifth, these eight firms had underwriting participations of $4,300,

000,000. On the average, 86% of this total represented participations

1 Corrected figure.
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;

in issues managed by these firms and the remaining 14% represented

participations in issues managed by all other investment bankers.

Mr. NEHEMKIS. Mr. Chairman, may it please the committee, this

concludes the presentation of the testimony on investment banking

which the Investment Banking Section of the Securities and Ex:

change Commission was authorized to conduct by the reference of

this committee. May I say in behalf of myself and the members of

the staff that we are extremely grateful to you for the patience

which you have shown us during these several weeks in the presenta

tion of this evidence.

Acting Chairman WILLIAMs. I want to compliment you, Mr. Ne

hemkis, and your staff, on the splendid way in which you have pre

pared and presented this matter to the committee. We appreciate

it, and we have been very highly benefited by it.

If there are no further questions now, this hearing will be closed

as far as the investment banking subject is concerned, and the com

mittee will stand in recess until 10:30 Monday, at which time I

understand we will take up the question of cartels.

(Whereupon at 5:15 p.m., the committee adjourned until 10:30 a.m.

Monday, January 15, 1940.)





APPENDIX

EXHIBIT NO. 1773

[From the files of Lehman Brothers]

Cable address “Coldness”

GoLDMAN, SACHS & Co.

60 Wall Street

CD/AMO/6

NEW YORK, April 21, 1920.

THE B. F. GooDRICH CoMPANY FIVE-YEAR 7% CoNVERTIBLE GoLD NOTES SELLING

SYNDICATE

Messrs. LEHMAN BROTHERS,

16 William St., New York City.

GENTLEMEN :—Our joint participation in the above-named syndicate, after

ceding an interest of $50,000 therein to the Central Union Club, amounted to

$1,953,333.33, face value of Notes, the profit on which amounted to $29,020.31,

your one-half (4) share thereof being $14,510.16. You have received direct

from the Bankers Trust Co. check for $3,714.10 and we, therefore, take pleasure

in handing you our check for $10,796.06, to cover the balance of profit due you,

receipt of which we would thank you to acknowledge.

We remain

Yours very truly,

GOLDMAN SACHS & Co.

(Encl.)

(Hand written :)

2003

50

1953

ExHIBIT NO. 1774

[From the files of Goldman, Sachs & Co.]

[Copyl

- BANKER's TRUST CoMPANY.,

16 Wall Street, New York, April 15, 1920.

$30,000,000 B. F. GoodRICH FIVE YEAR 7% CONVERTIBLE GoLD NoTE's UNDER

WRITING JOINT ACCOUNT

Messrs. GOLDMAN, SACHS & COMPANY.,

60 Wall Street, New York City.

DEAR SIRs: Referring to your one-third interest in the above mentioned account,

we take pleasure in handing you herewith cheque to your order for $50,000.

representing your proportionate share of the '4% underwriting commission on

the issue of $30,000,000. B. F. Goodrich 5 Year 7%. Convertible Gold Notes due

April 1, 1925.

Please acknowledge receipt in full and final settlement of your interest in

this business, and oblige,

Yours very truly,

(Signed) B. A. ToMPKINS,

Vice Presiden [.

12713
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EXHIBIT NO. 1775

[From the files of Lehman Brothers]

Cable Address “Coldness”

GOLDMAN, SACHS & CO.

60 Wall Stroct

NEw York, April 17, 1920.

(IIandwritten :) File. Syndicate.

$30,000,000

THE B. F. GOODRICH COMPANY

FIVE-YEAR 7% CONVERTIBLE Gold NoTEs—Joint ACCount

Mossrs. LEEIMAN BROS.,

16 William Street, New York City.

GENTLEMEN: We enclose here with copy of letter received from the Bankers

Trust Company with reference to the above-mentioned account.

Wo also enclose herewith our check for $25,000, covering your one-half share

of the amount received from the Bankers Trust Company as stated in their

letter.

Please acknowledge receipt.

Yours very truly,

GOLDMAN, SACHs & Co.

(Handwritten :) Ans. SJS.

ExHIBIT NO. 1776

[From the files of Lehman Brothers]

Cable Address “Coldness”

GoLDMAN, SACHs & Co.

60 Wall Street

CID-mah-6

Mossrs. LEHMAN BROS., NEw York, February 9, 1920.

16 William Street, New York City.

GENTLEMEN: We, together with the Bankers Trust Co. and the Guaranty

Trust Co. have signed a contract with The B. F. Goodrich Co., upon the terms

stated in an agreement dated February 6, 1920, copy of which we have previ

ously sent you, underwriting an issue of $30,000,000 The B. F. Goodrich Company

Five-year 7%. Convertible Gold Notes to be offered to its stockholders.

Our interest in the total obligation amounts to $10,000,000 face value of notes,

and in accordance with our arrangement, you have a One-half interest in this

obligation of ours, on the original terms.

Kindly confirm your understanding of the above.

Yours very truly,

GoLDMAN, SACHs & Co.

EXHIBIT NO. 1777

[From the files of Lehman Brothers. . Letter from Lehman Brothers to Goldman, Sachs

& Company]

Confidential.

SEPTEMBER 9, 1922.

$13,500,000 DETROIT CITY GAs CoMPANY

FIRST MORTGAGE 25 YEAR 6% GoLD BONDs, SERIEs “A”, DUE-JULY 1, 1947

PURCHASING GROUP

Messrs. GoLDMAN. SACHS & COMPANY.,

New York City.

GENTLEMEN: Enclosed herewith we beg to hand you copy of a letter received

today from Messrs. Halsey, Stuart & Company, in accordance with which we
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enclose herewith our check to your order for $45,000, representing your one-half

share of the payment made to us on account of Our joint one-third interest in

| his husiness.

Kindly acknowledge receipt in full and final settlement of your interest.

Very truly yours,

SJS +B

Encs :—

ExHIBIT NO. 1778

[From the ſiles of Lehman Brothers. Letter from Lehman Brothers to Halsey Stuart &

Co., Inc.]

Confidential.

SEPTEMBER 9TH, 1922.

$13,500,000 DETROIT CITY GAS CoMPANY

FIRST MORTGAGE 25 YEAR 6% GoLD BONDs, SERIEs “A”, DUE JULY 1, 1947

PURCHASING GROUP

Messrs. HALSEY STUART & COMPANY, INC.,

209 South LaSalle Street, Chicago, Illinois.

GENTLEMEN: We acknowledge receipt of your letter of the 7th instant enclos

ing check to our order for $90,000, representing the share of profit derived from

the above account due jointly to Messrs. Goldman, Sachs & Company and our

selves for a one-third interest, which payment is accepted in full and final Set

tlement of our joint interest in this business.

Very truly yours,

SJS 4B

EXHIBIT NO. 1779

[From the files of Lehman Brothers]

Chicago Detroit

New York Minneapolis

Philadelphia St. Louis

Boston Milwaukee

HALSEY, STUART & Co., INCORPORATED

209 South LaSalle Street

CHICAGO, September 7, 1922.

$13,500,000 DETROIT CITY GAs CoMPANY FIRST MORTGAGE TwºNTY-FIVE YEAR

6% GoLD BONDs, SERIEs “A” DUE, JULY 1, 1947

PURCHASING GROUP

Confidential

LEHMAN BROS.,

16 Williams St., New York City.

GENTLEMEN : Referring to your participation in the above named group,

we are pleased to enclose herewith our check to your order for $90,000 repre

senting your share of the profit derived from this account.

Rindly acknowledge receipt in full and final settlement of your interest in

this business.

Yours very truly,

HALSEY, STUART & Co.

LJE MEI
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ExEIIRIT No. 1780

| From the files of Lehman Rrothers]

LEHMAN BROTHERS,

16–22 William Street, New York, September 2nd 1926.

Messrs. GoLDMAN, SACHS & Co.,

27 Pine Street, New York, N. Y.

DEAR SIRs: We attach hereto copy of agreement dated September 2, 1926,

between R. H. Macy & Co., Inc. and ourselves, providing for the sale of

$7,500,000, principal amount of 51490 Serial Gold Debenture Bonds.

We understand that you have a 50% interest with us in this contract as though

you and we were joint equal parties as Bankers, we, however, to have full

and sole control of all matters relative to the sale and distribution of the

Debenture Bonds, the organization of the selling group, the form of prospectus

and advertisement, and all other matters arising under the contract, and the

public offering to be made under our name.

If the foregoing is in accord with your own understanding, kindly so indi

cate by endorsement at the foot hereof.

Very truly yours,

LEHMAN BRos.

We confirm the foregoing and accept the 50% participation above provided,

on the terms specified.

GOLDMAN & Co.

GOLDMAN, SACHS & Co.

By

ExHIBIT No. 1781

[From the files of Lehman Brothers]

(Handwritten) R. H. Macy & Co. stock offering 1922.

Members of the Purchase Group who have accepted

Participation

in Selling

Syndicate

Shares

Goldman, Sachs & Co., Lehman Bros. Joint a/c____________ $1,000,000 10,000

NEW YORK CITY:

American Exchange Securities Co-------------------- 100,000

Bernhard, Scholle & Co.------------------------------ 400,000 2,

Barney & Co. (C. D.)------------------------------- 150,000 1,

Gimbel Brothers, Bankers---------------------------- 500,000 5,

Goldschmidt & Co. (H. P.)--------------------------- 50,000

Hallgarten & Co------------------------------------- 500,000 2.

Hayden, Stone & Co- -- - 100,000

Hutton & Co. (E. F.) –––––––––––––––––––––––––––––––– 100,000

Halle & Stieglitz -- 150,000

Kidder, Peabody & Co.––––––––––––––––––––––––––––––– 250,000 1,

Ladenburg, Thalmann & Co 100, 000

Lazard Freres--------------------------------------- 200,000 1,

Lipper & Co. (Arthur) ––––––––––––––––––––––––––––––– ,000 5,

Merrill, Lynch & Co.---------------------------------- 50,000

McDonnell & Co.— 50,000

Newburger, Henderson & Loeb_______________________ 500,000 8,

Naumburg & Co. (E.) –––––––––––––––––––––––––––––––– 50,000

Newborg & Co-----
-- 100,000

Redmond & Co.--------------------------------------- 100,000

Salomon Bros. & Hutzler----------------------------- 100,000

Seligman & Co. (J. & W.) –––––––––––––––––––––––––––– 200,000
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ExHIBIT No. 1782

[From the files of Lehman Brothers]

OCTOBER 26, 1925.

MEMORANDUM

Following the talk Arthur Lehman had with Mr. Catchings on Friday, October

23rd, a further conference was held at the home of Arthur Sachs on Sunday,

October 25th, at 9 o'clock. There were present at this conference: Messrs.

Waddill Catchings, Arthur Sachs, Arthur Lehman, Herbert H. Lehman.

The conference throughout was marked by a temperate and amicable spirit.

At its beginning I explained to our associates that I had not been present at

any of the previous conferences and that I was desirous of knowing exactly

what was in their minds. Mr. Catchings and Mr. Sachs thereupon set forth

their understanding as to the future relations of the two houses with regard

to old business. They reiterated strongly that it was their understanding and

desire, as previously set forth, that our joint relation to all Companies previ

ously financed by the two houses was to remain exactly as it had been in the

past, save that a different arrangement be entered into now with regard to the

National Dairy Products Co. and later possibly with regard to Lehn & Fink.

With the exception of these two Companies, the interest of the two houses on

any business relating to all of our old companies was to continue on an abso

lutely equal basis. With regard to the National Dairy Products Co. they took

the following position:

Mr. Catchings has been for many months, and is now spending a large portion

of his time on the affairs of this Company. Mr. Clarence Dauphinot is doing

the same. They felt that a very large part of the recent development of the

Company was due to their efforts, and that this situation would continue in

the future. They felt, therefore, that so far as this Company was concerned

they were entitled to larger compensation in connection with any transactions

that might be effected.

They felt also that the same situation might develop in Lehn & Fink, and

although this had not thus far been the case, they felt that if the situation

did develop in Lehn & Fink as it had in the National Dairy Products, their

preferential position in that Company should also be recognized by us. They

were willing, however, to leave the relations in respect of Lehn & Fink open

to further discussion and until it could be ascertained whether or not their

relations to this Company were of Outstanding importance as compared to

Our OWI).

Mr. Catchings stated that he had discussed the National Dairy Products

situation with Mr. Philip Lehman before the latter sailed for Europe, and

that he had definitely stated the attitude and feelings of Goldman, Sachs & Co.

in respect of this company. He advised us that in this talk he had told Mr.

Philip Lehman that he thought a reasonable share of the profits in connection

with the acquisition by the National Dairy Products Co. of the Philadelphia

Company would be 20%, and that as Mr. Philip Lehman demurred he had

agreed to give us 25% of any compensation that might be received or profits

made. Both Mr. Catchings and Mr. Sachs stated that they thought in future

a reasonable compensation to us on any business for or in connection with

the National Dairy Products Co. would be a minimum of 15%, but that this

percentage might be increased for various reasons. We pointed out that while

there might be justification for their position in respect to transactions affect

ing neither public financing nor a financial commitment, we felt that in the

Sheffield Farms matter the situation was very different because this particular

transaction involved both public financing and a financial commitment. A

discussion followed on this subject and Arthur and I finally asked that they

set forth a definite proposal to us. Their proposal was that they would give

us on any business for or in connection with the National Dairy Products Co.

a minimum of 15%, but that on the specific business now under discussion

they would give us a participation of 20%. Mr. Catchings and Mr. Sachs there

upon retired and Arthur and I discussed the matter. We agreed to say that

we felt that we were entitled to at least 25% on this business and that if

our position was not recognized we would prefer to accept their original pro

posal of 15% rather than the 20%, which we felt was offered as a compromise

and simply to satisfy us. Mr. Catchings and Mr. Sachs after consultation

suggested the following: They stated that they had not sufficiently taken into

account the fact that in connection with the Sheffield Farms business there

was public financing and that they realized that this changed the situation.
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They proposed, therefore, that with regard to that portion of the transaction

which involved public financing our share be equal to theirs as it involved

relations to the public in which they did not desire to have any preferential

position as compared to our own; that so far as that portion of the transaction

which involved a purchase of shares of the Company and which did not entail

public financing, we accept a 20% participation; that on all future transac

tions for or in connection with the National Dairy Products Co. our interest

be a minimum of 15%, but that this percentage might be larger as future

conditions developed. This suggestion was accepted by us and both Arthur

and I stated that in making our first suggestion it had not been our disposi

tion to trade, and that in order to show our good faith and the fact that

we were not concerned with a monetary consideration, we would be willing,

now that our position with regard to public financing had been recognized

by them, to have them reduce our interest in the public financing if in

their opinion it was necessary to include other partners in the business. This

they stated would not be necessary as they had already included another

house with an interest of 10%, so that there was 90% in interest to be divided

among the three original partners of the business.

We thereupon proceeded to discuss the Lehn & Fink business, and it was

agreed to leave this matter in abeyance until the situation developed further. It

will be proper to take this matter up again for definite disposition as soon as the

relative position of the two houses in connection with this business is more

clearly defined, and that the decision in connection with this business would be

based on the relative activity and usefulness of our two houses to Lehn & Fink.

With regard to all other businesses we agreed, as outlined above, to leave the

matter exactly as it had been for so many years in the past. On all business for

or in connection with the Companies which we have already financed, save

those two enumerated above, the interest Of Our two houses will be identical.

If conditions should be changed in respect to any of these Companies, the mat

ter would be one of careful discussion between our two houses. It was agreed,

however, that no change would be made to take effect except after a reasonable

period from the time of the discussion, or which could be to the advantage of

either house in connection with any undertaking consummated or under con

templation. This understanding was accepted by all.

After the points described above were disposed of, there was a very frank

(liscussion participated in by all with regard to the future relations of the two

houses, and suggestions were made which it is hoped will result in a better

understanding of some of the matters which have troubled us. The meeting

adjourned at about 1 o'clock.

EXHIBIT NO. 1783

[From the files of Lehman Brothers]

JANUARY 5, 1926.

MEMORANDUM OF I&ECENT CONVERSATIONs BETween GoLDMAN, SACHS & Co. AND

LEHMAN BROTHERS REGARDING THE FUTURE RELATIONSHIP BETweeN THE Two

FIRMS.

1. With respect to the corporations specified on the attached list it will be the

desire of the two firms to do any financing which may arise in the future upon

the basis of the same relative interest in such financing which the firms had in

the original business with respect to such company. Such business shall be

handled either in the office of Goldman, Sachs & Co. or in the office of Lehman

Brothers as indicated on the attached list.

2. Each firm shall endeavor to maintain the present relationship of the other

firm or of any of its members with the respective listed companies.

3. If any of the listed companies refuses in the future to have either firm

participate in a piece of financing, the other firm will endeavor to have such

excluded firm afforded a full opportunity of presenting its case; but if the corpo

ration in question still maintains its refusal the other firm shall be free to do

the business itself either alone or with other houses, offering to the other firm

its participation in the profits and losses provided the company in question does

not object to such offering.

4. The relatiousllip of the two houses with respect to financing business for

The National Dairy Products Corporation and for Lehn & Fink Products Com

pany shall be as set forth in the memorandum prepared by Mr. Herbert Lehman

dated October 26, 1925.
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5. If the future financing results from, or pertains to a corporation resulting

from, a consolidation of one or more of the corporations included in the accom

panying list, and such corporation or corporations or its or their stockholders

receive (including a proportionate share of what the Bankers acquire) less

than one-half of the total securities, including cash, issued in connection with

the consolidation, then the firm originating the consolidation shall endeavor

to give the other firm an interest in the financing substantially equivalent to

the proportion which such other firm's interest in the original financing of the

listed corporation in question bears to the total new securities issued on the

consolidation.

6. With regard to any financing not pertaining to any of the listed corpora

tions either firm is at liberty at any time to make proposals to the other firm,

but neither firm is under any commitment to the other excepting to the extent

voluntarily made in each case. In thus relieving each firm of such commitments,

banks or security houses committed through either firm are similarly relieved.

7. Any trading account formed by either firm in association with any of the

listed corporations or any official thereof shall be managed by the firm specified

on the accompanying list with respect to such corporations, but each firm shall

be free to determine its relative participation in such trading account, having

the option to participate in the primary profit and losses thereof up to its pro

portion in the original business of the two firms with respect to such corpora

tion. Except as herein provided each firm shall be free to form and manage

trading accounts in any Securities of the listed corporations.

8. Wherever joint financing business is done for any of the listed corporations

the names of the two firms shall be used.

9. The arrangements herein outlined are conditioned upon the observance by

each firm of its obligations hereunder and upon a continuation by each of the

sense of obligation arising out of the relationship of the two firms in the past.

GOLDMAN, SACHS & Co.

LEHMAN BROS.

GOLDMAN, SACHS & CO.

American Metal Co. Merck & Co.

American Wholesale Corp. Munsingwear, Inc.

Archer-Daniels-Midland Co. National Cloak & Suit Co.

Brown Shoe Co. National Dairy Products Corp.

Brunswick-Balke-Collender Co. Paris-Lyons-Mediterranean Co.

Campbell Soup Co. Pet Milk Company

Cluett, Peabody & Co. Phillips-Jones Corporation

Continental Can Co. Pillsbury Flour Mills, Inc.

Findicott-Johnson Corp. Postum Cereal Co.

General Cigar Co. Robert Reis & Co.

Gimbel Bros. Sears, Roebuck & Co.

Jewel Tea Co. Franklin Simon & Co.

Kelly-Springfield Tire Co. Standard Milling Co.

Kelsey Wheel Co. Studebaker Corp.

S. H. Kress & Co. Van Raalte Co.

Fried. Krupp, Ltd. F. W. Woolworth Co.

B. Kuppenheimer & Co. SloSS Sheffield Steel & Iron Co.

Lehn & Fink Products Co. The B. F. Goodrich Co.

Long-Bell Lumber Co. H. J. Beinz & Co.

Manhattan Shirt Co. Lawyers Title & Trust Co.

May Department Stores Co.

LEEIMAN BROTHERS

Amalgamated Leather Co. Phoenix Hosiery Co.

American Light & Traction Co., subsid: Pierce Petroleum Corp.

iaries Detroit City Gas Co., St. Paul Spear & Co.

Gas Light Co., San Antonio Public Leonard Lietz, A. G.

Service Co. Underwood Typewriter Co.

Anglo-Chilean Consolidated Nitrate Yellow Cab. Manufacturing Co.
Corp. and Guggenheim Bros. Knickerbocker Ice CO. -

Bing & Bing, Inc. National Enameling & Stamping Co.

Cuyamel Fruit Co. Stern Brothers

R. H. Macy & Co.
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“Exhibit No. 1887,” introduced on p. 12367, is on file with the committee.

“ExHIBIT No. 1785,” introduced on p. 12367, is on file with the committee.

“Exhibit No. 1786,” introduced on p. 12367, is on file with the committee.

“Ex ºrbit No. 1784,” introduced on p. 12367, is on file with the committee.

ExHIBIT No. 1788

[From the files of Goldman, Sachs & Co.]

WC: G JANUAEY 26, 1927.

Mr. PHILLIP LEHMAN,

16 William Street, New York, N. Y.

DEAR MR. LEHMAN: I am glad to acknowledge receipt of your letter of º:

25th instant, and to confirm the substitution of the following for paragraph

of the agreement dated January 5, 1926: ll be
“These arrangements do not apply to trading accounts, and each firm sha r

free to form and manage trading accounts in any securities of the listed *;

porations without offering the other a participation therein. .

either firm acquires a block of securities of any of the listed tºº." uch

than by purchase in the open market, or acquires an option on a block 0 º its

securities, it shall afford the other the option to participate therein up such

proportion in the original business of the two firms with respect tº

corporation.” hat the

It hardly seems necessary to redraft the agreement, and I suggest t f the

same result can be accomplished by attaching this letter to your copy "

above mentioned agreement.

Yours very truly,

(Signed) Waddill, CATCH*

ExHIBIT NO. 1789

[From the files of Lehman Brothers]

Boston—Chicago—Philadelphia—San Francisco–St. Louis

(Hand written:) Signed copy sent to G. S. & Co. 10/5/29.

GoLDMAN, SACHs & º,929

AEIG : MS 30 Pine Street, New York, October * *

LEEIMAN BROTHERs,

1 William Street, New York, N. Y. d, 1929.
DEAR SIRs: With reference to the agreement to be dated October 3r 'to the

which we propose to enter into with Gimbel Brothers, Inc., with * offering

formation of a syndicate for the underwriting of 168,000 shares ºf iºn Ouſ

of 373,500 shares of its common stock to its stockholders, this is to *

understanding with you as follows: 50% interest

1. Lehman Brothers and Goldman, Sachs & Co. shall each have *. rvices in
in the compensation to be paid by the Company to them for their Se share

forming the Syndicate, and in the event such syndicate is formed, agreement

...º: of Syndicate Managers as in the above mentioned

Set forth in the same proportion. be

2. We attach j.". . of the Syndicate Agreement in thisjºr
dated October 4th, 1929, and request that you confirm our understan parties

We are authorized to sign such Syndicate Agreement in your behalf i.magers,

of the first part, and that we are to act as agents for the Syndicatº to in th
keep... the Syndicate books, manage the trading account referred ents of

Syndicate Agreement and that we are authorized to sign all dº!”

letters in connection with the syndicate in hair of the syndicate M*
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Please confirm the foregoing by signing and returning the enclosed duplicate

of this letter, whereupon it will constitute a binding agreement between us.

Very truly yours,

(Hand written:) 25 & ———— of which we have 50%—agm't to

COIne.

ExHIBIT NO. 1790

[From the files of Lehman Brothers]

Boston—Chicago—Philadelphia–San Francisco—St. Louis

GOLDMAN, SACHS & Co.,

30 Pine Street, New York, October 10, 1929.

LEEIMAN BROTHERS,

1 William Street, New York, N. Y.

DEAR SIRS : With reference to the Agreement dated October 10, 1929 which

we propose to enter into with The May Department Stores Company providing

for the underwriting by us of an offering of 116,934 shares of its Common

Stock to its Common stockholders with the right to form a syndicate in connec

tion with such underwriting, this confirms our understanding with you as

follows:

1. Lehman Brothers and Goldman, Sachs & Co. shall each have a 50% interest

in the compensation to be paid by the Company to them for their services in

forming the Syndicate, and, in the event such Syndicate is formed, shall share

in the obligations of Syndicate Managers as in the above mentioned agreement

set forth in the same proportion.

2. Goldman, Sachs & Co. and Lehman Brothers shall be Managers of any

Syndicate formed pursuant to the above mentioned agreement and we shall have

the right to sign the Syndicate Agreement in your behalf. Goldman, Sachs &

Co. may evercise alone all authority and discretion in connection with the

above mentioned agreement and vested in the Managers of the Syndicate by

the terms of the Syndicate Agreement, may give such notices under the above

mentioned agreement to the Company and to any Syndicate so formed, may

make such modifications as to the terms of such agreement and Syndicate

Agreement as in their opinion may be necessary or appropriate and as do not

change the general nature of the transaction, and may do all such things in

connection therewith as they may in their Sole discretion from time to time

deem advisable. We shall have the right to send out all notices in connection

with such agreement and syndicate in our joint names.

Please confirm the foregoing by signing the enclosed duplicate of this letter,

whereupon it will constitute a binding agreement between us.

Very truly yours,

GOLDMAN, SACHs & Co.

CoNFIRMED : October , 1929.

LEHMAN BROS.

(Lehman Brothers)

(Arthur L.)

EXELIBIT No. 1791

[From the files of Lehman Brothers]

Boston—Chicago—Philadelphia–San Francisco–St. Louis

GoLDMAN, SACHs & Co.,

80 Pine Street, New York, March 14, 1928.

ABK: EMcG

THE B. F. GoodRICH CoMPANY, CoMMON Stock UNDERWRITING SYNDICATE

Messrs. LEHMAN BROTHERS,

16 William Street, New York, N. Y.

; DEAR SIRs: Referring to our letter of January 4, 1928, we wish to advise you

that we have this day received from the Bankers Trust Company, check in the

ſ

ſ
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amount of $53,133.04, representing our one-third (%) share of the net profit

realized in the above-named account.

We accordingly enclose herewith check in the amount of $26,566.52 repre

senting your one-half (44) share thereof.

Kindly acknowledge receipt of said check in full and final settlement of the

one-half (1/2) share in our interest Subrogated by us to you.

Yours very truly,

GOLDMAN, SACHS & Co.

Enclosure.

(Handwritten :) OK

ExHIBIT NO. 1792

[From the files of Lehman Brothers]

NEw York, April 22, 1930.

Messrs. LEHMAN BROTHERS,

1 William Street, New York, N. Y.

DEAR SIRS : We enclose herewith a draft of the underwriting agreement dated

April 22, 1930, which is about to be entered into between The B. F. Goodrich

Company, on the one hand, and Otis & Co., Goldman, Sachs & Co. and Chase

Securities Corporation, as Bankers, on the other hand, providing among other

things for the underwriting by the Bankers of the proposed offering by The B. F.

Goodrich Company to its stockholders of $30,000,000 of Fifteen-Year 6% Con

vertible Gold Debentures of The B. F. Goodrich Company at 98 and accrued

interest. The three above named banking houses are jointly and severally

liable for the Bankers' obligations under this underwriting agreement; and by

arrangement among themselves each of the three above named banking houses

has a thirty-one and one-third per cent. interest in this underwriting and

Continental Illinois Company and The C-T Securities Company each has a three

per cent. interest in this underwriting.

This is to confirm our understanding with you that we have subrogated to

you one-half of our own interest in this original underwriting agreement (as

distinct from any subsequent syndicates or groups) and that you are to share

equally with us all the benefits, profits, risks, liabilities and expenses incident

to our entering into Said agreement on the terms above stated. It is under

stood that the terms of the underwriting agreement as finally executed may

vary in some respects from the enclosed draft and that we shall also be free

in our uncontrolled discretion to refrain from entering into any underwriting

agreement if we deem advisable.

It is understood that the three above named banking houses shall be free

to form such Syndicates and groups for the purpose of taking over the under

writing commitment or for purchasing or disposing of any Debentures not

subscribed for by the stockholders, on such terms and conditions and at such

prices for the Debentures as they may in their uncontrolled discretion deter

mine. We enclose a copy of the Underwriting Syndicate letter dated April 21

1930, under which an underwriting syndicate is already being formed for

the purpose of taking over the underwriting commitment on the terms therein

Stated.

Please confirm your acceptance of the foregoing by signing and returnin

onclosed duplicate of this letter, whereupon it will cººlie al biº. #:
ment between us.

Very truly yours,

(Signed) GoLDMAN, SACHs & Co.

(Lehman Brothers)
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ExEIIBIT NO. 1793

[Erom the files of Lehman Brothers]

Boston—Chicago—Philadelphia—San Francisco—St. Louis

GOLDMAN, SACHS & Co.,

30 Pine Street, New York, October 30, 1930.

ABIK : EMCG

THE B. F. GOODRICH COMPANY

FIFTEEN YEAR 6% CONVERTIBLE GOLD DEBENTURES

PURCHASE GROUP

Messrs. LEHMAN BROTHERS,

1 William Street, New York, N. Y.

DEAR SIRS: Referring to our letter of April 22, 1930, we wish to advise you

that we have this day received from Otis & Co., check in the amount of

$140,394.53 representing our pro rata share of the original profits realized in

the above-named business.

Inasmuch as we subrogated to you a one-half (1/2) of our own interest in

such purchase, we enclose herewith check in the amount of $70,197.26 repre

senting your share thereof.

Kindly acknowledge receipt of same in full and final settlement of such

interest which we subrogated to you by signing and returning to us the dupli

cate of this letter.

Yours very truly,

per pro GOLDMAN, SACHS & Co.

A. B. KLEPPER.

Enclosure.

(Hand written :)———

ExHIBIT No. 1794

[From the files of Lehman Brothers]

Iłoston—Chicago—Philadelphia—San Francisco—St. Louis–Seattle

GoLDMAN SACHs & Co.,

30 Pine Street, New York, May 5, 1926.

ABE : GOT

CONFIDENTIAL.

$1,000,000.00

PILLSBURY FLOUR MILLS, INCORPORATED

SERIAL 5% 7% COLLATERAL TRUST NoTEs

ORIGINAL PURCHASE ACCOUNT

Messrs. LEHMAN BROTHERS,

16 William Street, New York, N. Y.

DEAR SIRs: Referring to our letter of February 27, 1926, we wish to advise

you that all the Notes contained in the above Account have been disposed of.

We have, therefore, terminated said Account as of the close of business today,

and enclose herewith check for $5,789.39, representing your one-third share of

the profits contained therein.

Kindly acknowledge receipt of same in full and final settlement of your

interest therein.

Yours very truly,

per pro GOLDMAN, SACHS, & Co.,

T. E. MCCURLIFFE.

Encl.

(Handwritten :) Cr. Syndicate Profits. J. E. C.

(Initialed:) JLK.

124491–40—pt. 24—27
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ExHIBIT NO. 1795

[From the files of Goldman, Sachs & Co. 1

ALBERT C. LORING, President.

CHARLEs S. PILLsbury, Vice Prest.

John S. Pillsbury, Vice Prest.

ALFRED F. PiLLsbury, Treasurer

CLA hºl, H EMPSTEAD, Secretary.

HILLSBURY FILOUR MILLS COMPANY

Minneapolis, Minn., U. S. A.

ExECUTIVE OFFICES

(Handwritten :) S J W–Please note return. EHG.

MAY 31, 1927.

GoLDMAN, SACHS & Co.,

30 Pine Street, New York City.

Lane, Piper & Jaffray, Inc., Minneapolis, Minnesota.

(Attention of Mr. Catchings.)

DEAR SIRs: Upon the return of Mr. John S. Pillsbury and Mr. Clark Hemp

stead, a conference of our directors was held, resulting in a letter to Lehman

Brothers, a copy of which is enclosed.

We have determined that it is for our best interests to satisfy only two

banking houses, and therefore do not wish you to offer any participation in

the profits of this business to Lehman Brothers or anyone other than yourselves.

Respectfully yours,

A. C. LoRING,

President, Pillsbury Flour Mills, Incorporated.

Encl.

ExHIBIT NO. 1796

[Letter from files of Lehman Brothers.]

(Hand written.) Cuyamel.

MARCH 13, 1925.

Messrs. Goldman, Sachs & Co., A. G. Becker & Co., Ames, Emerich & Co.,

Hibernia Bank & Trust Company, Newman, Saunders & Co., Inc., Central

Union Trust Company of New York, Mr. S. ZEMURRAY.

GENTLEMEN:—Referring to the contract of even date herewith, between

Cuyamel Fruit Company, and Lehman Brothers, Goldman, Sachs & Co., and

A. G. Becker & Co., for the purchase of $5,000,000 Fifteen Year 6% Sinking

Fund Gold Bonds of Cuyamel Fruit Company, please confirm our understanding

as follows:

Each of the following have an interest in such contract in the following

almounts:

Lehman Brothers--- - $950, 000

Goldman, Sachs & Co ---- - ---- $950, 000

A. G. Becker & Co--------------------------------------- $500,000

Ames, Emerich & Co------------------------------------ $500,000

Newman, Saunders & Co., Inc.--------------------------— $400,000

Hibernia Bank & Trust Company------------------------ $400,000

Central Union Trust Company--------------------------- $300,000

S. Zemurray–––––––––––––––––––––––––––––––––––––––––––– $1,000,000

$5,000,000

In the case of S. Zemurray, it is understood that his share of the profits

of the Group is to be reduced by 1% 9% of the principal amount of the Bonds

representing his interest, and that such amount shall be distributable to the

members of the Group other than Central Union Trust Company and himself in

proportion to their interests.

Please confirm our understanding that we are authorized to sell such Bonds

for the Group upon such terms and conditions as we may determine and in
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connection therewith to form such Bankers Syndicate, Syndicate and/or Selling

Group and upon such terms and conditions as we may determine of which

we, Goldman, Sachs & Co., A. G. Becker & Co., and Ames, Emerich & Co.,

shall be the Managers.

Kindly confirm your understanding of the above by signing the enclosed

duplicate.

Yours truly,

Confirmed.

ExHIBIT No. 1797

[From the files of Goldman, Sachs & Co.]

Boston—Chicago—Philadelphia—San Francisco—St. Louis

GOLDMAN, SACHS & Co.,

30 Pine Street, New York, October 15th, 1928.

LG : AS

MESSRS. LEHMAN BROTHERS,

16 William Street, New York, N. Y.

DEAR SIRs: With reference to the contract which we are jointly to enter into

with Pet Milk Company, a Delaware corporation, for the purchase, at the price

of $33 per share, of 55,161 shares without par value of its common stock to be

presently issued, this is to confirm our understanding with you as follows:

(1) Our two firms and our associates are respectively to have an interest in

and liability under the above-mentioned contract with Pet Milk Company and

in the account formed by us in connection therewith as follows:

Goldman, Sachs & Co---------------------------------------- 33% 9%

Lehman Brothers–––––––––––––––––––––––––––––--------------- 33% 9%

J. S. Alexander and associates–––––––––––––––––––––––––––––––– 16% 9%

John Rovensky---------------------------------------------- 16% 9%

All profits, losses, and expenses incident to the transaction shall be treated as

profits, losses and expenses of this account.

(2) Our two firms shall be joint managers of this account and of any syndi

cate or group formed by us for the offering of the above-mentioned shares of

stock; but Goldman, Sachs & Co., acting alone and either in the names of our

two firms as managers or in their own name alone, may execute the above

mentioned contract in such form, may exercise all of the authority and discre

tion vested in us by the terms of this agreement or otherwise in connection

with this account, may give such notices under the above-mentioned contract,

may make such modifications therein (whether of form or of substance), may

make such compromises and settlements thereunder and may do all such things

in connection therewith, as they may in their sole discretion from time to time

deem advisable. The names of our two firms shall appear together in any

advertisement or communication to dealers in connection with the offering or

sale of the Stock hereunder.

(3) We shall be authorized, for this account, to borrow money and/or stock

from such persons (including ourselves) and upon such terms and conditions,

and to pledge as security therefor any shares of stock or other assets held in

such account, including your and our obligations hereunder, as we may in our

discretion from time to time deem advisable, and to take up and pay for, and

to deal with for such length of time as we may see fit, any or all of the above

mentioned shares of common stock, including the right to offer and resell, and

to secure the underwriting of the resale of, any or all thereof, on a “when

issued” basis or otherwise, at such prices, to or through such persons (including

ourselves) or such syndicates or groups (in which we may participate and of

which we may be the managers) and upon such terms and conditions as we

may in our sole discretion from time to time determine, and to publish such

advertisements and circulars in connection therewith as we shall in our sole

discretion approve.

(4) We shall also be authorized for this account to trade in the common

stock of Pet Milk Company, with full discretionary powers, subject to the limi

tation that the net commitment of the account at any one time, for long or short
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account, shall be limited to 20,000 shares (in addition to any unsold balance of

the above mentioned 55,161 shares taken up and paid for by us and at the time

remaining on our hands).

(5) We may call upon you, on two days' notice, to take up for carrying pur

poses only, your pro rata share of the stock held for this account, and we may

call upon you at any time to put up collateral in such amounts as we may

deem advisable.

(6) The duration of this account shall be for such period as we shall from time

to time determine, but not to exceed one year from the date of our taking up and

paying for the above-mentioned 55,161 shares of Common stock.

(7) At the expiration of this account, you shall take up and pay for your

pro rata interest in any net long position of the account, at the net cost thereof

to the account, or shall contribute your pro rata portion of the stock necessary

to make good any net short position of the account. We may, however, sell any

or all such shares then held for the account, or may turn over any such net

short position, or any part thereof, of the account, upon such terms as we may

deem advisable, to any person or group and we may participate in the purchase

or taking over thereof.

If the foregoing is in accordance with your understanding, will you kindly sign

and return the enclosed duplicate of this letter, whereupon it will constitute a

binding agreement between us.

Very truly yours,

GoLDMAN, SACIIs & Co.

ExHIBIT No. 1798

[Copy from the files of Lehman Bros.]

FEBRUARY 6, 1936.

Reply * * *

To: Mr. Philip Lehman,

Mr. Robert Lehman,

Mr. Monroe C. Gutman,

Mr. Paul Mazur,

Mr. Wm. J. Hammerslough,

Mr. John Hertz,

Mr. E. J. Bermingham.

See G. S. Statistics.”

Messrs GOLDMAN, SACHS & Co.,

30 Pine Street, New York City.

GENTLEMENS As of October 26, 1925, and January 5, 1926, you and we agreed

to memoranda setting forth a mutual understanding that appeared to both of us

equitable and satisfactory. Briefly and generally stated, these memoranda out

lined the arrangements as they related to both of us and our equal participation

in future financing for a list of corporations. The list embraced those corpora

tions with which our two firms had a relationship over a great many years.

We believe we have proceeded completely in accordance with these memoranda

and their spirit. The recent instances of the financing plans for Brown Shoe,

National Dairy, and Endicott Johnson indicate clearly that you have not felt

bound by your agreements with us, in spite of the fact that no notice has as yet

been given us of the termination of the arrangement to which both firms were

parties.

In view of the situation, we see no alternative for us but to inform you that

inasmuch as the arrangement has not been controlling upon you for some time,

we cannot accept any longer any commitment inherent within our written arrange

ments which we have always assumed as controlling upon us.

We feel that we have done our utmost to fulfill an arrangement which both

of us had decided to continue; but we feel also that you have made further

continuance of our arrangement no longer possible.

Very truly yours,

jmh—mf

cc to Mr. Arthur Lehman,

Mr. Allan S. Lehman.

1 Handwritten, illegible.

* Haudwritten.
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ExHIBIT No. 1799

[From the files of Lohman Brothers]

Boston—Chicago—Philadelphia–St. Louis

(Handwritten :) Joint Sales. No precedent. Joint Managers. Public Issue—

Advertise.

GOLDMAN, SACHS & Co.,

30 Pine Street, New York, June 25, 1935.

RWEI: MW

CONFIDENTIAL

Re: Brown Shoe Company, Inc.

LEHMAN BROTHERs,

One William Street, New York, New York.

Attention : Mr. John M. Hancock

(Handwritten:) St. Louis. Horton. Time, 6:05. Train, Penn. Space,

65.66, Car 154. Person. 4 pm.

GENTLEMEN: There is enclosed a memorandum of understanding relative to

possible financing for the above-named company. This memorandum was written

after discussion this morning with Mr. E. R. McCarthy, Vice President of the

company, who is conducting the negotiations for the company. This memo

randum reflects the results of our discussion this morning, but it is not a contract,

nor has it been initialed by either the company or ourselves; and it is subject to

revisions which may result tomorrow from discussions with the company's

counsel. The company's counsel was not present at our discussion this morning.

Certain provisions of this memorandum appear to us quite drastic and possibly

not in the best interests either of the company or of the underwriters. We have

in mind, therefore, the possibility of volunteering to modify certain of these

provisions as the negotiations are concluded, as, for example, to provide for the

call of the debentures at any time on forty-five days' notice and to provide for

issuance of additional funded debt subject to restrictions as indicated on the

enclosed alternative Page 3.

We believe that this prospective business should be kept as confidential as

possible until the filing of the registration statement and even then we con

template that the coupon rate on the new debentures will not be stated, but will

be added to the registration statement by subsequent amendment.

We should appreciate your confirming that you are in substantial agreement

with the terms of this memorandum and also that you agree that Goldman, Sachs

& Co. is to receive a fee of 34% of the principal amount of the debentures pur

chased, as compensation for services in connection with the purchase and sale of

the debentures.

Very truly yours,

(Initialled :) J. M. H. 6/27/35.

GOLDMAN, SACHS & Co.

ExHIBIT NO. 1800

[From the files of Goldman, Sachs & Co.)

New York—Boston—Philadelphia—Chicago

GOLDMAN, SACHS & Co.

314 North Broadway

WALTER J. CREELY, MANAGER

Telephone Chestnut 9070

St. Louis, June 26, 1935.

Mr. WALTEI: E. SACIIs,

New York: Office.

DEAR Mr. SACHS: The good news contained in yours of the 24th far outweighs

the bad news. Naturally I am disappointed to learn that Stix, Baer & Fuller

have decided to do nothing at the present time. I think we should watch it

closely, as they will undoubtedly see more of this refunding, which should have

a tendency to whet their appetite.
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I congratulate you on the Brown Shoe Co. matter. I learned this three or

four days ago and, of course, I have been sleeping well ever since. I hope it

will not be necessary to take in more than one partner, (if that) and that your

office will also confer with me when it comes to arranging the selling group

of St. Louis dealers. You may be sure all this will be held in strict confidence

until it is given to the press.

Very truly yours,

WJC :AO

WALTER J. CREELY.

ExHIBIT No. 1801

[From the files of Goldman, Sachs & Co.]

wº Marked “Confidential”

ES–mah JUNE 28, 1985.

Mr. WALTER J. CREELY,

C/o Goldman, Sachs & Co.,

St. Louis, Mo. º

DEAR CREELY: I have your letter of June 26th.
- tW0

As you probably know, Bob Horton is out in St. Louis for a day or . |

helping the Brown Shoe people on their registration statement, etc.. Iºt
if he is not too busy, that you try to have him give you a few minutes, 80

you can give him direct your views as to the St. Louis dealers. ld

I don't know quite what you mean by the word “partner.” We have .ºe
contractual obligation to do this business with Lehman Bros., but they "" i

will be the only underwriters. to St.
We will, of course, form a selling group, giving special consideratiºn an .

Louis dealers, but reserving a sufficient amount for ourselves, 80 that We i0ſ, St

sell quite a few bonds in St. Louis ourselves and make the selling*:
We have not worked this out in detail as yet, but our present idea is ºmith º:

particular consideration in the selling group to Gatch Bros. and º, Bros.

Moore and probably in a lesser degree to Stiefel and perhaps Franc same 3

However, you might give Horton, or if you cannot reach him, send the º

on to me, your idea as to the St. Louis dealers. Naturally, this

- - - hing now is to prepare tºWork will come somewhat later, as the important thing formation of the

registration statement, the indenture and the prospectus, the be ready

selling group coming a little later. As things look now, we hope to 3.

to sell the issue about August 1st. H.

Sincerely yoursy y y GoldMAN, SACHS & Co.,

--

ExHIBIT No. 1802 s

[From the files of Lehman Brothers] !

Boston—Chicago—Philadelphia—St. Louis

CO., 4

GoLDMAN, SACHS & 5.

so Pine street, Neº Scºtºmier *, *

AI3K: EMCG

Brown SHOE Co., INo.—FIrrºrN.YEAR 334% SINKING FUND Dº” s

DUE AUGUST 1, 1950

Messrs LEHMAN BROTHERs,

1 William Street, New York, N. Y. ting cºur

DEAR SIRs: Having charged your account with $5,000.00 tºº. encloº &
pensation due us, for our services in connection with this busineº, tº realize

herein our check in the amount of $30,000.00 on account of the 9 00 princiº

by you with respect to your several purchase and sale of#º:
amount, of the above described Debentures, together with Yºº. ountshare of the balance arising from transactions in the Purchaser Account.
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Aſ such time as we receive the 1%."o discount on the preferred stock re

deemed, we shall then account to you in full for the balance of the profits due

you in connection with this business.

Kindly acknowledge receipt of same by signing and returning to us the

duplicate of this letter.

Yours very truly,

per pro GOLDMAN, SACHs & Co.

A. B. KLEPPER.

ENCLOSURE

(Handwritten :) Cr. Synd. Profits.

ExHIBIT, 1803

[From the files of Lehman Brothers]

Boston—Chicago—Philadelphia—St. Louis

GOLDMAN, SACHS & Co.,

30 Pine Street, New York, December 16, 1935.

ABE : EMcG

Brown SHOE Co., INC.—FIFTEEN-YEAR 3% 9% SINKING FUND DEBENTURES

DUE AUGUST 1, 1950

Messrs LEHMAN BROTHERS,

1 William Street, New York, N. Y.

DEAR SIRs: Referring to our letter of September 27, 1935, we wish to advise

you that we have this day accounted to Brown Shoe Company in connection

with the interest adjustment and discount on the preferred stock redeemed

and accordingly there is a balance in the account of $6,674.28.

We therefore enclose herein check in the amount of $3,337.14, same repre

senting your one-half (1/3) share thereof and being the balance due you in

full and final settlement of your interest in the above named account.

Kindly acknowledge receipt of same by signing and returning to us the

duplicate of this letter.

Yours very truly,

per pro GoLDMAN, SACH's & Co.

A. B. KLEPPER.

ENCLOSURE

(Handwritten :) Cr. Grigº Purehase Syndicate Profits.

ExHIBIT No. 1804

[From the files of Goldman Sachs & Co. Letter from H. S. Bowers to George W. Johnson]

HSB.BEW

JANUARY 31, 1936.

Mr. GEORGE W. JoB NSON,

c/o Endicott Johnson Corporation, Endicott, N. Y.

DEAR GEORGE: Supplementing our talk over the telephone last night, I thought

you would be interested in learning of the reaction we got from the very best

investment bankers down here as to the Endicott Johnson underwriting.

It is the custom for the house leading such a business privately to sound out

by word of mouth important possible underwriters well ahead of the actual

signing of the contract. We therefore approached Morgan, Stanley & Co.—this is

the investment security end of J. P. Morgan & Co.—Kuhn, Loeb & Co., Brown

Barriman & Co., and The First Boston Corporation. These last two concerns

are the most active and leading houses in selling investment securities in the

country. Every one of these concerns was delighted to be included in the

business, and I think you could not help but have been pleased if you could

have heard their comments regarding Endicott Johnson. Some knew more

about the concern and some knew less, but instantly, when we mentioned the
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name, “That's a fine concern” came back the answer, and What struck me and

pleased me more than anything else was the comment which we got, both from

Morgan, Stanley & Co. and Kuhn, Loeb & Co., “We like that concern very much

because they have an extraordinarily fine and exceptional labor policy”. Frankly,

I was rather surprised that some of these chaps, who, necessarily, were not

close to the concern and were supposed to be “money grubbers” down here in

Wall Street, should have had the appreciation, which they definitely did have,

these comments of theirs were, mind you, made absolutely out of the clear and

with no suggestion or priming on my part—of what was the finest, most funda

mental and lasting asset of Endicott Johnson, namely, the marvelous rela

tion which had been built up with the workers.

Our underwriting group, then, will be, in addition to G. S. & Co., these four

great houses mentioned above, and smaller amounts placed with Kidder, Pea

body & Co. and W. E. Hutton & Co., this last the house with which we have

done the Champion Paper and Fibre business. We are also including—

naturally, in a small way—Hartley Rogers & Co., and, what I think will please

them very much, are allowing their name to be listed in the final registration

statement with all of the above houses. This was something which young

Rogers, a nice chap, was very anxious if possible should be done. Naturally,

it helps his prestige and standing.

Perhaps Mr. George F. and Charlie will be interested in the above, and if

you think they would I am enclosing a copy of this letter which you could

send them.

Everything is moving along well here, and we expect to file the papers in

Washington for registration tomorrow.

With regards,

Truly yours,

ExHIBIT No. 1805

[From the files of Goldman, Sachs & Co.]

SJW :ATL.

FEBRUARY 7, 1936.

Messrs. LEHMAN BROTHERS,

1 William Street, New York, N. Y.

GENTLEMEN: We have your letter of February 6, 1936.

We find ourselves unable to agree with the statement of the facts contained

therein, but we cannot see that it will serve any useful purpose to enter into

a discussion of these issues which are apparently highly controversial.

Therefore, we shall content ourselves with saying that while we cannot

accept, your statement of the premises upon which your action is based, we,

nevertheless, accept your conclusion that the arrangement between us has been

terminated.

Yours very truly,

(Sgd.) GoLDMAN, SACHs & Co.

ExHIBIT No. 1806

[From the files of Lehman Brothers... Letter from Lehman Brothers to Continental Can

Company, Inc.]

SEPTEMBER 20, 1937.

BoARD OF DIRECTORs, CoNTINENTAL CAN CoMPANY, INC.,

New York, N. Y.

(Attention: Mr. Oscar C. Huffman, President)

DEAR SIRs: We are writing to you relative to the conversation which Mr.

Hancock had with Mr. Huffman on September 10.

The minor position offered to us in the presently contemplated financing of

the Continental Can Company makes acceptance by us impossible. As this

may represent an end to a period of long association with, and sponsorship
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of, your Corporation by our firm, it is a matter of deep regret to us. However,

we believe that the action which we feel has been forced upon us should be

also a matter of substantial concern to your Corporation, to your Directors,

and to your stockholders.

Our decision has been reached after a careful review of the history of our

past interest in your business, our Sense of responsibility not only to you but

to a great many stockholders, and our public sponsorship of your Company

during years of close association.

Because of the seriousness of our concern, we are writing you at some length,

and we request that this letter be read to your Directors during the course of

their next meeting.

The association between the Continental Can Company and Lehman Brothers

has existed for more than a quarter of a century.

In 1912 we shared equally in the leadership of the offering of 55,000 shares

of Preferred stock of the Continental Can Company—the initial introduction

of your securities to the investing public.

Since that time we have been associated with six separate pieces of financing

for the Continental Can Company. In 1917, 20,000 shares of Common stock

were underwritten. In 1923, 20,000 shares of Preferred stock were under

written. In 1924, an offering of 66,313 Common shares was underwritten:

68,262% Common shares in 1928, 152,917 Common shares in 1929, and 177,679

Common shares in 1936, were offered and underwritten.

In all of these individual instances of financing, our position was that of

equality as to financial commitment except for a difference of one-tenth of

one percent in the 1936 issue.

During these past twenty-five years, we have been equal sponsors and equal

factors in the distribution of 75,000 shares of Preferred stock and approxi

mately 500,000 shares of Common stock, aggregating in value more than

$39,000,000 at the offering dates.

Within the period covered by our equal participation in the sponsorship of

the securities of your Corporation, the number of stockholders has grown from

a mere handful to thousands. The earnings and increase of assets due to

excellent management have converted a comparatively small-sized business into

one of the great industrial institutions of the country.

Philip Lehman and later Arthur Lehman served actively as Directors of your

Company for a great many years. In the 18 months that have elapsed since

Arthur Lehman's untimely death our firm has not been represented upon your

Board. This lack of representation, as you know, was not of our choosing. It did

not represent any change in the public responsibility we had assumed towards the

shareholders of the business.

Over a period of twenty-five years, our association with the Company as prin

cipal bankers and our identification in the public mind as financial sponsors of

your Company, gave us reason to believe that you recognized that equal relation

ship and responsibility. Our association was a matter of simple fact.

We make no claim to any substantial contribution to the management that has

built the Continental Can Company into its present size and effectiveness; that

is not the function of bankers. But we do believe that our sponsorship of your

Corporation has been an important factor both in providing capital upon a proper

basis for the Company's requirements and growth, and also in the distribution of

its jºrities and the creation of increasing confidence on the part of the investing

public.

This service, these years of banking association, the value of our sponsorship,

have been disregarded without provocation on our part, or prior warning to us.

In place of the long-established relationship as principal bankers we have been

asked to accept a definitely subordinate position. Our sense of responsibility as

well as our sense of dignity and of service rendered make acceptance impossible.

We deeply regret the necessity of this decision, but if the suggestion made to us

stands we have no alternative but to terminate our sponsorship of the securities

of your Corporation.

Very truly yours,
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ExHIBIT No. 1807

[From the Files of Lehman Brothers]

() ſlice of the President

(Handwritten :) Conf. 1937.

CoNTINENTAL CAN COMPANY, INC.,

100 East 42nd Streel, New York, N. Y., September 29, 1937.

Messrs. LEHMAN BROTHERS,

| William Street, New York, N. Y.

(Attention Mr. John M. Hancock)

DEAR Siſts: Your letter of the twentieth instant addressed to the Board of

I )irectors has been received, and as requested by you, has been read to them and

discussed fully.

The Company has always considered Messrs. Goldman, Sachs & Company as

its primary bankers. The Company's original negotiations when it was formed

into a public company nearly twenty-five years ago were carried out through them

and in recent years when financing was required, the preliminary terms were

always arranged in the first instance with Goldman, Sachs & Company. Naturally

over this period of years there have been changes in the underwriting positions,

but frankly, we have never felt that this was a matter over which we should

exercise any control, and we still feel that this is the proper attitude for our

Company to take.

We regret exceedingly that you could not see your way clear to accept the

participation offered to you in the proposed new financing. We appreciate, and

always shall, the cooperation and help the Company has received from your firm

during the past many years, and shall continue to entertain the same kindly

feelings toward your good firm that we have always felt.

Very truly yours,

O. C. HUFFMAN,

OCH HD President.

ExHIBIT No. 1808

| From the files of Lehman Brothers. Letter from Philip Lehman to Continental (‘an

Company, Inc.]

OCT. 4TH 1937.

Mr. O. C. HUFFMAN,

President, Continental Can Co., Inc.,

100 East 42nd Street,

New York City.

MY DEAR MR. HUFFMAN: May I take the privilege of acknowledging, on behalf

of my firm, your letter of September 29, 1937.

It happens that I was a direct party to the negotiations which resulted in

the first public financing of the Continental Can Company, Inc. nearly twenty

five years ago. May I therefore state upon the basis of firsthand knowledge

that these negotiations with the company's officials were participated in equally

by Mr. Henry Goldman and myself. The relationship between the bankers and

the company was originally established upon a basis of absolute equality; and

that coordinate relationship continued during the years of my service as a di

rector of your company and for many years beyond that time.

All of this we pointed out in our letter of September twentieth. The chief

purpose of my undertaking a personal answer to your letter of September 29th

lies in my desire to correct your misunderstanding of the original relationship

which my firm possessed with the Continental Can Company, Inc.

I would be grateful if you would inform your directors of the facts as I have

st:uted them.

Yours very truly,

I’ſ, : A P.
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ExHIBIT No. 1809

| Letter from Mellon Securitles Corporation, to Investment Banking Section, Monopoly

Study, Securities and Exchange Commission 1

MELLON SECURITIES CoRPORATION,

Pittsburgh, Pennsylvania, January 5, 1940.

Mr. PETER R. NEHEMRIs, Jr.

Special Counsel, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

IDEAR ME. NEHEMK.1s : This will confirm my telegram to you of even date as

follows:

“It is hereby stipulated and agreed that the document listed below is a true

copy of original entry placed in the files of Mellon Securities Corporation and

was duly entered or noted by C. L. Austin : Entry pertaining to Jones and

Laughlin Steel Corporation as of January 11, 1936, as follows: quote Mr. Hackett

spoke to me yesterday about pressure being exerted on them on the part of

Continental Can on the inclusion of Goldman, Sachs & Co. Goldman, Sachs &

Company has a director on the Board of Continental Can. Continental Can, of

course, is an important customer of Jones and Laughlin. I informed Mr. Hackett

that we had not attempted to progress further the organization on the group

and that I thought it would be best to let the matter rest for the time being

and would give it consideration later on, to which he agreed. Unquote

C. L. AUSTIN,

Vice President, Mellon Securities Corporation.”

C. L. AUSTIN

mtw. Very truly yours,

C. L. AUSTIN, Vice President.

ExHIBIT NO. 1810

(From the files of Goldman, Sachs & Co.)

FEBRUARY 11, 1938.

Mr. C. M. CHESTER,

Chairman of the Board, General Foods Corporation,

250 Park Avenue, New York, New York.

DEAR CLARE: Referring to your letter enclosing the resolution of January 27

with reference to the proposed issue of preferred stock, I have given the matter

considerable thought, and have concluded that there are two fundamental prin

ciples involved which I ought to lay before you.

First, the resolution contemplates that the transaction should be handled by two

firms jointly, and this I believe to be fundamentally unsound and inefficient.

Under present day conditions, an offering of this kind covers a wide field. There

is the negotiation with the company and the determination of the characteristics

of the security. There is the registration with the S. E. C., a complex matter.

Also, there is the problem of syndication, which calls for expert handling. Ex

perience confirms that this is done best if responsibility and the making of deci

sions are centered in One firm. The company should be called upon to deal with

only one firm in the negotiations; one firm should make the primary and detailed

investigation and Supervise the preparation of the registration statement and the

handling of it with the S. E. C., and one firm can best deal with the intricacies of

syndication. The centralization of responsibility is desirable and productive of the

best results. If inefficiency and delay, and all the other evils of divided authority

and responsibility are to be avoided, joint management must develop into formal

ism, with one party the real manager; and for many reasons that usually is

undesirable.

Secondly, the resolution seems to contemplate that the manager of the syndicate

shall not be compensated for management by the other members of the syndicate.

What I have said above will summarize the amount of labor that the manager of

the syndicate has to perform. It is unthinkable that all members of the syndicate

should go through all the steps; it would be unworkable, inefficient and extremely

expensive. This work requires special training and experience, and an organiza

tion qualified to handle it. No house could afford such an organization if the work

had to be performed without compensation. Certainly, it is desirable from every
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aspect that one of the underwriting houses should perform this service on behalf

of all, and it is only fair that the house that does the work should be compensated

for its services and the others should pay for the time and labor that they save.

The so-called “management fee,” that is, the payment made by the members of the

syndicate to one of their number, is truly compensation for services performed,

and is in no sense a profit such as was the amount that the orginators of the busi

ness took in former days as the originator's profit.

Not only would it be unfair to do away with this compensation, but it would be

unwise to do so. If it were eliminated from this transaction, there is no reason

why it should not be eliminated from other transactions. The fact could not be

kept secret, for it would have to be shown with the papers filed with the S. E. C.,

and the world would know it. In other transactions objection would be made

to the payment when it was known that the compensation was not paid in this

transaction. I ask you to think what the result would be if such compensation

were entirely eliminated. If all underwriting houses received exactly the same,

regardless of whether they did all the work or not, who would want or could

afford to do all this work? What houses could afford to maintain expert and

highly-trained organizations, if they would receive nothing more than the houses

that did not? It would inevitably mean that the work of the investment banker

would be done more poorly and more inefficiently. Frankly, I can think of few

things as damaging in the public interest as would be the elimination of compen

sation to the managing house. For my own part, I would not want to see my firm

a party to the establishment of this kind of a precedent, and I feel confident that,

upon reflecton, you would not want to be a party to it.

Therefore, I urge upon you the reconsideration of these matters, and would

greatly appreciate an opportunity to discuss it with you further.

Sincerely yours,

SIDNEY J. WEINBERG.

SJW : MJI,

ExHIBIT NO. 1811

[From the files of Goldman, Sachs & Co.]

FEBRUARY 11, 1938.

Mr. C. M. CHESTER,

Chairman of the Board, General Foods Corporation,

250 Park Avenue, New York, New York.

IDEAR CLARE: The attached letter I had prepared some days ago but held up

the same upon your kind consent to allow me additional time, pending an attempt

on our part to compose our differences with Messrs. Lehman Brothers in regard

to this business as well as other businesses, concerning which there have been

controversies in the past.

We set forth our position clearly to Lehman Brothers and went a long way

in offering a solution consistent with sound business principles, but we have

been unable to make any progress. Mr. Robert Lehman was away until Wednes

day of this week, and left the city again last evening, and his firm has declined

to act in his absence. In view of your request for promptness, we thought that

we had no right to further delay our reply. Hence, I am now sending you my

original letter which states these sound principles of handling businesses of the

type in question. In these principles we firmly believe.

At the risk of repetition I now state our position and the conditions on which

we are prepared to go forward with your business:

1. That the negotiations, the preparation of all papers and the syndication be

handled by Goldman, Sachs & Co. alone.

2. That out of the gross spread between the purchase price of the securities

and the sale price to the public, the other underwriters pay Goldman, Sachs &

Co. compensation for the work of management of the business, as outlined in

my other letter.

3. That Lehman Brothers be offered a participation in the underwriting equal

to Our OWI).

4. That we agree that Lehman Brothers' name in the prospectus may be on

the same line as our own—our name on the left, theirs on the right; and that

they may have their name on the syndicate letters if they so desire.
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As the Resolution of the Board of January 27, 1938, provided that if our two

firms could not reach an agreement you would do the prospective financing clºse

where, I now hope that you will reconsider the matter in the light of these

letters. I cannot tell you how much I regret that the differences between

Messrs. Lehman Brothers and ourselves have caused you an inconvenience.

Sincerely yours,

SJW : MJL

ENC.

SIDNEY J. WEINBERG.

ExHIBIT No. 1812

[From the files of Lehman Brothers. Letter from Robert Lellman to National Dairy

Products Corporation]

FEBRUARY 18, 1936.

Mr. THOMAS H. MCINNERNEY,

President, National Dairy Products Corporation,

120 Broadway, New York, N. Y.

MY DEAR MR. MCINNERNEY:—I herewith tender my resignation as a director of

National Dairy Products Corporation, for acceptance by the Board of Directors.

I should appreciate it if you would have this letter read to the Board as a state

ment of the reasons for my action.

The firm Lehman Brothers was one of the three original bankers for your

Corporation and responsible for its organization in 1924. For several years

past, my firm, together with Goldman Sachs & Co., have been the two sole

investment bankers for your Corporation. While Goldman Sachs & Co. have

handled the details in their office, the two firms have dealt With your Cor

poration and all contracts with your Corporation have been executed by both

of our firms, each assuming direct liability to your Corporation.

On a number of occasions in 1935, Goldman Sachs & Co. advised my firm of

the contemplated financing by your Corporation. We had conferences with them

and collaborated with them in working out a proposed plan of financing. We

did not communicate directly with you but they advised us that they were

negotiating with you in the matter in behalf both of themselves and ourselves.

About January 9, 1936, Goldman Sachs & Co. advised us that they had ar

ranged with National Dairy Products Corporation that they should receive an

overwriting fee of 3% 96 (about $240,000.) upon the proposed financing, and that

we would receive no share in such overwriting ſee but that we would be per

mitted to participate in the underwriting upon identically the same basis as

other investment bankers would be offered participations (except that our

name would appear with theirs on the top line of any prospectus and that we

would be joint syndicate managers with them). We protested to them that

this proposal not only was a clear violation of a written agreement dated

January 5, 1926, which existed between Goldman Sachs & Co. and ourselves, but

wholly apart from that was an unwarranted attempt to deprive us of the position

which we had had over many years as one of the two bankers of the Corporation

on a parity with Goldman Sachs & Co.

The agreement provided generally for equal participation but there was an

exception as to National Dairy, in which case my firm was entitled to an interest

smaller in amount than Goldman Sachs & Co.'s interest but on the identical basis.

In discussing the agreement with Mr. Weinberg on September 13, 1935, Mr.

Hancock was told that “the interests will be equal” in any National Dairy

financing, (though it must be pointed out that this discussion was not embodied

in a modification of the agreement, as a general modification was under

discussion).

We believe that your Corporation will not wish to take the position that the

sole Question involved is a dispute between Goldman Sachs & Co. and ourselvs

and a violation by them of their agreement with us, to which National Dairy

Hºroducts Corporation is not a party. This would not seem to be a sound position

for even if there had been no agreement between the banking firms, National

Dairy will rightly desire to treat its bankers fairly but it is taking sides in the

dispute between Goldman Sachs & Co. and ourselves by deciding to deal with

Goldman Sachs & Co. as its bankers and to the exclusion of my firm and instead

of, as in the past, with Goldman Sachs & Co. and ourselves jointly as its two

bankers. This does not mean that we have insisted that the overwriting fee
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must be divided equally between the two firms; the question as to what is a

fair division of the fee is a matter for consideration by all three parties involved.

We have, however, insisted that, as one of the two bankers of your Corporation,

we are as a matter of principle entitled to some share in the overwriting fee.

I cannot agree with you that this matter has gone so far that it cannot be

and should not be reopened, but if that is the position of your company, I am

forced to the conclusion that National Dairy Products Corporation has, by its

action, terminated our relationship with it as one of its two bankers. This

termination we deeply regret in view of our long years of pleasant association

with you and with the Corporation.

Under these circumstances, I think that there is no other course for me

to pursue than to tender my resignation as a director of the Corporation.

With kindest personal regards, I am

Very sincerely yours,

(Initialed :) R. L.

ExHIBIT No. 1813

[From the files of Lehman Brothers]

Telephone Rector 2–8820 Cablo Address “Prodairy"

THos. H. McINNERNEY, President

NATIONAL DAIRY PRODUCTS CoRPORATION,

120 Broadway, New York, N. Y., February 21, 1936.

Mr. RoRERT LEHMAN,

Lehman Brothers, 1 William Street, New York, N. Y.

DEAR MR. LEHMAN: Your letter handed to me by Mr. Hancock with the

request that I read it to our Board was read by me to them, and this is to

advise you that the Board accepted your resignation with regret, to which I

wish to add my own personal regret.

Sincerely yours,

THOS. H. McINNERNEY, President.

M/L

(Handwritten :) Noted. J. M. H. Shown to other partners. J. M. H.

ExHIBIT NO. 1814

[From the files of Lehman Brothers]

MAy 18, 1937.

Mr. C. R. PALMER,

Cluct!, Peabody & Co., 10 East 40th Street, New York City.

MY DEAR BOB:—I received your very kindly personal note last Friday and I

appreciate it a great deal. I didn't like to bother you at all on your trip except

to put before you the single question whether you knew any reason why this

proposed financing should not be handled on a basis of equality for the two

banking firms—equality in the amount of the underwriting as well as in pres

tige and standing that comes from the banking relationship to such a company

as Cluett Peabody. You knew of no reason for not doing this and yet it hasn't

worked out that way. I am forthright enough to say that I am very dis

appointed and fair enough to say that I think this unfair act was not inten

tionally and knowingly done to me by you and R. O. in any realization of the

offects of your actions. I have left a wrong impression if you feel that I have

any complaint over the fact that I learned of the financing through R. O. and

not through you. At most such a complaint would be purely technical and

would not go to the merits of the case. I have no such personal complaint

and I am sorry to have given any such impression. In the hope of avoiding

any possible misunderstanding arising from this present situation, I want to

put my position squarely before you. I want to view the facts solely from the

point of view of the company's best interests and when my self interest might

be a factor in my conclusions you will be able to judge whether my conclusions

are not also in the interest of Cluett Peabody.
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There are only two principal questions worth discussing, and I have tried to

keep my comment focused on them :

1. What was the best financing plan for Cluett Peabody, involving

necessarily its relations to its bankers.

2. Procedure for determining the answer to that question, involving

Cluett's relation to its directors.

The two are closely related.

First as to the facts, I understand that the financing plan was arrived at by

you on behalf of the company, with the help, counsel and concurrence of R. O.

and Green, and that a memorandum agreement was made without the previous

knowledge or authorization of the Board, acting as such, or of its individual

members.

Neither I nor my firm was consulted on the matter until a conclusion was

reached and at that time I admittedly had the right to approve or oppose. I

wasn't in a position to approve the plan in principle for I hadn't been a party

to the discussions and I wasn’t satisfied that a better plan than a stock split-up

and offering of rights could be presented to and accepted by the members of

the Board who also had not been in any previous discussions. I do not ques

tion the stock split-up. The Lehman Corporation is now doing the same thing.

I did question whether the whole financial situation of the company and par

ticularly as it involves its future dividend policy was considered sufficiently.

I do feel that the question of calling the preferred stock should have been very

carefully considered and that is such an important question it deserved the

careful consideration of the whole board.

If the board at its last meeting did carefully consider and decide that the

stock split-up and offering of rights was best, then it should have considered

its relations to its bankers and how best to use them for Cluett's benefit.

After three men, you, G. A. Cluett and E. H. Cluett, all separately told me

that none knew a reason why the financing should not be handled on a basis

of equality of the two banking firms represented on the board, and after R. O.

told me on Tuesday afternoon that the board would drop the financing unless

it were so worked out, and after Green and I both advised that there was no

interference to the company plans in a week's delay in which this equal basis

could be agreed upon, I was confronted on Wednesday, May 12, with a state

ment that the board had changed its mind and had decided to go ahead on its

original plan which subordinated us to the other firm.

I am ready to accept the opinion of the Cluett board as to what is best for

Cluett in connection with its relations with bankers, if the facts are examined

before a decision is reached. In this case I doubt that the facts were looked

into, and sometime I want you to learn more about them.

In the course of the discussions Some matters have arisen which I think are

worth further consideration. So I am going to present one. R. O. referred to

the fact that our difference with Goldman Sachs put Cluett in a squeeze. I

told him that I was Sorry Cluett was in that position but that I had not put it

there, but rather Cluett had put itself there by mot consulting with me or the

board at an early date and before it made any commitment to Goldman Sachs.

I think you will find R. O. agrees with my position on this. I did not say to

him at the time but it is obvious that Goldman Sachs is using Cluett in its

dispute with us. It is also obvious that Cluett chose to squeeze me and be

itself squeezed by submitting to an unfair demand rather than squeeze the

men making the unfair demand. If he threatened to resign in case Cluett did

not give him undisputed leadership in its financing, did he not control the

Cluett financing by the threat which the Board undoubtedly felt would, if

carried out, harm the company. After the Board took its position Tuesday

and when it reversed its position Wednesday in the face of that threat, Cluett

surrendered its judgment to a man who was willing to harm Cluett for his own

purposes. Instead of threatening to resign as I too might have done, I made

no demands and it now seems that I get the rough end of the stick because

I was reasonable in my request for an equal position. The man who would

not work on this basis does not claim to me that my suggestion of a fair plan

was not fair. He only asserts that he owes no consideration to Lehman Bros.

and that he will not do what I proposed. If my suggestion was not fair, in

fact, then he should object to it on that ground. I did not feel that I was

asking him to do me or my firm a favor. I felt I was asking him to do what

('ll]ett Wanted done.
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I have been given no reason and I know of none why my positiou is not fair.

The net fact is that one man will not accept my suggestion, regardless of its

fairness, and he governs the action of the Cluott board. When the board reversed

its former position and acceptod his demand it made a decision in effect

that my suggestion was not in the best interest of Cluctt to accept, and it may

have concluded that my suggestion was not a ſair one. I do not accept either

conclusion as sound, or soundly arrived at.

Now as to the purely personal aspects of the situation. It was personally

embarrassing to be left out of the discussions but that is a very minor point.

The main point is whether the action taken by Cluett is wise and Sound and

in Cluett's best interest. I have no desire to dominate any industrial company

as to its financing, but I do object to being asked to ratify a plan arrived at

as this one was. In all the talk of the last year that “directors must direct"

and of the present day that “bankers must not dominate industrial companies”

I feel there was need for very careful handling of the probem and I do not

see that this case had that lºind of handling.

It is quite impossible for me to review all the minor points of discussion in

this letter but I am glad to go over them at your convenience as R. O. has

asked me to do. There are several statements and impressions about my firm—

that R. O. has heard—that deserve correction.

R. O. has asked me to “go along” and I have given no answer. I have only

promised fair consideration of whatever may be offered to us. So far as I

can see now, any action will be based on the facts as they appear at the time

but I must be clear that the present situation appears thoroughly unsatisfactory.

Yours,

jmh—mf

Co To Mr. R. O. Kennedy

Mr. E. H. Cluett

Mr. George A. Cluett

JOHN M. EIANCOCK.

ExHIBIT NO. 1815

[From the files of Lehman Brothers]

CoPY of LETTER. To MR. SANFORD L. CLUETT, TROY, NEw York

WILLIAMSTown, MAss., May 13, 1937.

DEAR SANFORD : I hesitated for some time the other day before calling you

on the telephone regarding the proposed new financing and I did so finally only

because Mr. John Hancock of Lehman Brothers had urged me to do so. Since

my retirement from business some ten years ago, I have endeavored scrupu

lously to avoid offering advice or making suggestions to those who are now

directing the affairs of the company. In this particular instance, I thought

best to call you, as it often happens that the active directors of a company

are not familiar with arrangements or commitments entered into by their

predecessors.

At the time the present company was organized through the joint efforts of

Lehman Brothers and Goldman, Sachs and Co., a representative of each

banking firm was elected to the board. It was clearly understood at the time

that each firm would have a voice in the financial affairs of the company and

that any new financing that the company might be called upon to do in the

future would be handled by both firms.

Shortly after the Armistice, when our company was carrying huge inventories

and owing something over eleven million dollars, it was necessary to get our

bankers to intercede in our behalf with certain New York banks. Mr. Gillespie

and I spent a great deal of time in New York endeavoring to establish new

lines of credit and we were turned down by almost every bank we appealed

to. One bank, the Hanover, more than met our request and several others

came to the rescue only after appeals from Mr. Catching and Mr. Philip

Lehman. The latter put up a great fight for us and finally secured the funds

that we required. At another time, Mr. Lehman bought outright ten thousand

shares of our unissued preferred stock in order to provide the company with

needed funds. At another time, when Mr. Peabody sold a large block of his
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stock to Lehman Brothers, Mr. Lehman voluntarily turned over to those of us

who were in a trading agreement with him one half the profit made through

the sale of this stock. There are many other instances that I could enumerate

showing the fine service we have had from Lehman Brothers in the past, but

I cannot see that anything would be gained by it at this time.

My only concern is over the fact that our company is starting out on new

and untried paths with little if any regard for old commitments. The com

pany has had a wonderful record for fair and honorable dealing over a long

period of years and it is very disquieting to see that record tarnished.

Affectionately,

Signed by: G. A. CLUETT.

Mr. SANFORD CLUETT,

Troy, New York.

GAC : DD

ExEIIBIT No. 1816

[From the files of Lehman Brothers]

GEORGE ALFRED CLUETT,

Williamstown, Mass., May 24, 1987.

Mr. JoBIN HANCOCK,

New York City.

DEAR MR. HANCOCK : Thank you for your letter of May 19 enclosing copy of

a letter from you to Mr. C. R. Palmer. I am quite in accord with the position

you have taken and I regret very much that Cluett Peabody and Co. has taken

the action that it has.

I enclose for your confidential information copy of a letter I wrote to Mr.

Sanford L. Cluett, setting forth my own position in regard to the proposed new

financing of the company. This letter followed a telephone conversation in

which I urged that Lehman Brothers be given exactly the same treatment as

it was proposed to give Goldman Sachs.

I also enclose a letter to me from Mr. Sanford L. Cluett for your confidential

information and which I will ask you please to return to me.

As I have been out of business for ten years, I would not think of offering

advice or giving an opinion as regards the new financing. My only concern is

to have the company live up to its commitments as it has always done in the

past and to have it maintain an unblemished record for fair dealing.

With my kind regards, I am,

Sincerely yours,

G. A. CLUETT.

GAC : DD

Encl: 3

ExHIBIT NO. 1817

[From the files of Goldman, Sachs & Co. 1

JUNE 30, 1938.

In connection with business which may eventuate for the companies desig

nated on the attached list or their successors:

(1) Whenever the first house is to receive more than fifty percent of the

management fee, it shall conduct the negotiations, act as the sole representative

of the underwriters, have full authority to agree on terms, have charge of the

registration and Syndication, and its name shall appear first in all syndicate

papers and advertisements. The first house shall advise the second house of

the progress of the business. The second house is to have an opportunity to

collaborate in matters relating to registration to an extent commensurate with

its responsibilities. Subject to paragraph (3), the second house, if it wishes,

shall have an underwriting participation up to that of any other participant,

including the first house, and a proportionate selling group participation, shall

appear as the joint syndicate manager in all papers and publicity as released

by the first house, shall appear in the second position in all advertisements, the

two names to be the only names appearing on the first line, except in unusual

124491–40—pt. 24 2S
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..ircumstances, and ſhe management compensation shall be divided in accordance

with the percentages indicated.

(2) Whenever the management fee is to be equally divided between the two

houses, then in addition to the above, the two houses are to appear and sign

all papers as joint representatives of the underwriters, and the first house will

consult with the second house to an extent consistent with the best interests

of the business in the judgment of the first house and the first house will also

consult with the second house as to the progress of the business.

(3) The inclusion of the second house in a particular piece of business, and

iſ included, its position in such business, is subject to acquiescence on the part

of the Company involved and subject to pre-existing rights of any other house.

Both houses are to use their best efforts so that the basis of mutual participa

tion may be as set forth above. However, to the extent that such arrangements

may not be acceptable to the Company involved the first house may proceed with

I ſhe particular business independently of the second house.

(4) These arrangements may be terminated by either house at any time after

January 1, 1939 upon three months' written notice to the other house.

Signed GOLDMAN SACHS & Co.

By W. E. S.

LEHMAN BROS.

By W. J. H.

G. S. & CO.-FIRST HOUSE LIEHMAN BROS.—FIRST HOUSE

100% OF MANAGEMENT COMPEN- 100% OF MANAGEMENT COMPEN.

SATION SATION

Archer Daniels Brunswick

Brown Shoe Amalgamated Leather

Cluelt AIm. L & Traction & Subsidiaries

Continental Can Anglo-Chilean

Endicott Bing

GOOdrich Macy

Kelsey Spear

Kuppenheimer Underwood Typewriter

Long-Bell Yellow Cab

Manhattan Shirt National Enameling

Munsingwear

National Dairy

Pet Milk

Pillsbury

Franklin Simon

G. S. & CO.-FIRST BIOUSE

75% OF MANAGEMENT COMPENSATION

Sears Roebuck Merck

Lehn & Fink Van Raalte

G. S. & CO.-FIRST HOUSE LEHMAN BROS.–FIRST House:

50% OF MANAGEMENT compºx. 50% OF MANAGEMENT COMPEN.

SATION SATION

General FOOds American Metal

General Cigars Woolworth

May Jewel

Gimbel

Studebaker

Phoenix

Kress
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ExHIBIT NO. 1818

(From the Registration Statement under the Securities Act of 1933 on File with the

Securities and Exchange Commission]

ExTRACT FROM THE PROSPECTUS OF THE CLEVELAND CLIFFS IRON COMPANY IN CON

NECTION WITH FIRST MORTGAGE SINKING FUND 4-34% BONDS DUE NOVEMBER 1,

1950, PRINCIPAL AMoUNT $16,500,000 OFFERED IN DECEMBER 1935

USE OF PROCEEDS

The entire net proceeds to be received by the Company from the sale of the

Bonds being offered by this Prospectus, estimated in the amount of $15,921,060,

are to be used, together with $5,000,000 to be obtained from the proceeds of the

4%% Collateral Loans referred to under the headings “Additional Information”

and “Capitalization” below $1,128,225 obtained by way of a dividend on the

Shares of capital stock of Lake Superior and Ishpeming Railroad Company

owned by The Cleveland-Cliffs Iron Company and other funds obtained from the

sale of securities owned by the Company to retire the outstanding 6%. Notes of

the Company due January 23, 1936, also referred to below, in the aggregate

principal amount of $22,116,379.44 (said amount having been reduced from $23,

966,571.59 since September 30, 1935). These Notes represent renewals or re

placements of bank loans incurred in 1930 and 1931 and renewed or replaced

from time to time thereafter for periods of not exceeding one year. Said Notes

are held by the following creditors:

Name and Address A mount

The Union Trust Company, Cleveland, Ohio --------------_______ $5,700, ISS, 98

The Cleveland Trust Company, Cleveland, Ohio________ ________ 2, 145, 100.00

Central United National Bank of Cleveland, Cleveland, Ohio_____ 40S, 500. 00

Continental Illinois National Bank & Trust Co. of Chicago,

Illinois -- --------------- 2.920, 500. 00

The First National Bank of Chicago, Chicago, Ill---------------- 2, 235,440.46

Bankers Trust Company, New York, N. Y______________________ 3. 348,000, 00

Bank of the Manhattan Company, New York, N. Y____ 3, 880, 000.00

The Cliffs Corporation, Cleveland, Ohio________________________ 665,000.00

Lake Superior and Ishpeming Railroad Company, Cleveland,

Ohio ------------------------------------------------------- 522,500.00

William G. Mather, Cleveland, Ohio ----________________________ 2S1, 150.00

Ex IIIBIT NO. 1819

[From The Files of Bankers Trust Company]

JANUARY 30, 1935.

BANKERS TRUST CoMPANY.,

16 Wall Street, New York, N. Y.

GENTLEMEN: The Cleveland-Cliffs Iron ('ompany, an Ohio corporation, having

its principal office at Cleveland, Ohio, is engaged principally in mining, shipping

and marketing iron ore from its iron ore mines in the upper peninsula of

Michigan and elsewhere on the iron ranges of the Lake Superior district.

The Cliffs Corporation, an Ohio corporation, having its principal office at

Cleveland, Ohio, is engaged principally in the business of holding stocks for

investment purposes and is the owner of all the common stock of the Cleve

land-Cliffs Iron Company and large blocks of stocks of companies engaged in

the manufacture of steel, which are also consumers of iron ore.

The Cleveland-Cliffs Iron Company has outstanding current secured indebted

Iless aggregating approximately twenty-five million two hundred thousand dol

lars ($25,200,000) which is held chiefly by a group of eight (8) creditor banks.

All of said indebtedness is secured by a collateral trust indenture (entitled

"Extension Indenture”), executed by The Cleveland-Cliffs Iron Company to

The Union Trust Company, as Trustee, dated January 23, 1933 (The Union

Trust Company having since been succeeeded by The Cleveland Trust Com

pany, as Trustee) and supplements to said indenture and certain of said

*debtedness is primarily secured by other instruments of pledge referred to

in said Extension AgreeHeH+ Indenture. Under a Supplemental Agreement
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dated January 23, 1935, said indebtedness has been extended until July 23,

1935 upon the same terms and with the same force and effect in all respects

as are set forth in said original Extension Indenture, with provision for

a further extension for a period of five (5) years upon the terms and condi

tions set forth in said Supplemental Agreement.

The Cleveland-Cliffs Iron Company contemplates negotiations by which The

Cliffs Corporation will be merged or consolidated with The Cleveland-Cliffs Iron

Company and the merged or consolidated company will own and hold all of the

property, assets and business of both companies, and will be liable for the

payment of all the debts and liabilities and the performance of all the obliga

tions of both companies.

The Cleveland-Cliffs Iron Company upon consummation of said merger or

consolidation, and as a part thereof, proposes to create an issue of twenty-four

million dollars ($24,000,000) principal amount of First Mortgage and Collateral

Trust Fifteen-Year Serial Bonds (hereinafter sometimes called the “bonds") of

the kind and character hereinafter described ; and subject to the conditions

set forth below, and upon your acceptance hereof, hereby constitutes and ap

points you its sole agent for the purpose of procuring a syndicate or group of

responsible investors (hereinafter called the “Underwriters”) who will, prior

to the consummation of said merger or consolidation, and subject thereto, pur.

chase or agree to underwrite the sale of all of said issue of bonds at their princi.

pal amount and accrued interest.

The conditions of your appointment as Agent hereunder are as follows:

1. The merger or consolidation of The Cleveland-Cliffs Iron Company and

The Cliffs Corporation referred to above shall be eſſected under the laws of the

State of Ohio by a sale of assets and liquidation or by merger or consolidation

proceedings, to the end that all of the properties and assets of each of said

corporations shall be vested in the resulting or continuing corporation, which

shall assume and be liable for all of the debts and obligations of each of said

corporations, such sale, merger or consolidation to be effected on terms satis

factory to the stockholders of each of said corporations.

2. The First Mortgage and Collateral Trust Fifteen-Year Serial Bonds shall

be of an authorized principal amount of twenty-four million dollars ($24,000.

000); Shall be dated as of the first day of the calendar month in which the

merger or consolidation above referred to is consummated; shall mature fifteen

(15) years thereafter; shall be payable in lawful currency of the United States

of America; shall bear interest at the rate of five per cent. (5%) per annum,

payable in like currency semi-annually; shall mature serially as set forth on

Schedule “A” attached hereto and made a part hereof; shall be issued under

an indenture of mortgage to Bankers Trust Company, as Trustee; shall be

redeemable as set forth on Schedule “B” attached hereto and made a part

hereof; Shall constitute a first mortgage lien upon the physical properties and

leasehold interests of the merged or consolidated company and a first lien upon

the securities of the merged or consolidated company presently pledged under

the Extension Indenture and the securities acquired by virtue of said merger

or consolidation.” The indenture shall contain appropriate provisions for the

sale or other disposition of physical properties which are not essential to the

regular conduct and operation of the company's business and the application

of the proceeds of such sales, either for replacement purposes, if so required

or for the retirement of bonds. The indenture will also contain appropriate

provisions permitting the sale of collateral for use in meeting serial maturities

or otherwise retiring the bonds. The indenture will also contain such Other

customary and usual provisions as shall be agreed upon between you and

OurSelves.

3. We will, upon your written request, cause the bonds to be fully regis

tered under the Securities Act of 1933 and upon similar request will make

application to list the same upon the New York Stock Exchange and we will

cooperate with you in the preparation of prospect uses, sales literature or such

other information as is customarily required in connection with the sale of

Securities and the qualiſication of the same under varions 1:Iue Sky Laws. It

is understood between us that the question of listing the other securities of

the merged or consolidated coupany upon a stock exchange or exchanges will

be a matter for further discussion between us.

4. We will furnish satisfactory evidence showing that the merged or con.

solidated company has a good and merchantable title to substantially all of

* Italics in hand writing.
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the real estate owned by The Cleveland-Cliffs Iron Company, which evidence

shall consist of opinions of counsel experienced in the law of the states where

Such real estate is located, based upon an examination of abstracts of title

brought down to date.

5. All legal proceedings in connection with the merger or consolidation or

sale of assets above reſerred to ; the creation, issuance and sale of the bonds;

the execution and delivery of the indenture securing the same; the registra

tion and qualification of the bonds; the validity of titles to properties [see 4

above] and all other proceedings in connection with the transaction herein

contemplated shall be subject to the approval of your counsel.

6. All expenses in connection with the merger or consolidation, the creation,

issuance and sale of the bonds, the execution, delivery and recording of the

indenture Securing the same, and the registration and qualification of the

bonds, including, without limiting the foregoing, printing, preparation of securi

ties, stamp taxes, recording fees, qualification expenses, accounting expenses,

counsel fees and all other expenses in connection with the transactions herein

contemplated shall be borne by the merged or consolidatd company.

7. You are to use your best efforts to secure a group or syndicate of investors

who will purchase the entire issue of said bonds as above stated, or

who will enter into an underwriting agreement in form acceptable to us

for the purchase of the entire issue of said bonds. You shall not be liable under

any conditions for your failure to secure the group Or syndicate referred to

above or for the purchase yourselves or for the underwriting of all or any

part of said bonds, although you may, if you so desire, purchase such amount

of said bonds as may be arranged between you and the Underwriters. Upon

the purchase by said group or syndicate of the entire issue of Said bonds or

upon the sale of said entire issue of bonds under said underwriting agreement,

we agree to pay you for your services hereunder, in cash, a fee of one per cent.

(1%) of the entire principal amount of said bonds. In the event for any

reason the proposed, merger or consolidation above referred to shall not be

brought about or said purchase or sale of such bonds shall not be effected, we

will reimburse you for all your expenses, including counsel fees, incurred in

connection with carrying out this agreement on your part.

8. If the purchase of the entire issue of said bonds or the execution of said

underwriting agreement as hereinabove provided is not consummated by Sep

tember 1, 1935, either party hereto may cancel this agency agreement and all

obligations thereunder (except our obligation to pay your expenses as in the

preceding section provided) upon giving five (5) days' written notice of such

intention to the other.

This letter is written in duplicate and, if agreeable to you, you will please

sign the acceptance clause on both copies and return one signed copy to us.

Yours truly,

Subject to approval of the Board of Directors.

THE CLEVELAND-CLIFFS IRON COMPANY

By E. B. GREENE, President.

Accepted and agreed to this 30th day of January, 1935.

BANKERS TRUST COMPANY,

By B. A. ToMPKINs,

Wice President.

ExHIBIT No. 1820

- [From the files of Cleveland-Cliffs Iron Company], ºr tº

THE CLEVELAND-CLIFFS IRON Co.

INTER-OFFICE LETTER

Subject:

Reference:

CLEVELAND, OHIo, June 28, 1935.

BRIEF SUMMARY OF NEGOTIATIONs witH BANKERs TRUST COMPANY, REPRESENTED

THROUGHOUT BY MR. B. A. TOMPKINS, AND AT TIMES BY DANA KELLY AND MR.

GRAHAM, AND ALSO LEHMAN BROTHERS REPRESENTED BY MR. GUTMAN AND

MR. SZOLD

About the middle of January both Mr. Keidel and Mr. Ardrey asked the

writer if he would be interested in funding the bank indebtedness which theu
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amounted to over $25,000,000, by creating a long-time bond issue. The writer

". that ho ** They then said the Analysis Department had worked

on the plan, having in mind an issue of bonds equal to the bank loan, of which

the present bank creditors would fake the first $5,000,000 or $6,000,000 and the

piance of the issue would be sold wholesale to life insurance companies or in

vestment trusts. They stated that if I were interested I should See Mr. B. A.

Tompkins Vice President of the Bankers Trust Company in charge of their

20md Department. - -

The writer was then calling on our bank creditors trying to find a common

ground for a five-year extension of the bank loan. He therefore said that he

felt that any negotiations for the funding should be undertaken only after the

five-year extension was secured from the banks, if that were possible, and said

that as soon as the bank extension had been granted he would return and

discuss the matter with Mr. Tompkins. As the Writer recalls it, the bankers,

on the 24th of January, gave the company a six months' extension in which to

bring about a merger of Cleveland Cliffs Iron Company and Cliffs Corporation,

and if this merger were effected the Cleveland Cliffs Iron Company was to

receive a five-year extension, the rate of interest being 5% the first year, 5%%

the second year, and 6% thereafter, the interest being arranged in this order

to make it an added incentive for the company to fund its debt.

A few days after the extension was granted the writer returned to New

York and took the matter up with Mr. Tompkins and his associates. After

several days of negotiations it was agreed that the writer would return and

recommend a bond issue amounting to not more than $25,000,000, bearing in

terest at 5%, to be sold at par, the Bankers Trust Company to receive 1%

commission for acting as our agent. The issue was to be serial, maturities

and call price all being in accordance with a contract dated January 31st

executed by the writer, subject to the approval of the Board of Directors of

the Cleveland Cliffs Iron Company, and accepted for the Bankers Trust Com

pany by Mr. Tompkins. At the time this contract was drawn the writer assumed

that he would take it to Cleveland and submit it to the Board and execute it only

after approval by the Board. Mr. Tompkins objected to this procedure and

wanted the writer to sign it at this time. I explained to him that I had no au

thority to do so and that my signature would not be binding on the company and

would only be a matter of good faith on my part to exert my best efforts to

secure the approval of the Board. Mr. Tompkins stated this was entirely

agreeable to him and wanted it signed with that understanding. After some

further protest the writer signed the instrument but wrote in above his signa

ture “Subject to the approval of the Board of Directors.”

A few days later the writer returned to Cleveland and was very shortly asked

to join officials of Republic Steel and Corrigan McKinney in going to Washington.

On February 7th while in Washington we learned of the bringing of the suit

by the Department of Justice to enjoin the merger of Republic and Corrigan

McKinney, in which suit the Cleveland Cliffs Iron Company was named one of

the defendants. Our counsel, Mr. Belden, at once advised the writer that until

the case was tried we should have no negotiations looking toward the merger

Consequently, the matter would be delayed until after the trial. -

After the announcement of the litigation, the writer returned to New York

and discussed the suit, with Mr. Tompkins and he agreed that the litigation was

not vital to the funding and would not interfere with it. After the writers

return to Cleveland he reported this to Oscar L. Cox. Harris Creech, w P

Belden, and Wm. G. Mather. - - - - - -

Judge Raymond rendered his decision on May 3rd which

victory for the defendants. Shortly after this Nº. Tompkins *"M.‘.

both got in touch with the undersigned and desired to renew discussions regard

ing the financing. The writer submitted the matter to Mr. Belden and #.

consulting with the steel companies he advised the writer that there was no

harm in negotiating with the investment houses or stockholders, but that h

wanted no formal steps to be taken in the matter pending an effort on the º:

of the attorneys for the steel company to secure a promise on the part º hPºlº of Justice not to appeal their case. of the

uring May the writer had a number of conferenc -

Company, Lehman Brothers, and Hayden Stone withºt.º.º.t

as a result of which a number of changes were made in the proposed pla ".
as to changing. the bond to a sinking fund rather than a serial issueº º

ing the call prices, and considering an alternative rate of 4%ºa rather .

5% issue as originally agreed upon, and other matters connected with the *:
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About the middle of June both Mr. Tompkins and Mr. Gutman showed great

interest in the legal status with reference to the Republic-Corrigan McKinney

merger. Therefore the writer made an appointment with the Bankers Trust

Company and Lehmann Brothers to meet with Mr. Belden and himself and

discuss these matters. At this meeting the writer was informed that the invest

ment houses had some doubt in their minds as to the wisdom of bringing out

an issue for retail sale to the public, of a company which was a defendant in it

suit brought by the government notwithstanding their confidence in the final

outcome of the litigation. They stated that the uninformed investor would be

puzzled by the matter and there would be increased sales resistance. The only

other way to obviate it would be to hold the issue on their shelves until the

final termination of the litigation. The writer called their attention to the fact

that Tompkins and he had discussed this in February following the bringing of

the suit, and that it was agreed by both that the litigation was not of vital

importance to Cleveland Cliffs Iron and that the funding would not be predicated

on the favorable disposal of the litigation prior to the offering of the bonds.

Mr. Tompkins did not contradict this statement although he inferred there might

be some misunderstanding on his part with reference to that. The writer has

Since made this statement emphatically before the Lehman Brothers representa

tives and Mr. Tompkins since the first time has never taken any different point

of view. They indicated that if the suit stood when the bonds were ready to be

Sold that they would have to adjust the price downwards to meet the sales

resistance. The writer stated that this was not satisfactory and he did not

think it was in compliance with the terms of the informal contract between Mr.

Tompkins and himself. The writer then demanded that they decide whether or

not the Republic-Corrigan McKinney merger was a sine quo non of their carry

ing out of the informal contract. Mr. Tompkins stated frankly he did not want

to pass on that but wanted to wait the outcome. The writer objected to this.

Mr. Gutman then suggested that the merger of Cleveland Cliffs and Cliffs Cor

poration be undertaken based on the five-year bank extension, with the assurance

that they were glad to go ahead when the suit was favorably disposed of, and

that the funding would then replace the five-year extension. The writer replied

that this could undoubtedly have been accomplished in January or February,

but the funding having been discussed with the creditor banks and large stock.

holders, it would be very difficult to go back to a less advantageous pian espe

cially to secure the approval to the merger of those stockholders of Cliffs Cor

poration who had no Cleveland Cliffs Iron preferred. It was argued that with

Whatever contact we had with Washington it might be easier to secure their

approval of a Cleveland Cliffs-Cliffs Corporation merger based on a five-year

extension than on a Wall Street funding operation.

After considerable argument the writer agreed to return and see our largest
Cliffs Corporation stockholder not interested in the preferred stock, namely,

Mr. Wachner, Receiver for Continental Shares. The writer found Mr. Wachner

Was away and would not return until the 20th of June, and was fortunate in

seeing him as soon as he returned to the city. Mr. Belden was also present

at Qur conference. The writer endeavored to secure Mr. Wachner's approval

on behalf of Continental Shares' holding in Cliffs Corporation to the merger

hased on the five-year bank extension and met with considerable resistance.

Continuing to press the matter the writer was Surprised to have Mr. Belden

Support Mr. Wachner's point of view. Later on in discussing the matter with

Mr. Belden and expressing surprise at Mr. Belden's attitude, the latter said

that he felt that any further pressure put on Mr. Wachner to secure his approval

based on the five-year extension, was bound to be unsuccessful and might even

Pevent our securing his approval of the merger based on the funding. He said

that as he watched the discussion he became alarmed and felt it was necessary

tº indicate to me not to make any further efforts. It was evident that Mr.

Wachner was not as favorable to the merger under any circumstances as he

had been in our conferences held a month or so previous.

The writer has had many conferences with Mr. Belden, Mr. Wm. G. Mather,

and two or three of our bank creditors including E. E. Brown, O. L. Cox, and

Harris Creech, and all concurred in the writer's view that there was only

one thing to do and that was to return promptly to New York, make an ap

pºintment with the Bankers Trust Company and Lehman Brothers and ad

wise them that a merger based on the five-year extension was out of the

ºnestion, and that it was necessary for the Bankers Trust Company and Leh

man Brothers to decide whethor they wanſed to take the issue irrespective

of the Republic-Corrigan McKinney litigation or whether they preferred to
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have the contract lapse, as, if the present market conditions changed and nº

effort was made to avail ourselves of the present easy money and the market

for securities, that it would seem to indicate negligence on the part of the

Cloveland Cliffs management. Consequently, the writer made an appointment

with Mr. Tompkins, Mr. Gutman and Mr. Szold and met with them on June

27th in Mr. Tompkins' office. The writer presented the matter first to Mr.

Tompkins and again in the same terms to the three men.
E. B. GREENE.

EBG JS

ExHIBIT No. 1821 appears in full in the text, p. 12428.

ExHIBIT NO. 1822

[From the ſiles of Cleveland-Cliffs Iron Co.]

(Stamped :) ConFIDENTIAL.

JULY 5, 1935.

Mr. W. P. BEIDEN,

Richford, Tioga County, New York.

DEAR WILLIAM PATCH : I enclose copy of a letter just received from Tommy

Tompkins. I slightly changed your letter to him calling his attention to the

fact that the informal contract required him to take the bonds at a point off a

5% basis unless the general market condition had meanwhile changed. You will

note in his reply that he has ignored this portion of the letter but he does con

cede our point that we should have a voice in settling the price if it is changed.

I think we can sum up the difference between my point of view and Tomp

kins' as follows, that I claim the price is fixed unless the general bond market

changes, while he claims the price is fixed unless conditions, say this suit or

any other matter that pertains to this company, make it impossible or even

difficult for them to sell this particular bond on that basis. If the necessary

spread to pay the offering houses would put the price of the bond too high to

sell it they then think the price of a 5% bond should be lowered to say 97 less

1%, which would give them four points for profit to the issuing houses.

I would suggest that you give this matter careful thought, and also the fol

lowing situation. At the Cliffs Corporation meeting this morning, Wachmer

and White being present, Mr. Eaton made a long speech on the financing, ques.

tioning me carefully for maybe half an hour. The points he made were first,

that he thought the price was too high, second, he thought that it might be

possible to sell the issue on the assets of Cleveland Cliffs Iron alone without the

Cliffs Corporation, and third, he was not sure that Cliffs Corporation was getting

enough. In the end he seemed to be partially convinced that the deal was fair

for Cliffs Corporation, but he still felt that we should make an effort to finance

Cleveland Cliffs Iron on its own. My observation, which is concurred in by

both Mr. Mather and Mr. Gefline, with whom I have talked, was that Eaton was

actuated by a desire to hold up the deal by influencing Wachner and White

against it and then have us take steps to see that he is taken care of in the

deal with the understanding that he withdraw his objections and possibly hel

us to convince Wachner and White. In other words, he wants to put a ...
wrench in the machinery to either get a new deal in which he would be a nar.

ticipant or to have one of the participants offer him part of their share º”.
tacit understanding that he secure the approval of the companies in which he

was formerly so much interested, namely, Continental Shares and Common.

wealth Securities. Had his motive been entirely sincere I think he would havetalked with Mr. Mather and me outside of the directors meeting. I called hi e

in my room afterwards and asked him to give me the benefit of his su ti in

how we could finance on better terms. He did not seem to have an *:::: ons

could he recommend any house he knew of that could finance us onº º: º:

While he himself had no ideas, Burwell remained after the Čej §:Iron meeting this afternoon. He referred to Cyrus' views expressed at th Cliffs

ing meeting, asked for some comparative figures, and said he was goin ..
me and give me his views. This is just another complication to aº writ
ready difficult and badly mixed up. on al

It is my plan now to go to New York next Tuesda

am inclined to feel you should be there, at least on
y or Wednesday night. I

e day. Maybe I could go
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down and get it started and send for you, but preferably I would like to go over

the matter with you before I see the others.

I do not know whether I havo told you or not, but Steele Mitchell is prepared

to recommend something entirely new. I have rather kept away from it foeling

that each new move would bring new diſliculties.

I am more than ever convinced that Tompkins' idea is to string this along,

writing indefinite letters, trying to got us up to August 12th without reaching

any decision. Maybe I am wrong, but that is the idea that sticks in my sus

picious mind.

I suggest that after you have read this letter you call me up, reversing the

charges, as I would like to get your views.

Sincerely yours,

EBG JS

ExIIIBIT No. 1S23

[From the files of Cleveland-Cliffs Iron Company)

JUNE 13, 1935.

Memorandum :

Being in New York to attend another directors meeting, I was given an

appointment at luncheon by Mr. Tompkins. The meeting was held in the private

dining room on the top floor at the Bankers Trust Company yesterday. There

Were present: B. A. Tompkins, Dana Kelley, and Mr. Graham of the Bankers

Trust Company, and the undersigned.

After preliminaries, Mr. Tompkins asked whether I had received his letter

and whether it was satisfactory. I told him it was a very nicely written letter

but that it did not answer my question whether or not they intended to take a

firm stand that the Republic-Corrigan McKinney merger was a condition of our

refunding; that it was my firm conviction that Mr. Tompkins and I had specifi

cally discussed this in February after the suit was brought, and that it was

agreed by both of us at that time that the merger of Republic and Corrigan

was not a necessary factor in their deal and that they would proceed with the

financing independent of that. However, I reported then (in February) that

Our counsel did not wish us to take any steps in our refunding which would

either bring about publicity or necessitate our reporting or applying to Washing

ton until the suit was concluded. The writer briefly outlined the events of the

past few months, dwelling on the events following the end of the suit.

Mr. Tompkins reported that at a meeting at which representatives of the

following firms were present, Bankers Trust Company, Lehmann Brothers, Kuhn

Loeb, Field Glore, and Hayden Stone, that the matter was discussed in detail

and that they felt it in the interests of both Cleveland Cliffs and their group

that the matter should be delayed with the idea of finding out whether or not

the government would appeal, and if they did appeal, to delay until the suit was

disposed of by the Supreme Court. He stated they had not taken a firm action

but had recommended this. He stated further he felt the bonds would not be as

valuable with the suit not disposed of as with it out of the way.

He desired the writer to take further steps to ascertain whether the merger

could not be effected on the basis of the five-year bank extension and as soon

as the suit were settled, or if in the mean time the investment houses felt the

matter was of less importance, they would then immediately take up the financ

ing. The writer replied that his first step was to see the biggest stockholder of

Cliffs Corporation as well as the biggest interest not holding a corresponding

investment in Cleveland Cliffs Iron, and that this was Mr. Wachner, Receiver for

Continental Shares, and that Mr. Wachner would be away on a vacation until the

19th or 20th of June, and he had therefore not been able to ascertain Mr. Wach

ner's attitude. He stated he had had one talk with Messrs. White and Miller

representing Commonwealth Securities, and these people did not want to commit

themselves and were in favor of delay. It was left that the writer would see

Mr. Wachner as soon as he returned and that if Mr. Wachner would entertain

the thought of the merger based on the five-year bank extension, the writer

would see one or two others and then discuss the matter again with Mr. Tomp

kins alone or with Mr. Tompkins and some of his group.

Mr. Tompkins then went on to relate that at this meeting a suggestion was

made that the four banking firms should all come in on the financing on an
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equal basis, or 25% each, and that Lehmann Bros. be asked to head up the

group. The writer then informed Mr. Tompkins that the original deal was to

sell the bonds to the purchasers or underwriters at par, paying the Bankers

Trust Company 1% commission, the bonds to be 5%. The present tentative

arrangement is for the bonds to be 4%%, the syndicate to buy them on a 5%

basis, and the commission of 1% to be paid in addition. The writer then ad

vised Mr. Tompkins that we might want to return to the 5% basis which would

be less of a discount to pay at this time. Mr. Tompkins advised the writer

against this as he believed that it would make it a little more difficult to dispose

of the bonds at the premium necessary to interest the selling group. The writer

did not regard the matter as definitely disposed of.

Mr. Tompkins then went on to state that they had discussed the matter of the

1% commission and had agreed on this arrangement: that the Bankers Trust

Company would keep 3%º for themselves out of which they would pay White &

Case's bill up to the present time and also White & Case or any other firm who

did the legal work drawing the issue and protecting the interests of the

Bankers Trust Company as trustee of the bond issue. He stated that the other

%% would be paid to Lehmann Bros. for their assuming the leadership of the

purchasing group. He stated however, that they had made an agreement that

out of Lehmann Bros.” A, º/, they would pay whatever legal expenses the group

required in the matter, and the expense, if any, in securing engineers' or geolo

gists' reports, any auditing expense required by the purchasing group, printing

of the bonds, etc. He also stated that all these expenses were customarily

levied on the horrowing company. It is the writer's impression that at the close

of the meeting he expressed the feeling that Kuhn Loeb and possibly Field Glore

would regard the Republic-Corrigan merger as very essential as they put more

importance on it than the others in the Cleveland Cliffs Iron picture.

As stated above, it was left that the writer would test out the feeling of

cerain Cliffs Corporation stockholders with the idea of ascertaining whether

the company should endeavor at the earliest opportunity to effect the merger
based on the five-year bank extension.

E. B. GREENE.

ERG JS

“ExHIBIT No. 1824” appears in full in the text, p. 12462.

EXHIBIT No. 1825

[From the files of Bankers Trust Company]

Cable address: Whitecase, N. Y.

Paris: 3, Place Vendome

Cable address: Whitca, Paris

WHITE & CASE,

14 Wall Street, New York, January 30, 1935.
GJ/WS

Re The Cleveland-Cliffs Iron Company.

HANKERS TRUST ComPANY.,

16 Wall Street, New York City.

Attention of Mr. B. A. Tompkins, Vice President.

GENTLEMEN: Enclosed herewith are several final copies of the proposed letter

of appointment of Bankers Trust Company as Agent for the Cleveland-Cliffs

Iron Company in the matter of financing the proposed merger of the Company

and The Cliffs Corporation.

We have examined the enclosed letter of appointment on your behalf and

write to advise you that, in our opinion, the same is in satisfactory form and

sufficient for the purposes indicated.

Very truly yours,

WHITE & CASE

EnclosureS.
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EXHIBIT No. 1826

[From the files of Bankers Trust Company )

WM. G. MATHER, Chairman of Board V. P. GEFFINI, Vice Pres. & Secy.

E. B. GREENE, President C. G. HEER, Treasurer

A. C. Brown, Vice President E. H. JAYNES, Ass’t Secretary

S. L. MATHER, Vice President

THE CLEVELAND-CLIFFS IRON CO.

Offices 14th Floor Union Trust Building

CLEVELAND, OHIO, February 1, 1935.

Personal

Mr. B. A. TOMPKINS,

V. P., Bankers Trust Company,

New York City

DEAR TOMMY : On my roundabout trip back to Cleveland I had a chance to

read and study the informal contract which you executed and which the writer

executed, subject to the approval of the Board of Directors.

We both understand that this is an appointment of the Bankers Trust Com

pany as agent to buy or underwrite a first mortgage and collateral issue of

bonds, the obligor being the corporation to be created by merger or sale of the

Cleveland-Cliffs Iron Company and the Cliffs Corporation. It is obvious that

since the corporation which is to issue these bonds may be a new corporation

formed through the merger of the Cleveland-Cliffs Iron Company and Cliffs

Corporation, it can not make a firm commitment until that merger is consum

mated. It is eminently fair therefore, that the Bankers Trust Company at this

time should not be required to make a firm commitment either. However,

before the stockholders meetings of the Cliffs Corporation and Cleveland

Cliffs Iron Company are held, at which the stockholders of these companies

will be asked to ratify the merger and to authorize the bond issue, a firm com

mitment should be in the hands of the Cleveland-Cliffs Iron Company. It is

the writer's understanding that this situation is fully understood by you and

that you, in fact, have advised the writer that such a commitment will be

made as soon as the purchasing group is formed by you.

The writer feels that the Cleveland-Cliffs Iron Company and the Bankers

Trust Company should keep each other fully informed as to the progress in

this matter. It is the writer's intention to submit the matter to the Board

of Directors in the course of a few days, after which he will come to New

York and hopes to be advised by you that you have been successful in forming

your syndicate. Thereafter the officers of this company and their counsel will

prepare the necessary papers in connection with the merger and by personal

interview endeavor to secure the approval and support of the larger interests

in both companies to Our plan.

Would you kindly indicate whether or not this program meets with you ap

proval, as well as confirm the writer's understanding as to the commitment.

Very truly yours,

EBG JS

E. B. GREENE, President.

ExHIBIT NO. 1827

[I'rom the ſiles of Bankers Trust Comº, ºtter from P. A. Tompkins to Edward

reene

FEBRUARY 4, 1935.

Mr. EDWARD GREENE,

Cleveland-Cliffs Iron Co., Cleveland, Ohio.

DEAR Ed: I have just had your letter of the first. I think that it fairly

sets forth our understanding, with this exception. Under the law Bankers

Trust Company is prohibited from underwiting. We can, however, act as your

agent on a commission basis to find underwriters for the issue. Having done so
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we are privileged to “purchase for investment” such amount of bonds as agreed

upon between ourselves and the underwriters.

I could do nothing in the way of securing additional underwriters until the

Hayden Stone matter (covered in my letter to you of the 2nd) was cleared

up. I can now proceed and there is plenty of time between now and your

stockholders meeting. I realize, of course, that a company still unformed can

not make a commitment. You and I, however, have the facts before us and

have a gentlemen's agreement to try to get the job done. I think you are in

a position now to talk to the larger interests in both companies and advise

them of your agreement with us.

I expect to go south on Tuesday night for a week or so. In the meantime you

can get your Board together and ratify the agreement. I'll be only a night's

trip from New York and can be here any morning.

As ever yours,

BAT.B

ExHIBIT No. 182S

[From the files of Bankers Trust ('ompany I

W.M. G. MATHER, Chairman of Board V. P. GEFFINE, Vice Pres. & Scoy.

E. B. GREENE, President C. G. HEFR, Treasurer

A. C. B.Row N, Vice President E. H. JAYNEs, Ass’t Secretary

S. L. MATHER, Vice President

THE CLEVELAND-CLIFFS IRON Co.

Offices 14th Floor Union Trust Building

CLEVELAND, OHIo, May 25, 1935.
-

Mr. B. A. ToMPKINS,

V. P., Bankers Trust Company,

New York City.

DEAR ToMMY : I was very glad that at the beginning of our conference on

Wednesday Mr. Gutman and you frankly discussed the relationship which the

writer personally and the Cleveland Cliffs Iron Company bear to the Bankers

Trust Company regarding our refinancing. I had it in my mind to bring up

the matter and had I done so I would have brought out the two points that

you expressed so well:

First, that the informal contract appoints the Bankers Trust Company the

agent of the Cleveland Cliffs Iron Company to secure the refinancing of our

present bank obligations of $24,000,000 at such rate of interest and terms as

favorable as possible to the Cleveland Cliffs Iron Company, and at the same

time to provide an issue of bonds which it is possible to dispose of under present

market conditions;

Second, that the Bankers Trust Company are willing to include as equal

partners in the deal, two or three firms whose participation would be of advan

tage to the Cleveland Cliffs Iron Company to have tied into our picture.

I think these two statements entirely cover the situation. The writer has

referred to the contract as informal. I am doing this inasmuch as when I

signed it in your office on January 30th I explained that I had not been author

ized by either the Board of Directors or the Executive Committee to execute

such a contract and consequently, it was only a matter of good faith on my

part. With this understanding the writer executed the contract, writing in

above his signature “subject to the approval of the Board of Directors”. I

am not commenting on this as a matter of particular importance, as in reality

I am more influenced by my long friendship for the Bankers Trust Company

and my friendship for you, Louie Keidel, and Alex Ardrey. Personally, Í am

very glad to do business with you and your company and feel confident that

you will exert your best influeuce to secure the best deal possible for the

Cleveland Cliffs Iron Company under present conditions.

I was sorry not to see you Friday but found it necessary to return as the

Dow people desired to close up the contract involving our chemical plant. I am

enclosing clipping from the morning Plain Dealer, which covers that point. It

is my plan to return to New York, probably leaving here next week although
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Decoration Day rather breaks up matters. Please advise me whether you will

be in your office the 29th or 31st.

Sincerely yours,

IE. B. Gr:EENE, President.

EBG JS

EXHIBIT No. 1829

[From the files of Bankers Trust Company J

MAY 28, 1935.

Mr. Edw ARD B. GREENE,

President, the Cleveland-Cliffs Iron Co.,

Cleveland, Ohio.

DEAR ED: Thank you for your letter of the 25th. As I told you in today's

telephone conversation I think that you are justified in stating to the various

stockholders with whom the matter must be discussed, that you believe a plan

along the general lines worked out when you were here can be accomplished.

That plan involved a first mortgage and collateral trust bond to run for fifteen

years, to carry a sinking fund that would retire a million par value of bonds

annually, to carry a coupon of 4%% and to be issued under an indenture to

Bankers Trust Company which would carry the usual protective provisions.

While we estimated that the cost to the company on an amortized yield basis

would be approximately 5%, that would vary somewhat depending on the prices,

and the rate, at which the sinking fund operated from year to year.

You would have to make it clear, of course, that the program may have to

be varied to meet conditions existing at the time when the issue is ready for

Sale. All you can do is present the general outline of your plan with the

understanding that you are authorized to make such changes in it as market

conditions at the time might require.

There can be no misunderstanding between us as to the spirit of the contract

under which we were appointed as the agent of your company to secure the

refunding of the bank debt. I am a little concerned as to just how to handle

the commission of 1% which under the contract we are to receive for our

services. Under the law we cannot become a partner in an underwriting and

I will therefore have to make it clear to the houses which eventually constitute

the underwriting group that we are acting in an agency capacity for a com

mission. It is especially important because I think it is quite clear to both

of us that the interest of the company would best be served if one major group

can be formed to handle not only this job but the sale of any of the portfolio

Securities. This should apply whether the securities are sold in advance of the

bond issue or after their deposit as collateral thereunder. The underwriting

group as now contemplated would be fully capable of handling the entire situa

tion and I expect to direct my efforts towards (a) establishing a group made

up of houses which in one way or another have had some contact with this

situation and (b) securing an agreement from that group to hold itself available

for any financial operation which the company may subsequently undertake. I

am satisfied that that is the sound and sensible way to do the business.

I will look forward to seeing you either on Monday or Tuesday. I hope that

the intervening holiday will have fixed up your cold. Rest in the country is

about the best cure.

As ever yours,

BAT. B

ExHIBIT NO. 1830

[From the files of Bankers Trust Companyl

FEBRUARY 2, 1935.

Mr. Edward GREENE,

Cleveland Cliffs Iron Co., Cleveland, Ohio.

MY DEAR ED: This is just to put you up to date on the matter of the purchase

of Mr. Mather's stock by Messrs. Hayden Stone et als and our hope that we

would be given an opportunity to participate in that purchase.

You will recall that when you told me that Hayden Stone & Co. had been in

negotiation on that matter and asked what my point of view would be with
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reference to ceding that firm an interest in the bond financing, I told you that

we would be very happy to offer them an interest. I believe that you advised

Mr. Hayden of our attitude on that point. At that time I suggested that I

thought it would be very gracious, and helpful to the whole situation, if in

return for our offering them an interest in the bond business they offered us

an opportunity to join them in their purchase of the stock. It was your

feeling that that would make a happy party all around and you expressed that

feeling to Mr. Mitchell.

You will recall the conversation which you and I had with Messrs. Mather

and Belden just before they were leaving for their final talk with Mr. Mitchell.

1 pointed out to Mr. Mather that I was unwilling to have my request for a

participation in the stock purchase in any way interfere with his selling his

stock. I merely pointed out that I thought it would be in the interest of all

parlies concerned if Hayden Stone & Co. through Mr. Mitchell offered us an

opportunity to share in the purchase.

Mr. Mather and Mr. Belden came back to my office late that afternoon

and advised me that Mr. Mitchell had Stated that the two transactions were

separate and distinct, that he was prepared to purchase the full 200,000 shares

and that any participation which Hayden Stone & Co. might be offered in the

bond issue was a separate matter. I thereupon told Mr. Mather and Mr. Belden

what I had already said to you, namely that that attitude on the part of

Messrs. Hayden Stone & Co. relieved me from any possible obligation to offer

them an interest in the bond purchase. I said that I would immediately tele

phone Mr. Mitchell and advise him of that fact.

When I telephoned Mr. Mitchell had left for the day, but the following

afternoon he called at my office. He said that Mr. Mather and Mr. Belden had

misunderstood him, that he agreed that it would be nice to have us interested

in the stock purchase and that he was prepared to discuss that and asked

my views as to what would be fair. I suggested that if he offered us an

opportunity to take a 25% interest in his purchase we would reciprocate by

offering his firm a 25% interest in the bond account. He then asked if his

firm would come into the bond account on original terms and I said, of course,

that they would. He then said that he felt that we should pay his firm a profit

in the stock matter, that is if we took a 25% interest it should be at a stepped-up

price. I said that that was all right if he wanted it that way and that we could

put his firm's participation in the bond account on the same basis; that I

thought it would be better, however, if we acted as partners in the matter, we

to come into the stock at his cost and he to come into the bonds at our cost.

He said that he would think it Over and let me know.

Today he telephoned me that he had discussed the matter with his partners

and they had decided to offer us no participation in the stock purchase. I

said that I was sorry but that I would have to accept that and that of course

he understood that I had no obligation to offer his firm an interest in the

bond matter. He confirmed that that was his understanding.

I regret that Mr. Mitchell and his associates reached that decision, but I

could do nothing but accept it. I thought, however, that I should immediately

write you and tell you the story. -

Sincerely yours,

P.A.T.E.

ExHIBIT No. 1831

[From the files of Bankers Trust Company]

JUNE 6, 1935.

Mr. EDWARD B. GREENE,

President, Cleveland Cliffs Iron Company,

Cleveland, Ohio.

DEAR ED: As agreed I called a meeting today at which were present mem.

bers of the firms of Lehman Brothers, Field Glore, Kuhn Loeb & Company and

Hayden Stone & Company. We discussed the whole situation at some Iength

and reached the following general conclusions:

1. The Republic-Corrigan merger is of great importance not only to the busi

ness of Cleveland Cliffs, but to the sale of its securities.

2. With the accomplishment of both the Cleveland Cliffs and Cliffs Corpo.

ration merger, and the Republic-Corrigan merger, a refunding bond issue of

Cleveland Cliffs would be well-received.
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3. With your own merger accomplished, but with the Republic-Corrigan mat

ter still in the courts the difficulty of the problem would be greatly increased.

A refunding issue could be sold but the group would feel obliged to consider

the matter with great care before attempting an offering to the public.

4. There is a chance that within the next ten days you will have had definite

word as to the Government's intention in the Republic matter. If you are

officially advised by the Government that it will not appeal, the problem is

greatly simplified and we can all proceed with much more assurance.

5. If the Government elects to appeal you could proceed with your own

Inerger and the group would take under consideration its ability to sell a re

ſunding issue, and would advise you at that time as to the terms and conditions

under which it believed such an issue could be marketed.

I think that the above represents the composite view Of the meeting. There

was some discussion as to the desirability of Selling a Split issue as against a

straight mortgage and collateral trust issue. It is my understanding that you

and your associates prefer the latter but I think that you should not close

your mind to the former in case after further deliberation it seems to have

advantages from the company’s standpoint.

When you come down next week I will be interested to hear of what further

progress you have made with the stockholders with whom you have been dis

cussing the situation. In the interim, with best personal wishes, believe me

Sincerely yours,

B.A.T.B.

ExHIBIT NO. 1832

ſ From the files of Bankers Trust Company |

KUHN, LOEB & Co.

William and Pine Streets

NEW YORK, July 9, 1935.

DEAR TOMMY, This is to acknowledge your memorandum of July eighth

which is in accordance with my understanding except as concerns the matter of

counsel. I am trying to get you on the telephone to say that in order to avoid

any possible embarrrassment to us in connection with our Republic-Corrigan

negotiations, we should prefer either to have Cravath, deGersdorff, Swaine &

Wood act as counsel for the bankers in the Cliffs transaction, or if Lehman

Brothers have already spoken to Sullivan and Cromwell, then in that event to

have Cravaths act as CO-Counsel. The experience of the Cravath firm in the

Cleveland steel and Ore situations seems to me to especially fit them for this

assignment.

As you may recall I made a memorandum at our last meeting in your office

of my understanding of the agreement which we had reached and read it to

the group. It is now a part of my office record and I am enclosing a copy of

it herewith.

Faithfully yours,

T.Ew Is I, STRA Uss.

B. A. ToMPKINS, Esq.,

Bankers Trust Company, 16 Wall Streel,

New York, N. Y.

LLS :MG.

encl.

I}xHIBIT No. 1833

[From the files of Bankers Trust Company )

MEMORANDUM

The following memorandum of conclusions reached at meeting in the office

of Mr. B. A. Tompkins of Bankers Trust Company on June 28, 1935, jotted

down by me at the time and read to those present, being Messrs. B. A. Tomp.
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kins, Robert Lehman, Monroe Gutman, Russell Forgan, John Fennelly, Richard

Morris, Lewis L. Strauss.

“A group is formed to do financing for a company proposed to be organized

by the consolidation of Cliffs Corporation and Cleveland Cliffs Company, to

consist of Messrs. Lehman Brothers, Field, Glore & Co., Hayden, Stone & Co., and

Kuhn, Loeb & Co., each party to the group to have an equal interest of 25%; iſ

any other parties are admitted to the business they are to receive participa

tions made up pro-rata from the shares of the participants and are to be ad

mitted only upon general concurrence. Lehman Brothers are to manage the

initial business; subsequent leadership is to rotate; Kuhn, Loeb & Co. to be

silent members of the group, that is to say their name is to appear where

legally required in the Registration Statement and in the body of the Prospectus

(not the front page of the Prospectus or advertising) and on the last line in

each instance and in no other documents without their consent.

“Lehman Brothers and the Bankers Trust Company are to receive under the

agreement with Mr. Green, 2% each from the Company—not to be a cost to

the business—but Lehman Brothers' 4% may be in the nature of a manage

ment fee if legally necessary to so arrange it. No precedent of management

fee is to be applicable to subsequent business.

The stock collateral when, as and if liquidated is to be handled by the group

as a whole.”

L. L. S.

ExHIBIT NO. 1834

[From the files of Bankers Trust Company]

JUNE 28, 1935.

Mr. EDWARD GREENE,

President, Cleveland Cliffs Iron Company,

Cleveland, Ohio.

DEAR ED: This is in confirmation of our telephone conversation today.

We have succeeded in forming an underwriting group to handle the Cleve

land Cliffs financing. It consists of the following firms: Messrs. Lehman

Brothers, Field, Glore & Company, Kuhn Loeb & Company and Hayden Stone &

Company. The interests in the account will be equally divided. Messrs. Leh

man Brothers will act as syndicate manager. Kuhn, Loeb & Company will not

appear in the prospectus or in any public advertising but will appear in the

registration statement.

This group stands ready to handle not only the refunding problem which is

immediately before us but any future financing that the company may do in

cluding the sale of any of its portfolio assets.

They are willing to sell an issue of fifteen year refunding bonds regardless

of the fact that the Republic-Corrigan merger is still an unsettled matter.

They will handle either a bond with a 5% coupon or a 4%% coupon, and will

charge for their services the usual spread that is involved in issues of this

character, and will sell the bonds to the public at the best price which in their

opinion can be obtained at the time that the issue is ready to go to the market.

As I have made clear to you on several occasions and as I repeated in our

telephone conversation, the group cannot at this date tell you definitely the

price which can ultimately be secured for bonds, which may not be ready for

sale until some months hence. ... You can depend upon it, however, that for

whatever type of issue it is finally decided to sell the public price will be fair

to your company and the syndicate spread equally fair. The net price to your

company would be the public price less the syndicate spread, less 1% commis

sion payable to Bankers Trust Company.

It seems to me that this puts you in a position to say to the various parties

in interest that you have an agreement, from a strong and responsible group

to do your refunding on a long term basis, the exact net to the company to be

determined at the time of offering and to be based not only on the type of

issue which is eventually determined upon but on market conditions at that

time.

I am particularly pleased with this arrangement because it means that you

haye back of your financing a group that has important affiliations in the steel

industry and that is capable of doing not only this immediate job but whatever

additional jobs may later need to be done.
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If there is any part of this letter which is not entirely clear to you please

let me know. If on the other hand it meets your wishes and fully sets forth

your understandings of our agreement please initial and return to me the

enclosed carbon copy.

Sincerely yours,

B. A. T.

DAT.B.

EXHIBIT No. 1835

[From the files of Bankers Trust Company )

WM. G. MATHER, Chairman of Board W. P. GEFFINE, Vice Pres, 4 Secy.

E. B. GREENE, President C. G. HEER, Treasurer

A. C. BROWN, Vice President E. H. JAYNES, Ass’t Secretary

S. L. MATHER, Vice President

THE CLEVELAND-CLIFFs IRON Co.,

Offices 14th Floor Union Trust Building

Mr. B. A. ToMPKINS, CLEVELAND, OHIO, July 2, 1935.

V. P., Bankers Trust Company,

New York City.

DEAR TOMMY : Your letter of the 28th ult. is received. You have formed a

strong underwriting group of firms with which I am Sure our company would

be glad to be associated.

I note also that this group is willing to buy the issue of fifteen-year sinking

fund bonds regardless of the fact that the Republic-Corrigan McKinney merger

may be still unsettled at the time the bonds are offered. This also is satis

factory.

I am disappointed however, in the last paragraph on the first page in which

you state the terms upon which the bonds will be handled. Your statement is,

of course, a wide departure from our contract, but even considering it as an

offer to substitute a new plan, it is not satisfactory. Under our present under

standing, the price of the bonds is set at par for a 5% bond, less 1% commis

sion, but with the usual clause that if market conditions change to a marked

degree, the price is to be adjusted to a figure which is satisfactory to both

parties. According to your letter of June 28th you reserve the right to buy

the bonds at the best price which in the opinion of the group can be obtained

at the time the issue is ready to go to the market. In other words, this would

give us no part in determining the price at which the bonds are to be bought.

If we are to depart from the contract provision that you are to take the bonds

at par less 1% commission, it seems to me our arrangement should at least

provide that the price at which the bonds will be bought will be mutually satis

factory.

Also the sentence in which you say that we can depend upon it that the

public price will be fair to our company “and the syndicate spread equally

fair” is open to the further objection that this clause apparently reserves to the

group the sole right to determine what is fair in respect to these matters and

would give us no voice in agreeing upon the syndicate spread. I think in respect

to both of these vital matters, if they are to be left open to be determined in

the future, it must be at prices and upon terms Which are mutually satisfactory

to the parties.

I appreciate, as stated in your letter, that an arrangement with this group

gives us the benefit of a connection with banking houses that have important

affiliations with the Steel industry and that this would be useful and valuable

to our company, and we would like to have the arrangement made in such

manner that it would be acceptable. I am sure you will appreciate the impor

tance of the two points to which I have called your attention. Perhaps the

statement of them in the manner expressed in your letter was unintentional

and what you really have in mind is that the price at which the bonds will

be sold and the amount of the Syndicate spread are matters to be mutually

agreed upon at the time when the bonds are offered for sale.

I should like to hear from you as to both of these matters at your early

convenience.

Sincerely yours, E. B. GREENE,

- President.

EBG.JS

124491–40––pt. 24 29
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“ExHIBIT No. 1836” appears in full in the text, p. 12457.

ExHIBIT No. 1837

| From the files of Rankers Trust Company)

CLEVELAND-CLIFFS II:ON COMPANY

A meeting was held this morning at the offices of Lehman Brothers attended

by Messrs. Greene and Geffine (C. C. I.) Gutman and Szold (Lehman Brothers),

Morris (Hayden Stone) Forgan and Fennelly (Field, Glore), Brown (Kuhn

Loeb ) and the underSigned.

Mr. Greene reported that the management had decided to abandon the Cliffs'

merger plan, at least for the time being, due to Wachner's decision to oppose

the merger, even on an amended basis. The management had offered to change

the original terms so that the new preferred would be convertible at 2% instead

of 2 shares of common and Cliffs would receive 35% rather than 30% of the

common, or 31% as against 28% assuming conversion. Mr. Greene proposes to

go ahead with the Cleveland Cliffs' financing on the basis of no merger with

Cliffs Corp. He submitted a memorandum outlining the Company's proposal.

Mr. Greene stated that Mr. Tompkins had generously released him from the

contract which he had with Bankers Trust Company, explaining that he was

no longer under any legal obligation to deal through Bankers Trust Company

or with the group, nor was he liable to us for any fee. However, he stated

that he wished to deal with the group as it was set up by Mr. Tompkins and

said that he would not have any conversation with any other group unless a

definite deadlock develops in the present negotiations. Mr. Greene wants to

receive early next week if possible, an expression of opinion from the group

as to the feasibility of a deal along the lines he proposes. In the meantime.

Mr. Gutman suggested that the group go ahead in the matter of investigating

the legal and technical requirements involved in the registration, prospectus,

etc., and instigate such appraisals as may be necessary. The group agreed to

this and another meeting to discuss procedure, etc., was held this afternoon in

which Messrs. Palmedo of Lehman and Seligman of Sullivan & Cromwell

joined: Messrs. Morris, Brown. Forgan and Fennelly did not attend.

A meeting of the group was called for Friday morning at 10:30 to discuss

Mr. Greene's proposal.

I informed Mr. Tompkins of the morning meeting by phone.

DANA KELLEY,

Analysis Department.

August 28, 1935

DIK : AM

IEXHIBIT No. 1838

| Letter from Lehman I}rothers to Investment Banking Section, Monopoly Stud -and FXchange Commission] y y, Securitics

LEHMAN BROTHERs.

One William Street, New York. January 5th, 1940.

Mr. PETER H. NEHEMKIs, Jr.,

Special Counsel, Investment Banking Section. Monopoly Study.

Securities and Earchange Commission, Washington, D. C.

DEAR MR. NEHEM KIS: As requested, we are pleased to enclose herewith the

stipulation concerning six documents which Messrs. Altman and Fields of your

staff obtained from our files some time ago. We appreciate your courtesy in

permitting these documents to be identified in this manner.

Very truly yours,

LEHMAN BRoth ERs.
EG : S

Encl.
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STIPULATION

It is hereby stipulated and agreed that the documents listed below are true

copies of original communications or carbon copies in the files of Lehman Broth

ers, and that they were prepared, received, or sent, as the case may be, by

Lehman Brothers.

1. Letter from Lehman Brothers to Hayden, Stone & Co., dated October

28, 1935.

2. Letter from Lehman Brothers to Field, Glore & Co., dated October 28,

1935.

3. Letter from Lehman Brothers to Kuhn, Loeb & Co., dated October 28,

1935.

4. Memorandum to Douglas Dimond by M. C. Gutman, dated December 2,

1935. (Referring to request by B. A. Tompkins to include C. D. Barney &

Company in Cleveland Cliffs syndicate.)

5. Letter from Kuhn, Loeb & Co. to Lehman Brothers, dated November 22,

1935.

6. Memorandum to I. Sack by M. C. Gutman, dated August 24, 1936.

LEHMAN BROs.

Lehman Prothers

ExHIBIT No. 1839

[From the files of Lehman Brothers. Letter from Lehman Brothers to

Hayden Stone & Co.]

LEHMAN BROTHERS,

One William Street, New York, October 28th, 1935.

HAYDEN, STONE & Co.,

25 Broad Street, New York City.

GENTLEMEN: We desire to confirm our understanding with you with respect

to the proposed Cleveland Cliffs Iron Company financing as follows:

The participants in the business and their interests are as follows:

Lehman Brothers–––––––––––––––––––––––––––––––––––––––––– 25%

Field, Glore & Co------------------------------------------ 25%

Hayden, Stone & Co--------------------------------------- 25%

Kuhn, Loeb & Co- ---- --- –––– 25%

Lehman Brothers shall manage the business and as compensation therefor,

shall receive from the participants pro rata (including themselves) an amount

equal to one-fourth of 1% of the principal amount of the Bonds. In the case

of any future Cleveland-Cliffs financing by this group the management and the

order of names will be rotated among the above-named participants. No com

pensation shall be paid for the management in the case of any such future

financing.

In accordance with the request of Kuhn, Loeb & Co. their name will not appear

in the advertisements, the cover of the prospectus or selling group letters in

this business. In the case of any subsequent financing their name will not

appear in such documents if they so desire.

It is understood that additional participants may be admitted into the busi

ness by agreement of the four participants above named, in which event the

participations hereinabove set forth will be reduced proportionately.

Expenses will be borne by the participants in accordance with their respective

participations including therein such portion of the fee of Messrs. Sullivan &

Cromwell, as counsel to the participants, as shall not be paid by the Company

and also the fee of Messrs. Cravath, doCersdorff, Swaine & Wood who will be

associated with them.

Please confirm your understanding of the above by signing the enclosed dupli

cate at the foot hereof.

Yours very truly,

CoNFIRMED : HAYDEN, STONE & Co.
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ExHIBIT No. 1840

[From the files of Lehman Brothers]

LEHMAN BROTHERS,

One William Street, New York, October 28th, 1935.

FIELD, GLORE & Co.,

38 Wall Street, New York City.

GENTLEMEN: We desire to confirm our understanding with you with respect

to the proposed Cleveland Cliffs Iron Company financing as follows:

The participants in the business and their interests are as follows:

Lehman Brothers–––––––––––––––– 25%

Field, Glore & Co.----------------------------------------- 25%

Hayden, Stone & Co 25%

Kuhn, Loeb & Co.——–––––––––––––––––––– 25%

Lehman Brothers shall manage the business and as compensation therefor,

shall receive from the participants pro rata (including themselves) an amount

equal to one-fourth of 1% of the principal amount of the Bonds. In the case

of any future Cleveland-Cliffs financing by this group the management and the

order of names will be rotated among the above-named participants. No com

pensation shall be paid for the management in the case of any such future

financing.

In accordance with the request of Kuhn, Loeb & Co. their name will not

appear in the advertisements, the cover of the prospectus or selling group let

ters in this business. In the case of any subsequent financing their name will

not appear in such documents if they so desire.

It is understood that additional participants may be admitted into the busi

ness by agreement of the four participants above named, in which event the

participations hereinabove set forth will be reduced proportionately.

Expenses will be borne by the participants in accordance with their respective

participations including therein such portion of the fee of Messrs. Sullivan &

Cromwell, as counsel to the participants, as shall not be paid by the Company

and also the fee of Messrs. Cravath, deGersdorff, Swaine & Wood who will be

associated with them.

Please confirm your understanding of the above by signing the enclosed

duplicate at the foot hereof.

Yours very truly,

CoNFTRMED: Field Glore & Co.

This understanding is confirmed on the assumption that the Lehman man.

agement fee is to be deducted from a gross spread of 3% points.

FIELD GLoRE & Co.

ExHIBIT No. 1841

[From the files of Lehman Brothers]

LEHMAN BROTHERs,

One William Street, New York, October 28th, 1935.

KUHN, LOEB & Co.,

52 William Street, New York City.

GENTLEMEN: We desire to confirm our understanding with you with respect to

the proposed Cleveland Cliffs Iron Company financing as follows:

The participants in the business and their interests are as follows:

Lehman Brothers ---- - 25%

Field, Glore & Co------------------------------------------ 25%

Hayden, Stone & Co---------------------------------------- %

Kuhn, Loeb & Co------------------------------------------ 25%

Lehman Brothers, shall manage the business and as compensation therefor,

shall receive from the participants pro rata (including themselves) an amount

equal to one-fourth of 1% of the principal amount of the Bonds. In the case
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of any future Cleveland-Cliffs financing by this group the management and the

order of names will be rotated among the above-named participants. No com

pensation shall be paid for the management in the case of any such future

financing.

In accordance with the request of Kuhn, Loeb & Co. their name will not

appear in the advertisements, the cover of the prospectus or selling group letters

in this business. In the case of any subsequent financing their name will not

appear in Such documents if they so desire.

It is understood that additional participants may be admitted into the busi

ness by agreement of the four participants above named, in which event the

participations hereinabove set forth will be reduced proportionately.

Expenses will be borne by the participants in accordance with their respective

participations including therein such portion of the fee of Messrs. Sullivan &

Cromwell, as counsel to the participants, as shall not be paid by the Company

and also the fee of Messrs. Cravath, deGersdorff, Swaine & Wood who will be

associated with them.

Please confirm your understanding of the above by signing the enclosed dupli

cate at the foot hereof.

Yours very truly,

CoNFIRMED : Kuhn, Loeb & Co.

ExHIBIT No. 1842

[From the files of Lehman Brothers]

LEHMAN BROTHERs

FOR INTER-OFFICE USE

MEMORANDUM

Date Dec. 2, 1935.

To Douglas Dimond

As you know, Bankers Trust had a great deal to do with the Cleveland-Cliffs

b11SineSS.

Mr. Tompkins called up especially to request a position for C. D. Barney &

Co. I told him there was no originating position possible at this time but he

requested that we try to take care of them as well as we can in the Selling

Group.p M. C. GUTMAN.

ExHIBIT No. 1843

[IFrom the registration statement, on file with the Securities and Exchange, Commission

Cleveland Cliffs Iron Co., $16,500,000 1st Mtge. 4% 7%, of 1950. Filed in 1935]

ExTRACT FROM LOAN AGREEMENT BETWEEN CLEVELAND CLIFFS IRON COMPANY.,

BANKERS TRUST COMPANY, CLEVELAND TRUST COMPANY AND THE FIRST

NATIONAL BANK OF CHICAGO WITH REFERENCE To LOAN OF $5,000,000 To SUP

PLEMENT THE ABOVE BOND ISSUE

This Agreement, made the 13th day of December, 1935, between Cleveland-Cliffs

Iron Company, an Ohio corporation, hereinafter called the “Company,” and

BANEERs TRUST CoMPANY, a New York corporation, THE CLEVELAND TRUST CoM

PANY, an Ohio corporation, and THE FIRST NATIONAL BANK OF CHICAGo, a

national banking association, herein sometimes called “the Banks.”

WHEREAs, the Company has agreed to borrow, and the other parties hereto

have agreed severally to lend to the Company contemporaneously with the

execution hereof the following amounts upon the following terms, as to rate

and maturity:

Bankers Trust Company ---- $2,000,000

First National Bank of Chicago---------------------------- 2,000,000

The Cleveland Trust Company, Cleveland------—----------- 1,000,000
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the loans by each Bank to mature :

Five percent (5%) June 1, 1936, or before that date at the Company's

rººt (5%) June 1, 1937, or before that date at the Company's

rººt (5%) June 1, 1938, or before that date at the Company's

rººt (5%) June 1, 1939, or before that date at the Company's

rºwn (5%) June 3, 1940, or before that date at the Company's

pº December 2, 1940, or before that date at the Company's option.

each maturity due to each Bank to be represented by a note of the Company

bearing interest at the rate of 4%% per annum, in the form annexed, marked

“A”: and

WHEREAs, said loans by the Banks are agreed to be secured by the hypothe

cation with each of the Banks separately of that proportion of the following

described securities which the loan of each Bank bears to the sum of $5,000,000.

COLLATERAL

460,667 shares of Common Stock, without par value, of Republic Steel Corpora

tion.

135,987 shares of Common Stock, without par value, of The Otis Steel Company.

20,190 shares of 7% Cumulative Prior Preference Stock, $100 par value, of The

Otis Steel Company.

1,839 shares of the Preferred Stock, $100 par value, of Wheeling Steel Corpora

tion.

2,620 shares of Common Stock, without par value of Wheeling Steel Corporation.

EXHIBIT NO. 1S44

[From the files of Bankers Trust Company. Letter from B. A. Tompkins to

Edward B. Greene]

DECEMBER 18, 1935.

Mr. EDWARD B. GREENE,

President, The Cleveland Cliffs Iron Co.,

14th Floor Union Trust Building,

Cleveland, Ohio.

DEAR ED: Thank you for your check for $25,000 and for all the nice things

you said in your note of December 16th. I think that your Board and the

stockholders of your company should be saying equally nice things about your

handling of the situation on their behalf.

I talked to Charlie Hayden, Dick Morris and Steele Mitchell today regarding

a sub-participation in the bank loan. I told them that our own banking depart.

ment was loathe to approach the other banks on the matter and that I thought

that if a sub-participation were made it might prove considerably embarrassing

for you in your relations with the Continental and the Bank of Manhattau.

Looking back over the matter the loan probably should have been set Up On a

basis which would have included both the Continental and the Manhattan and

allowed for a participation by the Equitable. But it was closed on the other

basis. While I think Hayden Stone & Co. have been most helpful in the situa

tion and, while I think their request is a reasonable one, I, nevertheless, feel

that the banks who have carried the loan for a great many years should not now

be asked to sub-participate and I further believe that the Manhattan and the

Continental might have a very just grievance if that were done.

I am leaving for the South tomorrow for a little rest and I hope that you

will be able to get away for the holidays. A good Christmas to you and all the

luck in the world in the year ahead.

Sincerely yours,

BAT/VLS
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EXHIBIT NO. 1845

[From the files of Leb man Brothers |

KUHN, LOEB & Co.

William and Pine Streets

New York, November 22, 1935.

Messrs. LEHMAN BROTHERS,

1 William Street,

New York, N. Y.

IDEAR SIRs : We have your letter of the 21st instant with the enclosed check

for $218.75, representing our interest in the net commissions earned on the

sale of 10,000 shares of Republic Steel Corporation Common Stock for account

of Cleveland Cliffs Iron Company.

Thanking you, believe us

Very truly yours,

p. p. KUHN, LOEB & Co.

H. E. STRIPP, P. M. STEwART.

PMS : J

ExHIBIT NO. 1846

[From the files of Lehman Brothers]

AUGUST 24TH, 1936.

(Handwritten :) Return to Miss Rainer.

Memorandum to Mr. I. Sack:

I notice, while I was away, that we sold a block of Republic Iron & Steel for

Bankers Trust Company. This really was for Cleveland-Cliffs Iron Company,

and as per our agreement with our partners in Cleveland-Cliffs, they should

share in the net commissions as they did in previous sales made.

If this has not already been done, will you please see that it is taken care of.

M. C. GUTMAN.

(Hand written) :

7/31 Paid H. S. & Co. ------------------------------------------- 437. 50

F. G. & Co------------------------------------------------- 437. 50

K. L. & Co----------------------------------------------- 437. 50

% cash net------------------------------ 2,000 shs. Rep. Steel Corp.

EXHIBIT NO. 1847–1

[From the files of the Securities and Exchange Commission]

Extract 1–A–10 of Registration Statement of Cleveland Cliffs Iron Company

in connection with First Mortgage Sinking Fund 4% 96 Bonds due November 1,

1950, principal amount $16,500,000.

AGREEMENT BETWEEN THE CLEVELAND-CLIFF's IRON COMPANY AND PRINOIPAL UNDER

witHTERS WITH REGARD TO THE SALE of 20,000 SBAREs of CoMMON STOCK

WITHouT PAR WALUE OF REPUBLIC STEEL CoRPORATION

Messrs. Kuhn, Loeb & Co., OCTOBER 31, 1935.

Field, Glore & Co.,

Hayden, Stone & Co.,

Lehman Brothers.

DEAR SIRS: The undersigned, The Cleveland-Cliffs Iron Company, an Ohio

corporation, hereby confirms the agreement with you as follows:

Subject to the terms and conditions hereinafter set forth, the Company will

sell to you severally and you Severally will purchase from the Company and

ay for an aggregate of 20,000 shares of common stock without par value of

republic Steel Corporation, owned by the Company, at the price of $17 per
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share. The number of shares to be sold to and purchased by you respectively

are:

Kuhn, Loeb & Co.-------------------------------- 5,000 shares

Field, Glore & Co----------------------------------- 5,000 shares

Hayden, Stone & Co -- 5,000 shares

Lehman Brothers 5,000 shares

Delivery of and payment in New York funds for the shares will be made at

the office of Hayden Stone & Co., 25 Broad Street, New York, N. Y., at ten

o'clock A. M., Monday, November 4, 1935. The stock certificates will be in

negotiable form good for delivery under the rules of the New York Stock Ex

change and all necessary stock transfer stamps will be aſſixed and cancelled.

The obligation of the Company to sell the shares of stock and your obliga

tion to purchase the same shall be subject to the delivery to the Company and

to you of the opinion of Messrs. Belden, Young & Weach of Cleveland, Ohio,

as to the validity of the stock and as to the power of the Company to make

such Sale.

If the above is in accordance with your understanding please sign the ac

ceptance clause on the enclosed duplicate at the foot hereof.

Yours very truly,

THE CLEVELAND-CLIFF's IRoN CoMPANY.,

By E. B. GREENE, President.

Attest :

E. H. JAYNES, Secretary.

Accepted and agreed to this 1st day of November, 1935.

KUHN, LOEB & Co.

FIELD, GLORE & Co.

HAYDEN, STONE & Co.

LEHMAN BROS.

ExHIBIT No. 1847–2

[From the files of the Securities and Exchange Commission]

Extract 1–A–12 of Registration Statement of Cleveland Cliffs Iron Company

in Connection with First Mortgage Sinking Fund 4-34% Bonds due November

1, 1950, principal amount $16,500,000.

AGREEMENT BETWEEN McKINNEY STEEL Holding CoMPANY AND PRINCIPAL UN

DERWRITERS WITH REGARD TO THE SALE of $5,500,000 PRINCIPAL AMoUNT or

REPUBLIC STEEL CORPORATION PURCHASE Money FIRST Mol:TGAGE ConventIBLE

5%% RoNDS DUE NovKMBER 1, 1954.

OCTOBER 31, 1935.

Messrs. Kuhn, Loeb & Co.

Field, Glore & Co.

Hayden, Stone & Co.

Lehman Brothers.

DEAR SIRs: The undersigned, McKinney Steel Holding Company, a Delaware

corporation, hereby confirms its agreement with you as follows:

Subject to the terms and conditions hereinafter set forth, the Company will

sell to you severally, and you severally will purchase from the Company and

pay for, $5,500,000 principal amount of Republic Steel Corporation Purchase

Money First Mortgage Convertible 5-34% Bonds due November 1, 1954, owned

by the Company, at the price of 104% of the principal amount thereof and

accrued interest, to date of delivery. The amounts of said bonds to be sold to

and purchased by you respectively are:

Kuhn, Loeb & Co------------------------------------ 1

Field, Glore & Co -- - ####,
Hayden, Stone & Co-------------------------------- $1,375,000

Lehman Brothers------------------------------------ $1, 375. 000

Delivery of and payment in New York funds for the bonds will b

at the office of Kuhn, Loeb & Co., 52 William Street, New York, N. Y. **:
o'clock A. M., November 18, 1935. --
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Definitive coupon bonds in the denomination of $1,000 each are to be delivered.

The Company will pay all transfer taxes in connection with this sale.

The obligation of the Company to sell the bonds and your obligation to

purchase the same shall be subject

(a) to the Company's securing corporate power by amendment of its

Certificate of Incorporation to make such sale,

(b) to the delivery to the Company and to you of the opinion of Messrs.

Squire, Sanders & Dempsey and Messrs. Belden, Young & Weach, Cleveland,

Ohio, as to the corporate proceedings of the Company in connection with

the sale of such bonds, and the opinion of Messrs. Belden, Young & Weach

as to the validity of the bonds and of the mortgage under which the same

are issued in accordance with their terms,

(c) to the approval of your counsel of the corporate proceedings of the

Company in connection with the sale of such bonds.

Said bonds have been registered under the Securities Exchange Act of 1934

and are listed on the New York Stock Exchange subject to satisfying the

requirements of such Exchange as to distribution.

Please confirm your agreement with this Company in accordance with the

foregoing.

Yours very truly,

McKINNEY STEEL Hold1Ng CoMPANY.,

By OSCAB. L. Cox, President.

Attest:

E. H. JAYNES, Asst. Secretary.

Accepted and agreed to this 1st day of November, 1935.

KUHN, LOEB & Co.

FIELD, GLORE & Co.

HAYDEN, STONE & Co.

LEHMAN BROS.

ExHIBIT NO. 1847–3

[From the files of the Securities and Exchange Commission]

Extract 1–A–14 of Registration Statement of Cleveland Cliffs Iron Company

in connection with First Mortgage Sinking Fund 4%% Bonds due November

1, 1950, principal amount $16,500,000.

AGREEMENT BETWEEN McKINNEY STEEL Holding CoMPANY AND PRINCIPAL UNDER

writeRS WITH REGARD TO THE SALE of 10,000 SHARES OF 6% CUMULATIVE Con

VERTIBLE PRIOR PREFERENCE SERIES A STOCK OF REPUBLIC STEEL CoRPORATION

October 31, 1935.

Messrs. KUHN, LOEB & COMPANY.,

FIELD, GLORE & CoMPANY.,

HAYDEN, STONE & CoMPANY.,

LEHMAN BROTHERS.

DEAR SIRS : The undersigned, McKinney Steel Holding Company, a Delaware

corporation, hereby confirms its agreement with you as follows:

Subject to the terms and conditions hereinafter set forth, the Company will

sell to you severally, and you Severally will purchase from the Company and

pay for an aggregate of 10,000 shares of 6% Cumulative Convertible Prior

Preference Series A Stock of Republic Steel Corporation, owned by the Com

pany at the price of eighty-two per cent of the par value thereof. The number

of shares to be sold to and purchased by you respectively are:

Kuhn, Loeb & Co.----------------------------------- 2,500 shares

Field, Glore & Co
- – 2, 500 shares

Hayden, Stone & Co-------------------------------- 2,500 shares

Lehman Brothers –––– 2, 500 shares

Delivery of and payment in New York funds for the shares will be made at

the office of Field, Glore & Company, 40 Wall Street, New York, N. Y., at

10 o'clock A. M., Monday, November 4, 1935. The stock certificates will be in

negotiable form good for delivery under the rules of the New York Stock Ex

change and all necessary stock transfer stamps will be affixed and cancelled.
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The obligation of the Company to sell the shares of stock and your obligation

to purchase the same shall be subject to the delivery to the Company and to

you of the opinion of Messrs. Squire, Sanders & Dempsey and Messrs. Belden,

Young & Veach, of Cleveland, Ohio, as to the power of the Company to make

such sale, and the opinion of Messrs. Belden, Young & Weach as to the validity

of the stock.

If the above is in accordance with your understanding please sign the accept

ance clause on the enclosed duplicate at the foot hereof.

Yours very truly,

McKINNEY STEEL Holding CoMPANY.,

By OSCAR L. Cox, President.

AtteSt:

E. H. JAYNES, A88t. Secretary.

Accepted and Agreed to this 1st day of November, 1935.

KUHN, LOEB & Co.

FIELD, GLORE & Co.

HAYDEN, STONE & Co.

LEHMAN BROS.

ExHIBIT NO. 1848

[From the files of Kuhn, Loeb & Co. Letter from Kuhn, Loeb & Co. to Guaranty

Company of New York]

MAY 22, 1930.

(Stamped :) Kuhn, Loeb & Co. May 26, 1930. Filing Department. Official

J. R. Swan, Esq.,

President, Guaranty Company of New York,

31 Nassau Street, New York, N. Y.

DEAR SIR: This is to confirm the agreement between us respecting future

financing by the American Smelting and Refining Company.

In the event of financing under the First Mortgage of the Company, we are

to be interested to the extent of 33% ºo, and yourselves and associates to the

extent of 66%%. In the case of such financing, the business is to be directed

from our office and the negotiations will be carried on by us.

In the case of financing other than under the First Mortgage, we are to be

interested on original terms in the same amount as yourselves, which you have

advised us is 22% in the purchase of the Second Preferred Stock now being

made, and will be 21% in case the Irving Trust Company should hereafter

be included in any transaction. All such business will be directed from your

office and negotiated by you.

In circulars, advertisements, syndicate letters, etc., our name will appear

first or at the left of your name, the two names comprising the first line of

signatures.

Please confirm that the foregoing is in accordance with your understanding.

Yours very truly,

MC

Stamped also as “Seen by" and initialed.

ICXHIBIT No. 1849

[From the files of Kuhn, Loeb & Co. I

J. R. Swa N, 1’resident Cable address: “Fidelibond,” New York

GUARANTY CoMPANY of NEw York,

31 Nassau Street, New York, May 26, 1930.

Kuhn, Loeb & Co. May 29, 1930. Filing Department.

Received, May 27, 1930. Filed June 3, 1930. .

KUHN, LOEB & Co.,

William and Pine Streets, New York, N. Y.

GENTLEMEN: We are in receipt of your letter of May 22, in which you outline

the agreement between us respecting future financing by the American smelting
& Refining Company, all of which is in accordance with our understanding.

Very truly yours, -

J. R. Swan, President.
JRS : FPS: DM.
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FXHIBIT NO. 1850

[From the files of Rohn. Loeb & Co. I

FRANK P. SHEPARD, Vice President

GUARANTY COMPANY OF NEW YORK

31 Nassau Street

Cable Address, “Fidelibond.”

Re: $17,500,000 American Smelting and Refining Company 6% Cumulative

Second Preferred Stock

NEW YORK, May 21, 1930.

KUHN, LOEB & Co.,

52 William Street, New York, N. Y.

GENTLEMEN: We and our associates have purchased 175,000 shares of $100.00

par value 6% Cumulative Second Preferred Stock of American Smelting and

Refining Company at the price of $100.00 per share flat. We hereby confirm

that you have an interest of 22% on original terms in the purchase of said

Preferred Stock.

We and our associates are forming a Banking and a Selling Group, of which

we will be managers and in which we may participate, the former group to

underwrite the sale of said Preferred Stock to the public at $103.00 per share

flat. The gross compensation of members of the Purchase Group for their

services will be 75 cents per share. Advice concerning your participation and

compensation in the Banking and Selling Groups will be sent you in due course.

It is to be borne in mind that the Irving Trust Company, which is not as

sociated in this particular financing, is a member of our Group and in case

any business should arise in the future in which they would wish to participate,

our interests would accordingly be reduced in Order to include them. We have

arrived at percentages for this contingency as quoted below:

Kuhn, Loeb & Co-------------- 21% Central Hanover Bank and Trust

Guaranty Company of N. Y____ 21% Company-------------------- 8% 9%

Bankers Company of N. Y____ 16% 9% | New York Trust Company______ 8% 9%

Chase Securities Corporation--- 16%% | Irving Trust Company---------- 8% 9/6

If the foregoing is in accordance with your understanding, will you kindly

so indicate by signing the enclosed duplicate herewith and return the same

to us.

Very truly yours,

GUARANTY COMPANY OF NEw York,

By FRANK P. SHEPARD, Vice President.

GUARANTY COMPANY OF NEW YORK,

31 Nassau Street, New York, N. Y.

GENTIEMEN: We hereby confirm that the foregoing is in accordance with our

understanding.

Very truly yours,

KUHN, LOFB & Co.

By G. W. B.

ExHIBIT NO. 1851

[From the files of Kuhn, Loeb & Co.]

COPY FOR KUHN LOEB & COMPANY

MAY 21, 1930.

Mr. F. H. BROWNELL,

Chairman of the Board,

120 Broadway, New York, N. Y.

DEAR MR. BRowNELL: We are enclosing prospectus of the Second Preferred

Stock of the American Smelting & Refining Company which we propose to offer

and advertise tomorrow at a price of 103.



12766 CONCENTERATION OF ECONOMIC POWER

You will notice that we have associated with us in this business Messrs.

Kuhn, Loeb & Company with whom, I think, we have come to a satisfactory

understanding as to our respective positions in American Smelting & Refining

Company business.

We will do everything in our power to make this issue a successful one and

one which will redound to the credit of your Company, and assure you that it is

a privilege to us to be associated with this business.

Very truly yours,

J. R. Swan, President.

JRS: arf.

ExHIBIT No. 1852–1

[From the files of Lehman Brothers]

Office of the President.

INDIANAPOLIs PoweR & LIGHT CoMPANY,

Indianapolis, Indiana, July 19, 1937.

LEHMAN BROTHERS,

One William Street, New York, N. Y.

(Attention: Mr. Robert Lehman.)

DEAR SIRs: At a meeting of the Finance Committee of Indianapolis Power

& Light Company held in New York on July 15, 1937, it was decided that your

firm should head the syndicate which is proposed for the purpose of refunding

the Indianapolis Power & Light Company's present issue of first mortgage
bonds.

Please consider this as your authority to act as our sole agent in this matter.

Very truly yours,

H. T. PRITCHARD,

(H. T. Pritchard)

President.

EITP: h.

ExHIBIT No. 1852–2

[From the files of Lehman Brothers]

SIMPSON THACHER & BARTLETT

120 Broadway, New York, July 27, 1957.
ROBERT LEHMAN, Esq.,

Messrs. Lehman Brothers, 1 William Street,

New York, N.Y.

DEAR, MR, LERMAN: I return herewith the letter which you have received

from the President of Indianapolis Power & Light Company regarding the

contemplated financing by that Company, together with your proposed reply.

I beg to advise you that both letters have our approval as to form.

Very truly yours,

O. C. JoBINSTON.

(Enc.)

ExHIBIT No. 1852–3

[From the files of Lehman Brothers—Letter from Robert Lehman to H. T. Pritchard]

JULY 21, 1937.
H. T. PRITCHARD, Esq., 937

Indianapolis Power & Light Company,

Indianapolis, Indiana.

DEAB, MB. PRITCHABD: I beg to confirm receipt of your kind letter of July

19th informing me that it was decided at the meeting of the Finance Committee

of your company that my firm should head the Syndicate for the proposed

financing of the Indianapolis Power & Light Company's present issue of first

mortgage bonds.
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It is gratifying to have this opportunity to serve you and your company and

I want to assure you that this matter will have our most active and conscien

tious attention.

With kind regards, I remain

Very truly yours,

rl.Smc.

ExHIBIT No. 1853

[From the files of Glore, Forgan & Co. Letter from John F. Fennelly to

J. Russell Forgan )

MAY 24, 1938.

Mr. J. RUSSELL FORGAN,

New York Office.

DEAR RUSS: Referring to our telephone conversation this morning regarding

the Indianapolis Power & Light situation, I have talked the whole matter over

with Charlie and give you herewith the following summary of his views.

Some weeks ago when Mr. Adams first approached us with regard to helping

him work out the reorganization of Utilities Power & Light, he told us that he

would like to have us head up the financing of Indianapolis Power & Light.

We immediately told him of our commitment to Lehman Brothers and that we

had already accepted a position in Lehman's group, subject to that position

being satisfactory to us. He then told us that he had no intention of having

Lehman head up the business, particularly since he felt it desirable to have the

business managed in the middle west. He even told us he had discussed this

matter with the SEC in Washington. We advised Mr. Adams that we were

unwilling to do anything about this until or unless the whole matter had been

straightened out with Lehman Brothers, which so far has not been accom

plished.

More recently, Mr. Adams asked us if we could work out a satisfactory

arrangement with Lehman Brothers, and advised us that if we could do so he

was prepared to proceed immediately with the Indianapolis financing. We

have told Mr. Adams that we felt it was entirely possible for us to work out

such an arrangement and would proceed to do so at once. Our ideas, as you

know, of a satisfactory arrangement are a joint managership account which

we should head in the West and which Lehman should head in the East.

Pending the reaching of such an agreement, we find ourselves in the awkward

position of being unable to talk with Mr. Adams about this financing, and at

the same time realizing that practically everybody in the investment business

is shooting at him about it, in fact we have good reason to believe that other

members of the Lehman account are working independently and actively for

the business. Our sincere feeling about this matter is that if Lehman Brothers

are willing to agree to a joint managership as outlined above, we can be very

helpful in convincing Mr. Adams as to the desirability of proceeding at once

with the business. If this is not done, we feel that Mr. Adams is likely to let

the whole matter drift, at least until next fall, by which time he may have

missed the opportunity to do the job under present favorable market conditions.

If Lehman Brothers can not see their way clear to such an arrangement, we

shall feel obliged to withdraw from their account. If we do so withdraw, we

will agree with them that we will do nothing about this business, either inde

pendently or in conjunction with others, for some reasonable length of time.

Our idea of a reasonable length of time would be from now until next fall,

during which time Lehman Brothers would have a free hand as far as we are

concerned, to proceed with their present negotiations.

If you so desire, I see no reason why you should not show this letter to any

of the partners of Lehman Brothers.

Very sincerely yours,

—.

JFE": me

P. S.—Since writing the above, I have discussed the matter further with

Charlie and we have both agreed it would be dangerous to show this letter

to Lehman Brothers. He agrees, however that the letter states his position

exactly and that all of the matter contained herein can be used in discussing

the matter with them; he is even willing to have you agree to a joint man
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agership arrangement for all future Utilities Power & Light financing if you

think it desirable. He feels it is most important that Lehman give us an

immediate answer on this matter because he has just had another call from

Adams asking about the situation and telling him that the finance committee

of the Company in Indianapolis is anxious to proceed at once and that pres

sure is being put on him from all directions.

If the above is not entirely clear to you, I suggest you call me on the phone

tomorrow morning as soon as you have read this letter.

J. F. F.

ExHIBIT NO. 1854–1

[From the files of Lehman Brothers]

JUNE 26, 1939.

Memorandum to partners:

Re: Indianapolis Power & Light Financing and future financing of subsidiary

companies of Utilities Power & Light Co.

I met today with Sidney Weinberg and Howard Sachs, of Goldman, Sachs &

Company, Harry Addinsell and George Woods, of the First Boston Corporation.

We made the following agreement on Indianapolis Power & Light financing:

Lehman Brothers is to head the business, handle the details in our office

and negotiate the deal in behalf of themselves, Goldman, Sachs & Company

and The First Boston Corporation.

In the advertising the three firms are to appear on the same line in the

following order:

Lehman Brothers Goldman, Sachs & Co. The First Boston Corp.

The management compensation is to be divided as follows: 40% to

Lehman Brothers, 40% to Goldman, Sachs & Company, and 20% to The

First Boston Corporation. All three firms are to have equal percentages

in the underwriting.

We made a similar arrangement on Utilities Power & Light Company and its

subsidiaries, i. e. management compensation to be divided into 40% to Lehman

Brothers, 40% to Goldman, Sachs & Company, and 20% to The First Boston

Corporation.

The question of handling the details of the business in future Utilities Power

& Light Company deals was not determined today and the arrangement was to

be subject to the approval of the principal by Floyd Odlum.

JOSEPH A. THom As.

EXHIBIT NO. 1854–2

[From the files of Lehman Brothers]

JUNE 26, 1939.

Mr. GEORGE D. WOODS,

The First Boston Corp., 100 Broadway,

New York, N. Y.

DEAR GEORGE: For the sake of reducing to writing our agreement of today 1

am setting down below my understanding of it.

With reference to the financing or re-financing of the Indianapolis Power &

Light Company, Lehman Brothers, Goldman Sachs & Company and The First

Boston Corporation are to have equal percentages in the underwriting. The

management compensation is to be divided—40%, to Lehman Brothers, 40% to

Goldman, Sachs & Company, and 20% to The First Boston Corporation.

Lehman Brothers is to handle the details of the business in their office on

behalf of the three firms.

In the advertising the three firms are to appear on the same line in the

following order:

LEHMAN BROTHERS GOLDMAN, SACHS & COMPANY THE FIRST

BOSTON CORPORATION.

The same arrangement, with the exception of the handling of the business

and the order of appearance, which I do not believe we discussed, is to carry
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through, subject to Floyd Odlum's approval, on future financing for Utilities

Power & Light Company and its subsidiaries.

I would appreciate your calling me so that I may be entirely clear as to

our mutual understanding of the arrangement made.

We are delighted at the amicable way in which the situation worked out and

look forward to a most pleasant and profitable relationship with you.

Sincerely yours,

JOSEPH A. THOMAS.

JAT : AdJ.

ExHIBIT No. 1854–3

[From the files of Lehman Brothers]

JUNE 26, 1939.

Mr. SIDNEY WEINBERG,

Goldman Sachs & Company, 30 Pine Street,

New York, N. Y.

DEAR SIDNEY: For the sake of reducing to writing our agreement of today,

I am setting down below my understanding of it.

With reference to the financing or refinancing of Indianapolis Power & Light

Company, Lehman Brothers, Goldman Sachs & Company and the First Boston

Corporation are to have equal percentages in the underwriting. The manage

ment compensation is to be divided—40% to Lehman Brothers, 40% to Goldman

Sachs & Company, and 20% to the First Boston Corporation.

Lehman Brothers is to handle the details of the business in their office on

behalf of the three firms.

In the advertising the three firms are to appear on the same line in the

following Order:

LEHMAN BROTHERS GOLDMAN, SACHS & COMPANY THE FIRST

BOSTON CORPORATION.

The same arrangement, With the exception of the handling of the business

and the order of appearance, which I do not believe we discussed, is to carry

through, subject to Floyd Odlum's approval, on future financing for Utilities

Power & Light Company and its subsidiaries.

I would appreciate your calling me so that I may be entirely clear as to

our mutual understanding of the arrangement made.

We are delighted at the amicable way in which the situation worked out and

look forward to a most pleasant and profitable relationship with you.

Sincerely yours,

JOSEPH A. THOMAS.

JAT : AdJ.

ExHIBIT No. 1855–1

[From the files of Lehman Brothers]

EIGHTH FLOOR

ONE, ExCHANGE PLACE:

JERSEY CITY, N. J.

JULY 11, 1938.

Mr. ROBERT LEHMAN,

Lehman Bros., Ome William Street, New York City.

DEAR BOBBY : The fact that We Own Over 60% of the debts of Utilities Power

& Light Corporation, in 77 B proceedings, I suppose in fact as well as by past

indications gives us no voice in the affairs of that company or its subsidiaries.

But in fairness to myself, as Well as to those who are likely to be interested

in the future of the estate, I wish to point out that a number of leading houses,

including Goldman, Sachs & Co., First of Boston, Dillon, Read and Lazard, had

approached me prior to the summer of 1937 with respect to Indianapolis financ

ing, and that I had told them all that I had no control over the situation, didn't

believe the financing was imminent and I assumed that the first question the

Indianapolis Board would have to pass on would be whether any house or houses

had any preferential rights to negotiate.

—ii
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Also I must say in fairness to myself that Goldman, Sachs and clients own a

substantial block of securities of Utilities Power & Light Company; that the

same is true of clients of White, Weld & Co.; and that Paul Shields is Chairman

of the Preferred Stock Protective Committee and as such has been giving his

time to the affairs of Utilities Power & Light Company, and has been helpful

also in matters pertaining to the industry as a whole. The same should be said

with emphasis for Sidney Weinberg.

Paul Shields has made it emphatically evident to me that he considers that his

firm merits far better treatment than has been accorded it in the Underwriting

Group. I don't know anything about the Group or about how interests are

divided, having just returned from Europe, but I do want to say a word in

behalf of Shields & Co. supported by the above recitation of facts.

I also want to say that, not only because of help given in many Ways in the

past, relationship between Sidney Weinberg and General Wood, one of the Atlas

Directors, and also because of personal desires, I strongly hope and ask that

Goldman Sachs be given full measure of satisfaction.

I am told by my office and have also been made aware of it by cables and

telephone calls to Europe from a number of people that many houses think we

have or should have something to do with this situation and have treated them

shabbily in favor of Lehman Bros. They apparently find it hard to believe what

I tell them about the business.

Sincerely,

FLOYD ODLUM.

IExHIBIT No. 1855–2

[From the files of Lehman Brothers]

JULY 13, 1938.

Mr. FLOYD, B. ODLUM,

Eighth Floor, 1 Eachange Place,

Jersey City, New Jersey.

DEAR MR. ODLUM : Your letter with reference to the Indianapolis financing,

addressed to Mr. Robert Lehman, was delivered to me in the absence of Mr.

Lehman. I am taking the privilege of answering inasmuch as I have been in

active charge of this matter for Lehman Brothers. I am distressed that the

handling of this business has caused you embarrassment. A careful review of

all of the history and circumstances surrounding this transaction convinced

me that our conduct with reference to this financing would not only meet with

your approval but would deserve your commendation.

Our attention was called to the possibility of refinancing Indianapolis before

Atlas were large owners of the debt of Utilities Power & Light. Before attempt.

ing to secure this business, we considered carefully the question of discussing

it with you. We were informed and discovered that charges had been made in

Court and through the newspapers that Atlas was attempting to dominate the

affairs of Utilities Power & Light and its subsidiaries. We found also that

these charges were untrue and that you had stated in open Court and in Court

proceedings that you not only did not wish to dominate the affairs of Utilities

Power & Light and its subsidiaries, but that you had actively refrained from

having anything to do with the management or the affairs of this company

This was particularly, impressed upon me in Washington last Friday when

counsel for Atlas denied before the S. E. C. that Atlas was represented on

the boards of Utilities Power & Light or any of its subsidiaries. In view of

that situation, we decided it was only fair not to embarrass you or to injure the

record of the Atlas Corp. in the serious Court proceedings pending by discussing

:.. ..".. §". W.". this even though all of us were

esirous of asking your he In View of the cloexisting between us. p se relationship and friendship

We, therefore, went about the matter in a direct and indepen

went to Indiana and approached the officers of the ...” #.º, Nº.
a meeting of the Board and appointed a committee to consider financing. This

committee made a thorough investigation of the entire matter. It interview.

banks, Insurance companies and other investment banking houses, and after

such thorough investigation the Board of Directors of Indianapolis Power &
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Light requested Lehman Brothers to advise the company and to form a Syndi

cate to re-finance the outstanding 5% bonds at an opportune time. The minutes

of the company bear this out.

When we found the time opportune, we so advised the company. After full

negotiations with the company, its officers, its directors and the Trustee of

Utilities Power & Light, we were instructed to proceed. And we have pro

ceeded expeditiously.

Other banking houses had a similar opportunity to compete for this business.

In view of all the facts, it comes as a surprise to us that after twelve months

or more of negotiation, Suddenly at this time when the Syndicate has been

formed and the registration about to become effective, complaints should be

imposed upon you. We have endeavored to take care of generously in the

syndicate the investment bankers whom you mention as your friends.

How anyone can possibly blame you is beyond our understanding, particularly

since you have so carefully made the record clear as to your position with

reference to the affairs of Utilities Power & Light and its subsidiaries. Believe

me, we have done everything in our power to relieve you of any possible em

barrassment. And furthermore, we sincerely believe that our record in this

matter sustains your insistently stated position that you never have interfered

even slightly with the business and affairs of the Utilities Power & Light

Company or its subsidiaries.

Faithfully yours,

JAT/r.

JOSEPH A. THOMAS.

ExHIBIT NO. 1855–3

[From the files of Lehman Brothers]

ATLAs CoRPORATION,

ONE Exchange, PLACE,

Jersey City, N. J., July 13, 1938.

Mr. JOSEPH A. THOMAS,

c/o Lehman Brothers, 1 William Street, New York City.

DEAR MR. THOMAS : I have just received your letter of July 13th in answer

to mine about Indianapolis financing.

What you say records the facts as I understand them, but it's pretty difficult

for the other houses who themselves thought it proper to discuss the situation

with us, to understand that you went forward in the way you did without

discussing the program with us. You know we have a very heavy investment

in U. P. & L. and apart from any question of management or control are

naturally very interested in its affairs. Some of these other houses have invest

ments alongside ours or are interested in the Company in different ways.

If all these houses are now satisfied with the generous treatment they have

received, then the immediate embarrassment is solved for me. I know of none

as of today that express to me dissatisfaction except Shields & Company. Paul

Shields, as Chairman of the Preferred Stock Committee of U. P. & L. has given

his time generously and I am told has even advanced substantial expense money

to the Committee. It should earn for him special consideration. I do hope

you will find a way to accord it to him.

- Sincerely,

F. B. ODIUM.

(Pencil notation:) This has been noted by Mr. Gutman.

ExHIBIT NO. 1855–4

[From the files of Lehman Brothers]

ATLAS CORPORATION,

ONE ExCHANGE PLACE,

Jersey City, N. J., July 18, 1938.

Mr. JosePH A. THOMAS,

c/o Lehman Brothers, 1 William Street, New York City.

DEAB MR. THoMAs : When I was in Washington last Thursday, I had trans

mitted to me a telegram from Paul Shields which made it perfectly evident

124491–40–pt. 24—30
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that he is still very dissatisfied with his treatment in connection with the

Indianapolis financing.

I do hope that you can get this matter straightened out with reasonable

satisfaction.

Sincerely,

F. B. ODLUM.

IEx HIBIT NO. 1 S56

[I'ron the ſiles of Glore, Forgan & Co..]

October 20, 1932.

TRANSCRIPTION OF MIR. IGLICHART's TELEPHONE CONVERSATION.—RE NEW YORK

STATE G. & E.

I have talked with the partners here in New York and Some of them in Chicago

and I want to go over once again exactly what took place. On Friday afternoon

at about 3:30 he came in the office (Mr. Hopson) and he went into Mr. Durell's

office, and he said he had a chance to sell $5,000,000 New York Electric & Gas

bonds. Durell said to him, “Do you mean to Some insurance company or invest

ment trust?” and Hopson said, “No, I mean to some bankers”. and he would

give us no idea who the bankers were. Durell said “You are talking to the

wrong man. Wait until I get Iglehart in here”. And I came in and he said he

had a chance to sell them to bankers, and did We Want to make a commitment.

Marshall came in while the conversation was going on and he heard him say

that he had a chance to sell $5,000,000 bonds, and in a perfectly offhand casual

way he said “For Heaven's sake go ahead and sell them”, which was the logical

thing to say, if you ever had any dealings with Hopson. Now that gave Hopson

his release. There is no question in our minds about that. I said to Mr.

Hopson “I don't think you can come into this office Friday afternoon and expect

us to come to a decision, and I think the least you can do, as long as we have

always done this business, is to give us until Monday afternoon”. He said he

was sorry that he couldn’t do this, as the bankers wanted to go to work on it

right away. I said the bankers would Wait until Monday. He said he was

sorry; they wanted to do it immediately. I said “I think you ought to wait until

Monday and I will call you Monday afternoon. I didn't wait until Monday

afternoon: I called him at a quarter of eleven Monday morning. He said he

had already committed himself.

Now we feel that if that was the case a good many conversations must have

gone on beforehand. We honestly feel—I am going to be perfectly frank with

you—that your having been a member of the group with us, it is a most unusual

procedure and we think, frankly, a very unethical one. That is honestly the

way we feel about it.

Yes, well I think that you could have found that all out had you come to us

and said “He is discussing it with us”.

He said that you were ready to make a commitment. Well—that is what

he said. Marshall would never have made the statement he did had he not

put it that way.

I don't think we wish to discuss it with him one iota. And I would like to

explain how Sullivan and Cromwell got their clearance. They called us early

Monday morning and said they understood that somebody else was going to

be the bankers for the New York State Gas & Electric. I said “I think there is

something in that.” They said “Is it all right for us to go ahead”. I said. “I

am sorry, I can't tell you. I will let you know the moment I can”. I called

Hopson at a quarter of eleven and asked him to come around here. He said

he was sorry, he couldn't, that he had already committed himself. There was

no reason why we should keep Sullivan & Cromwell from having some law

business, so they were released, and those were the conditions under which they

were released. -

I think that if your house had been, say. E. H. Rollins & Son, and had not been

a member of this group, and you had done this business, I think that would

have been one thing. Put I think when you were partners of ours in the
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business—to say nothing to us about the conversations—I think the least thing

you could do was to tell him to take all his conversations to us, and that if we

were not interested, you might be interested in the business.

That was perfectly true last July. When, since then, did he tell you that?

In August we asked him if he was ready to talk about New York State Gas &

Electric. He said he would not discuss it at that time. That was the last

conversation we had with him.

Before you did anything with him it would have been very much nicer had

you come to us. I mean, before you had any dealings with him, I think that,

as long as we had been the bankers for that business ever since it was originated,

I think if you had come to us and said “Hopson wants to talk about it. Are you

not interested ?” I think that is the way we would have done the business.

Well, you see the way he severed banking relations.

Yes, but N. W. Harris is one thing, and Harris Trust & Savings are another.

Well, if you can tell us any bankers that were doing anything in the month

of July in the way of underwriting. Well, I don't know who were. Well, no

body else would have ventured it that I know of.

I think your method of checking may have been fine, in your eyes. I think

the check would have been very much better had you come to your partners

and asked them about it. I think that would be the real way to check. That

is my feeling and the feeling of the partners here.—as long as we were partners

in the business and had asked you into the business originally. I think that is

an obligation.

I don't expect you to ; but that is the way we do feel.

I would go in to see Forrest in Chicago. Yes, he is posted thoroughly. He

lxnows all the details of it.

Well of course the way he freed himself was a perfectly ridiculous way. You

would have done exactly what we did under similar circumstances, I think.

And I do think that you should have gotten in touch with us, as long as we had

originally invited you into the business and it was our business and always

had been our business. How he can expect to come in late Friday afternoon

and have us give him an answer in fifteen minutes.

EXHIBIT No. 1857–1

[Letter from Arthur H., Dean, Sullivan & Cromwell, to Investment Banking Section,

Monopoly Study, Securities & Exchange Commission]

Cable address: “Ladycourt,” New York

SULLIVAN & CROMwFLL,

48 Wall Street, New York, Jamuary 5, 1940.

Re: New York State Electric and Gas Company.

Mr. PETER. R. NEHEMKIS, JR.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIS: It is my understanding that you wish to introduce into

the Record of the Proceedings before the Temporary National Economic Com

mittee copies of the following documents taken from the files of The First

Boston Corporation, all of which relate to the proposed financing by New York

State Electric and Gas Company:

(a) Memorandum signed by George D. Woods, dated January 25, 1937, relat

ing to a conversation he had had with Fred S. Burroughs, Vice President of

Associated Gas & Electric Company;

(b) Letter from Monroe C. Gutman of the firm of Lehman Brothers, dated

January 25, 1937, addressed to George D. Woods of The First Boston Corporation

to which was attached a memorandum of the same date outlining Mr. Gutman's

understanding of certain conversations he had had with Mr. Woods;
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(c) Letter from George D. Woods of The First Boston Corporation to Monroe

C. Gutman of Lehman Brothers, dated January 29, 1937 commenting on Mr.

Gutman's letter and memorandum of January 25, 1937.

Both Mr. Woods and his secretary are at present absent from the City. As

counsel for The First Boston Corporation I hereby advise you that I am familiar

with the documents above referred to and I am authorized on behalf of The

First Boston Corporation to advise you that there will be no objection to your

introduction of such documents into the Record.

I will be present in Washington on Monday and if you deem it necessary I

will be glad to sign a stipulation to this effect.

Very truly yours,

ARTHUR H. DEAN.

EXHIBIT No. 1857–2

[From the files of The First Boston Corporation. Memorandum by George D. Woods]

MEMORANDUM RE: NEW YORK STATE ELECTRIC AND GAS COMPANY

About a week ago Mr. Burroughs discussed the situation with respect to this

Company's financing with me at some length. Briefly, the Company has sold

through an independent group of dealers approximately $13,000,000 of First

Mortgage 4% Bonds and has made delivery in the form of interim receipts.

The Chase Bank, as Trustee under the First Mortgage, has thus far been un

willing to authenticate the bonds because of inability of the Company to furnish

the Bank with an opinion of independent counsel as to the validity of the lien.

The interim receipts call for delivery not later than January 31st of either the

actual bonds or the return of the cash.

In addition, Mr. Burroughs states there is approximately $30,000,000 worth of

profitable refunding still to be done in the picture and approximately $6,000,000

of new money is needed immediately for the construction of a new generating

station and certain transmission lines. Mr. Burroughs estimates that over the

next eighteen months an additional $15,000,000 will be required to take care

of the necessary construction program.

Mr. Burroughs then stated that he had been having discussions with the

firm of Lehman Brothers relative to the broad problems of the Associated system

and the specific problem of New York State Electric and Gas Company. He said

that Lehman had evidenced a great deal of interest and had expressed a desire

to be helpful. Specifically, he stated that they were desirous of joining New

York State Electric and Gas underwriting group, and as a member of the group

having an opportunity of conferring with Sullivan & Cromwell with respect to

its problems.

I advised Mr. Burroughs that we and Glore, Forgan and Company were joint

managers of the group and Stated that this arrangement could not be disturbed

but that I would be glad to discuss with Glore, Forgan and Company the ques.

tion of including Lehman in the group in third position with no participation in

the management and with an amount of bonds not greater than the participa

tion of Glore, Forgan or ourselves. This was agreeable to Mr. Burroughs and

subsequently proved agreeable to Mr. Freeman of Glore, Forgan and Company.

Mr. Gutman of Lehman Brothers telephoned to me last Friday and we con

firmed this arrangement. I undertook to release Sullivan & Cromwell as the

group's counsel to talk to Mr. Gutman and I have since done so.

Mr. Gutman brought up the question of the participation of his firm in all

financing of Associated operating subsidiaries and asked whether there were

other similar joint account arrangements and whether we would be willing to

discuss his firm participating as joint manager in other accounts. I stated that

so far as I knew New York State Electric and Gas Company was the only situa

tion, where we were the head of the business, which had a joint account arrange.

ment and I said that depending on the situation as it might exist at the time

and on the wishes of the Company, there would be no reason why we should not

discuss a joint management arrangement.

G. D. W.

1–25–37.
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ExHIBIT No. 1857–3

[From the files of The First Boston Corporation]

Chicago Office, 231 South La Salle Street

LEHMAN BROTHERS,

One William Street, New York, January 25th, 1937.

THE FIRST BOSTON CORPORATION,

100 Broadway, New York, N. Y.

Attention, Mr. George D. Woods.

MY DEAR MR. WOODS : I beg to attach hereto a memorandum which I have

prepared, which embodies very briefly our understanding in connection with

New York State Electric & Gas Corporation financing and other financing of

ASSOciated Gas & Electric.

Very truly yours,

MCG.MCEI

Encl.

MONROE. C. GUTMAN.

ExHIBIT No. 1857–4

[From the files of The First Boston Corporation]

JANUARY 25th, 1937.

MEMORANDUM REGARDING RELATIONSHIP OF THE FIRST BoSTON CORP. AND LEHMAN

BROTHERS IN CONNECTION WITH ASSOCIATED GAs & ELECTRIC FINANCING

With respect to all future financing for Associated Gas & Electric or its sub

sidiaries, the two firms are to manage such financing jointly as leaders, (details

of the handling of the business to be worked out later) due recognition to be

given in such financing to the obligations of The First Boston Corp. to old

participants in the Chase-Harris Forbes groups in a manner satisfactory to

both firms.

In connection with New York State Electric & Gas Corporation financing,

The First Boston Corp. and Glore, Forgan & Co. are to be managers; Lehman

Brothers are to be offered an equal participation in amount with the above

two firms, Lehman Brothers' name to appear in third place.

EXHIBIT NO. 1857–5

[From the files of The First Boston Corporation]

THE FIRST BosTON CORPORATION,

New York, N. Y., January 29, 1937.

Pencil notation: Future Financing. N. Y. State El. & Gas Corp.

LEHMAN BROTHERS,

1 William Street, New York, N. Y.

(Attention: Mr. Monroe C. Gutman.)

DEAR SIRs: This will acknowledge your letter of January 25th and the enclosure

all in connection with our several telephone conservations relative to Associated

Gas & Electric Company matters.

The arrangement stated in the last paragraph of your memorandum is in

3.e with my understanding and I have confirmed it with Glore, Forgan &

Ompany.

However, with respect to the first paragraph I feel that the record should

Clearly indicate that we are not discussing all future financing of Associated

Gas & Electric Company and its subsidiaries but only that financing with respect

to which Harris, Forbes & Company and/or Chase Harris Forbes Corporation

have previously enjoyed the position of leadership. I would also like to add

that it is my understanding that in such cases we will discuss the question of

joint leadership in the light of circumstances and conditions existing at the time

and provided at the time the Company requests that existing syndicate manage

ment arrangements be augmented along the lines of your memorandum.

Very truly yours,

George D. Woods.

IIlmS,

, Vice President.
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ExHIBIT No. 1858

[From the files of Kuhn, Loeb & Co. Memorandum by John M. Schiff]

MEMORANDUM RIEGARDING ARMSTRONG CORK COMPANY

Yesterday Mr. M. L. Freeman discussed with me the possibility of doing some

financing for the Armstrong Cork Company, with which he has a connection. I

ſold him that I would discuss it here in the office, and asked him to return today.

Having checked up on the Company and found that the original financing had

been done by the Guaranty Company, I explained to Mr. Freeman that the

Guaranty Company's successor was E. B. Smith & Co. and that naturally we did

not want to poach on their preserves. However, he told me that in 1932 the

Company had wanted to borrow $2,000,000 from the Guaranty Trust Company,

with whom they have an account, and that the Bank was not willing to loan

them more than $500,000 at that time. The Armstrong Cork Company was very

distressed at this and later raised the money through Pittsburgh banks and

therefore at present are not desirous of doing business with the Guaranty Com

pany or their successors. Likewise, Lehman Bros. had approached the Arm

strong Cork Company with the idea of buying a block of stock from them, either

existing stock in the hands of present holders if they did not need new money

or, if they needed new money, treasury stock. However, this did not appeal to

the Company.

Mr. Freeman explained that the Company needs from five to ten million dollars

for improvement to their plants and would like to issue a preferred stock. He

realizes, however, that probably a preferred stock would not be feasible at

this time and suggested four or five year notes convertible into stock. I told

him that provided he explained in detail to the company that they were coming to

us of their own free will, we should be pleased to have a talk with them if he

would bring in one of their senior officers the next time he was in New York,

which he agreed to do.

J. M. S.

JULY 27, 1934.

ExHIBIT No. 1859

[From the files of Kuhn, Loeb & Co. Memorandum by Jerome J. Hanauer]

November 18, 1927.

Confidential.

Re: The Youngstown Sheet & Tube Co.

Mr. Seward Prosser, late in the afternoon of November 17th, telephoned to me

asking whether he could come around to see me and a few minutes afterwards

he came in. Mr. Prosser stated that he understood we were negotiating for the

Youngstown refunding, and that he, realizing our usual practices, and our friend

ship for his company, felt we were negotiating under a misapprehension of

the Bankers Trust Company's position; that the Youngstown Company and Mr.

Campbell, the President, were the closest friends of the Bankers Trust Com

pany, that Mr. Samuel Mather was a director of the Trust Company and it would

be a great blow for the Trust Company if they should lose this business. Mr.

Prosser stated that some months ago Mr. Campbell told him that he felt that

he could get at least 99 for his new bonds and he then had told Mr. Campbell

that if he could get such a price from bankers of high rank he, Mr. Prosser,

would have to advise him to accept such an offer. Since then, however, condi.

tions in the bond market had improved and even now the company was only

getting 98; that he, Mr. Prosser, wished us to realize that the whole question

between Mr. Campbell and himself had been one of price. Mr. Prosser seemed to

know everything about the transaction including such facts as that the Advisory

Committee had been to New York negotiating it and that it had been originamy

suggested to us by an intermediary who knew someone in our office. In reply I

told Mr. Prosser that this matter had been suggested to us originally many

months ago by an intermediary and we had at first ridiculed the suggestion.

saying to the intermediary that the Bankers Trust Company was the banker of

the Youngstown Company. The intermediary insisted that this was not so and

that Mr. Campbell would like to do the business with us. We declined to discuss

the matter any further with the intermediary and stated that we could only

consider the matter if these things were stated to us direct by Mr. Campbell.
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Mr. Campbell did come in to see us about three weeks ago, together with Mr.

Morris, the Vice President of the Company. The very first thing I said to Mr.

Campbell was, “How about your relations with the Bankers Trust Company?

Aren't they your bankers? They are very good friends of ours and it is our

principle not to interfere with the established relations of our good friends.

We would of course be pleased to make a connection with the Youngstown Com

pany; that we had felt that way ever since we had had negotiations some years

ago for a merger of the Independent Steel Company and that if he wanted us in the

picture we would be glad to do the business with the Bankers Trust Company.”

Mr. Campbell replied that he had no commitment of any kind to the Bankers

Trust Company and that he had told Mr. ProSser some time ago that he intended

to make this transaction with others. I had not asked Mr. Campbell for his

reasons for this but it developed in the ensuing course of the conversation that

an element in it appeared to be Mr. Campbell's desire to make a transaction

which would fit in with the possible later merger with the Inland Company.

The question of price came up at this first conference and I replied that it was

not possible to mention any price until we knew the character of the security

the company was willing to make; that we could help them make a bond which

Would sell very high or we could sell a debenture Or anything in between, and I

particularly stressed the point that we would not enter into competition with

others for the bonds. This first negotiation had been followed by several weeks

of intense work (Mr. Prosser here said that they also had been working on it

for some time) and that now we had made a transaction subject to the approval

of the Board and that we were committed and could not withdraw even if we

desired to. Mr. Prosser was entirely familiar with the fact that the Board

meeting was to take place this Friday morning. I further stated to Mr. Prosser

that what Mr. Campbell had said to us was confirmed by the fact that we had

Only recently heard that their group had been dissolved and that one of their

members had independently tried to get the business or to get in with whoever

would get the business. (Mr. Prosser here said that this was not correct, that

their group was intact and had had recent meetings.) I further told Mr.

Prosser that we had discussed among the partners the question of whether we

could not, in some way, offer them a share in the business, but Mr. Prosser

immediately said that while that was very nice of us he could not consider that.

Mr. Schiff came in to the room at about this time and most of what was said

above was repeated on both sides—Mr. Prosser emphasizing what a blow it would

be to his Trust Company to lose this business and Mr. Schiff emphasizing how

we had made every effort to be sure that we were not competing with them.

I stated that while we never competed for business, we of course could not take

the position that if a corporation came to us and told us they were free that we

Would not deal with them. Mr. ProSser then stated that he now understood our

position and wished to say that he felt that they had no grievance against us;

that what Mr. Campbell had said was exactly correct, but that Mr. Campbell

had evidently remained under the impression that they would not pay higher

now than they had suggested many months ago and that he felt that if he sold

under 99 he should have come back to them. Mr. Schiff said to Mr. Prosser just

before he left, “Think the matter over over-night and perhaps you can make

Some suggestion tomorrow which will be satisfactory all around.”

Immediately after the conference I repeated the substance of it to Mr. Morris,

the Vice President of the Youngstown Company, who was at the time still in our

office. He assured me that outside of any conversations Mr. Campbell may have

had with Mr. Prosser they had had no negotiations and certainly that no work

had been done in endeavoring to work out a plan or a mortgage. This morning,

after consultation among the partners, I telephoned to Mr. Morris that while

We would, of course, prefer to do the business alone, we did not wish to do any

thing to embarras Mr. Campbell in any way and if Mr. Campbell desired us to

do so we would be willing to offer one-half of the business to the Bankers Trust

Company. Mr. Morris, without leaving the telephone, said that he had repeated

to Mr. Campbell the substance of what I had told him about Mr. Prosser's visit,

and that Mr. Campbell was very much incensed about Mr. Prosser's coming to

See us with any such statement and that the only way Mr. Prosser knew about the

price was that Mr. Campbell had yesterday telephoned to Mr. Prosser informing

him that he had closed with us at 98, possibly speaking to him about the

Trusteeship.

J. J. H.

JJH/MC.

11/18/27.
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On the morning of Monday, November 21st, I called on Mr. Prosser together

with Mr. Morris. It was first arranged that the Bankers Trust Company would

accept Trusteeship of the new mortgage and then Mr. Morris left and I told Mr.

Prosser that we were going ahead with the offer promptly and offered to him,

for his group, a one-half interest in name, subject to the usual management charge,

or a one-third silent interest. He immediately replied that he did not see how

he could accept but he appreciated our offer, and that he would consult the

group and let us have an answer promptly. Shortly thereafter he telephoned

to me asking me for the prices at which we expected to syndicate and sell the

bonds, which I gave him and a little later he telephoned again to say that it

had been decided that they could not participate as a group.

After this M+* A4e)}}<!ewhey ef the Uhieh 4+ust ef Pittsburgh te

ja; Ge. of eiège a perieśa through their Neº repreº.

J. J. H.

11/23/27.

NOTE.-Portion set in line type crossed out on original.

Re: Youngstown. FBIDAY, November 18th.

At about 5:00 o'clock P. M. today Mr. James A. Campbell called me on the

telephone and said about as follows:

“In reference to the message through Mr. Morris, I want to tell you exactly

what happened with the Bankers Trust Company. They came to us first several

months ago and said that there was a good opportunity for us to sell a 5% bond

to refund our other indebtedness and bid 94%. This did not interest me. A

couple of months later they came again and said that the bond market was

better and that they could pay 95% and then a month or so afterwards bid 95%.

Then I got sore and read the riot act to them and I hoped that they would re

spond. That they did not do. This man Freeman had been in and said he

thought he could get 99 or par from responsible people; but we paid no attention

to him; then when the Bankers Trust Company did not respond, we listened to

Freeman. Then again, talked with Tilney and again read the riot act. Several

weeks elapsed and we heard nothing from them and I felt that they had had

every opportunity. We then went in to see you and you told us you wanted

us to fix the type of bond first and from then we felt hitched to you until the

matter had been decided. Last Tuesday afternoon, after the meeting of the

Advisory Committee with you, I ran into Seward Prosser and told him the

whole story except price. He only said he was disappointed. I told him we

hoped to make him Trustee. I also told him that you had suggested taking

them along in the business, to which he replied that if it was good for part it

was good for all. Then yesterday, after we had decided the matter among

ºurselves and notified you that we would sell you 50-Year Bonds, he insisted

that we give him the bonds at the same price. I refused saying Iny word is

better than my bond. I called up Dalton who agreed with me and who called

up Prosser and told him so. A Vice President of the Guaranty Trust Company

sºid that we (Youngstown) did not know how to sell bonds, that we should have

offered the bonds at 97% or 98 but I felt that they should have done the best

ºº fortº *. º try toº as cheaply as they could. I would

rather resign than break my word. here was no -

Pºlº º Was unanimous. question with the Board of

About their participating, that is up to you. They had thei

We would of course be pleased if you did so, as we are Hot angryº: *:::

* gºod fºnds and here are a lot of influential people connected with the

Company-Morgans and others—but that matter is entirely up to you.”

J.JH : MC. J. J. H.
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ExHIBIT NO. 1860

[From the files of Smith, Harºy & Co. Diary entries by J. N. L. (J. N. Land) J. W. C.

(J. W. Cutler). . W. (Karl Weisheit) and E. W. (E. Weis) I

ARMSTRONG CORR COMPANY

Guaranty Company headed note financing done for this Company several years

ago. JRS and CSC to make trip to Lancaster. JNL–10/22/34.

Discussed with J. R. S. feasibility of using excess cash to redeem the debentures

and refunding balance with short term notes but it was felt we would not be

warranted in making the suggestion to the company. KW–11/14/34.

Mr. Suter and Mr. Powlison of this Company met with JWC, BW and KW at

this office 12/5/34 and told us they had been thinking about some sort of refund

ing operation in connection with their outstanding debentures. We are to give

them our ideas as to what we think could be done on various serial and longer

term note issues. KW-12/7/34.

Discussed Armstrong Cork with Passmore 12/10/34. He was very strong in his

opinion that company should not put out bonds maturing serially. Said that if

Company should put out such bonds and then come to him for a bank loan, the

serial maturities would loom very large in his mind as an adverse factor. The

only way we can see that the Co. could save money by refunding would be to

put out one, two, three and four year serial notes. Even on this basis the savings

for the four years would apparently not be greater than $50,000 to $75,000 total,

after paying expenses and paying us one point for handling the business.

JNL–12/12/34.

Mr. Prentis and Mr. Suter had lunch with JWC and myself yesterday. We told

Mr. Prentis and Mr. Suter:

1. that a short serial issue could be placed privately on a basis which would

show the Company a moderate amount of interest savings but we could

not advise their doing this because it would place on them a heavy

burden of fixed serial maturities;

2. that we did not believe it would be possible to place privately a ten or

fifteen year issue in the amount of $10,000,000 or $12,000,000;

3. that we considered it impossible to put out a ten or fifteen year issue at a

price which would save the Company money for the next five and one

half years;

4. that a ten or fifteen year debenture issue convertible into common stock

on a scale beginning at 30 could be successfully marketed, if registered,

at slightly over a 4%% basis and that our compensation for handling

such an issue should probably be nearer four points than three points,

exclusive of legal expenses; and

5. that we hardly thought the time had arrived when a preferred stock issue

could be placed successfully.

Mr. Prentis made it clear that he was not in favor of putting out short-term

serial maturities and the only thing he might consider would be to put out a ten or

fifteen year bond issue or preferred stock issue provided this could be done on a

basis which would either save money or at least not lose much money and pro

vided further that the issue could be made without having to comply with present

very burdensome registration requirements. We told Mr. Prentis that we were

hopeful that registration requirements for new issues would be greatly simplified

in the near future. It was agreed that both the Company and we would con

tinue to keep their problem in mind and particularly make a point of giving fresh

consideration to it if and when registration requirements are made less burden

some. Mr. Prentis invited JWC and myself to visit them at Lancaster and we

are planning to do this some time in January. JNL–12/21/34.

Lewis Strauss of KL told JRS and myself 3/14/35 that they had this business,

and he asked if we would be interested in joining them. We explained that this

was an old account of ours and we believed it was still ours, but it was kind of

him to think of us and we would like to consider the situation. I subsequently

talked to Roy Passmore at the Bank, who said that he had been in conversation

with officers of the Company within the last thirty days and felt very sure that

there was nothing in KL's contention, and that the Company would not do any
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thing without discussing the matter with them at the Trust Co. first, and that he

could not believe they would accept any other offer without giving us a chance.

I suggested it might be well for us to take a day and run down to Lancaster to

see the plant, and he thought this would do no harm. JWC–3/19/35.

.JRS and I talked to Strauss of KL&Co. and told him that we believed Arm

strong to be our business and that when something could be done they would look

to us. Strauss said if that were so KL would not compete, and that he would so

inform the Armstrong people. If they really wish to make a change and clear

with us, KL will then be willing to talk to them. We indicated that iſ and when

the business would be done we would have a place for them. JWC–3/20/35.

Talked with Mr. Suter at Lancaster re going down to see the plant. Said in

answer to his inquiry we did not feel he had a definite program to offer but would

be glad to continue our discussions of several months ago. Both Mr. Suter and

Mr. Prentis were going to be away after their meeting Monday and Tuesday of

next week, and therefore, Suter suggested coming down the following week.

Meanwhile he said he would as Mr. Powlison, who is in the New York office, to

come in and see us tomorrow. JWC–3/21/35.

Heard again from Suter and have made appointment to see him in Lancaster

Wednesday morning April 3rd. JWC–3/29/35.

Tried to get RC Jr or CSC to make trip with me but impossible on account pre

vious engagements, so JNL and ſ plan to go and meet Mr. Suter as arranged.

JWC–4/2/35.

JWC and JNI, called on Co's officials in Lancaster 4/3/35. Discussed refunding

with 4% debs. or pfd. See letter in Buying Dept. file dated 4/4/35 for outline of

plans discussed. Suter said Co. had not done any shopping around. Said further

there was difference of opinion in their own organization as to whether they

should do refunding. Requested us to furnish computations on both 4% debts,

and pfd. and said they would have further discussions as to whether they should

do refunding and if so whether they should do it with debs. or pfd. Their audited

figures for 12/31/34 will not be available much before June 1 due to length of time

required to get statements from foreign subs. JNL–4/6/35.

JWC called Suter today. Suter said he had been so busy since getting back last

Thursday that he had not had a chance to study our calculations. He said also

that he might be in New York Thursday or Friday of this week. JNL–4/23/35.

Lewis Strauss called JRS, said Suter had been in to see him when he was in

New York the end of last week and that he had told Suter of his conversation with

us. Suter had also been to the Guaranty and talked with Passmore, who said

that he felt sure if they were considering immediate action Suter would have

spoken to him about it. JWC–5/1/35.

Suter and Powlison came in today and J. W. C. and J. N. L. talked with them.

We said if an attractive conyersion privilege were given we thought 15 year 4s

could be sold around par. A week ago a conversion price of 32% would have been

attractive; because of a recent break in market such price would not now be par

ticularly attractive, but by the time business could be done it might very well again

become attractive. We said we thought a non-convertible 15 year 4 might be sale

able around 96% to the public under today's conditions. In referring to spread

we mentioned three points. Suter not inclined personally toward preferred stock

but asked our ideas because he said Prentis had been interested in preferred. We

said we thought a 5% preferred carrying a conversion at a price 10 points or so

above the market would be saleable around 99 to 100. Spread on such an issue

we thought would have to be 4 points. Prentis has been abroad for several months

and will not be back until June 13. Suter indicated they would probably await his

return before reaching a decision even though this should result in their not being

able to file by June 30. JNL–6/3/35.

Reported to L. Strauss 6/10 our last conversation with Suter, etc. Strauss said

he had not seen him recently and believed he had reported to us each and every

time the Company had said anything to them. JWC-6/13/35. -

We headed group which offered publicly $9,000,000 15-Year 4% Debs. Our par

ticipation in underwriting 40%, $3,600,000; others in group included Kidder Pea

body & Co. $1,800,000; Lazard Freres & Co. Inc., $1,800,000; Kuhn Loeb & Co.

$1,800,000 (non-appearing). EW–7/24/35.
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EXHIBIT No. 1861

[From the files of Smith, Barney & Co.]

Outline of Guaranty Company of New York's relationship to public financing

of The American Rolling Mill Company

Offering Issue Order of Appearance in Advertising and Interests Gross

Date - on Original Terms Spread

Jan. 5, 1923 || $7,000,000 Fifteen-Year || Guaranty Co. 30%; Kidder Peabody (who appar- || 4% pts.

S. F. 6% Gold Notes ently brought the business to Guaranty Co. but

due Jan. 1, 1938 (this reserved the right to handle the books, which

issue was called for they did on this and the next piece of business

payment July 1, 1928.) listed hereon) 33%%; W. E. Hutton & Co. 30%;

Marshall Field, Glore Ward & Co. 624%.

Jan. 8, 1923 || $7,000,000 Cum. , 7% Guaranty Co. 30%; Kidder Peabody (who handled 5% pts. (?)

Pref. Stk. (this issue the books), 33%%; W. E. Hutton & Co. 30%;

was called for pay- Marshall Field, Glore Ward & Co. 6%%.

ment April 1, 1928).

Jan. 9, 1928 $25,000,000, 5% S. F. Harris Forbes 2%; W. E. Hutton & Co. 2%; Guar- || 4 pts.

Gold Debentures due anty Co. 10%; Kidder Peabody ?%; Union Trust

1948.1 of Fittsburgh'?%: Field Giore & Co. 7%.

Oct. 20, 1930 $15,000,000. Three-Year || Guaranty Co. 30%; Chase Securities Corp. 20%; 1.75 pts.

4%% Gold Notes due National City Co. 10%; W. E. Hutton & Co.

Nov. 1, 1933 (this 30%; Union Trust of Pittsburgh 5%; Mellon Na

issue was refinanced tional (non-appearing) 5%; Kidder Peabody;

principally by giving Field Glore & Co. Latter two appeared because

holders new 5% Con- they elected to do so, but neither had any inter

vertible Notes due est in purchase group because Chase, National

1938). City and the two Pittsburgh banks had been

included since Guaranty Co. had previously

headed the business and therefore purchase

group in this piece of business was filled. -

July 21, 1933 $13,392,000 5% Convert- | Pursuant to the terms of a Plan and Deposit None.
ible Notes due Nov.1, 1938 Agreement dated July 21, 1933, these Notes were

, 1938. offered in exchange, par for par, for the Com

pany's 4%% Gold Notes due November 1, 1933,

which were outstanding in the amount of

$13,992,000 as of July 21, 1933 and which could

not be reſunded in the usual manner nor paid

at maturity. The Company paid no commis
sions or other remuneration to bankers or dealers

to Solicit deposits, but in May, June, and July

1933 various methods for meeting the Nov. 1,

1933 maturity were discussed with Guaranty

Co., which in turn had several conversations

with Čhase Harris Forbes, National City Com

pany, W. E. Hutton & Co. and Union Trust

of Pittsburgh. Guaranty Co. did a consider

able amount of work in connection with investi

gating the Company, determining terms of

Plan, and preparing necessary Płº (such as

indenture, etc.) called for by the Plan.

W. W.

February 4, 1935.

1 Harris Forbes apparently got this piece of business because they had a director on the Board and had the

assistance of the National Bank of Commerce in New York (which was the original trustee). Union Trust

of Pittsburgh was included because of its interest in Columbia Steel Co. which had been recently pur

chased by American Rolling Mills. Guaranty Co. was originally offered an appearing position, with a 6%

interest in banking group, but no position in origination. After J. R. S. talked to Harris Forbes, they

gave Guaranty Co. 10% in origination; 6% in banking group and 4% in selling group. , Harris Forbes also

agreed to take care of Kidder Peabody and Field, Glore & Co. separately, which took care of Guaranty

Co.'s obligation to them.

ExHIBIT No. 1862–1

[From the files of Smith, Barney & Co.]

DECEMBER 16, 1937.

Memorandum for Mr. J. W. Cutler

Dow CHEMICAL COMPANY

Fred Krayer informed me today that he had been approached by Wertheim &

Co. to form a joint account to buy rights to subscribe to this company's preferred

stock with the idea of subscribing for the stock and marketing it. Recognizing

us as the company's bankers, he had told Wertheim & Co. that Brown Harriman
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would do nothing without first talking to us and therefore wanted to know (1)

whether we wanted to join Brown Harriman and Wertheim in such a joint

account, (2) if we did not want to go along, did we have any objection to their

approaching the large stockholders with the idea of making a bid for their rights,

or (3) did we prefer that they take no action whatever.

After discussing the matter with JWC, CWK and Hamilton Wilson, who

discussed the whole story with Mr. Dow, I informed FK that Mr. Dow had told

us that he had received many letters from brokers who had common stock in their

names and were endeavoring to acquire additional rights to which he had replied

that he knew of no blocks of rights that were available for sale, that he and

Mrs. Dow (his mother) had not yet made up their minds what they were going to

do with their rights but that when they were ready to take any action they would

surely talk to us about it. Also told FK that under the circumstances we did

not want to do anything about the matter at this time and that, of course, if they

wished to approach the large stockholders we could not very well object, although

we did not think it would do them any good.

After some further discussion, FK said that under all the circumstances they

would do nothing about it but asked that, if we did acquire any stock for sale

and wanted a partner, we bear them in mind, and I told him that I would make a

note of the interest they had expressed.

DPWG&R are of the opinion that any group acquiring rights and subscribing

for the preferred stock with the idea of distribution would become underwriters

under the Securities Act and no action in connection with the purchase and sale

of any of this stock or rights should be taken without thorough discussion with

DPWG&R. CWK is familiar with all details in connection with this matter.

K. WEISHEIT.

KW.HBM

Copies to: Mr. Hamilton Wilson

Mr. Webb Wilson

Miss Wels

ExHIBIT No. 1862–2

[From the files of Smith, Barney & Co.)

Vault #7

Momorandum for Files.

JULY 23, 1935.

IN RE: PURE OIL COMPANY

JRS and CSC called on Henry Dawes in Chicago on October 22, 1934, and

discussed generally with him the possibilities of doing a refunding job when

market conditions warranted. In view of the fact that Edward B. Smith & Co.

had inherited the Guaranty Company's position, we stated to Mr. Dawes that we

felt we should be given first consideration. Mr. Dawes said that it was too

early to discuss the matter but that he appreciated our stopping in and that he

would let us know whenever he had anything to talk about.

Rawleigh Warner, Vice President of the Company, called on January 3 and

discussed with JRS and CSC the possibility of funding the bank loans and their

Outstanding debenture issues. On the same date Henry Dawes sent JRS a letter

from a promoter by the name of M. L. Freeman stating that he felt he could place

privately for the company $19,000,000 to $20,000,000 of 41.4% notes at 98. "JRS

advised Dawes we doubted Freeman's ability to accomplish any such thing but

that if Dawes desired to have Edward B. Smith discuss the matter with Freeman,

we would be glad to do so.

On January 10, CSC called on Mr. Dawes and Mr. Warner in Chicago and they

advised him that they were not interested in dealing with Freeman but would

like to have us bear in mind the possibility of selling a convertible note issue.

On February 13 Henry Dawes stopped in the New York office and saw Burnett

Walker and C. L. Austin. He said he was going to Bermuda and Suggested

that we discuss the matter of refunding with Mr. Warner. B. W. advised him

that CSC would be in Chicago the following week and would take the matter up

with Mr. Warner and stressed the necessity of our insisting upon having an inds.

pendent examination and report of the properties. This seemed agreeable to

...” who advised that we obtain someone not affiliated with his com:

petitors.
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On February 18 and 19 CSC had several long discussions with Warner in

Chicago regarding their refunding plans. He, Warner, was anxious for us to

proceed with our investigation. CSC advised him that he would communicate

with him not later than the first week in March.

Upon CSC's return to New York he discussed with JRS the possibility of

locating the right man to make such an investigation. CSC when in Philadelphia

talked three or four times with Mr. J. Howard Pew, President of Sun Oil

Company, and Mr. J. N. Pew, Vice President, both of whom hold large interests

in the common stock of the Pure Oil Company, as to the advisability of Edward

B. Smith & Co. doing a financing job for the Pure Oil Company. Mr. J. Howard

Pew felt that if we could satisfy ourselves on the marketing end of their business

and the facts as to rumors that some of the junior officers were getting a split

from operations of some of the subsidiary companies, he felt that we would be

perfectly justified in offering to the public bonds of this company. He felt that

Pure Oil Company had very fine producing properties, in fact he went so far as

to say that he believed Standard Oil of Indiana would be glad to pay an amount

considerably in excess of the Company's total outstanding funded debt and stock

and intimated that they might pay as high as $100,000,000 for the producing

properties alone. CSC then asked him who he thought we could get to make a

report on the company. Mr. J. Howard Pew and Mr. J. N. Pew gave the matter

considerable thought and suggested a man by the name of Murray M. Doan,

formerly with the Gulf Oil Company, for production, Mr. Primrose for refining

and Paul Blazer for marketing. These names were given to Mr. Warner and he

said he would consider them.

Mr. Warner then discussed the possibility of refunding only one issue, $13,

500,000 bonds due in 1937, leaving the other issue outstanding. CSC said this

would not leave the company in proper shape and felt the whole job should be

done simultaneously. This conversation took place on March 4.

CSC further discussed the matter with JRS who took up the question of a man

to report on the Company with Mr. Morris Kellogg, of the Kellogg Manufacturing

Company, who suggested the name of R. C. Holmes, formerly President of the

Texas Company. CSC checked with Mr. J. Howard Pew and Mr. Van Dyke, of

the Atlantic Refining Company. The latter gave Mr. Holmes a very good recom

mendation while Mr. Pew stated that in his opinion there was nobody better

qualified to give such a report who was available and not connected with any

competing company. He said he could not understand why he had not thought of

him and we should consider ourselves very very lucky if we could get Mr. Holmes

to make the report. JRS and CSC took the matter up with Mr. Luther Cleveland,

of the Guaranty Trust Company whose connections with the Texas Company are

very close, and while he was not as enthusiastic about Mr. Holmes as Mr. Pew

he did admit he knew the oil business. We then suggested to Mr. Dawes and

Mr. Warner that we use Mr. Holmes to do this work and they both agreed imme

diately that we could not get a better man. Mr. Holmes was sent for by Mr.

Dawes and agreed to make such a report.

Mr. Holmes went to Chicago about the middle of May and after ten days to

two weeks intensive work in the Company's office wrote a report dated May 25.

Mr. Holmes told us that his investigation had thoroughly convinced him that the

Company had an excellent future, that it had already definitely turned the corner

and that he had confidence in it as a profitable going concern at the present time.

Shortly thereafter Mr. Holmes came on to New York at CSC's request to lunch

with JRS, RC, JR, CSC, BW, Mr. Addinsell and Mr. Leness of the First Boston

Corporation. We asked Mr. Holmes many questions about the company and all

agreed that we were satisfied after talking to Mr. Holmes that it was proper for

us to form a group to do the finnacing.

In addition, Mr. Addinsell obtained a check on the company from Mr. Sherrill

Smith, of the Chase Bank, and advised CSC the check was a very satisfactory one.

JRS and CSC went to Chicago the first week of June and discussed with Mr.

Dawes and Mr. Warner the other houses to be included in the underwriting. It

was finally agreed to ask The First Boston Corporation, Halsey Stuart, Field

Glore, Blyth and Central Republic. Dillon Read were also discussed. BW

talked with Mr. Forrestal of Dillon Read who stated that they were not inclined

to go along in any deals unless they had a very substantial interest. We advised

them that their interest would not be more than 15% and they finally turned the

deal down, partly because of this account and partly because they felt they wanted

their own independent engineer to check the property which we advised them

could not be done.
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Blyth & Co. had made repeated calls on the company asking to do the business.

When Mr. Lieb was approached by JRS he said they appreciated being asked in the

deal and was sorry they were not offered more than 9%. He took the matter up

with his partners and three or four days later reported that unless they could have

a report by their own engineer they would not wish to go along as they questioned

the “present management”.

After a further discussion with Mr. Warner and Mr. Dawes, Kidder Peabody,

who had made many requests to get into the business, were invited to take Blyth

& Co.'s position and accepted.

Following the receipt of Mr. Holmes report dated May 25, a copy of which

accompanies this memorandum in the file, CLA went to Chicago, arriving there

Monday, June 3rd, for the purpose of making a further investigation of The Pure

Oil Company and for checking the Company's Registration Statement and Pros

pectus in connection with the note issue, which documents were at that time in

course of preparation. Mr. L. H. Coleman, a partner of Davis Polk Wardwell

Gardiner & Reed joined CLA in Chicago on Wednesday, June 5. In turn, Coleman

was joined by Mr. Frederick Sheffield of his office. Sheffield was later replaced

by Mr. Edward Wardwell Jr. With these assistants, Coleman worked with us

until the conclusion of the issue. Sherlock Hibbs of our office joined CLA in

Chicago on June 10 and remained until the conclusion of the issue.

Our first steps in Chicago, aside from a preliminary review of the progress of

Registration Statement, were to discuss with the Company officials, particularly

Mr. Arthur Brereton, Comptroller, a list of questions in connection with the Com

pany and its operations, which we felt were supplemental to the information

required for the Registration Statement and which it was desirable to have

answered in order to more completely inform us as to the facts of the Company's

operations. A copy of this questionaire with answers submitted by the Company

and other supplemental information received from the Company accompanies

this memorandum in the file.

During the first few days in Chicago we also obtained from the Company a

comparative summary of earnings for the four months ended April 30, 1934, and

for the same period of 1935. A copy of this comparison with notes taken during

a conversation with Mr. Brereton accompanies this memorandum in the file.

From the 5th of June, intensively, through until the 26th of June, Counsel and

ourselves worked on the Registration Statement, checking by question and answer

and by cross use of information, statements made therein with regard not only

for the accuracy of such statements as were made but also as regards clarity,

omissions, etc.

The following outline takes up each item of the Registration Statement by

number with particular comments which might be constructive as to the record

of the investigation :

Item 1. Nothing.

Item 2. Nothing.

Item 3. Checked by Counsel.

Item.4. This item was checked by Counsel against minute books of Company

and subsidiaries and considerable time was spent by all of us in talking with

Messrs. Brereton, Harvey (office Counsel), Bailey, (Assistant Comptroller) and

Mulligan (Assistant Secretary in charge of subsidiary records). Substantial

revisions were made in the list of subsidiaries and in the footnotes on account

of our check, such revisions, including particularly the inclusion of inactive com.

panies and footnotes explaining defaults in preferred dividend payments.

Item 5. This item was entirely revised by us in the light of available infor.

mation in Written and verbal form.

Item 6. This item was materially expanded, revised and corrected by us after

discussions not only with Messrs. Brereton and Bailey but also Messrs. Warner

.* Irwin and Harvey, also the man in charge of the Company's Map
Oom.

Item 7. Same as item 6.

Item 8. This item was checked in detail particularly with Mr. Hary
department head in charge of pipe line#.” arvey and the

Item 9. This item was checked carefully with the financial officers of the

Company, particularly in respect of footnotes by Counsel and ourselves

Item 10. Same as item 9. -

Item 11. We were flatly informed by officials of the Company th

no such guarantees, furthermore any such guaranteesº!.. º:

cated by Mesrs. Arthur Andersen & Co.
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Item 12a. We were flatly informed by officials of the Company that there had

been no warrants or rights granted.

Item 12b. No investigation required.

Item 13. No investigation required.

Item 14. Checked by counsel.

Item 15. Same as Item 14, except as to (k) and (1) which are entirely on

responsibility of the Company.

Item 16. Same as Item 14.

Item 17. Same as Item 14.

Item 18. See Item 11.

Item 19. See Item 13.

Item 20. No investigation required.

Item 21. Checked by counsel.

Item 22. Information furnished separately by each underwriter.

Item 23. Checked by Counsel.

Item 24. No checking required.

Item 25. Checked by counsel.

Item 26. No checking required.

Item 27. Checked originally by counsel with Brereton and re-checked by coun

sel.

Item 28. We double checked this item.

Item 29. Not applicable.

Item 30. Not necessary to check.

Item 31. Discussed this answer with Brereton and Bailey.

Item 32. Discussed this answer with Warner, Brereton, Bailey and Harvey.

Item 33. No further check possible. -

Item 34. No further check possible. Information as regards underwriters

furnished separately by them through us.

Item 35. Discussed this question fully with Warner, Westcoat, Brereton,

Bailey and Harvey.

Item 36. No further check considered necessary. We did not go to Company's

private payroll books.

Item, 37. Discussed this question in connection with Arthur Andersen and

Company decided inasmuch as their compensation was under $20,000 for the

year, even though expenses brought the disbursement to them above that amount,

it was not necessary to refer to them.

Item 38. Discussed generally with financial officers of the Company.

Item 39. Discussed this question with financial officers of the Company.

Item 40. The answer to this question was prepared by Mr. Harvey and was

discussed at length by our counsel and ourselves with Harvey, Warner and

Brereton. Copy of letter from Texas counsel addressed to the Company will be

placed in this file.

Item 41. Considerable time was spent on the answer to this item, not only by

the writer in consultation with Harvey and financial Officers of the Company

but also by counsel. In addition, Sheffield and Wardwell read all pertinent con

tracts carefully and went through the minute books of the Company and sub

sidiaries to check the completeness of the answer. Many corrections were

made to the summaries of contracts by counsel and ourselves by reason of

reference to the contracts themselves, and from our discussions and checkings

we had every reason to believe that all material contracts had been summarized.

Item 42. Not applicable.

Item 43. Did not check this except as it applied to ourselves.

Item 44. We received direct verbal answer as to item 44 from Harvey but did

11ot further check this item.

Item 45. This item was checked by Messrs. Arthur Andersen & Co., a letter

from them thereon to the Company, dated June 26, 1935, being included in this

file.

ºG. Discussed this matter with Garrett Burns, partner of Arthur Ander

sen -

Item 47. This question was discussed as to completeness and accuracy with

H. M. Dawes, Warner, Westcoat, Brereton and Harvey, each one of whom told us

they could think of nothing more that should go in this item as regards an

adequate and complete disclosure. The possibility of having Mattison and

Bavey, independent tax counsel, qualify as experts as to statements on the

income tax situation was discussed and the conclusion was reached by ourselves

and counsel that this was not necessary and would add very little in actual

offect.
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Financial Statements. Except for presentation, clarity and completeness of

footnotes, upon which we spent considerable time, we relied entirely upon

Messrs. Arthur Andersen & Co., although we discussed at length with Garrett

Burns, partner, and Martin, associate, of Arthur Andersen & Co., accounting

principles used by the Company and questions of presentation. We were en:

tirely satisfied that the financial picture was properly presented and that

accounting principles followed were sound.
Work was begun on the prospectus a week or ten days prior to the filing of

the Registration statement. We considered carefully with the Company what

portions of the Registration Statement were required by regulation to go intº

the prospectus and also what other portions it was advisable to include from

the point of view of completeness of information.

In addition to information taken from the Registration Statement and included

in the prospectus there are three main headings in the prospectus which are in

addition to information included in the Registration Statement. These are the

captions “Earnings”, “working Capital” and “Depreciation and Depletion

Policies”. -

We had previously requested the Company to prepare five months earnings

figures for 1935 in comparison with such figures for the same period of 1934 and

to have the figures reviewed to the greatest extent possible by Arthur Andersell

& Co. Both the Company and Arthur Andersen & Co. came to the conclusiºn
that it was not feasible to show earnings for five months of 1984 on 4 basis

comparable to 1935 without undue delay, so such figures were dropped from

consideration. An audit of the 1935 figures was discussed but it was agreed º

Arthur Andersen & Co., the Company and ourselves that it was unnecessary *

impracticable from the standpoint of time and organization. th

When the 1935 figures were completed we discussed them at length with i

Company and with Messrs. Burns and Martin of Arthur Andersen & Co. We º:

been most concerned about the portion of the five months earnings .
might prove to have accrued by reason of the increase in crude oil invent0r:

during the period. CLA felt that this figure might run to as much as $600,000 -

$700,000 but when the figures came to hand we were assured by both the º:

pany and Arthur Andersen & Co. that this question had been thoroughly º:

gated and that the figure of approximately $300,000 as shown in the *:

spectus was correct. We endeavored to show in the prospectus asº:
possible the main reasons why the 1935 earnings were So substantially . Of

than the previous year. Such reasons were set forth to be theº en

the Bosco pool, lower dry hole costs and exploration expense, and the #.

tory profit above mentioned in the amount of approximately fº by

summary of earnings as set up in the prospectus was checked º; y b

Arthur Andersen & Co. as confirmed in their letter to us dated July ".

and made a part of this file. Treas:
The computation of annual interest requirements was made up in the in the

urer's Department of the Company and checked by Mr. Rawleigh Warner

presence of CLA. on the
The pro forma current position shown in the prospectus was based Arthur

balance sheet which had been checked to the extent possible by¥. Sets

Andersen & Co. and their letter of July 18, 1935, made a part of this file,

forth their check of the presentation. - balance

The review which Arthur Andersen & Co. made of the consolidated income

sheet of the company and subsidiaries as of May 31, 1935 and of the overed

statement and summary of surplus for the five months ended that date ""

in their letter to us dated July 13, 1935, made a part of this file. 18, 19.

Item 45 of the Registration Statement, as partially included on pages & Co.

20 and 21 of the Prospectus, was reviewed by Martin of Arthur Anº. above

who considered it to properly and adequately set forth the facts. º: and

on item 45 of the Régistration statement). The section on depreº of The

depletion policy included in the prospectus was checked by Mr.Y § ner iſ

Pure Oil Company and also by Mr. Brereton. CLA further asked Mr. *::::

in his opinion, it clearly set forth the facts and that there was nº 8 º: 8

ment policy of the Company which should be mentioned therein, ob

satisfactory answer to such question. Company

We discussed at considerable length the depletion policy which *...*

adopted at the end of the 1934 fiscal year. A memorandum from Mr. W. ms and

he subject dated February 4, 1935 is included in the folio ºff."...'.
answers dated June 13, in the fire and ºred to above. He intº

º,

i.

§
º

º
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that before the policy was adopted and put in effect, it was discussed with the

Securities and Exchange Commission and with the New York Stock Exchange,

who seemed to be convinced that the policy was well founded. In addition,

Mr. Westcoat informed me very conſidentially, that the Company had an

outside firm of accountants in New York give their opinion on the policy. I

believe this firm was either Haskins & Sells or Price, Waterhouse. The opinion

of this firm according to Mr. Westcoat had been favorable to the policy.

We came to the conclusion that the depletion policy seemed perfectly reason

able and that the disclosure made in the Prospectus and Registration Statement

was full and complete.

Both Messrs. Burns and Martin of Arthur Andersen & Co. informed CLA that

they considered the Company's depreciation rates adequate.

The summaries of the items “Contracts” and “Pending Litigation” in the

prospectus were carefully checked by our Counsel as being adequate and

Sufficient.

To conclude, it seems fitting to state that the Company's officials and organiza

tion from beginning to end were most Cooperative and apparently willing and

desirous to furnish all pertinent information in connection with the Company

and its operations. We found no disposition to hold back nor any wilful attempt

to give mis-information. We have every reason to believe and do believe that

11 information furnished by the Company and included in the Registration State

ment and prospectus was thoroughly checked and re-checked by the Company's

officials and staff.

We have received no information from Mr. R. C. Holmes or any other source

which would indicate that the presentation of the facts in the prospectus or

Registration Statement was incorrect or misleading.

Representatives of the other underwriting houses met in Chicago with us on

June 24 and 25 and again in New York with us on July 8. While in Chicago

they had every opportunity to talk with officials of the Company and check tho

information contained in the registration statement and prospectus. A consider

able number of their suggestions were incorporated in these documents.

C. L. AUSTIN

CLAg.

EXHIBIT No. 1863

[From the files of Mellon Securities Corporation]

$25,000,000 Koppers CoMPANY FIRST MoRTGAGE AND CollATERAL TRUST Bonds,

SERIES A, 4%, DUE NoveMBER 1, 1951

This business was under consideration for several months beginning in the

early part of summer of 1936. Considerable amount of work was done beginning

in June covering an analysis and investigation of the Company's business and

corporate affairs.

When the underwriting group was selected, every effort was made to give

due consideration to past history and connections with the Company's previous

financing and to Some extent with the financing of its subsidiary, Eastern Gas &

Fuel.

On account of business relations with Standard Gas and Electric in connection

with Northern States Power, Bancamerica-Blair, Schroder Rockefeller & Co., Inc.

and Parrish & Co., were included in the business at the particular wish of the

Koppers Company who also suggested the inclusion of Byllesby & Co. Byllesby &
Co., however, declined to go along. They had been offered the same amount as

the two former. Dillon, Read & Co. were invited to participate and declined,

stating that though they liked the business, they had not yet seen their way clear

to do business in the State of Pennsylvania.

We stated clearly to Edward B. Smith & Co., and First Boston Corporation

that we had no choice as to the selection of either house to appear second in the

business: Smith on account of the indirect relationship through the Guaranty

Company to the Koppers business, and First Boston on account of their relation

ship with Eastern Gas and Fuel. A solution was suggested by George Woods of

the First Boston Corporation. He stated that they would be glad to take third

position_provided they could give us some help in the syndication of the deal by

having Mr. Frank Stanton of their organization come down to Pittsburgh. He

124491–40–pt. 24 31



12788 CONCENTRATION OF ECONOMIC POWER

made it clear that in no sense would they propose to inject themselves into the

management of the Syndication.

Following is a list of the underwriting participations with amounts:

Mellon Securities Corporation-------------------- $6,000,000

Edward B. Smith & Co--------------------------- 2,500,000

The First Boston Corporation-------------------- 2,500,000

Brown Harriman & Co., Incorporated.------------- 1,250,000

Blyth & Co., Inc - 1,000,000

Bonbright & Company, Incorporated.-------------- 1,000,000

Kidder, Peabody & Co.—--------------------- __ 1,000,000

Lee Higginson Corporation------------------ __ 1,000,000

Field, Flore & Co--------------------------- __ 900,000

Goldman, Sachs & Co.—------------- __ 900,000

Halsey Stuart & Co. Inc.––––––––––––––––––––– -- §§
Hayden, Stone & Co.------------------------- -- §§
Stone & Webster and Blodget, Incorporated.------- º
Bancamerica-Blair Corporation º:

3/10/37 Otis & Co--------------------------------------- ;
CLA; mtw Schroder Rockefeller & Co., Incorporated---------- §§
FRD Parrish & Co.——––––––––––––––––––––------ -- gº

KMC Kuhn, Loeb & Co.—------------------------------- 2,500,

FJK --

TJP $25,000,000
HDMC C. L. AUSTIN.

ExHIBIT NO. 1864

[From the files of Mellon Securities Corporation]

Distribution:

FRD

CLA

Iłuying Department Memorandum.

JoNES AND LAUGHLIN STEEL CORPORATION

This business was first discussed with us in November 1935 by theº

Although we considered that we had no obligation with respect tº...
to any other banking house, we discussed the business first with*.
ley & Co. to determine whether that firm would care to assist us with the º he

Mr. Harold Stanley said that he would be very glad to give us.”. º
could, but that if Morgan Stanley & Co. appeared in the business,.
insist on having the leadership. He made it clear that they would *: possinº

like to participate in the business in any event on a non-appearing

decided to proceed on the latter basis. ith & Cº.
We then approached Messrs. Swan and Walker of Edward B. Smi k, which

who were formerly connected with the Guaranty Company of New Yor revious

had second position to the Union Trust Company of Pittsburgh.i.*. be

preferred stock issue of Jones and Laughlin, and asked them if tº on the

prepared to help us on the registration and syndication of theº: a joint
basis that it was clearly understood it would be our leadership and no

leadership. e basis.

Edward B. Smith,& Co. were entirely satisfied to proceedº. ...'...ºf
and it . not until the business had been completed that the amº"

compensation was discussed with them and agreed upon. ith respect"

There were no commitments made to. in this business with

continuing arrangements for the future. C. L. AUSTIN.

8/17/36.

CLA : mtw.
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MEMORANDUM

OCTOBER 29, 1935.

JONES & LAUGHLIN STEEL CORPORATION

Mr. W. J. Creighton, Vice President of Jones and Laughlin Steel Corporation, ad

vised me today that he had discussed with Price Waterhouse, the corporation's

auditors, the question of closing the books on October 31 for the purpose of an

audit in connection with their proposed new bond issue.

For various reasons, it was determined that it would be advisable to delay

the bond issue until after the end of the year, using the year-end figures in the

registration statement, etc. The auditors have agreed to have the audit com

pleted by February 10; and the various data for the Securities Exchange Com

mission, February 20. Under this schedule, the proposed issue would be out of

registration by March 15.

This course was decided upon when it was realized that if the closing were

October 31, it would be approximately March 1 before the proposed issue could

be released from registration.

In view of the fact that it is anticipated the earnings for the fourth quarter

will be very satisfactory, it seems advisable to follow the time schedule above

outlined.

F. E. D.

FRD : JCH.

- NOVEMBER 8, 1935.

We have discussed the J & L financing with Harold Stanley of Morgan Stanley &

Co. and also with Messrs. Swan, Cutler and Walker of E. B. Smith & Co. In

the discussion with Mr. Stanley it was made clear that Melseco would be glad to

have Morgan Stanley & Co. take a substantial participation in the business. Mr.

Stanley stated that if they appeared in the financing, it would be necessary for

them to manage the business and have the first appearing position. After con

siderable discussion in Pittsburgh, Mr. Stanley was informed that this would not

be satisfactory to Melseco and that we felt it necessary to lead the business.

Thereupon E. B. Smith & Co. were offered and accepted the opportunity to appear

second to Melseco and to take part in the management of the business under our

leadership. It was made clear by F. R. D. that relative amounts of underwriting

of participation and any management fee would be discussed at a later time, which

was satisfactory to E. B. Smith & Co. We are now working with council and

with the company on various matters concerning the security to be set up, such

as business of mortgage, and lien Of the mortgage, etc.

EXHIBIT NO. 1S65

[From the files of Smith, Barney & Co.)

Form 34–343NO. 293

WILSON & Co., INC. OCTOBER 18, 1934.

The Guaranty Company informs me that the Purchase Group in the last

Wilson financing, which was in January 1927, consisting of the offering of

$2,500,000 6% Notes due 1931, was made up as follows:

Guaranty --------------------------------------------------- 1834%

Hallgarten -------------------------------------------------- 18%

Blair ––––––––––––––––––––––––––––––––––––––--------------- 26%

Chase Securities Corp---------------------------------------- 1114

Continental & Commercial Trust Savings_____________________ S1.4

First Trust & Savings–––––––––––––––––––––––––––––––––––––––– 8%

Illinois Merchants Trust------------------------------------- S};

The last offering of the First Mortgage 6s due 1941 consisted of $3,000,000 in

April 1921. Interests on original terms were as follows:

Guaranty---------------------------------------------------- 25%

Hallgarten ----------------------------------- 25

Blair -----------------------------------------------------– 35

Chase Securities Corp-------—––––––––––––––––––––––––––––– 15
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Illinois Trust and Continental & Commercial Trust. Were brought in at a stºº

of 54% with a 10% interest each, reducing the interests of the aforementioned

group accordingly. C. L. AUSTIN.

(C. L. Austin.)

CLA/EF.

ExHIBIT No. 1866-1

[From the files of Smith, Barney & Co.]

Copy for Mr. J. W. Cutler

Sºrrºwbra 10, 1984

Memorandum to Mr. Swan.

WILson & CoMPANY

For some time Messrs. Safro and NY. in the Investment Advisory organi".

tion have been interested in the possibility of the recapitalization of Wilson &

Co. George Nye did considerable work on a possible plan.
Heº safro has talked recently, with *, Mr. Paul Appenzellar (formerly ºf

Swartwout & Appenzellar) who indicated that a plan had been worked out by

someone and had the approval of the Wilson management.At Mr. Safros suggestion I talked this morning with Mr. E. A. Potter, Jr.

and told him of the interest which has existed in the possibility of the Wilsºn
recapitalization by some of the members of this organization. I outlined to him.

the information which Mr. Safro had obtained from Mr. Appenzellar. t

ter told me that many people, including Hornblower & Weeks, had been suggº

ing various plans to the Company for is recapitalization. He said that, where.
the Company was interested in the possibility of recapitalization and ho .

ject some plan, he believed the present was 99 early for this to be accompº. thought that it would be not earlier than 1935 before anything woul

One.I asked Mr. Potter if he thought there would be any chance for this º:

ization, having worked out a plan satisfactory to the Čompany,tomº. t

in carrying it out. Mºtt. said that he thought that Was. possibility." t
it would have to be done by working closely with the inneſ councils of ily

Company, which he indicated would be somewhat more difficult than ordinar"

because of the fact that so many people were already knocking ºf the d00r. to

took his reply, however, to be encouraging. It seems to me that if youwº
go further with this, the best way to do it would be for you to hº. t Ou

Mr. Potter sometime at your convenience Wit through him
ight be brought into contact with the executive management of the Company

for the purposes of discussion. C. L. AUSTIN.

CLA/EF.

ExHIBIT No. 1866–2

[From the files of Smith, Barney & Co.]

SEPTEMEra 5. 1934.

Memorandum for Mr. Karl Welsheit.

wilson & 9.
In furtherance of the tentative plans of reca italization ofInc. which were submitted to you º: George #p Nye of this Dep ent 00

August 13, I would like you to have the following information: & Aſº

fºikei today with Mr. Paul Appenzellar (formerly of Swartwout
penzellar) who has been interested in various reorganizations bef

years including an active part in the M-K-T reorganization. Mr. ked

stated that a plan of recapitalization of Wilson,& Comp. has been ".

up with the knowledge and consent of the Wilsº jagement anº...";
..cordiºgº ºntºjanº meets with the latter's appro" In effect

plan provides as follows: - to

(i) payment of the accruals due on the Preferred and Class A º:
§ made in 5% Debentures (maturity not mentioned) and

r. Appenzellar stated would be worth at least 89.

lº

&

i

i
i

i
i.

;

:
-

i
;

;
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(2) Elimination of the Class A stock by conversion into common at SOme

ratio not stated.

(3) Reduction in consideration of all the above in the Preferred stock from

a 7% rate to a 6% rate.

(4) The payment of dividends on the common stock to be ultimately out

standing at some rate between $1 and $2 per annum.

Mr. Appenzellar personally owns several hundred shares of the Preferred

stock and is interested in an investment trust that holds 1,000 shares. His

attitude toward the above plan is favorable with the exception of the reduction

in the Preferred from $7 to $6 to which he strongly objects and which, in his

estimation based upon experience, will cause the entire plan to fall through.

He urged that we use our influence upon those in touch with the situation

(he meant E. A. Potter, Jr.) to eliminate this change in the regular dividend

rate on the preferred.

HERMAN SAFRO,

HS: JSB. Statistical Department.

ExHIBIT No. 1867

[From the files of White, Weld & Co. Letter from Faris R. Russell to John W. Cutler.

Carbon copy of “Exhibit No. 1886.”]

WHITE, WELD & Co.,

July 8, 1985.

Mr. JoBN W. CUTLER,

Messrs. E. B. Smith dº Co.,

35 Nassau Street, New York, N. Y.

DEAE JOHN: You and Burnett Walker for your firm and Ben Clark and I for

White, Weld & Co. have had several conversations during the course of the

last several months with respect to refunding operations for Wilson & Co., Inc.

Inasmuch as the understandings had between us were primarily between your

self and myself, I am sending this letter to you with a chronological history

taken from our files on this matter. The history is as follows:

On February 26, 1935 an entrepreneur by the name of M. L. Freeman dis

cussed with us the question of refunding the outstanding bond issue.

During the same week Mr. Freeman demonstrated that he was not merely

presenting an idea which is, of course, open field for all free lance promoters

but introduced in our office J. D. Cooney, Vice President of Wilson & Co., Inc.

and the whole discussion was with respect to the matter of refunding their

outstanding bonds. After such discussion, Mr. Cooney said that they would

in the next few weeks decide on their program and said he would again discuss

with us the question of what sort of a trade we might be able to work out.

We subsequently confirmed with Mr. Halstead Freeman that there was an

open field for the business.

We recognized also that of the original houses in the major position on this

business, all but one had discontinued activities.

Recognizing, however, that some of the partners of your firm had previ

ously been officers of the Guaranty Co., which had discontinued its business,

and not knowing whether you were active in considering this business, we

decided to discuss it with you and, if you wished us to do so, join hands with

you in its development.

On March 6th Ben Clark saw Joe Swan and advised him of the above and

Mr. Clark's report on the meeting states that “Joe was frank to say that they

had no discussion so far.” . Further that Joe said “I do not want to tie you

up in any way and I will look into it with the idea that we are two friends

and you will hear from me when I get posted.”

On March 11th you telephoned to me about this matter, stating that you

understood Freeman had been in to see us saying that he had authority

to represent the company. You stated that this had been checked with

the company and it had been found that Freeman was not authorized

to negotiate and you further stated that on account of your close friendship

with the Guaranty Trust Co. you had as good a position as anyone to nego

tiate with Wilson & Co. and it was your thought that we should tell Mr. Free

man we werenot in a position to deal with him and that your firm would follow

the matter With the company and come back to us as matters developed.

On March 18th you telephoned me saying that the old account at the Guaranty

was joint with Hallgarten & Co., that you had talked with Hallgarten & Co.



12792 CONCENTRATION OF ECONOMIC POWER

whose Chicago partner is a director of the company, and had arranged that we

were to be included in the business. You said further that you hoped it

would be agreeable to us to let the matter of our percentage rest for the

present as you intended to work out a fair and reasonable place for us. I

told you this was satisfactory and left the matter in your hands.

I asked you whether there was any indication of serious competition from

other directions and you stated that you did not see how with the friendship

of E. A. Potter and Emerich there could be much doubt as to your getting

the business. We consequently folded our hands to await developments.

Recently when it became apparent that the business was in the immediate

making and not having heard from you, I called your office but could not reach

you. Later the same day Burnett Walker telephoned me asking for a review

from us of the Wilson & Co. matter as between ourselves and yourselves. I

gave him the above story.

I did not hear further from Burnett Walker but he came Over and Saw

Ben Clark, expressed extreme regret and stated that embarrassing as it was

to your firm, we could not be included in the Wilson & Co. business, that Field,

Glore & Co. and the company itself had refused your request that we be

included.

(Handwritten): B. Walker says this incorrect. Field OK on us for ptcpn.

The above chronological story of this matter is based on memoranda made

immediately after the various conversations took place and, hence, is neither

hazy in Our minds nor subject to misunderstanding or faulty recollection.

The above is not sent to you as a record on which we make any claim on

you for Burnett Walker has already stated your position.

The experience, however, makes it necessary for us to raise a question as

to another matter So I request that you show this letter to Joe and ask that

he let us know just what he wishes us to understand with respect to the posi

tion reserved for us in the matter of Columbia Gas & Electric, about which

I have never had any conversation with him but it was cleared with Joe by

our mutual good friend, Jim Hutton.

In Order that you and Joe may have before you the Columbia Gas & Electric

situation, I might Say that on April 11th I discussed with Jim Hutton the entire

Columbia Gas & Electric situation, as a result of which Jim advised me that

So far as he was concerned we could not only participate on original terms

but might also appear in the public advertising. He said he would take it

up with Joe Swan along these lines and that he, Jim, would advise me what

he had been able to work out.

On April 26th Jim told me he had had a very satisfactory talk with Joe and

that Joe had agreed with the principle that our firm was to have a participa

tion on original terms and an “appropriate” place in the public advertising.

We here trust that none of you will receive this letter as being in any sense

controversial but will also, we believe, recognize the necessity of our knowing

at this time just where we stand in regard to this further piece of business

which has been discussed with you.

With regards to you all, I am,

Sincerely,

FARIs R. R.

ExHIBIT No. 1868

[From the files of White, Weld & Co.]

M. L. FREEMAN

Financing of Industrial and Public Utility Corporations

FIFTEEN WILLIAM STREET, NEw York, February 25, 1935.

Re: Wilson & Co., Inc.

GURDON WATTLEs, Esq.,

WHITE, WELD & Co., 40 Wall Street,

New York, N. Y.

DEAB MR. WATTLES: Referring to our telephone conversation of this Inord

ing, you no doubt know that the company is the third largest meat packers,

preceded by, Armour & Co. and Swift & Co. There are about $16,000,000 out.

standing 6% first mortgage bonds, series A, originally underwritten by Guar

anty Trust Co. and associates. The bonds are due April 1, 1941 and are canable
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at $107% on any interest date on eight weeks notice. They are listed on the

New York Stock Exchange and have been selling currently between $10.9% and

$110. The low for 1934 was $97%, the high $110. Times interest earned

were as follows:

1928--------------------------------------- 2.15

1929---------------------------------------- 2.17

1980--------------------------------------- ---- 2.49

1931 deficit $525,527 before interest.

1932–------------------------------------------------------ 1.04

1933------------------------------------------------------- 3.59

1934 (fiscal year Oct. 27, 1934) ------------------------------ 5

The earnings for the first quarter of this fiscal year were approximately

$1,500,000. which is a better showing than for the like quarter 1933 and 1934.

The current assets as of October 27, 1934 were $34,289,841, current liabilities

,260,614, leaving a working capital of $26,029,227. The plant and equipment

as of that date were carried after depreciation at $37,059,861.

I had negotiations with Mr. Edward Foss Wilson, President, pertaining to

the possibility of arranging an issue of between $17,000,000. and $20,000,000.

of 4%% twenty-year first mortgage bonds with a fixed sinking fund of

$200,000. per annum, callable at $103. for the first three years, to be scaled

down after that. The price to be $97.

Herewith is a copy of a letter from Mr. Edward Foss Wilson, President, of

February 21st, in which he expressed a desire that I discuss the matter with

him, Mr. W. C. Buethe, Treasurer, and Mr. Thomas E. Wilson, Chairman of

the Board.

In view of the fact that it is essential to telephone Mr. Wilson tomorrow, I

shall appreciate it if you would be kind enough to advise me whether you would

be prepared to go to Chicago, and, if so, when.

Very truly yours,

M. L. FREEMAN.

MLF/AB

Encl.

ExHIBIT NO. 1869

[From the files of White, Weld & Co.)

Office of the President.

WILSON & Co., INC.

Chicago, February 21, 1935.

Mr. M. L. FREEMAN,

15 William Street, New York, N. Y.

IDEAR SIR: We have your kind letter of February 19th in which you mention

your interest in arranging purchase of bonds from our Company.

We would be very glad to discuss your proposition whenever you happen to be

coming out to Chicago. If you will let us know when this will be, I believe We

can arrange to have both our Treasurer, Mr. W. C. Buethe, and Mr. Thomas E.

Wilson also on hand to enter into the discussion.

As you of course realize, our biggest problem in refunding our present bond issue

due in 1941 is the call price of 107%.

Yours very truly,

(Signed) Edward Foss WILSON.

ExHIRIT NO. 1870

[From the files of White, Weld & Co.)

FEB. 26, 1935.

Memorandum for Mr. Timpson.

Re: Wilson & Co.

Mr. M. L. Freeman has brought to us a refunding proposition which he claims

E. F. Wilson, President of the above company, is willing to entertain. This is

for the issuance of between $17,000,000 and $20,000,000 of 4%% 20 Year First

Mortgage bonds with a sinking fund of $200,000 per annum, bonds to be callable
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at 103 for the first 3 years with a scale price thereafter. The price to the com’

pany to be 97.

The company has outstanding at the present time $16,000,000 First Mortgage

6s due 1941 and callable at 1074% on 8 weeks notice. The present bonds are

currently selling on the New York Stock Exchange at 109%, to yield 4.20%

and have ranged during the last year between 97% and 110.

These bonds are not held by any of the large institutions. Mr. Stiles of the

Prudential Insurance Co. told me today on my checking with him that Wilson &

Co. had not been considered one of the best packing companies but had been

doing considerably better lately, that without making a rather thorough study

he could not give me an opinion as to whether the bonds would be of interest

to the large insurance companies. He suggested our getting a check from either

the First National Bank or the Continental Illinois National Bank in Chicago or

Samuel McRoberts, former head of the Chatham Phenix here in New York, in

order to get a quick check as to whether the company was one that would be

desirable to endeavor to work out a financing picture with.

Mr. Haggerty of the Metropolitan Life stated that they did not like packing

company bonds and considered Wilson & Co. a Class B company and would no

be interested in the bonds.

Mr. M. L. Freeman suggested that on a basis of say 3 points gross in the

business there would be a division of underwriting profit of say A of a point

to 1% of a point, committment profit of say 34 of a point and selling group

profit of say 1% to 2 points. On such a basis he said he would want to have

1% of the originating profit. This would mean that he would get 34 of either

14 of a point or 14, a point depending on which was settled on as an originating

profit on the above basis.

MW

(Signed) G. W. WATTLEs.

ExHIBIT No. 1871

[From the files of White, Weld & Co.]

[Copy]

[Postal Telegraph]

[The Mackay System]

NEw York, N. Y., Feb. 27, 1935

Mr. EDWARD FOSS WILSON,

Wilson & Co., Inc., 4100 Ashland Avenue, Chicago, Ill.:

Could not reach you by telephone stop The partners banking institution re

ferred to letter February nineteen would like to make your acquaintance can you

come here for discussion regarding purchase twenty million four and one half

percent bonds due nineteen fifty-five interest and sinking fund million one hun

dred thousand per annum price 97 net no commissions callable one hundred and

three first three years gradually reducing to par stop Meeting here would ex

pedite matter However if you or other executive cannot come New York am

prepared to arrive Chicago March fourth Please wire.

M. L. FREEMAN.Charge acct. M. L. Freeman 15 William St., New York, N. Y. N

ExHIBIT No. 1872

[From the files of White, Weld & Co.]

[Copy]

Received Feb. 28th by private wire and transmitted from New York office of

Wilson & Co.:

Dated 2/27/35.
M. L. FREEMAN,

15 William St., New York, N.Y.:

Vice President J. D. Cooney left for New York today other matters -

copy, of your telegram will call you your office Thursday morning tº:
appointment for some time during the day to discuss your proposition.

E. F. WILson, President.

Wrlson & Co., Inc.
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ExHIBIT No. 1873

[From the files of White, Weld & Co.]

M. L. FREEMAN

Financing of Industrial and Public Utility Corporations

15 WILLIAM STREET, NEw YobK, February 28, 1935.

IRe: Wilson & Co., Inc.

GURDON W. WATTLES, ESQ.,

White, Weld & Co., 40 Wall Street, New York, N. Y.

DEAR MR. WATTLEs: Referring to our conversation over the telephone, I en

close herewith a copy of my telegram of February 27th, to Mr. E. F. Wilson,

President, as well as a duplicate of his reply of same date.

Sincerely yours,

MLF/AB

2 Enclºs.

M. L. FREEMAN.

ExHIBIT No. 1874

[From the files of White, Weld & Co.]

M. L. FREEMAN

Financing of Industrial and Public Utility Corporations

15 WILLIAM STREET, NEw York, February 28, 1935.

Re: Wilson & Co., Inc.

GURDON WATTLEs, Esquire,

White, Weld & Co., 40 Wall Street, New York, N. Y.

DEAR MR. WATTLES: As I told you yesterday over the telephone, it would be

necessary to call Mr. Wilson. Either you or I can do it. Lets have a chat

first in reference to your conversation of today with Mr. J. D. Cooney and

Halstead Freeman.

Will you please have your secretary advise me when you can see me?

Very sincerely,

M. L. FREEMAN.

MLF/AB

ExHIBIT No. 1875

[From the files of White, Weld & Co. Letter from White, Weld & Co. to M. L. Freeman]

[File copy]

WHITE, WELD & Co., February 28, 1935.

M. L. FREEMAN, Esq.,

15 William Street, New York City.

DEAR ME. FREEMAN: With reference to your letter of February 25, 1935 regard

ing Wilson & Co., Inc., if, as a result of the negotiation with you, we should

complete a deal for the refunding of Wilson & Co.'s bonds substantially as out

lined in your letter, we hereby agree that out of the compensation or profit

which may be received by White, Weld & Co., we will pay you as follows.

The proposal outlined by you contemplates a gross spread of three points for

placing these bonds. This spread will probably be divided by us into a selling

group proportion of from 1%% to 2%; an underwriting proportion of probably

34 of 1%, and an originating profit of probably 4 to 4 of 1%. It is agreed that

we are to pay you one-third of such originating profit, as we may receive, after

out-of-pocket expenses properly chargeable to such profit. Such one-third shall

be payable to you upon receipt by us of our share of the originating profit and

thº of said out-of-pocket expenses.

e, as stated above, it is at present contemplated that the originatin

profit will probably be 4 to ¥4 of 1%, the final actual percentage is to j .

mined by us in our sole discretion. It is understood that we may also partici

Ivate in such underwriting and selling groups as may he formed and receive
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profits as a result of such participations, but that you shall not be entitled to

any share or participation in any profits which may accrue to us by reason of

our participation in such groups or either of them.

If the foregoing is in accordance with your understanding, will you kindly so

indicate by signing and returning to us the enclosed duplicate of this letter.

Very truly yours,

MW

Accepted

“ExELIBIT NO. 1876–1”

[From the files of White, Weld & Co. Letter from White, Weld & Co. to M. L. Freeman]

[File copy]

WHITE, WELD & Co.,

March 1, 1935.

Re: Wilson & Co., Inc.

M. L. FREEMAN, ESq.,

15 William Street, New York City.

DEAR MR. FREEMAN: I am enclosing signed letter which we discussed today.

Yours very truly,

MW

Encl.

“ExHIBIT NO. 1876–2”

[From the files of White, Weld & Co.]

M. L. FREEMAN

FINANOING OF INDUSTRIAL AND PUBLIC UTILITY CORPORATIONS

15 WILLIAM STREET., NEw York, March 27, 1935.

Re: Wilson & Co. Inc.

GURDON W. WATTLES, Esq.,

White, Weld & Co., 40 Wall Street, New York, N. Y.

DEAR MR. WATTLES: Referring to our recent conversations in which you in

formed me of your new arrangements, will you be kind enough to forward me

a new argeement?

Thanking you, I remain

Very sincerely,

M. L. FREEMAN.

MLF/AB

Ex HIRIT No. 1877

[From the files of, Smith, Barney, & Co., Diary entries by J. W. C. (J. W. Cutler)
. L. A. (C. L. Austin), B. W. (Burnett Walker), J. J. §. J. J. Buck - -

(C. W. Kennard) and E. W. (E. Wels) ) ( uckley), C. W. K.

WILSON & Co.

CLA talked with E. A. Potter reference possibility of our working on recapi

talization plan. JRS should talk with EAP before seeing officials of company

JWC–9/11/34. ---

JRS has talked with EAP and we are now discussing possible plans which we

might suggest to Company. Believe Company is actually considering specific

plans. CLA—10/9/34.

CLA had a talk with Mr. E. A. Potter, Jr., of the Guaranty Trust Company on

October 17th and BW and CLA together had additional conversation with Mr

Potter the following day, as a result of which Mr. Swan is planning to be avail.

able to Mr. Potter in Chicago on Tuesday, October 23rd, at which time there is

scheduled a Directors' mecting of the Company. CLA—10/19/34. -
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Talked with E. A. Potter as to outcome of Directors' meeting in Chicago this

week, in which it was understood plans of reorganization would be taken up.

JWC–10/27/34.

JRS and JWC talked with EAP Jr.. yesterday. Referring to the directors

meeting last week he said that a plan of reorganization, looking towards fund

ing the 26% Pfd dividend in arrears with (1) debentures or (2) 5% Pfd, had

been opposed and that the matter had been returned to the Committee for fur

ther study. He indicated the Co's business for the first 11 months of their year

had been extremely good ($4,700,000 met). JWC–10/30/34.

E. A. Potter said that at a Directors meeting yesterday in Chicago the Reor

ganization Plan was again postponed for thirty days, largely because he did not

feel the terms were quite generous enough. JWC–11/30/34.

Talked with Ned Potter, who said he had spoken to Mr. Wilson in our behalf

and would keep us advised. Doubtful if there is anything we can do here.

JWC–1/2/35.

Clark of White Weld called me, but in my absence spoke to JRS saying that

M. L. Freeman had been in to see them regarding refunding of Wilson 6%

Bonds, stating that he spoke with authority from the Company. I subsequently

talked with E. A. Potter Jr., who called Mr. Wilson on the telephone. Mr. Wil

son denied that they had given Freeman any authority to speak for them, and

asked Mr. E. A. Potter, Jr., to please so state if asked. E. A. Potter Jr. sug

gested if we are interested, that we write Mr. Wilson and say than when he

was ready, we will be glad to have a chance to figure. The matter will receive

consideration some time in the near future, and has been pushed forward on

account of the Swift Refunding and a probable Cudahy Refunding. JWC–

3/8/35.

I reported to Farris Russell my conversation with Ned Potter, who has talked

with Mr. Wilson. Mr. Russell said they would leave the matter of following

this to us, and rely on us if anything developed. JWC–3/11/35.

CLA and I talked again with Ned Potter and submitted plan for replacing 6's

with $16 million 15 year 4's, to be sold on a 4.25 basis. This would involve bank

credit of $2,300,000. EAP said he would prefer no bank loan. He also sug

gested we write Wilson direct, and the matter, while not up at the moment,

would probably come up at the March meeting on or about the 25th. JWC–

3/12/35.

Talked again with Potter on telephone, who called me. Explained that the

Guaranty had handled previous financing for Company, and had associates in

those former deals, some of whom would have to be taken care of. Russell said

he understood and would leave it to us to take care of his firm in the proper

way. JWC–3/12/35.

JRS and I talked with Maurice Newton of Hallgarten 3/14/35 and the next

day JRS talked with Emerich of Hallgarten, a director of Wilson. We told him

we had been working on the business and referred to the old joint account they

had with the Guaranty and asked them to join us, which they said they would

be glad to do. We also told them that we were committed to White Weld & Co.

for an interest if business resulted. I subsequently reported this to Faris Rus

sell, who again said they were entirely agreeable to leaving the makeup of the

group and interests to us. I also reported the Hallgarten development to Ned

Potter, who thought it was a wise move. Mr. O'Connor of Wilson & Co.'s New

York Office subsequently called JRS and said Mr. Wilson had received his letter

and also added that H. G. Freeman was advising them in their financing.

JWC–3/18/35.

H. D. Freeman dropped in later to say the same thing and indicated there was

no hurry, as if they decided to call the bonds Oct. 1st notice would not go out

before August 1st. JWC–3/20/35.

Newton reported from Emerich, who attended directors meeting today, that

the matter of refinancing was not discussed. JWC-3/26/35.

JRS called on Mr. T. E. Wilson in Chicago 4/1 and was very cordially received

by him. Explained to him the dissolution of Guaranty Company and status of

EBS&Co. and advised him we were very anxious to be given consideration in

connection with any financing which he might do. As he had already advised

JRS, he is consulting with Halstead Freeman but said he would certainly have

us very much in mind. JWC–4/4/35.

Ned Potter said Company had engaged Price, Waterhouse to begin necessary

work looking towards registration. As far as he knew they had made no com

Initments with any bankers. JWC–5/3/35.
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JRS spoke to Newton re inclusion of Field, Glore & Co., on account of Halstead

Freeman, who is being retained by the company in connection with proposed

financing. Speak to First Boston before going further. JWC–5/14/35.

JRS talked to H. Freeman on telephone. Nothing very urgent as yet. Con

firmed new audit in process of being made. Will be glad to discuss situation

with us. JWC-5/31/35.

Mr. Briggs of Byllesby & Co. talked to me about Wilson. I told him we were

hopeful but were not in position to talk. He asked if we were put in charge of

the business what our attitude would be towards them and I said that he could

start out with the assumption that we would be delighted to have them in any

piece of business with us although the way business was being presented to

people today we had to recognize that in many instances groups were practically

made to order by the companies—all of which he understands. They, however,

must be considered in this connection. Mr. Briggs called my attention to the

business which they were very glad to have had us in and would like us to be

in Dusquesne, Oklahoma and, of course, Northern States business which will

come along a little later. BW–6/6/35.

Saw Halstead Freeman 6/4/35 at Palmer House, Chicago. Wery friendly and

believe he will be of help. JWC–6/4/35.

T. E. Wilson expected back about June 12th. JWC-6/5/35.

W. C. Buethe called JRS on telephone today and said they were actively dis

cussing refunding operation and they wanted to put the matter in our hands

jointly with Field Glore. JRS mentioned leadérship but Buethe apparently did

not want to get into that. JRS to see in Chicago. JWC-6/6/35.

Judge Cooney stopped in today and stated that they had in the past 1%

years made capital additions of some $4,000,000, which could form the basis for

the issuance of additional bonds. He stated that there had been some dis

cussion in their office about the advisability of raising $4,000,000 or $5,000,000

additional capital for working capital purposes, and if we thought that there was

any chance that there would be a substantial rise in interest rates within the

next year or two, they would give consideration to the issuance of additional

debt, either under the mortgage or as 1 to 5 year serials. Judge Cooney

stated that with the light run of live stock which they have been experiencing

and which they would probably experience for another year or two in view of

the drought and government slaughter program, there was little danger of their

running into working capital shortage. When, however, the run of live stock

returns to normal, they will require larger working capital for inventory pur

poses. If, however, we felt that there would be no material change in interest

rates for a minimum of two years, it was his thought that they could borrow

so cheaply at the banks that public financing would be unnecessary; particularly,

in view of the fact that if they could hold off public financing for a period of

two years and the live stock run did not come back until that time, they would

probably not require any financing because of the building up of cash resources

in the meantime.

He asked us to communicate with them immediately if we felt that any marked

change in interest rates was impending. JJB-12/11/36.

BW and CWK met with Mr. Halstead Freeman of Glore Forgan and Judge

Cooney of Wilson & Co. on Wednesday, March 17, to discuss a revised pro

posal. The revised plan suggested was the issuance by the Co. of $6,000,000 to

$6,500,000 Conv. Debs. convertible at $12.50 or $13. per share, depending upon

market conditions. It was agreed that bankers would match their time against

the Company's and go ahead and prepare the necessary documents for regis

tration on such a proposal, subject to an agreement on price to the Co. at a later

date. Thursday morning BW and CWK met with Mr. Wilson and Judge Cooney

and H. Freeman in Mr. Wilson's room at the Biltmore Hotel. Mr. Wilson was

apprised of the general agreement which had been made the previous day:

this was satisfactory to him. Also discussed at this meeting the relationship

between Glore Forgan and E. B. S. and the handling of the syndication and

books of this deal. BW stated that on a deal of this kind it would be im

possible to handle it as the previous one had been, and that one of the two

firms would have to have complete control, even tho pecuniary compensation

was the same for each firm. No decision was reached at the meeting as Mr.

Wilson wanted to give the matter further thought. The latest proposal is

contained in a memorandum dated March 17, 1937. CWK–3/18/37.

We appeared first in public offering today of $6,500,000 Conv. 3% º Debs. at

101% and acc. int. EW–5/12/37.
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EXHIBIT No. 1878

[From the files of Smith, Barney & Co.)

(Handwritten:) N. B. file.

MARCH 13, 1935.

Mr. THOMAS E. WILSON,

Chairman of the Board, Wilson & Co., Inc.,

A1st St. & Ashland Ave., Chicago, Illinois.

DEAR MR. WILSON: During the past few months various of my partners and I

have had conversations with Mr. E. A. Potter, Jr., with respect to the possi

bility of a refunding operation in connection with your outstanding 6% Bonds.

Within the last few days we have been informed by Mr. Potter that the Company

is considering such an Operation.

Although we understand that you perhaps are not ready to come to a deci

sion in this matter immediately, I wish to inform you that my firm stands

ready to be of service to you in this connection. We believe that an operation

profitable to the Company can be worked out and are prepared to discuss a

definite proposal with you. I should be glad to come to Chicago to talk over

this matter with you any time it suits your convenience.

I would like to take this opportunity of congratulating you upon the success

of your Reclassification Plan.

With kindest regards, I am,

Sincerely yours,

JRS/CLA/EF

J. R. S.

EXHIBIT NO. 1879

[From the files of Smith, Barney & Co.)

(Handwritten :) N. B. file.

MAROH 8, 1935.

Memo to: Mr. C. L. Austin, Wilson & Company.

Clark of White Weld called me, but in my absence spoke to J. R. S. saying that

M. L. Freeman had been in to see them regarding refunding of Wilson 6% Bonds,

stating that he spoke with authority from the Company. I subsequently talked

with E. A. Potter, Jr., who called Mr. Wilson on the telephone. Mr. Wilson

denied that they had given Freeman any authority to speak for them, and asked

Mr. E. A. Potter, Jr., to please so state if asked.

E. A. Potter, Jr., suggested if we are interested, that we write Mr. Wilson and

say that when he was ready, we will be glad to have a chance to figure.

The matter will receive consideration some time in the near future, and has

been pushed forward on account of the Swift Refunding and a probable Cudahy

Refunding.

J. W. C.

JWC : h

ExHIBIT No. 1880

[From the files of The First Boston Corporation]

(Handwritten:) Folder #4, $20,000,000, 4% Due 1955.

THE FIRST BOSTON CORPORATION,

Confidential. New York, N. Y., May 18, 1935.

J. H. BRIGGS, ESq.,

Vice President, H. M. Byllesby and Company,

231 South LaSalle Street, Chicago, Illinois.

DEAB JoE: On last Thursday Joe Swan of Edward B. Smith & Co. called up

Harry Addinsell and told him that they were working on a refunding operation

for Wilson & Co.

In checking up our past historical records, it came to my attention that over a

period of years the financing for Wilson & Co. was handled by a group of which

the Guaranty Company was the manager and in which were included Chase

Securities Corporation, Blair & Co., Halgarten & Co., First Trust and Savings
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Bank, Chicago, Continental and Commercial, Chicago and Illinois Merchants

Trust Company, Chicago.

For your confidential information, the Guaranty, Chase, Blair and Halgarten

each had an interest of approximately 18.75%.

In the early part of March Miles Warner told me of the discussions which he

had had with one of the Wilsons and asked if we would be interested in figuring

on the business and on the 15th of March, in response to a wire from George

Leness, I indicated to Miles that we were unwilling to undertake a deal along

the terms similar to Swift or to enter into negotiations which involved a high

degree of competition and stated that if the company was prepared to sit down

and discuss the best form of financing, we would be interested in principle in so

doing. I did not hear anything further about this matter and assumed that it

had died a natural death.

At the time of my discussions with Miles, I did not realize that the Chase

Securities Corporation had always been in the group headed by the Guaranty

Company of New York. As Mr. Swan indicated that they had discussed this

matter, we told him that we would be delighted to join with him in discussing the

re-formation of the old group. We told Mr. Swan of Miles Warner's connection

with one of the Wilsons and of our discussions with him and said that we would

like to see—when, as and if the group is formed—that H. M. Byllesby and Com

pany had a position in the business and that we assumed that this would be

agreeable to him. He indicated to us that he also wanted to consider the inclu

sion of White, Weld and Field Glore.

I know that you will protect me on this information, but I want you to know

the facts in connection with these discussions and while, naturally, I would not

want to attempt to involve you in making any decision, it seems to me that it is

most logical that the old group should have a legitimate claim on the business—

particularly with the tie-in with the Guaranty Trust Company and if we can work

it around so that H. M. Byllesby and Company has an original interest and an

appearance position, it would seem to be the desirable thing to do—rather than

to get into a competitive mess.

In addition, I want you, personally, to know that we urged the inclusion of

H. M. Byllesby and Company and will do everything in our power to see that a

place is made in the business for you if you so desire. In the meantime, I know

that you will protect me in giving you this information as-frankly, we have not

attempted to obtain clearance with Mr. Swan to discuss the matter with you.

Please let me know Sometime early next week if you would like to have us con

tinue to advance the arguement that you should be included in this group with an

appearance position and I know in the meantime that you will protect me in this

matter, as will Miles, in case anything is said to him.

With kindest regards,

Sincerely yours,

, Vice President.

DRD/g

ExHIBIT No. 1881

[From the files of The First Boston Corporation]

(Hand written :) Folder # 4, $20,000,000, 4%—Due 1955, guide “Memo.”

WILSON & CoMPANY, INC.

Mr. Swan asked me yesterday whether we would join with them in reconsti

tuting the old group which the Guaranty headed for Wilson & Co. business.

After discussion here I told Mr. Swan that we would be glad to do so. I called

his attention to the fact that Mr. Miles Warner of Byllesby, who is a personal

friend of Some of the younger Wilsons, had talked with Mr. Leness about the mat

ter some months ago, but that we told Mr. Warner that we would not want to be

drawn into competition for the business and we have heard nothing about it since.

I therefore suggested to Mr. Swan that if a group was getting together, some

consideration be given to including Byllesby in it on some basis. He subsequents

called me back to say that he thought for certain reasons that it would be desir.
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able to include White Weld and Field Glore and asked if we would consider this

uestion and give him our views.Q gi H. M. ADDINSET.L.

MAY 16th 1935.

“ExHIBIT No. 1882–1” appears in full in the text, p. 12526.

ExHIBIT No. 1 SS2–2

[From the ſiles of Smith, Barney & Co. Memorandum by J. J. Buckley J

No. 570. SEPTEMBER 9, 1935.

WILson & Co., INC., FIRST MORTGAGE TwºNTY-YEAR BONDS-SERIES A 4%, DUE

JULY 15, 1955.

Before actual work on the deal was begun a preliminary meeting was held

on 6/10/35 in the Chicago Offices of Field, Glore & Co., attended by Chas. Glore

and Maurice Bent of Field, Glore and BW and JJB of EBS. Glore advised

that he had been informed by Russ Forgan from New York that he (Forgan)

and JRS had tentatively discussed the following Syndicate:

E. B. S.--------------------------------------- 25% Eastern Manager

Field Glore–––––––––––––––––––––––––––––––––––– 25% Western “

The First Boston Corp------------------------- 10%

Speyer & Co----------------------------------- 10%

Hallgarten & Co------------------------------- 10%

Bancamerica Blair Corp------------------------ 10%

White Weld & Co------------------------------ 5%

Goldman, Sachs & Co.-------------------------- 5%.

100%

In this meeting Chas. Glore stated that he would like to make room for

Lee Higginson Corp. and BW stated that he would like to make room for

Byllesby & Co.

On 6/11/35 a meeting was held at Wilson & Co.'s Chicago Offices attended

by Messrs. Buethe, Cooney, and Hoffman, officers of Wilson & Co., Halstead

Freeman, then representing Wilson & Co. in an advisory capacity, Glore and

Bent of Field, Glore and BW and JJB. After discussing the claims of various

underwriting houses the company, through Mr. Buethe, indicated that they

would be pleased with a syndicate composed of (or at least including) the

following houses: E. B. S., Field Glore, Speyer, Kuhn, Loeb, Hallgarten,

Lazard Freres, Lee Higginson, Hornblower, Goldman Sachs.

In discussing the various underwriters under consideration Mr. Buethe

specifically excluded White Weld by name, despite the fact that BW had indi

cated that he would be pleased to have White Weld included in any group

formed. Pressed for our views of the group BW stated that he had no excep

tion to any name on the list, but did feel that the issue would need “selling”

and that he would prefer to see the group contain greater retail distribution

ability, and when asked to be specific BW stated that if he were to choose a

group without regard to what obligations the company might be under to

Other houses, he would suggest as the four leaders in the business E. B. S.,

Field Glore, First Boston and Brown Harriman. Later in the discussion he

also mentioned Byllesby as having good distribution among Chicago houses.

Chas. Glore agreed entirely with BW.

Mr. Buethe insisted that Speyer appear ahead of all houses except the two

leaders, because Speyer had been helpful on the reclassification of the stock

last winter and had offered the first refunding plan for the company's consid

eration. Goldman Sachs were included at the company's request because they

had dealt in the company's commercial paper, and Hornblower was included at

the company's request because they also had been of assistance to the company

in the matter of reclassification of the company's stock. The other underwrit

ing houses were proposed by the company primarily because they already had

Submitted refunding plans to the company.
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Ultimately it was agreed (and confirmed at another meeting the next day;

6/12/35) that the group tentatively would be as follows, subject to approval of

Mr. Thos. E. Wilson, who was expected to return from Europe within a few

days:

E. B. S.------------------------------------- $5,000, 000 25%

Field Glore---------------------------------- 5,000, 000 2

Speyer -------------------------------------- 2,000,000 10

First Boston--------------------------------- 2,000,000 10

Hallgarten----------------------------------- 2,000,000 10

Goldman Sachs ----------- - ------------------ 800,000 4

Bancamerica-Blair -------------------------- - 800,000 4

Lazard Freres ------------------------------- 800,000 4

Hornblower --------------------------------- 800,000 4.

Lee Higginson ------------------------------- 800,000 4

$20,000,000 100%

with the reservation that it might be necessary to make room for Kuhn Loeb,

who, through Elisha Walker, had put considerable pressure on the company for

the business. (Blair, Walker's former affiliation, having had largest interest in

previous financing.) Ultimately Kuhn Loeb was included to the extent of

$2,000,000, or 10%, and participations of all other members were reduced by

10%, and about midway in the registration period Kuhn Loeb decided not to

appear in the advertising or on the face of the prospectus and requested that its

name appear last in the list of underwriters appearing inside the prospectus and

in the registration statement.

It was agreed that E. B. S. be Eastern Manager and that Field Glore be West

orn Manager, E. B. S. to lead in every respect except for publicity and advertis

ing in Chicago territory.

Accordingly the offering was made on July 30, 1935 by the following group,

with the participations indicated (Kuhn Loeb not appearing publicly):

Edward B. Smith & Co---------------------------- $4,500,000

Field, Glore & Co----------------------------------- 4, 500,000

Speyer & Co---------------------------------------- 1,800,000

The First Boston Corporation----------------------- 1,800,000

Hallgarten & Co------------------------------------ 1,800,000

Goldman, Sachs & Co------------------------------- 720,000

Bancamerica-Blair Corporation---------------------- 720,000

Lazard Freres & Company, Incorporated------------ 720, 000

Hornblower & Weeks----------- 720,000

Lee Higginson Corporation-------------------------- 720, 000

Kuhn, Loeb & Co-------------- --- ––– 2,000,000

Total ---------------------------------------- $20,000, 000

J. J. B.

ExHIBIT No. 1883

[From the files of Wilson & Co., Inc.]

CHICAGo, May 23, 1935.

DEAR MR. WILSON: The matter of refunding the bonds has been discussed

between Edward, Mr. Buethe, Mr. Hoffman, Mr. Freeman and myself, and we

all feel that as the time approaches, that there is a serious question whether

ample time would remain after you return to Chicago, around June 15. It

seems to us that it is necessary to decide upon the bankers who are to under

write the issue and to discuss with them and Settle Some of the details with

reference to the trust deed and prospectus, especially such questions as whether

an appraisal of the property is necessary, the kind of opinion of title required,

whether or not the fixed assets of the subsidiaries are to be pledged directly

under the mortgage or through collateral trust agreements, as well as the inter

est rate, call price, sinking fund provisions and underwriter's commissions.

These latter details, however, would not be finally settled until you return.

We feel that it is highly desirable that the underwriting house be determined

upon at an early date in June and discussion of the above matter be had. As
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you know, the following firms have indicated a desire to discuss the matter

with US :

Kuhn, Loeb & Co.

E. B. Smith & Co.

Speyer & Co.

Field, Glore & Co. -

Lazard & Co.

Hallgarten & Co.

Hornblower & Weeks.

White, Weld & Co.

Lee, Higginson & Co.

It is felt that it might be desirable to have two firms instead of one to head

the underwriting syndicate. With the exception of Hallgarten & Co., none of the

houses who have handled our Company's previous issues are still in existence,

although some of the former heads are in going firms. E. B. Smith & Co. do a

good deal of the business of the old Guaranty Company and as you know,

Mr. Swan is their President. Speyer & Co. have been active in making recom

mendations and Field, Glore & Co., while a relatively new house might be

advantageous because of their Chicago origin. Mr. Buethe, and Mr. Freeman

definitely recommend that the two houses should be picked out of the last

above named three firms, namely, E. B. Smith & Co., Speyer & Co., and Field,

Glore & Co. If this is done, it could probably be arranged that any of the

other firms would be invited to participate in a substantial way at our request.

We understand that Armour & Co. are now having an audit made and are

negotiating for the refunding of their bonds and it is said that Cudahy Packing

Company are also discussing the matter actively.

If you are agreeable to definitely picking the underwriting bankers before

you return, will you please indicate your choices by cable, quoting the number

opposite the firm's name and if you agree that it is advisable to have two

houses, will you please indicate the houses.

I think it would be entirely possible to delay any discussions with the bankers

till after June 15, and still be able to make and conclude all arrangements

prior to August 5, the date it is necessary to call our outstanding bonds.

However, I believe that to do so would be rather hazardous as there might

be a possibility of having to meet some of the bankers' requirements, especially

having to do with the form of the trust deeds, the appraisal or clearing up the

title, that could not be done in so short a time.

Yours very truly,

JAMES D. COONEY.

J. D. C.

ExHIBIT No. 1884

[From the files of Wilson & Co., Inc.]

ExCELSIOR-ROMA

CoonEY : Letter 23rd—would use two houses number four and selection between

two, three, one—according present attitude favorable trade—because of present

[Bonds] borrowings am leaning toward all bonds Sailing Thursday Both fine—

ExHIBIT No. 1885

[From the files of The First Boston Corporation]

o 6–27–1935.

(Handwritten:) Folder # 4 $20,000,000 4%—Due 1955 Guide “Memo.”

WILSON & COMPANY

While Mr. Burnett Walker of Edward B. Smith & Co. was here this afternoon,

he explained the banking politics in connection with the proposed issue of

$20,000,000 bonds for this company.

124491–40—pt. 24—32
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Field, Glore are going to head the business in the west and Edward B. Smith &

Co. in the east. The respective interests in the business are as follows:

Field, Glore & Co.----------------------------------------------- 25%

Edward B. Smith & Co----------------------------------------- 25%

Speyer & Co ––––––––––––––––––––––––––––––––––– 10%

The First Boston Corporation----------------------------------- 10%

Hallgarten & Co------------------------------------------------ 10%

Goldman, Sachs & Co------------------------------------------- 4%

Bancamerica-Blair --------------------------------------------- 4%

Lazard Freres & Co., Inc.--------------------------------------- 4%

Hornblower & Weeks---------------------------- ---------------- 4%

Lee Higginson Corporation------------------------------------- 4%

While it has not yet crystallized, it is probable that only the first five names will

appear in the advertisement. Mr. Walker explained, confidentially, to me that the

senior Mr. Wilson originally wanted Field, Glore to head the business in the west

and Kuhn, Loeb in the east, but that for various reasons, Edward B. Smith & Co.

was finally selected. Mr. Walker stated that he might want to offer a slight

interest to Kuhn, Loeb & Co. and that while he had not definitely made up his

mind to do so, he might ask each member of the group to give up 10% of their

total to a pool. However, if there is any resistance, he frankly feels that Field,

Glore and themselves should make the contribution.

I told Mr. Walker that as far as we were concerned he could Write his own

ticket. He stated that probably in the course of the next four or five days further

details would be made available to us.

D. R. LINSLEY.

JUNE 27, 1935

ExHIBIT No. 1886

[From the files of Smith, Barney & Co. Original of “Exhibit No. 1867.”]

JWC–Re attached letter, Mr. Walker discussed this with Russell, personally,

and does not think it necessary for you to reply to it.

(Handwritten :) M. D. file JWC. M. D.

New York

Boston

WHITE, WELD & Co.,

Mr. John W. CUTLER, 40 Wall Street, New York, July 8, 1935.

Me88rs. E. B. Smith dº Co.,

35 Nassau Street, New York, N. Y.

DEAR JoBN: You and Burnett Walker for your firm and Ben Clark and I

for White, Weld & Co. have had several conversations during the course of

the last several months with respect to refunding operations for Wilson & Co.,

Inc. Inasmuch as the understandings had between us were primarily between

yourself and myself, I am sending this letter to you with a chronological

history taken from our files on this matter. The history is as follows:

On February 26, 1935 an entrepeneur by the name of M. L. Freeman dis

cussed with us the question of refunding the outstanding bond issue.

During the same week Mr. Freeman demonstrated that he was not merely

presenting an idea which is, of course, open field for all free lance promoters

but introduced in our office J. D. Cooney, Vice President of Wilson & Co.,

Inc. and the whole discussion was with respect to the matter of refunding

their outstanding bonds. After such discussion, Mr. Cooney said that they

would in the next few weeks decide on their program and said he would

again discuss with us the question of what Sort of a trade we might be able

to work Out.

We subsequently confirmed with Mr. Halstead Freeman that there was an

open field for the business. -

We recognized also that of the original houses in the major position on this

business, all but one had discontinued activities.

Recognizing, however, that some of the partners of your firm had previously

been officers of the Guaranty Co., which had discontinued its business, and

not knowing whether you were active in considering this business, we decided

to discuss it with you and, if you wished us to do so, join hands with you in

its development.
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On March 6th Ben Clark saw Joe Swan and advised him of the above and

Mr. Clark's report on the meeting states that “Joe was frank to say that they

had no discussion so far.” Further that Joe said “I do not want to tie you

up in any way and I will look into it with the idea that we are two friends

and you will hear from me when I get posted.”

On March 11th you telephoned to me about this matter, stating that you under

stood Freeman had been in to see us saying that he had authority to represent

the company. You stated that this had been checked with the company and it

had been found that Freeman was not authorized to negotiate and you further

stated that on account of your close friendship with the Guaranty Trust Co.

you had as good a position as anyone to negotiate with Wilson & Co. and it was

your thought that we should tell Mr. Freeman we were not in a position to

deal with him and that your firm would follow the matter with the company

and come back to us as matters developed. -

On March 18th you telephoned me saying that the old account at the

Guaranty was joint with Hallgarten & Co., that you had talked with Hall

garten & Co., whose Chicago partner is a director of the company, and had

arranged that we were to be included in the business. You said further that

you hoped it would be agreeable to us to let the matter of our percentage rest

for the present as you intended to work out a fair and reasonable place for us.

I told you this was satisfactory and left the matter in your hands.

I asked you whether there was any indication of serious competition from

other directions and you stated that you did not see how with the friendship

of E. A. Potter and Emerich there could be much doubt as to your getting the

business. We consequently folded our hands to await developments.

Recently when it became apparent that the business was in the immediate

making and not having heard from you, I called your office but could not reach

you. Later the same day Burnett Walker telephoned me asking for a review

from us of the Wilson & Co. matter as between ourselves and yourselves. I gave

him the above story. Misunderstanding here."

I did not hear further from Burnett Walker but he came over and Saw Ben

Clark, expressed extreme regret and stated that embarrassing as it was to

your firm, we could not be included in the Wilson & Co. business, that Field,

Glore & Co. and the company itself had refused your request that we be

included.

The above chronological story of this matter is based on memoranda made im

mediately after the various conversations took place and, hence, is neither hazy

in our minds nor subject to misunderstanding or faulty recollection.

The above is not sent to you as a record on which we make any claim on

you for Burnett Walker has already stated your position.

The experience, however, makes it necessary for us to raise a question as to

another matter so I request that you show this letter to Joe and ask that he

let us know just what he wishes us to understand with respect to the position

reserved for us in the matter of Columbia Gas & Electric, about which I have

never had any conversation with him but it was cleared with Joe by our mutual

good friend, Jim Hutton.

In order that you and Joe may have before you the Columbia Gas & Electric

situation, I might say that on April 11th I discussed with Jim Hutton the entire

Columbia Gas & Electric situation, as a result of which Jim advised me that

so far as he was concerned we could not only participate on original terms but

might also appear in the public advertising. He said he would take it up with

Joe Swan along these lines and that he, Jim, would advise me what he had

been able to WOrk out.

On April 26th Jim told me he had had a very satisfactory talk with Joe and

that Joe had agreed with the principle that this firm was to have a participation

on original terms and an “appropriate” place in the public advertising.

We here trust that none of you will receive this letter as being in any sense

controversial but will also, we believe, recognize the necessity of our knowing

at this time just where we stand in regard to this further piece of business

which has been discussed with you.

With regards to you all, I am,

Sincerely,

FARIS R. RUSSELL.

1 Words in italics handwritten.
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ScheduleofoperationsfollowedbySmith,Barney&Co.whenactingincapacityofheadmanagerinwholesalinganewissue

ExHIBITNo.1887–1

[SubmittedbySmith,Barney&Co.]

Details

Bywhomhandled

Time

1.Preliminarynegotiationsbetweenissuingcompanyandheadmanager

referringtocontemplatedfinancing.

2.Lookingoverpropertics,audit—Ifdeemeddesirablearepresentativeofbankers(whomightbeanindependentengineer)issenttolookover|.erties.Alsoarrangementsaremadetohaveindependentauditof

ssuingcompany'sbooks.

3.Tentativetimeschedule—drawnupastentativeplanofprocedure---------

4.RegistrationStatementandindenture—OurBuyingDept.goesoverthese

documentsverythoroughlywithcounsel.

5.Prospectus(Prooſ)---------------------------------------------------------

Contractwithissuer--------------------

§.betweenunderwriters(Proof)--

SellingGroupletter(Proof)-------------

LetterofTransmittal(Proof)---

6.ScloctionofUnderwriters

7.InformationforUnderwriters—WekeepotherUnderwritersadv'sedof
stepsºkeninnegotiationsandimportantchangesmadeinvariousdocu

Inen

8.PreliminarySellingGrouplist---------------------------------------------

9.Preliminary(redherring)Prospectus(Bringingituptodate)

Preliminary(redherring)SellingGroupLetter(Bringingittofinalform

asnearaspossible,ommittingprice,ountconcessionanddated).

LetterofTransmittal(finalform).

10.Qualificationsofissueinvariousstates(BlueSky)—Particularcareistakentoseethatissueisqualified,wherepossible,inthevariousstates—Underwritersareadvisedinthisconnection,alsoSellingGroupmembers,upon

uest.

11.1;ofbondsforSavingsBanksandInsurancecompanies—Listof
ates,ifany,wherobondsarelegalforSavingsBankspredforuse,
#.ofSalesDepartment.OpinionobtainedregardingInsurance

Ompanies.

12.StatisticalServices(Moody's,Poor's,StandardStatistics,etc.)iſissuing
companyapproves,wefurnishtheseserviceswithacopyoftheregistra

tionstatement,preliminaryºctusandotherinformationtoassistthemindeterminingaratingforthebonds.Whenready,ºgivenhºprospectusandtheyreturntousallmaterialwhichwehadloaned

an.

BuyingpartnerandcertainmembersofBuying

Department.

BuyingDepartmentinconjunctionwithout

sideauditingand/orengineeringfirm.

BuyingDepartment,issuingcompanyandre

Spectivecounsel.

PreparedbyissuingcompanyandtheircounselinconjunctionwithBuyingDepartmentand

ourcounsel.

BuyingDepartment----------------------------BuyingDepartment----------- BuyingDepartment--------BuyingDepartment--------BuyingDepartment

Partners—BuyingandSelling—frequentlyin
consultationwithofficialsofissuingcompany,

BuyingDepartment----------------------------

SyndicateDepartment

BuyingDepartment

BuyingDept.withapprovalofSollingpartner

andSyndicateDepartment.

BuyingDepartmentBlueSkyspecialistwork

ingwithcounselforissuerandunderwriters.

Buyingºpreparesforms,withrespecttoSavingsBanks,whicharesubmittedtocounselforopinions.Counselisrequested
torenderopinionastolegalityofbondsfor

InsurancoCompanies.

BuyingDepartment----------------------------

Probablyseveralmonthsbeforecontemplated

financingmaterializes.

Probablyseveralmonthsbeforecontemplated

financingmaterializes.

Probablyseveralmonthsbeforecontemplated

financingmaterializes.

AsSoonasnegotiationsaroSufficientlyadvanced

toindicatethatthedealisunderway.

AsSoonasnegotiationsareSufficientlyadvanced

toindicatethatthedealisunderway.

ASSoonasthedealisassured,subjecttoagree

mentastoprice,etc.

Fromtimetotimeasdealprogresses.
Shortlyafterissuehasbeenregistered.

Fourtofivedayspriortoscheduledofferingdate.Fourorfivedayspriortoscheduledofferingdate.

Severaldayspriortoscheduledofferingdate.

Startedintimetoreceivecounsel'sopinionfew

daysbeforescheduledofferingdate.

Preliminaryinformationloanedthemashorttimebeforescheduledofferingdate.Final

prospectus,assoonasready.
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14.Contract-Puttingitinfinalformforsignature--------------...............

MailingDepartment,assistedbyPrint

perhapsWesternUnionunderłuºioi,'...}

SyndicateDepartment.

BuyingDepartment

*śPartnerandmemberof

BuyingDepartment.

Issuingcompany,BuyingDepartmentandre

spectivecounsel.

BuyingDepartment----------------------------

BuyingDepartmentwithapprovalofSelling

PartnerandSyndicateDepartment.

DraftpreparedbyBuyingDepartment—SellingPartnerconsultedastopapersinwhichadvertisementistoappear.Placedwithadvertis

ingagencies.

SyndicateDepartment,undersupervisionof

SellingPartner.

SyndicateDepartment—Approvedbycounsell

MailingDepartment---------------------------- MailingDepartment----------------------------

StenciledbyMailingDepartmentandamounts

filledinandcheckedbySyndicateDepart

Inent.

19.Mºlling9t.PreliminaryProspectus,LetterofTransm

GroupLettertoproposedmembersofSellingérº.ittal,andSelling

15.AgreementbetweenUnderwriters—Puttingitinfinalform,obtainingsi

turesofallunderwritersandexchangingcopi*IngSigna

16.RegistrationStatement—FinalformgingcopieswithUnderWriters.

17.Prospectus—Finalform

18.SellingGroupLetter–finalform

19.Advertising—Draftpreparedofproposedadvertisementinnewspapers. 20.SellingGrouplist—Puttingitinfinalform,bothastonamesandamounts.

21.PreparationoftelegramreleasingSellingGroupmemberstoofferbonds.

22.StencilingoffinalSellingGrouplistwithcopiesforuseofpartnerandothers

inofficeonofferingdate.

23.StencilingofSellingGroupletters—(originalandduplicatetoeachmember

ofSellingGroup).

24.Preparationoflistsforusebytelegraphcompaniestofillinamountineach

telegram.(PartoflistgiventobothWesternUnionandPostal).

25.MailingofFinalSellingGroupLettersandFinalProspectustoSelling

Groupmembers.

26.ForwardingsuppliesofFinalProspectustoSellingGroupmembersand

branchofficesofUnderwriters.

27.OfferingDate—ReceiptofacceptancesordeclinationsfromSellingGroup
membersbytelephoneortelegraph—recordingsameoncardsandtabu

lationsheets—recordingofsubscriptionsorapplicationsforadditionalbondsifprivilegegiveninSellingGroupletter-confirmingbytelephoneortelegraphadditionalbondsifdeemeddesirable.Preparingandmail

ingallotmentletters,ifanyallotmentcanbemade.

28,SignedSellingGrouplettersandcorrespondence–RecordingreceiptofsignedlettersfromSellingGroupmembers,checkingcorrespondenceand

makinganynecessaryadjustments.

29.Additionalsellingoperations—Ifdecisionismadetoestablishorextendshortposition,confirmationofadditionalbondsbytelephoneortele

aph.-

30.cśgUnderwritersandSellingGroupIncinberswithrespecttounsold

bondsintheirhands.

MailingDepartment,undersupervisionofSyn

dicateDepartment.

MailingDepartment,PrinterandperhapsWest

ernUnion.

SyndicateDepartment.------------------------- SyndicateDepartment--------------------------

SellingPartnerandSyndicateDepartment-----

UnderwritersbySellingPartner,SellingGroup

bySyndicateDepartment.

SoastoreachproposedSellingGroupmembers

three(sometimestwoorless

Scheduledofferingdate.rless)dayspriorto Probablytwoorthreedayspriortoscheduled

offeringdate.

Probablytwoorthreedayspriortoscheduled

offeringdate.

Probablytwoorthreedayspriortoscheduled

offeringdate.

Probablytwoorthreedayspriortoscheduled

offeringdate.

Probablytwoorthreedayspriortoscheduled

offeringdate.

Draftpreparedseveraldayspriortoscheduledofferingdate.Giventoadvertisingagenciesinfinalformdaypriortoscheduledofferingdate.Releasedtoprintassoonasofferingis

released.

Daypriortoscheduledofferingdate. Daypriortoscheduledofferingdate.

Eveningpriortoscheduledofferingdate. Eveningpriortoscheduledofferingdate. Eveningpriortoscheduledofferingdate.

Assoonasissuecomesoutofregistrationand
thedefiniteofferingdatehasbeendetermined.

(Cannotbebefore20daysafterissuegoesinto

registration.)

Assoonasissuecomesoutofregistrationand
thedefiniteoferingdatehasbeendetermined.

(Cannotbebefore20daysafterissuegoesinto

registration.)

Onofferingdate.

Dayafterofferingdate.

Dayafterofferingdateandperhapscontinuing

forfewdays.

Nosettimebutprobablyafewdaysafterofferingdate.SometimesaSecondcheckismade,

perhapsaweeklater.
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ScheduleofoperationsfollowedbySmith,Barney&Co.whenactingincapacityofheadmanagerinwholesalinganewissue–Continued

Details

Bywhomhandled

Time

31.Coveringshortposition—Purchasesinmarket,directfromSellingGroupmembersorunderwriters.AllpurchasesintoSyndicateTradingAc

countoutofwhichshortpositionwassold.

32.TemporaryBonds—Ifbondsaretobedeliveredintemporaryform,the

formoftemporarybondisprepared.

33

.DeliveryNotices—LettersmailedtoSellingGroupmembersadvising

themofdateofdeliveryandpayment.

.Preparationofcards—FormSyn5–representingtotalbondstobedelivered

toeachSellingGroupmember.

34
3

5.PreparationoffanfoldformCC203(officeworkingcopies)fromformSyn5–

36.

RecordinginstructionsfordeliveryandpaymentonformSyn5

ationofclosingschedulecoveringdetailstobecarriedoutbyeach

heunderwriterssupervisedbyheadmanager.

Arrangementsmadetoreceivefinalopinionofcounselonorpriortodelivery

37.Pro

oft

38.

ate.

Advance,preparationfordelivery—Counting,checkingandallocatingbondsforeachSellingGroupmemberbysettingasidespecifiednumberofbondswitheachcard(FormSyn5)andrecordingbondnumberson

Journalcopyoffanſoldform.

.Settingupaccountsonbooks—SeparateaccountsaresetupfortheSellingGroup,SpecialSales,PurchaseAccountforSmith,Barney&Co.and

RetailAccount.

DeliveryDate—MeetingofrepresentativesofallUnderwritersatofficeofheadmanagerorotherdesignatedplace—PresentationofindividualchecksofUnderwriterstorepresentativeofissuingcompanyinczchangeforbonds.EachUnderwritercontributeshisshareofbonds,against
receipt,tobedeliveredtoSellingGroupmembersandtospecialSales,

ifany,retainingbalanceforretailsale.

DeliveryofbondstoSellingGroupmembersandSpecialSales,ifany,

againstpayment.

43.AccountingbetweenHeadManagerandUnderwriter—AtcloseofbusinessondeliverydateHeadManageraccountstoeachUnderwriterforhisroportionateshareoffundsreceivedfromSellingGroupmembersandpecialSales,ifany,basedonpricepaid#company(differencebetweencostanddeliverypricebeingretainedonbooksofHeadManageruntillaterdate).OnanybondsnotpaidforbySellingGroupmembersondeliverydate,HeadManagerwillaccounttoUnderwriterswhentheyarearrangealoanonundeliveredbondsandaccount

41. 42.2

paidforor

toUnderwritersinfullondeliverydate.

MarketpurchasesbyºfDepartmentandpurchasesfromUnderwritersandSelling
GroupmembersbySellingPartnerandSyn

dicateDepartment.

BuyingDepartmentinconjunctionwithour
counselandissuingcompanyandtheircoun

Sel.

SyndicateDepartment--------------------------

SyndicateDepartment—preparescards.PrincipalandinterestfiguredbyPurchaseand

SalesDepartment.

Cashier'sDepartment Cashier'sDepartment---------------------------

OſficeManager,Cashierandcounsel,working

withBuyingDepartment.

BuyingDepartmentandcounselforheadman

ager.

CertainmembersofCashier'sDepartmentat

officeofTrustee.

OfficeManagerandCashier---------------------

Partner,OfficeManager,CashierandRepresentativesofUnderwritersandtheissuing

company.

CashiersDepartment

OfficeManagerandCashier---------------------

Sometimesstartingthedayafterofferingdate
andcontinuinguntilshortpositioniscovered. Soonaspracticableaftercontracthasbeensigned.

AsSoonasdefinitedateofdeliveryisSet.
Assoonasdefinitedateofdeliveryisset.

AssoonasformSyn5isreceivedfromPurchase

andSalesDepartment.

AssoonasfanfoldformshavebeencompletedandinstructionsarereceivedfromSelling

Groupmembers.

Severaldayspriortodeliverydate.

Onorpriortodeliverydate.

Probablyduringtwodayspriortodeliverydate,
thebondsbeinginpossession,andunder

controlofTrustee.

Afewdayspriortodeliverydate.

Deliverydate.

Deliverydateandthereafteriſbondsnotall

takenupondeliverydate.

Atcloseofbusinessondeliverydate.
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4-4.
45.

46.
47.7

4
s

5

l

5

2

5
3.

Postingcompletedtransactionsonbooksaspermanentrecord-------------

Repurchasednurnbersystern–Ifdealisoutstandingsuccessandpriceof
bondsgoestosubstantialpremium,thereisnonecessityofputtingineffectsystemforcheckingnumbers.However,ifthereissomesalesresistanceandespeciallyifasubstantialshortpositionistaken,thena;isestablishedbyrecordingonasmallformthenameofeachparticipantandthebondnumbersdeliveredtohim.Theseformsarefiled

numerically.

Rºßrepurchasedbonds—onallsyndicatebondsrepurchasedinmarket
enumbersarecheckedagainstthenumericalfileandareportisfurnishedonformNo.Syn11totheSyndicateDepartment,whereSelling

GroupmembersorUnderwritersareresponsible,andonformNo.3–4–290,

wherenumbersweredeliveredtocustomersofŠmith,Barney&Co.A

copyofeachreportisavailableforadvisingabranchoffice,ifdesired.

TheactualbondscoveringreportsonformNo.Syn11areretainedinthevaultpendingreleasebySyndicateDepartment.ThisistoenableSyndicateDepartmenttoredeliveractualnumbersrepurchasedifthey

havesuchprivilegeandelecttodoso.

Redeliveryofrepurchasedbonds—If,asshownbyreportsonformNo.Syn11anyUnderwritersareresponsibleforrepurchasednumberssuchbondsareredeliveredtothcmattherepurchasecostpriceprovidedtheagree

mentbetweenUnderwritersgivesthemanagerthisprivilege.

S.TerminationofSellingGroup—Telegramsorlettersaresenttoallmembers
ofSellingGroupadvisingthemthatgroupisterminatedandpricerestrictionsareremoved.ItiscustomarytonotifyallUnderwritersofourin

tentiontodothisandrequesttheirapproval.

.Performancelist—PreparationoflistshowingtotalsalesbySellingGroup memberofSellingGroupisenteredaspermanentrecordonspecialcard

fileinSyndicateDepartment.

.PaymentofSellingDiscounttoSellingGroupmembers—FiguredandcheckedonoriginalSyndicatecard.Deductionsmadeforrepurchased
bonds.Lettersmailedwithchecksshownumbersofbondsrepurchased,

ifany,onwhichpenaltyisappliedaspertermsofSellingGroup.

2.AnalysisofAccounts—AsummaryofthevariousaccountsissetuponworksheetsinSyndicateDepartmentshowingtheprofitderivedbyUnderwritersonbondssoldtoSellingGroupandspecialsales,ifany.Thisac
countingischeckedagainstthebooksinBookkeepingDepartmentinorder

thatanyerrorsoradjustmentsmaybecaughtandrectified.

Expenses—ExpenseshavebeenaccumulatinginanexpenseaccountsetupforthispurposeinAccountingDepartment.TheseexpensesareanalyzedandsegregatedastoexpenseswhichareproperlychargeabletoUnder

writersandthoseincurredonbehalfofSmith,Barney&Co.alone.

BookkeepingDepartment-----------------------

CashiersDepartment------------------------III

CashiersDepartment.--------------------------
SyndicateDepartment-------------------------- SyndicateDepartment-------------------------- SyndicateDepartlment-------------------------

ChecksdrawnbyCashier'sDepartmentandletterspreparedandmailedwithchecksby

SyndicateDepartment.

SyndicateDepartment-------------------------- SyndicateDepartment--------------------------

Payafterdeliverydatewhenpostingisdone.Thedayafterdeliverydate.e

Assoonaspossibleafterrepurchasedbondshave

beendelivered.

AssoonaspossibleafterreportisreceivedbySyndicateDepartment.Theunderwriterisadvisedbytelephoneanddateforredeliveryis

agreedupon.

IfadealisarealsuccessSellingGroupisterminatedshortlyafterdeliverydate,sometimeson

deliverydate.

Assoonaspracticableaftersellingoperations

haveceased.

membersandrepurchasedbonds,ifany;alsoincludestableofUnderwriterswiththeirinterestsandamountofbondsretainedforretailsale. CopiesofthislistusuallygiventolargerUnderwritersindealandpos

siblytocertainofotherUnderwritersuponrequest.

.SyndicateDepartmentrecords—PerformanceofUnderwritersandeach

SyndicateDepartment--------------------------

Assoonaspracticableaftersellingoperations

haveceased.

AssoonaspracticableafterterminationofSell

ingGroup.

ShortlyafterSellingGroupdiscounthasbeen

paid.

AtthetimeorshortlyafteraccountsarecheckedagainstAccountingDepartment

records.
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ScheduleofoperationsfollowedbySmith,Barney&Co.whenactingincapacityofheadmanagerinwholesalinganewissue-Continued

Details

BywhomhandledTime

54.FinalaccountingtoUnderwritors—AfterallaccountsareinproofandthecontractandUnderwritingAgreementchockedtoseethatallaccountingtermshavebeencompliedwith,theremainingprofitdueUnderwritersis
chargedwiththeexpenses(properlychargeablethereto,includingare

servetotakecareofunforeseenfutureexpenses.)Thecompensationduetheheadmanager(so-calledInanagementſee),ifUnderwritingagreementcallsforsuchcompensation,isdeductedfromremainingprofitdueeach
Underwriterandchecksaremailedaccompaniedbyproperletterofen

closureandstatementshowingsummaryofexpensesandfigurationofrofit.SometimesmanagementfeeispaidtoHeadManagerbyother

nderwritersonclosingday.

55.Distributionofunusedreserve—Ifreserveisnotuseduptheremainingbal

anceisdistributedprorataamongtheUnderwriters.

56.DefinitiveBonds—Preparationofpermanentbondstobeexchangedforout

standingtemporarybonds.

57.AdvicetoUnderwritersandSellingGroupmembersregardingexchangeof
temporaryforpermanentbonds—Lettersmailedshowingdateandbank

wheresuchexchangemaybemade.

Syndicatebºttºn-…-AS.."aspracticableaſteraccountsarein

proof.

|||

SyndicateDepartinent----------------------------Probably30to60daysaſterfinalaccountingis

madetoUnderwriters.

BuyingDepartmentinconjunctionwithour|Nosettime.Definitivebondsofcoursemustcounsel,issuingcompanyandtheircounsel.bereadyatleastonemonthpriortoduedate

-offirstcoupon.

SyndicateDepartment----------------------------Assoonasweareofficiallyadvisedthatper

manentbondsareready.

August1,1939.

L.G.Tichenor.
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ExHIBIT No. 1887–2

[Submitted by Smith, Barney & Co.

BUYING DEPARTMENT WORK SHEET FORM

(To be used if Edward B. Smith & Co. manager or co-manager)

Name of Company----------------------------------------------------------

Amount of Issue------------------------------------------------------------

Title of Issue--------------------------------------------------------------

Leader in Business--------------------------------------------------------

Offering Date--__________Public Offering---_________Private Offering----------

Handled by-------------------------------------------------- ---------------

SYNDICATE DEPT. MISCELLANEOUS & COMMITMENT

—Syndicate Dept., Treasurer's Dept, and Miss Wels advised of business

—Written notice to Syndicate Dept., Treasurer's Dept, and Miss Wels as soon as

commitment taken

—Syndicate Dept. advised of any commitments to others re participations

—Advise Blue Sky man of deal as early as possible

—Advise Blue Sky man of date of audited statements

—Obtain preliminary list of states in which issue to be qualified

—Have Company, where necessary, start preparation of forms

—Get counsel started on “where legal”

—Trip by Underwriters over property arranged, if desirable

—Obtain final list of states in which issue to be qualified

STANDING OF EXPERTS

—Standing of certifying or independent accountants checked

—Standing of any engineers or other experts checked (whether or not named)

—Standing of counsel for Underwriters checked (if not regular attorneys)

—Standing of counsel for Company checked

—Extent of investigation by engineers or independent accounts (if any)

ascertained

TRUST AGREEMENT

–Drawn by counsel for Underwriters

—Checked for provisions and form

—Compared with Underwriting Agreement

—Compared with Registration Statement

—Compared with Prospectus

—Approved by Trustee

—Approved by Associate Underwriters

—Approved by Subunderwriters

—Approved by Stock Exchange (if issue to be listed)

—Approved by Company and its counsel

—Approved and initialed by counsel for Underwriters

—Appropriate corporate action taken by Company

—Federal and any State stamp taxes purchased and cancelled

—Executed

REGISTRATION STATEMENT

—Preliminary Draft prepared

—Draft delivered to Associate Underwriters

—Discussed at meeting of Underwriters with Company

—Underwriters checked for desired changes and whether they are satisfied or

dissatisfied

—Company furnished with information required of Underwriters

—Company released to name Underwriters

—Registration Statement filed with S. E. C. (without naming Underwriters unless

Company released to do so)

Registration Statement, as filed,

—Distributed to Underwriters

—Distributed to Subunderwriters

––Checked against latest instructions issued by S. F. C.

—Checked against Undorwriting Agreement
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—Checked against Agreement between Underwriters

—Checked against Subunderwriting Agreement

—Checked against Selling Group Letter

—Checked against Indenture(s), Supplement(s), etc.

—Checked against Charter

—Checked against Material Contracts

—Checked against other original Sources

—Checked against Our files

—Checked against Engineers' or Experts' report

—Checked against report on inspection trip

—Checked against replies to any questionnaire prepared for Company

—Checked by someone not working on deal

—Discussed at meeting of Subunderwriters with Company

–Checked with Subunderwriters for desired changes and whether they are satis

fied or dissatisfied

Counsel for Underwriters

—Read minute books

—Checked contract files for material contracts

—Checked litigation files

—Checked summaries of Indenture(s), Supplement(s), etc.

—Checked Summaries Of Charter

—Checked summaries of Material Contracts

First set of Amendments

—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

Second Set Of Amendments

—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

Third-set of Amendments

—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked against our files

—Underwriters checked for desired changes

–-Subunderwriters checked for desired changes

—Company released to file with S. E. C.

—Received copies all deficiency memoranda issued by S. E. C.

—Deficiency memoranda answered to satisfaction of S. E. C.

—Company released to name Underwriters if not previously released

Final set of Amendments or Amended Registration Statement (prior to filing)
—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

—Approved and initialed (in whole or in part) by counsel for U—Accountants checked list of subsidiaries nderwriters

—Accountants checked Item 45

—Accountants checked contingent liabilities

Signed by accountants named

Signed by experts named, if any

—Approved and initialed by independent accountants and experts not named

—Registration Statement as Amended, or Final Amendment, filed with S. E. C.

—Duplicates for Files -

—Before closing, counsel for Underwriters

—Checked or satisfied with opinion or information on titles

—Checked or satisfied with opinion on franchises

—Checked or satisfied with patent opinions
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PROSPECTUS

—Preliminary Draft prepared

—Draft delivered to ASSOCiate Underwriters

—Suggestions received from Sales Department

—Discussed at meeting of Underwriters with Company

—Underwriters checked for desired changes and whether they are satisfied or

dissatisfied

—Reconciliation and tie with Registration Statement prepared

—Company released to name Underwriters

—Company released to file with S. E. C. (without naming Underwriters unless

Company released to do so)

—Prospectus, as filed,

—Distributed to Underwriters

—Distributed to Subunderwriters

—Delivered to Blue Sky Man

—Checked against Registration Statement

—Checked against latest instructions issued by S. E. C.

—Checked against Underwriting Agreement

—Checked against Agreement between Underwriters

—Checked against Subunderwriting Agreement

—Checked against Selling Group Letter

—Checked against Indenture, Supplement(s), etc.

—Checked against Charter

—Checked against other original sources

—Checked against our files

—Checked against Engineers' or Experts' report

—Checked against report on inspection trip

—Checked against replies to any questionnaire preparod for Company

—Checked by someone not working on deal

—Suggestions received from Sales Department

—Discussed at meeting of Subunderwriters with Company

—Checked with Subunderwriters for desired changes and whether they are

Satisfied or dissatisfied

First Amended Prospectus

—Distributed to UnderWriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

Second Amended Prospectus

—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

Third Amended Prospectus

—Distributed to Underwriters

—Distributed to Subunderwriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Company released to file with S. E. C.

—Corrected to satisfy any requests of S. E. C.

—Instructions received from Syndicate Dept. and given re printing and distribut

ing Red Herring Prospectus, if any

—Red Herring Prospectus, if any, distributed to proposed Selling Group

Final Prospectus (prior to filing)

—Distributed to UnderWriters

—Distributed to SubunderWriters

—Read and checked

—Underwriters checked for desired changes

—Subunderwriters checked for desired changes

—Delivery date checked with Syndicate and Treasurer's Depts.

—Front page checked against inside

—Order of names in imprint arranged



12814 CONCENTRATION OF ECONOMIC POWER

—Reconciliation and Tie with Registration Statement revised

—Approved and initialed (in whole or in part) by counsel for Underwriters

—Accountants checked summary of Earnings, Balance Sheet or Working Capital

and Item 45 in Prospectus

–Signed by accountants named

—Signed by experts named, if any

–Approved and initialed by independent accountants and experts not named,

if any

—Company released to file with S. E. C.

—Signed by President of Company

—Final Prospectus filed with S. E. C.

-Prospectus released for printing and obtaining from Syndicate Dept. instruc

tions as to quantities and mailing instructions and giving instructions as to

deliveries

—Prospectus released for distribution (after clearance from S. E. C. as to effec

tiveness of Registration Statement)

CONTRACT

I. Preliminary Agreement, if any, between Company and Underwriters

(To be initialed at beginning of negotiations or prior to release of Red EHerring

material to dealers if Underwriting Agreement is not to be signed by that

time)

—Draft approved by counsel for Underwriters

—Draft approved by negotiating partner

—Draft approved by Underwriters

—Draft approved by Company and its counsel

—Initialed by Company and Underwriters

-Initialed Or Conformed copies distributed to Associate Underwriters

—Conformed copies to Syndicate and Treasurer's Depts.

II. Underwriting Agreement

--Draft Submitted to Counsel for Underwriters

--Draft submitted to negotiating partner

—Draft submitted to Sales Department

—Draft submitted to Syndicate Department

—Draft submitted to Treasurer's Department

—Draft submitted to Associate Underwriters

—Draft submitted to Company and its counsel

—Final draft checked against Indenture or Charter

—Final draft checked against Registration Statement

—Final draft checked against Prospectus

—Final draft checked against Agreement between Underwritors

—Final draft checked against Subunderwriting Agreement

—Final draft checked against Selling Group Letter

—Final draft satisfactory to Underwriters

—Final draft satisfactory to Company and its counsel

—Checked by someone not working on deal

—Approved and initialed by counsel for Underwriters

–Delivery to Company of authorization, if manager(s) to sign alone and if

requested, to sign in behalf of Underwriters

—Underwriting Agreement signed

—Execution of Escrow Agreement, if any

—Company released to file Underwriting Agreement with S. E. C.

—Executed copies distributed to Underwriters

—Conformed copies to Syndicate and Treasurer's Departments

—Duplicates to files

III. Agreement between principal Underwriters

—Draft Submitted to counsel for UnderWriters

—Draft submitted to negotiating Partner

—Draft submitted to Sales Dept.

—Draft submitted to Syndicate Dept.

—Draft submitted to Treasurer's Dept.
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—Draft Submitted to Associate Underwriters

—Final draft checked against Registration Statement

—Final draft checked against Prospectus

—Final draft checked against Underwriting Agreement

—Final draft checked against Subunderwriting Agreement

—Final draft checked against Selling Group Letter

—Final draft satisfactory to Underwriters

—Checked by someone not working on deal

—Approved and initialed by counsel for Underwriters

—Signed (this should be done prior to execution of Underwriting Agreement

if latter is not to be signed by all Underwriters)

—Executed copies distributed to Associate Underwriters

—Conformed copy to Syndicate and Treasurer's Departments

—Duplicates to files

—If manager(s) to sign Underwriting Agreement alone and it is requested by

Company, execution by Underwriters of brief authorization for manager(s)

to sign Underwriting Agreement in their behalf. This should be done prior

to execution of Underwriting Agreement

IV. Subunderwriting Agreement (if any)

—Draft Submitted to counsel for UnderWriters

—Draft submitted to negotiating Partner

—Draft submitted to Sales Dept.

—Draft submitted to Syndicate Dept.

—Draft submitted to Treasurer's Dept.

—Draft Submitted to ASSociate Underwriters

—Draft submitted to proposed Subunderwriters

—Letter of Transmittal to accompany draft submitted to proposed Subunder

writers prepared

—Letter of Transmittal approved and initialed by counsel for Underwriters

—Letter of Transmittal signed by Underwriters

—Final Draft Agreement checked against Registration Statement

-—Final Draft Agreement checked against Prospectus

—Final Draft Agreement checked against Underwriting Agreement

—Final Draft Agreement checked against Agreement between Underwriters

—Final Draft Agreement checked against Selling Group Letter

—Final Draft Agreement satisfactory to Underwriters

—Checked by someone not working on deal

—Approved and initialed by counsel for Underwriters

—Signed

—Executed copies distributed to Subunderwriters for acceptance

—Final copy to Syndicate and Treasurer's Departments

—Duplicates to files

IVa. Oonfirmation of participants’ interests (if issue is not registered)

—Letters prepared, approved and initialed by counsel for Underwriters

—Letters sent to participants confirming interests

—Replies received from participants

—Copies of above to Syndicate and Treasurer's Departments

V. Selling Group Letter

—Draft submitted to counsel for Underwriters

—Draft submitted to negotiating Partner

—Draft submitted to Sales Dept.

—Draft submitted to Syndicate Dept.

—Draft submitted to Associate Underwriters

—Draft submitted to Subunderwriters

—Final draft checked against Registration Statement

—Final Draft checked against Prospectus

—Final draft checked against Underwriting Agreement

—Final draft checked against Agreement between Underwriters

..—Final draft checked against Subunderwriting Agreement

—Final draft satisfactory to Subunderwriters

—Final draft satisfactory to Underwriters.

—Final draft satisfactory to Sales Dept.
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—Final draft satisfactory to Syndicate Dept.

—Checked by someone not working on deal

—Approved and initialed by counsel for Underwriters

—Red Herring copy distributed to dealers

–Copy marked Exhibit—Attached to Agreement between Underwriters

—Released to Syndicate Department

—Copy to Treasurer's Dept.

—Letter of Transmittal, if any, to accompany Red Herring Selling Group Letter

prepared

—Letter of Transmittal, if any, approved by counsel for Underwriters

--Letter of Transmittal, if any, approved by Underwriters

ADVERTISEMENT

–Copy prepared

–Copy furnished to Blue Sky Man

—List of states and Associate Underwriters furnished to Blue Sky Man

–Copy and insertion date given to Publicity Dept.

—Advertisement checked against final Registration Statement as Amended

—Advertisement checked against final Prospectus

—Advertisement checked against latest instructions issued by S. E. C.

—Approved and initialed by counsel for Underwriters

—Approved and initialed by Company and its counsel

Instructions given re variations of imprint

—a. Edward B. Smith & Co.

—b. Edward B. Smith & Co., Inc. (Not to appear as Underwriters)

—Clearance from Blue Sky Man re list of papers

—Advertisement released

—News story, if any, approved and released

BLUE SKY

—Furnished with copy of Prospectus

—Furnished with copy of Advertisement

—Furnished with list Of Underwriters

Information to be furnished to Company by Underwriters

—Advised of specific information requested

—Advised Associate Underwriters

—Assembled information furnished to Company

—Cleared list of States in which issue to be qualified

—Sales Dept. advised re qualification

–Copy of Prospectus filed with N. Y. Stock Exchange—Committee on Public

Relations.

LEGAL AUTHORIZATIONS AND OPINIONS

—Necessary directors' authorization obtained

—Necessary stockholders' authorization obtained

—Clear whether offering to stockholders necessary

—Ascertain no option to others on financing

—Company’s other issues checked for conflicting provisions

Opinions received prior to or at closing re

—Pledge of collateral, property, etc.

—Titles

—Franchises

—Patents, if necessary

—Legality for savings banks and trust funds

—Validity of issue by counsel for Underwriters

—Opinion obtained from foreign counsel, if necessary, for foreign issue

—Opinion obtained from local counsel, if necessary, where Company incorpo

rated in a different state than residence of counsel for Underwriters

Clearance from counsel for Underwriters re

—I. C. C. (Railroads, Motor and Water Carriers)

—Public Service Com.

—Federal Power Com.

—Securities and Exchange Com. (public utilities)

—Federal Communications Com. (Telephone & Telegraph)

—Federal Trade Commission and/or opinion by Attorney General of U. S.

—Secretary of War (Toll Bridge) •

—Any other public commissions or bodies
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CANADLAN OR OTHER FOREIGN ISSUES

—State Dept. approval obtained

—Checked for unusual provisions

—Authorization for our representative to sign

—Arrangements made to cover exchange

—London Office given opportunity to place deposit

MOODY'S AND STANDARD STATISTICS

If issuing company consents, send to Standard Statistics (Attention—Mr. D. Di

Palma) and Moody's Investors' Service (Attention—Mr. J. A. Dittrich)

—Set Registration Statement, Financial Exhibits and Prospectus as filed origi

nally (marked “Subject to Change”)

–Set latest available amendments or draft amended Registration Statement,

Financial Exhibits and Prospectus two or three days prior to effective date

(marked “Subject to Change”)

—Set as Soon as available of final Amendments or amended Registration State

ment, Financial Exhibits and Prospectus

—Pick up sets previously furnished

MISCELLANEOUS

—Extent to which counsel for Underwriters have checked Prospectus and Ad

vertisement (if large) against Registration Statement for omissions and

differences.

—Experts satisfied with Registration Statement and Prospectus confirming by

letter re Omissions, etc.

—Experts' reports received

—Registration effective

—Certificates, etc. obtained

LISTING ON EXCEIANGE

—Arrangements made for “when issued” listing, if desirable

—Sales Department's release to file application

—Application filed with Stock Exchange by Company

—Company furnished with Distribution List

—Application approved by Stock Exchange

—Company advised of closing of Selling Group, etc.

—Form 10 filed with S. E. C. by Company

—Request Company to file request for waiver of part required period under

S. & E. Act

—Notice of date to be admitted to trading to Syndicate & Trading Depts.

INTERIMS OR TEMPORARIES

—Form prepared by counsel

—Form checked with Indenture or Charter

—Form checked with Underwriting Agreement and Prospectus

—Form approved by Company and its counsel (if temps.)

—Form approved by Trustee

—Form approved by Stock Exchange (if issue to be listed)

—Form approved by counsel for Underwriters

—Printing arranged (by us if interims, by Co. if temps.)

—Signing arranged

DEFINITIVES

—Form prepared by counsel

—Form checked with Indenture or Charter

—Form checked with Underwriting Agreement and Prospectus

—Form approved by Company and its counsel

—Form approved by Trustee

—Form approved by Stock Exchange (if to be listed)

—Form approved by counsel for Underwriters

—Engraving or printing arranged by Company

—Signing arranged

—Notice of exchange to Underwriters, Subunderwriters, Selling Group and our

holders
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DELIVERY AND PAYMENT

—Date cleared with Treas. and Syndicate Depts.

—Closing procedure prepared by Treasurer's Dept.

—Closing procedure approved by counsel for Underwriters

—Closing procedure approved by Company and its counsel

—Company notified as to denominations

—Company notified of costs (legal fees, etc.)

—Arrangements made for Treasurer's Dept. to prepare for delivery

—Final clearance obtained from counsel for Underwriters

—Treas. Dept. released to make payment

—Delivery and payment made

ExPENSES

—Expense provisions of Underwriting Agreement to Synd. & Treas. Depts.

—Syndicate Department notified of any costs

—Fee of counsel for Underwriters approved by Negotiating Partner

—Fees of accountants and engineers retained by Underwriters approved by Nego.

tiating Partner

–Commission to intermediary approved by Negotiating Partner

RECORDS

—Signed Agreements placed in safe-keeping

—Signed Prospectus, and Registration Statement sent to Files

—Legal opinions, records, reports and correspondence sent to Iſiles

Buying Department Memo. prepared re

—Inspection trip

—Investigation for Record

—Particular Covenants (to Miss Wels)

—Information to be furnished periodically, if any, by Company per Under

writing Agreement and whether we are to make arrangements per Agree.

ment between Underwriters to distribute this information (to ilibrarian)

—Record made re business obtained for banking connections

—Pink Sheet written re phases not covered by Syndicate Dept. pink sheets

MARCH 9, 1937.

Distribution of drafts of registration statement

(If company files amendments to registration statement filed originally)

T)rafts Registra- First Second Third

tion State- Amend- || Amend- || Amend- Final

Inent ment, Inent, Inent, Amend

ºne." #5 #6 as filed Drafts Drafts Drafts ment

initially | Final Final Final

Underwriters' counsel---------|---|---|

Underwriters----------------

Experts for Underwriters-- ---------- -

Negotiating Partner----- ----- |

|

|

Partners (?)--------

London Office (For.

It is, of course, not necessary or advisable to send copies of each draft to all of The distri

bution will vary from deal to deal and in case of doubt the Negotiating#:######: Dis.

tribution of drafts outside the office can usually be bestjjby giving the printers instructions for diº

delivery or mailing; inside the office, by giving structions to Mr. —.
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Distribution of drafts of registration statement

(If company files amended registration statement)

Drafts Registration Drafts Final amend

StatementS ed registra

as filed tion State

#1 |#2 #3 | #4 #5 #6 initially #1 |#2 |#3| #4 #5 #6 ments

Underwriters' counsel --------...- ------------------- ------------------ --------------------------------------

Underwriters------------ -- --------------- ----- - -

Experts for Underwriters - -- -- - -

Negotiating Partner---

Partners (?)-------

London Office (For

It is, of course, not necessary or advisable to send copies of each draft to all of the foregoing. The distri

bution will wary from deal to deal and in case of doubt the Negotiating Partner should be consulted. Dis

tribution of drafts outside the office can usually be best handled by giving the printers instructions for

direct delivery or mailing; inside the office, by giving instructions to Mr. —.

ExHIBIT No. 1887–3

[Submitted by Smith, Barney & Co.]

MEMORANDUM FOR INDUSTRIAL DIVISION OF BUYING DEPARTMENT

INDUSTRIAL INVESTIGATIONS

Outline for use as guide in conducting investigations of industrial companies

[Revise of November 1930. Approved : K. Weisheit]

MEMORANDUM FOR INDUSTRIAL DIVISION OF BUYING DEPARTMENT

INDUSTRIAL INVESTIGATIONS

The attached outline has been compiled for use as a guide for members of this

Department in conducting investigations of industrial companies. The amount

and character of the data must of necessity be adjusted in each case to fit the

particular situation and the purpose and Scope of the investigation.

This outline is in form believed to be convenient for use while conducting an

investigation, but its form and order are not such as should be followed neces

sarily in connection with the preparation of a report on the investigation.

Form of report.—In the preparation of the report, the following form (with

such variations as may be required to fit the particular case) is recommended :

A. On the outside cover of the report, the following should be clearly stated :

(1) SUBJECT, which should not consist merely of the name of the Com

pany investigated but should be descriptive, i. e., “Financial

Condition of X Y Z Company”, etc.

(2) DATE of the report.

(3) Name of the investigator

B. On the first pages of the report, the following should be presented in the

Order given :

(1) A statement of the PURPOSE and scope of the investigation. (It will

frequently be helpful to state the purpose in the form of definite

questions which the investigation is designed to answer.)

(2) A brief SUMMARY of the salient features of the report, especially

those on which the conclusions are based.

(3) The CONCLUSIONs of the investigator, which should be so stated as

to present the answers to the questions which prompted the

investigation.

C. On the next page following should be given a complete INDEX to the report.

124491–40—pt. 24—33
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D. Next should follow the body of the report proper, which should contain the

information which the investigation was designed to obtain, in whatever

detail may be required by the scope and purpose of the investigation.

No form or order for the presentation of the body of the report is sug

gested, as this must necessarily vary considerably according to its purpose

and nature. In general, however, it is advisable to bring out the more

important facts first while at the same time keeping the order as logical

as possible. In the interpretation of Statistical data graphic illustrations

should be utilized whenever practical. -

E. All other useful information obtained during the investigation, which

either does not bear directly on the points under consideration or which

is in too great detail to be presented in the report proper, should be seg

regated in an appendix. This may be either attached at the back of the

report or bound separately, according to the nature and volume of the

data in such appendix.

K. WEISBEIT.

NOVEMBER 1930.

FINANCIAL

List of financial statements, Schedules and data to be obtained. It should

be noted that this list is given Imerely as a guide and must be adjusted in each

case to fit the particular situation being investigated. The periods to be covered

by the various statements, as given in this list, are also merely suggestions and

must be changed to fit the requirements of the situation.

* + - * it, * * -

I. BALANCE SHEET

Comparative Balance Sheets—for past 5 fiscal years and as of latest possible

date—in approximately the form shown on page 16, with such variations and

additional items as may be necessary to fit the business or accounting methods

of the Company.

NOTE.-In the case of a holding company or a company having important

subsidiary companies, separate balance sheets should be obtained showing

consolidated balance sheet, balance sheet of the parent Company alone and

separate balance sheets of each important subsidiary (this should prefer.

ably be set up in tabular form on one sheet, showing inter-company elimina

tions, with the last column showing a consolidated summary from which

inter-company items have been eliminated).

Schedules and other data relative to Balance Sheets

A. Receivables.—1. Statements—as of latest date only—showing—

(a) Each class (notes, accounts and acceptances) subdivided into those

received from customers, officers and employees, and from Others,

With explanations of those received from others.

(b) List of those Secured by collateral and statement of such collateral.

(c) Overdue items in each class listed according to age.

(d) Advanced datings listed according to due dates.

(e) Detailed list of largest items in each class with due dates.

(f) Statement of any receivables pledged, notes discounted, or en

dorsements given on notes of associated companies, with explana

tion of liability.

2. Bad Debts.-Statements—as of latest date only—showing—

(a) Statement showing amount and percentage of sales and/or total

receivables charged off in each of the years covered by the finan

cial statements.

(b) What is policy as to setting aside reserves for doubtful accounts?

(c) What contingencies would operate to reduce the value of the com.

pany's receivables? (This applies particularly in case product is

sold chiefly to some special class). -

B. Marketable Securities—latest only—detailed list showi
market values. Wing par, cost, book and

C. Inventories and Cost System.—1. Comparative statement of -

for 5 years and quarterly or monthly for past 2 years—showing.mº
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raw materials, goods in process, finished products, and other materials and sup

plies, and main subdivisions of each class.

2. Statement explaining how inventories are carried on books, how often

inventories taken, and how often values are adjusted to changes in market.

Is it possible for investigator to make spot-check?

3. Cost System.—

(a) Does Company keep a running inventory?

(b) At what prices are inventories carried at various stages?

(c) How often adjusted to market?

(d) Are any inter-department or inter-company profits reflected in in

Ventories?

(e) On what basis is unproductive labor carried into costs?

(f) What items of overhead are carried into costs and how allocated?

(g) Are by-products handled separately or their proceeds used to reduce

costs of chief products?

(h) Is cost system on a standard or actual basis? If standard costs

are used how often are they adjusted to actual costs?

(i) What is the margin of error in cost system on final inventory and

audit as shown by past experience?

I). Plant and Property Account.—1. Statement, subdivided into main classes

of property, and showing depreciation or depletion reserve applicable to each.

approximately as follows:

Iland used as site for plant.

Other land used in business.

Improvements on land used in business.

Buildings used for manufacturing.

Other buildings used in business.

Machinery, equipment, etc.

Furniture and fixtures.

Property owned but not used in business.

(These subdivisions are suitable for most manufacturing companies, but

in case of certain companies important property will come under such

heads as ore, coal or oil lands, rolling stock, etc.).

2. Explanation of basis used in determining book values of properties.

3. Copies of any appraisals, signed if possible. Note particularly date, basis,

and for what purpose made.

4. Explanation of any write-up (or down) of property account.

5. Leased property—

Are leases capitalized and if so on what basis. Cost, terms rental and

renewal factors.

To what extent are improvements to leased property capitalized and how

are they amortized?

6. Depreciation and Depletion—

(a) What is Company's policy as to depreciation and depletion?

(b) Schedule of depreciation and depletion rates used.

7. Maintenance.—

(a) If possible obtain schedules showing expenditures for maintenance.

Obsolescence—

(a) To what extent does obsolescence enter into business?

(b) Is it adequately provided for 2

E. Investments in Associated Companies—latest only—list of companies

showing par and book values (before and after elimination of intan

gibles) of securities of each which is owned, totals outstanding, and

percentages owned.

F. Advances to Associated Companies—latest only—list of amounts due from

each and explanation of origin of indebtedness or reason for advance.

Security if any? What is repayment schedule?

G. Deferred Charges—latest only—statement showing subdivision into prin

cipal items, such as prepaid insurance, prepaid interest, bond dis

count, etc. Are there any items which should have been charged

to operations, such as advertising, etc.

H. Goodwill—

(a) Basis for valuation.

(b) To what extent are development and research costs capitalized?

. Patents.

(a) How valued and expiration dates of most important.
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J. Notes Payable.—1. Statements—5 years and quarterly or monthly for past

2 years—subdivided into those given for merchandise, to banks, and sold

through brokers, classified according to maturities, and separate list of those

secured by collateral with statement of such collateral.

2. Explanation of any notes given for merchandise.

3. Current Borrowings—

(a) List of bank accounts, showing lines of credit, present borrowings

and balances, and rates and commissions paid.

(b) Relations with banks, noting especially any interlocking direc

tors, etc.

(c) Are bank lines clean, or if secured what sort and margin of colla

teral is required?

(d) What are maximum and minimum borrowing periods and

amounts?

K. Accounts Payable.—

1. Statement—latest only—classified according to due dates, with ex

planation of any over-due accounts.

2. What is Company's policy in regard to meeting its accounts payable? Does

it discount all bills?

L. Federal Taa’es.—1. On what basis does Company set up reserves for Federal

taxes?

2. What years' tax returns, if any, have been checked by Government officials?

3. Full details of any tax questions which may be in dispute or might be a

contingent liability.

M. Reserves—latest only—explanation of nature of each and whether amounts

are based on expected demands or contingencies, or have been set up largely for

tax purposes.

N. Capitalization.—1. Funded debt—statement, as to each issue, showing

amounts authorized, issued, held in treasury, held in or retired by sinking fund.

and outstanding.

2. Stock—statement, as to each class, showing amounts (par value and number

of shares) authorized, issued, held in treasury, retired, and outstanding. Are

there any options or warrants outstanding for the purchase of the Company's

stock, and if so to whom and at what prices?

3. Has Company any liability or obligation, either direct or contingent, in con

nection with any outstanding issues, either funded debt or stock, of subsidiary or

associated companies?

4. Minority interest in subsidiaries—Amounts and class of stock held by them.

º Contingent Liabilities.—1. Has Company any contingent liabilities? If so,

explain.

2. Has Company any important law suits now pending or in prospect?

P. Unusual Items in Balance Sheet—Explanation.

Q. Monthly trial balances from date of latest balance sheet to present time.

R. Mortgages or Liens on Equipment.—Do any exist? If so, what on, to whom

payable and maturity dates?

S. Separate Balance Sheet for each affiliated or associated company, together

with all necessary supporting data, along the lines of the statements relating to

the Company and its subsidiary companies.

II. EARNINGS

Comparative Statements of Earnings—for past 5 fiscal years and for the

latest period available—in approximately the form shown on page 17, with such

variations and additional items as may be necessary to fit the business or

accounting methods of the Company.

Note: In the case of a holding company or a company having important

subsidiary companies (especially if not 100% owned), separate statements

should be obtained covering consolidated earnings, earnings of the parent

company alone and separate earnings of each important subsidiary.

Schedules and other data relative to Statements of Earnings

A. Division by Products—in case the Company has a variety of products.

show sales, costs and profits for each product or class of products for the

period covered by the Earnings Statements.
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B. Selling Earpenses—2 years only—divided according to

1. Direct expenses (subdivided into salaries, traveling, branch offices, etc.);

2. Advertising (subdivided into nowspaper, periodical, radio, sign board,

circulars, catalogues, etc.).

C. Administrative Earpenses—2 years only—subdivided into main classes.

D. General and Miscellameous Ea'penses—2 years only—subdivided into main

classes.

E. Other Income—details for period covered by Earnings Statements and

explanation of any non-recurring items.

F. Earplanation—of any unusual items in Earnings Statements.

G. Separate Statements of Earnings for each affiliated or associated company

(and for branches, if deemed necessary, as in the case of chain stores), together

with supporting data, along the lines of the statements relating to the Company

and its subsidiary companies.

H. How are profits treated on uncompleted contracts?

III. SURPLUS ACCOUNTS

Comparative Statements of Surplus Account—for period covered by Balance

Sheets and Earnings Statements—showing—

(a) Surplus at end of previous year as per Balance Sheet;

(b) Surplus Earnings for year (after dividends) as per Earnings State

ment;

(c) Plus and minus adjustments, with detailed explanation;

(d) Surplus at end of year as per Balance Sheet; and

(e) Division of Surplus into Capital Surplus and Earned Surplus.

IV. MISCELLANEOUS

A. Are Company's books audited? If so by whom? Is it a balance sheet

audit only, or does it cover also income statements and surplus account?

Copies of all audits, signed, if possible.

B. How has Company come through periods of depression in the industry?

C. Forecast of receipts and disbursements and cash position for succeeding

six months (compare any previous estimates with actual results to test relia

bility of estimates).

D. If practicable, statement of actual cash invested in business.

E. What use is made of acceptances and would their use be advantageous?

F. Previous financing—amounts of each class of stock, warrants, options,

and funded debt issued for cash, property, services, etc.; issue prices; how

offered (to stockholders or public) and by whom.

G. Where are bonds and stocks listed and their chief markets? Price range

by years (high and low) for each issue since its issuance.

H. Digest of provisions of all issues of funded debt, stock and warrants.

Preemptive rights of stockholders as to stock issued for cash, property or

Services.

I. Stock control—statement of stock distribution, number of holders of each

class and list of largest. Voting provisions.

J. Dividends—record of dividends paid on each class of stock, Subdivided

into cash and stock dividends, regular declarations and extras, and explanation

of any rights given stockholders.

K. What impression is gained as to the general efficiency of the Company's

financial policies and accounting methods?

L. Comparison with competitors in respect to financial condition, return on

invested capital, sales turnover, etc.

GENERAL DATA CONCERNING THE COMPANY AND THE INDUSTRY

The following outline refers particularly to manufacturing companies and

in cases of companies engaged in a trading or other non-manufacturing busi

ness must necessarily be adjusted to suit the circumstances.
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I. HISTORY AND BUSINESS

A. Brief history of Company, including time and place of inception of busi

ness, date and State of incorporation, any changes in name or type of business,

consolidations, reorganizations, etc., with special reference to any financial,

legal or operating difficulties through which the Company has passed.

B. Location of plants and products manufactured in each.

C. List of all subsidiary and associated companies, showing Company's own

ership in each.

D. Description of business of each subsidiary and associated company show

ing how it fits into the general scheme.

E. Explanation of methods of inter-company business.

F. Corporate chart presenting graphically relation between the Company and

its subsidiary and associated companies.

II. MANAGEMENT

A. List of officers and directors, with notation of their chief outside con

nections or interests. Organization chart showing lines of authority.

B. What is management's experience in the industry and with the Company?

Previous history and experience of management.

C. Is it a one man management, or a well rounded organization with com

petent understudies?

D. Are officers on long term contracts at high salaries? Is any bonus system

provided?

E. What impression is gained as to the honesty, caliber and efficiency of

those directing the Company's affairs, and particular fitness for place filled?

F. How much of Company's stock does management hold and variation in

holdings? Stock market activities?

III. CHARACTER OF PRODUCT

A. Is product a necessity, a habit commodity (such as tobacco or coffee), or

a luxury A consumer's product or manufacturer's product.

B. How is its use affected by changes in styles, season, weather or other

variable conditions?

C. What is its use in relation to other lines of business, and how is demand

affected by condition of other industries or the general business situation?

D. Is it subject to deterioration or obsolescence and what is the renewal

demand 2

E. Is it a large or a small unit?

F. Is it a standard or specialty line?

G. What are the factors governing prices in the industry, with particular

reference to those which may cause sudden fluctuations? In other words, what

proportion of the total cost of the finished product is attributable to (1) labor,

(2) raw materials, and (3) overhead, and possible economies in these costs?

Cost trends?

H. Is product protected by tariff or other legislation and how would it be

affected by any change?

I. Is any legislation pending or probable which would affect the industry?

J. What proportion of Company's business represents manufacture and sale

of replacement parts?

IV. RAW MATERIALS

A. What raw materials are used and what is the source and stability of the

supply? Time required to secure raw materials.

B. Table of prices, annual production, annual consumption, etc., of principal

raw materials.

C. What are the factors governing prices of raw materials, with particular

reference to those which may cause sudden fluctuations? Are prices artificial

(supported by cartels or any organized effort) or does demand and supply have

free play?

D. What is present situation, particularly if raw materials are agricultural

products or otherwise subject to variation according to season?
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E. Does Company by necessity or policy speculate in raw materials, or pursue

a hand-to-mouth buying policy, and what storage facilities has the Company?

F. Is any conservation legislation pending or probable which would affect

the supply of raw materials?

G. Other pertinent information to show whether the industry and the Com

pany have a Sound basis in regard to raw materials, as to present and future

supply, storage, fire hazards, deterioration, etc.

W. INTEGRATION AND DIVERSITY

A. To what extent is Company integrated (both vertically and horizontally)

and how does this affect its ability to meet competition?

B. What is the possibility of further integration? Would this be beneficial

either in meeting competition or in efficiency of operation?

C. What is the diversity of the Company's products? Does diversity level

out production curve with respect to seasonal factors? Does diversity of prod

ucts tie in with main plan of manufacture and distribution, or do products

require different manufacturing and sales methods?

D. What is the practicability of increasing diversity, with special reference

to the possibility of some developments which would curtail the demand for a

product, necessitating the development of new products?

E. Are the products too diverse for economical manufacture?

VI. COMPETITION

A. What is Company's rank in the industry and for how long has it been

held 2

B. List of leading competitors with information as to relative size and

importance.

C. Comparison of Company’s product with that of leading competitors, as to

cost of production, quality, selling price, reputation, special features, etc.

D. Is there any outstanding product in the industry whether made by the

Company or a competitor?

E. Is Company's product protected by patents or otherwise, giving it an

advantage in competition? Have they been litigated? Does Company have

any secret processes?

F. How is Company's ability to meet competition affected by location of its

plants with respect to transportation, raw material supplies, power, labor and

markets?

G. How is competition, or possibility of future competition, affected by

requirements for operation in the industry as regards experience, skill, control

of raw materials, exclusive contracts, etc.

H. What is the situation as to possible competition from substitutes?

I. Has Company or any competitor ever been investigated by the Federal Trade

Commission, or is such investigation likely? (Obtain copy of Federal Trade

Commission report).

J. Does Company operate under licenses from others or grant licenses under

its patents to competitors and what are royalty arrangements?

VII. MARKETS

A. Location of Company's principal markets and relative importance of each.

B. In what aroa do transportation costs give the Company an advantage over

competitors? How permanent is this likely to be?

C. What are Company's estimates of potential markets and on what facts are

they based? (This is especially important if any expansion is contemplated).

VIII. SELLING POLICY AND METHODS

A. To what class of customers does Company sell, i. e., to wholesalers, jobbers,

retailers or direct to consumers, and what percentage to each 2

B. What are relations of Company with its customers?

C. List of largest customers, showing amounts purchased by each during past

year.
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D. Description of Company's selling organization and sales methods, and

method of paying salesmen.

E. What are the usual terms as to time and method of payment? Goods

returned?

F. What discounts and commissions are allowed, and how do these compare

with those of competitors?

G. How do Company's prices compare with those of competitors?

H. Statement—current and monthly for past 5 years—showing advance book

ings, gross sales and returns, sub-divided into main classes of products, giving

both values and units in each case.

I. List of all sales contracts with summary of each, showing period covered,

amount, contract prices (in comparison with current prices), delivery terms,

and any special clauses covering cancellations, penalties, etc.

J. Description of credit and collection organization and methods (examine

representative credit files).

K. What are relations between credit and Sales departments, and do they

facilitate co-operation?

L. What is policy regarding adjustments on unsatisfactory goods, and what

has been Company's experience in this respect?

M. What is Company's advertising policy? How much does it spend and

what is its budget for the current year?

N. What is Company's merchandising policy with respect to carrying in

ventory for customers?

O. How recently has market survey been made and sales budget prepared,

and what has been actual experience in relation to budget?

P. Contracts with credit companies to finance sales.

IX. OPERATING POLICY AND METHODS

A. Description of operating processes, with special reference to any unusual

features, and time consumed in manufacturing operations.

B. Does Company manufacture to fill Orders, or on production schedule based

on anticipated demand?

C. What is current schedule of production and estimated output for period
in advance?

D. What has been Company's experience in respect to the accuracy of its

estimates of future demands?

E. Does Company use machinery to the fullest extent practicable, or is op

eration unduly expensive because of unnecessary hand labor?

F. What impression is gained as to the efficiency of the routing system?

G. What impression is gained as to the general efficiency of Company's manu

facturing methods?

H. What is Company's policy in regard to experimental and development

work? Is it keeping abreast with scientific developments in industry with par

ticular reference to new machines and processes? Is it spending unreasonably

large amounts on such work?

I. Does Company contemplate any material changes in its policy and meth

ods, and if so what will be the probable effect of such changes?

J. Effect of any seasonal factors on Company's operating policy and attempts

to straighten out any seasonal fluctuations.

K. Does Company make any attempt to reclaim or otherwise utilize scrap
materials?

X. INVENTORIES

A. Statement of inventories--for past 5 years and quarterly for past 2

years—expressed in quantities of materials, sub-divided into raw materials, goods

in process, finished products, other materials and supplies, and main sub

divisions of each.

B. What is the method of valuation of inventories?

C. Comparative statement—for the past 5 years—showing inventory prices

per unit compared to market prices.

D. What contingencies would materially affect the value or saleability of the

inventory?
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E. Division of present inventories into—

1. Readily saleable at inventory prices.

2. Not readily saleable because of

(a) lack of demand;

(b) length of manufacturing process; or

(c) some other circumstances affecting saleability.

3. Obsolete or deteriorated.

F. Where are inventories located 2

G. Latest detailed physical inventory.

H. What period of production is provided for by raw materials now on hand

and how does this compare with normal?

I. Estimated most desirable normal inventory (approximate only) within

maximum and minimum limits.

XI. PURCHASING POLICY AND METHODS

A. What determines the purchasing policy, i. e., does Company buy only to

fill orders, or because prices are believed to be low 2 To what extent does it

speculate on market?

B. Where and how does Company purchase materials? List of its chief

sources of supply.

C. What are relations between Company and those from whom it purchases?

D. What methods are used in making payment for goods purchased?

E. Are purchasing methods sufficiently flexible to permit quick adjustment

in period of depression?

F. List of all purchase contracts with summary of each, showing period cov

ered, amounts contracted for, contract prices (comparison with present market),

delivery terms, and any Special clauses covering cancellation, Denalties, etc.

XII. LABOR

A. What class of labor is employed in the industry, and how long is training

period?

B. Is labor in the industry unionized? If so does Company operate on closed

or open shop basis?

C. What is the record of strikes, etc., with special reference to the Company?

D. Does Company operate any profit-sharing, bonus or employee stock owner

ship system?

E. What is the situation in regard to an available supply of labor in case of

strikes or expansion?

F. What is Company's labor turnover?

G. What is attitude of different classes of employees toward Company, and

what does Company do in the Way of compensation insurance, medical service,

pension system, etc.?

H. What is accident record and is industry subject to occupational diseases?

XIII. DESCRIPTION OF PROPERTY, INCLUDING SUCH ITEMS AS–

A. Type, age and condition of all plants. Economics of plant location.

B. Arrangement, with special reference to efficiency of operation, flexibility

and possibility of expansion. Railroad, highways and water transportation

facilities?

C. Power equipment, including arrangements for reserve power in case of

break-down.

D. Storage facilities, with special reference to their adequacy to accommodate

probable maximum inventories.

E. Fire protection, including sprinkler system, water supply, inspection service,

insurance, etc.

F. What is the capacity of the plants: (a) maximum, (b) minimum to run

without loss, and (c) most efficient? -

G. What, if any, is the “neck of the bottle”?

H. What is the possibility of using any of the buildings and machinery in

other lines of business, with special reference to their probable value in case of

forced sale?

I. To what extent would the machinery be saleable in case of forced sale?
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Form of Balance Sheet

ASSETS

Current Assets :

Cash on hand and in banks----------------------- $ 000,000

Marketable securities––––––––––––––––––––––––––––– 000, 000

Notes Receivable (gross and less reserve)'-------- 000,000

Accounts Receivable (gross and less reserve).------ 000, 000

$0,000, 000

Inventories -------------------------------------- 0,000,000

Total Current Assets–––––––––––––––––––––––––––– -- $0,000,000

Plant and Property Account:

Land–––––––––––––––––––––––––,------------------- $ 000, 000

Buildings - ---- 000,000

Machinery_____ - - - 000, 000

Furniture and Fixtures–––––––––––––––––––––––––– 000, 000

$0,000,000

Less Depreciation, depletion, obsolescence, etc.----- 000,000

Net Plant and Property Account------------------------- 0,000,000

Investments in Associated Companies--------------------------- 000,000

Due from Associated Companies–––––––––––––––––––––––––––––––– 000,000

Deferred Charges–––––––––––––––––––––––––––––––––––––––––––––––– 000,000

Goodwill, Patents, etc.------------------------------------------- 000,000

$0,000,000

LIABILITIES

Current Liabilities :

Notes Payable'---------------------------------- $ ()00, 000

Accounts Payable-------------------------------- 000, 000

Accrued Liabilities ---------------------- 000,000

Fededal Taxes––––––––––––––––––––––––––––––––––– 000, 000

Other Current Liabilities–––––––––––––––––––––––– 000, 000

Total Current Liabilities---------------------------------- $0,000,000

Funded Debt (detailed) –––––––––––––––––––––––––––––––––––––––– 0,000,000

Reserves (detailed)--------------------------------------------- 0,000,000

Capital Stock

Preferred ---------------------------------------- $0,000,000

Common ----------------------------------------- 0, 000, 000

Total Stock----------------------------------------------- 0,000,000

Surplus:

(Capital ----------------------------------------- $ 000, 000

(Earned------------------------------------------ 000, 000

— 0, 000,000

$0,000,000—

* Trade acceptances, if any, to be shown separately, and acceptances discounon both sides of balance sheet. ted shown

NOTE.-Any important item which is not sufficiently described by one of th

iºº be listed separately. Contingent liabilities should § shown at ‘....";
alance Sheet.

Form of Earnings Statement

Gross Sales

Returns, Allowances, etc $00,%

Net Sales-----------------------------------------------

Cost of Goods Sold, excluding Depreciation__________ $0,000,000 $00,000,000

Depreciation --- 000,000

Total Cost of Goods Sold---------------------------______ 0,000,000
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Selling Expenses---- $000,000

Administrative and General Expenses------------------- 000, 000

Total Selling, Administ rative and General Expenses---_______ $ 0}, 000

Net Profit from Operations------------------------------- $000, 000

Other Income— --
--- 000, 000

Total Net Income before Interest----______________________ $000,000

Interest on Funded Debt---____________________________ $000, 000

Interest on Floating Debt------------------------------ 000, 000

Total Interest Charges____________________________________ 000, 000

Net Income before Federal Taxes ------___________________ $000, 000

Federal Taxes-------------------------------------------------- 000, 000

Balance before Dividends ------ - --- $000,000

Dividends on Preferred Stock____________________________________ 000, 000

Balance before Common Dividends_________________________ $000, 000

Dividends on Common Stock--------------------________________ 000, 000

Balance to Surplus -- - $000,000

NotE.-Show all extraordinary items (such as unusual write-down of inventory or

losses on foreign exchange) separately in their appropriate places. In case of a Com

pany with wasting assets (such as copper, oil, coal, etc.) show Depletion as a separate

item.

ExHIBIT No. 1887–4

[Submitted by Smith, Barney & Co.]

BUYING DEPARTMENT WoRK SHEET FORM FOR USE IN CONNECTION WITH ISSUES

HEADED BY OTHER HOUSES IN WHICH WE HAVE A POSITION As AN UNDER

WRITER

Issue------------------------------- Handled by---------------------------

NOTICE TO SALES DEPARTMENT

—Notice to H. W. Wilson of our probable inclusion in business

INFORMATION RE UNDERWRITERS

—Questionnaire concerning information about underwriters to be included in

Registration Statement submitted to each partner and Mr. Coulson and

collated information furnished to issuer and/or bankers leading business.

STANDING OF EXPERTS

—Standing of certifying accountants checked

—Standing of bankers' counsel checked

—Standing of engineers checked (if any used)

INVESTIGATION

—Extent of investigation by bankers leading business ascertained.

—Extent of investigation by bankers' counsel ascertained

—Extent of investigation by engineers (if used) ascertained

—I)ecision reached re extent of our investigation

—Investigation completed

—Decision reached re Soundness of issue

—Meeting of underwriters with company officials, counsel, experts, etc. at

tended by----------------------.
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MORTGAGE OR INDENTURE OR CHARTER

—Document and supplements (or summary thereof) read

—Head of group notified of any desired changes

—Head of group notified prior to execution of document and/or supplements

whether we are satisfied or dissatisfied therewith

REGISTRATION STATEMENT (INCLUDING FINANCIAL EXHIBITS)

—Preliminary draft read

—Head of group notified of any desired changes

—Company released to put our name in statement

—Statement and financial exhibits as filed read and checked against our files

and S. E. C. instructions

—Head of group notified of any desired changes

—Interim amended statements and financial exhibits read and checked against

our files and S. E. C. instructions

—Head of group notified of any desired changes

—Final amended statement and financial exhibits read and checked against our

files and S. E. C. instructions

—Head of group notified prior to filing of final amended statement and financial

exhibits whether we are satisfied or dissatisfied therewith

PROSPECTUS

—Prospectus as filed read

—Extent to which bankers' counsel have checked prospectus against registration

statement for omissions and differences ascertained

—Remaining parts of prospectus checked against registration statemont for

omissions and differences

—Information in prospectus not contained in registration statement checked

against our files

—Head of group notified of any desired changes

—Interim amended prospectus read, checked against amended registration

statement (to extent necessary in addition to checking thereof by bankers'

counsel) and checked against our files (to the extent information in such

amended prospectus is not contained in amended registration statement)

—Head of group notified of any desired changes

—Final amended prospectus similarly read and checked

—Head of group notified prior to filing of final amended prospectus whether we
are satisfied or dissatisfied therewith

CONTRACTS & SELLING GROUP LETTER

—Draft underwriting group contract read and discussed with a partner

—Draft contract with Company read and discussed with a partner

—Draft of Selling Group Letter read and discussed with syndicate depart

ment and a partner

—Head of group notified of any desired changes

—Contracts executed by a partner

—Notice of commitment sent to Messrs. Fish, Coulson and Tichenor and to
Miss Wels

BLUE SKY AND ADVERTISEMENT

—Man handling these matters advised upon filing of registration

—Draft advertisement and prospectus delivered to him

—Clearance obtained by him from Stock Exchange

E. given by him to Sales Dept. re Blue Sky

—Instructions given by him to head of group re where to use EB
where EBS & Co. Inc. in advertisement S & Co. and

—Request made by him to head of group that wording in advertisenot designate EBS & Co. Inc. as underwriter Inent should

EXPENSES

—Company or head of group notified of any of our e nses tCompany or underwriting group xpe o be paid by
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RECORDS

—Copies of each filed registration statement obtained

—Copies of each filed set of financial exhibits obtained

—Copies of other important exhibits obtained

—Copies of each filed prospectus obtained

—One copy of each of foregoing obtained in signed or certified form

—Copies of each filed “reconciliation and tie” obtained

—“Red herring” prospectus and selling syndicate letter—and accompanying

manager's letter—obtained

—Final selling syndicate letter obtained

—Duplicate contracts made or obtained (with signatures printed in)

—Legal Opinions obtained

—Engineers' report (if any) obtained

—Advertisement clipped from paper

—Buying Dept. correspondence collected in one file or group of files

—Memo made re extent of checking done by us

—Signed contracts, important checking material and memo re extent of check

ing by us placed in safe-keeping

—Balance of foregoing material sent to Buying Department Files

—Pink sheet written (if necessary in addition to pink sheet written by Tiche

nor)

JANUARY 1, 1937.

ExHIBIT NO. 1888

[From the files of Smith, Barney & Co. Specimen of dealer performance record card 1]

XYZ Corp. EDWARD B. SMITH AND CO.

Business received

Information and Special remarks

concerning subject 15–50 Year Retail Aºk Cºls Other

Sales profit business busineSS

- $56, 500 | Credit

8/31/34 All types general securities. Ample capital; 1936 3190 Sh. $88.47 $339.76

Largesales organization. (H.W.) No Stocks.”**10/23/36 91 M

Understand now interested in Pfä. & Com. Stks. *** 1937 544 sh. $108.42 $108.

Remarks concerning business received:

10/1/36—Have given us business quite regularly,

1936–We have given them 2188 sh. Comm. $619.00

1937—We gave them 255 sh.—comm. $58.25.

Repur- Sellin

oº: Total issue Participation Issue stºp. Total sales ºf dº. Total
ate profits sions

12/11/34 6100 M----| Chic & Western Ind. A.
5%. 1962.

12/14/34 1658 M----| Chic & Western Ind, C.

5%. 1962.

12/21/34 18000 M---| Ches Corp 5, 1944; ---------

3/28/35 || 45000 M---| Pac Gas & Eleg 4 1964-----

4/22/35 | 73000 M--- §ern Caliſ Ed. 334

0.

5/3/35 | 12000 M--- Aft; Coast Line R.R.

945.

6/6/35 | 29500 M--- Cº. Edison Co. 3%

to.

6/7/35 25000 M---| American Rolling Mill
4%. 1945.

7/1/35 | 35000 M--- Sººn Calif Ed. 334

7/17/35 | 32000 M---| Pure Oil4%. 1930-----------

6/26/35 | 30000 M---| Pacific Gas & Elec{1964--

7/18/35 | 70000 M---| Duquesne Lt. 3% 1965:

7/23/35 | 16000 M---| Public Sv% N.J.4%. 1960.

7/30/35 | 20000 M---| Wilson & Co., Inc.41955--

7/2/35 | 55000 M---| Beth. Steel.4% 1960-----

9/25/35 | 49000 M---| Detroit Edison 4 1965::

3/25/35 | 20000 M---| Pacific Gas & Elec.41964.

1 Specimens, of dealer performance record, gards used by, other firms appear as “Exhibit

No. 1639–23, Hearings, Part 22, p. 11744, and “Exhibits Nos. 2013-2047–2,” infra,

pp. 12967–12978.
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ExHIBIT NO. 1889–1

| Letter from Smith, Barney & Co., to Investment Banking, Section, Monopoly Study,
Securities and Exchange Commission]

SMITH, BARNEY & Co.,

1; Wall Street, New York, September 1, 1939.

Mr. W. S. WHITEIHEAD,

ScCurities and Earchange Commission,

120 Broadway, New York, N. Y.

I)EAR SIR: In our conversation in Mr. Swan's office on Wednesday, August 30,

you asked certain questions pertaining to the mechanics and methods com

monly used by underwriters in financing the purchase of securities from issuing

corporations and arrangements for intermediate financing in the event an issue

is unsuccessful and unsold bonds remain in the hands of the underwriter after

date of offering and through date of closing the deal with the issuing corporation.

You are no doubt aware that each underwriter is severally responsible to

the issuing corporation for the amount he contracts to underwrite. Each under

writer must therefore arrange to have a certified or bank cashier's check payable

in New York Clearing House funds to the order of the issuing corporation in

the hands of the Manager at an early hour, to facilitate closing the deal, on the

day payment is to be made to the issuing corporation. The Manager, acting for

himself and the other underwriters severally, delivers the underwriters' checks,

at the place scheduled for the closing, to the issuing corporation, and proceeds

with the mechanics incidental to closing of the deal and the acceptance of the

securitics.

You have asked specifically how the following issues were paid for and what

arrangements were made for the carry of unsold securities after closing date:

Issue: Closed

Pure Oil Co. 5% Cumulative Convertible Preferred Stock - October 22, 1937

Bethlehem Steel Corp. 15-Year Sinking Fund Convertible

3%s, 1952 October 11, 1937

Shell Union Oil Corp. 15-Year 2%% Debentures, 1954_____ July 24, 1939

Pennsylvania Power & Light Co. First Mortgage Bonds,

3%%, 1969 4%% Debentures, 1974____________________ August 11, 1939

The mechanics incidental to payment to an issuing corporation on closing date

for the amount of securities underwritten briefly are as follows: Bank balances

are maintained in at least a certain minimum amount which experience shows

will take care of normal day-to-day requirements. When funds build up to a

level beyond this point—loans are reduced; when it is apparent that the bank

balance would fall below this minimum amount—loans are increased. How

ever, this rule is not applied the day before a large commitment must be paid for.

On that day funds are ordinarily concentrated in the bank on which the check

will be drawn to the issuing corporation. In addition, a Day Loan is ordinarily

made.

A Day Loan is a temporary extension of credit granted by a bank for a period

of a business day to facilitate the clearing of securities. There is attached

hereto a form of Day Loan Agreement. The loan must be paid off in full at the

end of the day. For this accommodation, interest at the rate of 1% is charged

by the bank. This rate has been in effect for some years past.

An examination of the attached Schedules shows how the purchase of each

of the above securities was financed on the closing day, that is, the amount of the

Day Loan and the amount of bank balance used in the payment to the issuing

corporation.

On a successful syndication such as the Pennsylvania Power & Light securities,

the underwriter on the closing date is reimbursed the amount paid the issuing

corporation as a result of his retail sales and sales to the Selling Group. Thus,

the underwriter is put in funds in excess of the amount required to pay off his

Day Loan at the bank at the close of business.

It has been the policy of this firm to obtain Day Loan accommodations from

The Guaranty Trust Company, Bankers Trust Company, Chase National Bank

and Central Hanover. The selection is usually based on service and facilitation.

For example, if the deal is to be closed at the Guaranty Trust Company, Trust

Department, that bank is used; if at the Bankers, that bank, etc.

On slow moving deals the unsold balance is usually financed entirely from

funds at the disposal of the firm in the form of bank balances or the creation of
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bank balances through the medium of borrowing on other securities available for

that purpose as was the case in the Shell Union doal. At no time while we had

unsold Shell Union bonds on our hands were they used for borrowing purposes.

As shown by the attached schedules, however, collateral loans were made by

Edward B. Smith & Co. in the case of the Pure Oil Proferred Stock and Bethle

hem Steel Bonds. All of the Pure Oil Preferred Stock, namely 58,936 shares,

was hypothecated at The Guaranty Trust Company on the closing day, October

22, at a loan value of 64 per share. The difference between 64 and 100, the price

paid for the stock, was financed by the firm. Details of that loan from the

date it was made until paid off through sale of a balance of 57,723 shares of

stock to the Ebsco Corporation on December 23, 1937, is attached.

In the case of the Bethlehem Steel Bonds, $5,913,500 par value remained unsold

on the closing day, October 11. These bonds were hypothecated at The Guaranty

Trust Company on that day at a loan value of 80. The difference between 80

and 100, the price paid for the bonds, was financed by the firm. Details of that

loan from the date it was made until paid off through sale of a balance of

$2,074,300 principal amount to the Ebsco Corporation on December 23, 1937 is

attached. Both of these loans were made under a Collateral Loan Agreement,

a specimen copy of which is attached.

The Ebsco Corporation was a corporation formed in connection with the

liquidation of Edward B. Smith & Co.

It has been the policy of the firm to use the following banks for collateral

loan accommodations:

Bank of Manhattan Company

Bank of New York & Trust Company

Bankers Trust Company

Brooklyn Trust Company

Central Hanover Bank & Trust Co.

Chase National Bank

Chemical Bank & Trust Co.

Fidelity Union Trust Co. of Newark, N. J.

Fifth Avenue Bank

First National Bank

Guaranty Trust Company

Irving Trust Company

Marine Midland Trust Co.

National City Bank

National Shawmut Bank, Boston

New York Trust Co.

U. S. Trust Co.

Very truly yours,

Per Pro SMITH, BARNEY & CO.

By W. H. Coulson.

WHC : GA

EnCls.

EXHIBIT NO. 1889–2

CLOSING DATE–FRIDAY, OCTOBER 22, 1937

434,394 SHARES THE PURE OIL COMPANY 5% CUMULATIVE PREFERRED STOCK

Underwriting 58,936 shares (@ 100=$5,893,600 paid to The Pure Oil Company

Amount financed by Day Loan at Guaranty Trust Company 10/22 - $4,500,000

From Bank Balance of $2,282,656.57 close of 10/21 at Guaranty------ 1,393,600

Total Payment--------------------------------------------- $5,893, 600

Day Loan was paid off before close of business October 22 and

collateral loan made with Guaranty Trust Company.

Cost of 58,936 shares (@ 100–––––––––––––––––––––––––––––––––––– $5,893, 600

Loan—58,936 (a $64, per share-proceeds–––––––––––––––––––––––––– 3,771, 904

Balance financed by Firm-------------------- -- $2,121,696
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[Loan Schedule Attached]

Loan of Edward B. Smith dº Co.

1. ACTIVITY OF LOAN

Date Debit Credit Balance | Rate Iººt

$3,771,904 0 $3,771,904 3% 0.

0 0 3,771,904 3% $3,300.39

0 0 3,771, 904 3% 11,001. 39

0 $2,904 || 3,769,000 # d

0. 22,000 || 3,747, 3 o

0 19,000 || 3,728,000 3 0.

O 28,000 || 3,700,000 3 0.

0 1,000 || 3,699,000 3 0.

0 5,000 || 3,694,000 3 o

0 3,694,000 0 3% 8,318.66

$22,620.44

2. ACTIVITY OF COLLATERAL

Date Deposited Issue Withdrawn

-| 58,936 shs----- Pure Oil Co. 5% Cum. Conv. Pfd---- o

do do------ 36 shs

do 350 “

do 50 “

do 300 “

do 400 “

do 5 *

do 19 “

do 53 “

do 57,723 “

ExHIBIT No. 1889–3

$48,000,000 BETHLEHEM STEEL CORPORATION 15-YEAR SINKING FUND ConVERTIBLE

3%% DEBENTUREs DUE October 1, 1952

CLOSING DATE–MONDAY, OCTOBER 11, 1937

Underwriting $7,190,300 par value @ 100 and accrued interest from October 1 to

October 11

Principal ------------------------------- $7, 190, 300.00

Accrued Int 6,990. 57

Total paid Beth. Steel Corp--------------- $7, 197,290. 57

Amount financed by Day Loan at Guaranty Trust Company 10/11-- $6,000,000.00

From Bank Balance of $1,287,973.91 close of 10/10 at Guaranty___ 1, 197,290. 57

Total Payment - $7, 197,290. 57

Par Value of Underwriting------------------------- $7, 190, 300

Give-up to Selling Group––––––––––––––––––––––––––– 563, 600

Balance for Retail Sales--------------------- $6,626,700

Sold up to Oct. 11 713, 200

Unsold Balance financed by loan-------------- $5,913, 500

Day Loan was paid off before close of business October 11

and collateral loan made with Guaranty Trust Company.

Cost of $5,913,500 par value @ 100---------------------------- $5,913, 500.00

Loan (a) 80—proceeds----- 4,730, 800.00

Balance financed by Firm $1,182,700.00
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FºxHIBIT NO. 1889–4

$85,000,000 SHELL UNION OIL CorpoRATION 15 YEAR 2% ºo DEBENTUREs DUE

JULY 1, 1954

CLOSING DATE–MONDAY, JULY 24, 1939

Underwriting $4,000,000 par value (a 96% plus interest

$4,000,000 par value (a 96% --------------------- $3,850,000.00

Accrued Interest ––––––––––––––––––––––––– 6,388.88

Total paid Sholl Union Oil Corp____________ $3,856, 388.88

Amount financed by Day Loan at Guaranty Trust Company 7/24–- $3,300,000.00

From Bank Balance of $851,234.74 close of 7/21 at Guaranty–––––– 556, 388.88

Total Payment ------------------------------------------ $3,856, 388.88

Underwriting $4,000, 000

Give-up to Selling Group- 750,000

Balanco for Retail Sales -- $3,250,000

Additional bonds unsold to dealers taken down------------------ 274,000

Total for Retail Sales–––––––––––––––––––––––––––––––––––– $3,524,000

Sold (a) Retail price 97% ---- 1,624,000

Unsold Balance 7/28___ -- -- $1,900,000

Balance of $1,900,000 sold on July 28. None of these bonds were pledged for a

collateral loan.

ExHIBIT NO. 1889–5

PENNsylvan IA PowrT & LIGHT CoMPANY $95,000,000 FIRST MoRTGAGE Bonds 31.4%

DUE AUGUST 1, 1969–$28,500,000 4%º DEBENTUREs DUE AUGUST 1, 1974

CLOSING DATE–FRIDAY, AUGUST 11, 1939

SB&Co Underwriting—Bonds $5,385,000—Debs. $1,615,000

$5,385,000 par value Bonds (a) 103%--------------- $5,573,475. 00

Accrued Interest 5,235.43 $5,578, 710.43

$1,615,000 par value Debs. (a) 101%--_____________ $1,639, 225.00

Accrued Interest ––––––––––––––––––––––––––––––– 2,018.75 1,641,243.75

Total paid Pennsylvania Power & Light Company__________ $7,219,954. 18

Amount financed by Day Loan at Guaranty Trust Company 8/11--- $5,000,000.00

From Bank Balance of $3,041,383.87 close of 8/10 at Guaranty____ 2,219,954.18

Total Payment------------------------------------------ $7,219,954.18

Bonds Debentures

Underwriting----------------------------------------------------------- ,385,

łºśning Group------------------------------------------------ $5 38. ::::: $1.alsº

Balance for Retail Sales------------------------------------------- $5,000,000 $1,615,000

All retail bonds were sold on date of offering.
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ExHIBIT No. 1890

TRUST RECEIPT

CHICAGO, ILL., -––––––––––––––––––––––193____

To CONTINENTAL ILLINOIS NATIONAL BANK AND TRUST COMPANY OF CHICAGO :

Receipt is hereby acknowledged this day from you of the property described

below, which the undersigned hereby agrees to hold in trust for you :

------------------–––––––––––––––––––––––––––––––––––––––––––––––----------

property for you, and upon demand will forthwith return it to you ; or, the

undersigned will when and as received forthwith turn over to you the total

proceeds of said property, which shall be at least the full and true value

thereof; or, if you consent, the undersigned may (in lieu of such proceeds)

forthwith deliver to you the equivalent for said property of a kind, character

and value entirely satisfactory to you, to be held and disposed of by you in the

place of said property so received from you.

TRUST RECEIPT

CHICAGO, ILL.,------------------------193––––

To CITY NATIONAL BANK AND TRUST CoMPANY OF CHICAGo:

Receipt is hereby acknowledged this day from you of the property described

below, which the undersigned hereby agrees to hold in trust for you, to be

accounted for by-––––––––––––––––––––––– :

It is hereby agreed that the undersigned is and will be the bailee of said

property for you, and upon demand will forthwith return it to you; or, at your

request, the undersigned will forthwith turn over to you the total proceeds of

Said property, which shall at least be the full and true value thereof; or, upon

demand, the undersigned will forthwith deliver to you the equivalent for said

property of a kind, character and value entirely satisfactory to you to be held

and disposed of by you in the place of said property so received from you.

Wo. ------------------------------

P–3

The undersigned hereby applies to THE NATIONAL CITY BANK OF NEw York,

(hereinafter called “the Bank”) for a loan of ------_________________________.

**---------------------------- --- -- Dollars,

to be credited to the account of the undersigned with the Bank, upon the terms

and conditions below stated, and to be repaid, at the Bank's Head Office or Branch

at which the loan was made, at or before the close of business this day, together

With interest at the rate of One Per Cent per annum. The avails of said loan

shall be received and used by the undersigned only for one or both of the following

purposes: To pay, in whole or in part, the purchase price of, and thus to obtain,

Certain securities which the undersigned has contracted to purchase and receive;

Or, to pay, in whole or in part, another loan Or other loans heretofore made to the

undersigned, and thus to release certain securities held as collateral to such other

loan or loans. The undersigned, as Trustee for the Bank, shall obtain possession

of the securities aforesaid; and shall deliver, or cause to be delivered the same to

the Bank, as security for this loan, before the close of business this day, unless

in the meantime the amount of this loan shall have been repaid to the Bank.

The undersigned may, however, before the close of business this day, sell or trans

fer, for cash or its equivalent, or pledge for money contemporaneously borrowed,
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or exchange for other securities, any or all of said certain securities, but the

proceeds of such sales, transfers and pledges, shall be received by the undersigned

as Trustees for the Bank, and shall be delivered by the undersigned to the Bank

before the close of business this day where they shall be credited in payment pro

tam to of said loan, and the securities received in exchange shall be in all respects

charged with the same trust, and subject to the same right of the Bank to posses.

sion, and otherwise, as herein provided in respect of the certain securities so

exchanged. The undersigned further agrees forthwith upon demand of the Bank

at any time to execute and deliver to the Bank an instrument in writing desig

nating the securities so held by the undersigned hereunder in trust for the Bank

and reciting that a security interest therein remains in or will remain in or has

passed to or will pass to the Bank.

It is agreed that the Bank shall have the right at any time, in event of default in

payment of the said loan, to sell without advertisement or notice to the under

signed, at any broker's board in the City of New York, or at public or private sale

in the said City or elsewhere, or otherwise to dispose of the same in the discretion

of any of the officers of the Bank, without notice of amount due or claimed to be

due, and without notice of the time or place of sale, each and every of which is

hereby expressly waived, any or all of the securities which may come into the

possession of the Bank hereunder or pursuant to the provisions hereof, applying

the proceeds thereof upon the said indebtedness, together with legal interest and

expenses, the undersigned to be liable for any deficiency with legal interest. It is

further agreed that, upon the sale by virtue hereof, the Bank may purchase the

whole or any part of such property discharged from any right of redemption,

which is hereby expressly released to the Bank, which shall have a claim as above

defined against the undersigned for any deficiency arising from such sale.

The undersigned, as further security to the Bank, hereby assigns to the Bank,

its successor and assigns, all right, title and interest of the undersigned in and to

the securities hereinabove referred to, and any and all claims of the undersigned

against third parties for the purchase price, or any unpaid balance thereof, of any

of said certain securities which have been or may hereafter be sold by the

undersigned.

Nothing herein contained is intended to lessen the liability of the undersigned

to the Bank arising from the making of said loan; nor to impair the effect of any

General Collateral Agreement given by the undersigned to the Bank; nor to

confer upon the undersigned any authority to create any liability on the part
Of the Bank.

NEW YORK, ----------------------—193––––

The undersigned hereby applies to THE CHASE NATIONAL BANK OF THE CITY or

NEW YORK (hereafter called “the Bank”) for a loan of

- - -- Dollars,

to be credited to the account of the undersigned, upon the terms and conditions

below stated, and to be repaid at or before the close of business this day. The

avails of said loan shall be received and used by the undersigned only for one or

both of the following purposes: To pay, in whole or in part, the purchase price of,

and thus to obtain, certain securities which the undersigned has contracted to

purchase and receive; or, to pay, in whole or in part, another loan or other loans

heretofore made to the undersigned, and thus to release certain securities held

as collateral to such other loan or loans. The undersigned, as trustee for the

Bank, shall obtain possession of the securities aforesaid; and shall deliver, or

cause to be delivered the same to the Bank, as security for this loan, before the

close of business on this day, unless in the meantime the amount of this loan

shall have been repaid to the Bank. The undersigned may, however, before the

close of business this day sell or transfer, for cash or its equivalent, or pledge for

money contemporaneously loaned, or exchange for other securities, any or all of

said certain Securities, but the proceeds of such sales, transfers and pledges, shall

be received by the undersigned as Trustee for the Bank, and shall be delivered

by the undersigned to the Bank before the close of business this day where they

shall be credited in payment pro tanto of Said loan, and the securities received

in exchange shall be in all respects charged with the same trust, and subject to

the same right of the Bank to possession, and otherwise, as herein Drovided in

respect of the certain securities so exchanged.
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The undersigned, as further security to the Bank, hereby assigns to the Bank,

its successors and assigns, all of the right, title and interest of the undersigned

to and in the securities hereinabove referred to, and to and in any and all claims

of the undersigned against third parties now existing and that may be created

this day for the purchase price, or any present unpaid balance thereof, of any of

said certain securities sold or that may be sold by the undersigned, and to and in

all claims of the undersigned against customers of the undersigned for the bal

ance due or to become due this day of the purchase price of any of said certain

Securities delivered or deliverable to such customers.

Nothing herein contained is intended to lessen the liability of the undersigned

to the Bank arising from the making of said loan ; nor to impair the effect of any

General Collateral Agreement given by the undersigned to the Bank; nor to

confer upon the undersigned any authority to create any liability on the part of

the Bank.

1276–SL–6–38

Day Note

New York,------------------------193__

The undersigned hereby applies to

MANUFACTURERS TRUST CoMPANY, NEW York

(hereinafter called “the Trust Company”) for a loan of----------------------

Dollars ($––––––––––––––––), to be credited to the account of the undersigned,

upon the conditions below, and to be repaid by the close of business this day.

The avails of said loan shall be used only for the following purposes:

(1) To pay, in whole or in part, the purchase price of securities which the

underSigned has contracted to purchase and receive; or

(2) To pay, in whole or in part, other loans heretofore made to the under

Signed, and to release to the undersigned securities held as collateral

to Such loans.

Securities received under either of the foregoing subdivisions shall be kept

Separately from all other securities and, upon their receipt by the undersigned

Or the undersigned's agent or representative, shall be held in trust for and

deposited with the Trust Company as collateral security for this loan and for any

other obligation or indebtedness of the undersigned to the Trust Company.

The undersigned may, however, before the close of business this day, sell or

transfer, for cash or its equivalent, or pledge for money contemporaneously

loaned, or exchange for other securities, any or all of said securities so pledged,

but the proceeds of such sales, transfers, and pledges shall be deemed substituted

Security hereunder. Before the close of business this day, unless in the mean

time the amount of this loan shall have been repaid to the Trust Company, such

Securities shall be delivered to the Trust Company.

The undersigned, as further security for the said obligation to the Trust Com

pany, hereby assigns to the Trust Company, its successor and assigns, all of the

right, title, and interest of the undersigned to and in the securities hereinabove

referred to, and to and in any and all claims of the undersigned against third

parties now existing and that may be created for the purchase price, or any

present unpaid balance thereof, of any of said securities sold or that may be

sold by the undersigned, and to and in all claims of the undersigned against

Customers of the undersigned for the balance due or to become due of the pur

chase price of any of said securities delivered or deliverable to such customers.

Nothing herein contained is intended to lessen the liability of the undersigned

to the Trust Company arising from the making of said loan; nor to impair the

effect of any General Collateral Agreement given by the undersigned to the Trust
Company; nor to confer upon the undersigned any authority to create any

liability on the part of the Trust Company.



12840 CONCENTRATION OF ECONOMIC POWER

ExHIBIT No. 1891

THE NATIONAL CITY BANK OF NEw York,

NEW YORK, N. Y.

(Address of Head Office or Branch)

To induce THE NATIONAL CITY BANK OF NEW YORK (hereinafter called the

“Bank”), in its discretion, to make loans or otherwise give, grant or extend

credit at any time or from time to time to the undersigned (or any one or

more of us), the undersigned agree(s) to pledge and do (es) hereby pledge to

the Bank as security for any and all obligations or liabilities of the undersigned

(or any one or more of us) to it, now or hereafter existing, any and all prop

erty of the undersigned (or any one or more of us), which is now or may at

any time hereafter come into the possession or control of the Bank, or of any

third party acting in its behalf, whether for the express purpose of being used

by the Bank as collateral security or for safekeeping or for any other or dif

ferent purpose, including such property as may be in transit by mail or carrier

for any purpose, or covered or affected by any documents in the Bank's posses.

sion, or in possession of any third party acting in its behalf, it being understood

that the Bank shall have and is hereby given a lien on any and all such property

for the aggregate amount of any and all such obligations or liabilities; and the

undersigned hereby authorize (s) the Bank, at its option, at any time(s), whether

or not the property held by it as security is deemed by it adequate, to appro

priate and apply upon any or all of the said obligations or liabilities, whether

then due or not due, any and all moneys now or hereafter in the hands of the

Bank, on deposit or otherwise, to the credit of or belonging to the undersigned

(or any one or more of us), and should the aggregate market value of the above

mentioned collateral so held or controlled by the Bank, or by any third party

acting in its behalf, at any time suffer any decline or fail to conform to legal

requirements, or if the Bank should at any time deem said collateral insufficient

by reason of the decline in the market value of any part thereof, the under

signed hereby agree(s) to make such payments on account of the aforesaid

obligations or liabilities or, as additional collateral therefor, to deposit and

pledge with the Bank such other property, as may be satisfactory to it.

Upon the non-payment of all or any part of the principal of, or the interest

upon, any of the obligations or liabilities above mentioned, or upon the failure

of the undersigned forthwith, with or without notice, to furnish satisfactory

additional collateral or to make payments on account as hereinbefore agreed,

or to perform or to comply with any of the other terms or provisions of this

agreement, or in case of the death, failure in business, dissolution or termina

tion of existence of the undersigned (or any of us), or if any petition in bank

ruptcy be filed by or against the undersigned (or any of us), or if any pro

ceedings in bankruptcy, or under any Acts of Congress relating to the relief of

debtors, should be commenced for the relief or readjustment of any indebtedness

of the undersigned (or any of us), either through reorganization, composition,

extension or otherwise, or if a receiver of any property of the undersigned (or

any of us) should be appointed at any time, or if the undersigned (or any of

us) should make an assignment for the benefit of creditors or take advantage

of any insolvency law, or if any funds or other property of the undersigned (or

any of us) which may be or come into the possession or control of the Bank, or

of any third party acting for the Bank as aforesaid should be attached or dis

trained, or should be or become subject to any mandatory order of court or

other legal process, then, or at any time after the happening of any such event,

any or all of the aforesaid obligations or liabilities of the undersigned (or any

one or more of us) to the Bank, then existing, shall, at the option of the Bank.

become due and payable forthwith, without demand or notice to the undersigned

(or any one or more of us), and likewise upon the happening of any such event,

or at any time thereafter, either before or, after the maturity of any one or

more of the aforesaid obligations or liabilities, the Bank is hereby authorized

and empowered in its discretion to appropriate and apply upon all or any of

the aforesaid obligations or liabilities, any or all of the property hereby pledged

and/or any other property upon which the Bank may then have a iien here.

under, and to sell, assign, and deliver the whole, or any part thereof, at any

broker's board, or at public or private sale, at the option of the Bank, either
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for cash or on credit, or for future delivery, without assumption of any credit

risk, and without either demand, advertisement or notice of any kind, all of

which are hereby expressly waived. At any such sale, the Bank may itself

purchase the whole or any part of the property so sold, free from any right of

redemption on the part of the undersigned (or any of us), all such rights being

also hereby waived and released. In case of any sale or other disposition of

any of the property aforesaid, after deducting all costs or expenses of every

kind for care, safekeeping, collection, sale, delivery or otherwise, the Bank

may apply the residue of the proceeds of the sale (S), or other disposition thereof,

to the payment or reduction, either in whole or in part, of any one or more

of the said obligations or liabilities to it, whether or not except for this agree

ment such liabilities or obligations would then be due, making proper allowance

for interest on Obligations or liabilities not otherwise then due, and returning

the overplus, if any, to the undersigned, (or the one (s) of us whose property

may have yielded the Overplus); all without prejudice to the rights of the Bank

as against the undersigned (or any one or more of us) with respect to any and

all amounts which may be or remain unpaid on any of the obligations or liabili

ties aforesaid at any time or times. No delay on the part of the Bank, or any

assignee or transferee of the Bank hereunder, in exercising any rights or options

hereunder, shall operate as a waiver of any such rights or options, or prejudice

the rights of the Bank, its successors or assigns, as against the undersigned (or

any of us).

The undersigned further agree (S) that any and all rights and liens of the

Bank hereunder shall continue unimpaired and that the undersigned (and

each of us) shall be and remain obligated in accordance with the terms hereof

notwithstanding the release or substitution of any of the property held as

collateral hereunder, at any time or times, or of any rights or interests therein,

or any delay, extension of time, renewal, compromise or other indulgence granted

by the Bank in reference to any of the obligations or liabilities hereinbefore

referred to, or any promissory Ilote, draft, bill of exchange or other instrument

given in connection therewith, the undersigned hereby (severally) waiving all

notice of any such delay, extension, release, substitution, renewal, compromise

or other indulgence, and hereby consenting to be bound thereby as fully and

effectually as if the undersigned (and each of us) had expressly agreed thereto

in advance.

The Bank is hereby authorized, at its option and without any obligation to

do so, to transfer to or register in the name of its nominee (s) all or any part of

any securities or other property hereinbefore referred to, and to do so before or

after the maturity of all or any of the obligations or liabilities above mentioned

and with or without notice to the undersigned (or any of us).

The Bank may assign or transfer this instrument, or any instrument evidenc

ing all or any of the obligations or liabilities hereinbefore mentioned, and may

deliver all or any of the property then held as security therefor, to the trans

feree(s), who shall thereupon become vested with all the powers and rights in

respect thereto given to the Bank herein or in the instrument(s) transferred,

and the Bank shall thereafter be forever relieved and fully discharged from

any liability or responsibility with respect thereto, but the Bank shall retain

all rights and powers hereby given with respect to any and all instruments,

rights or property not so transferred.

The word “property” as used herein includes goods and merchandise, as well

as any and all documents relative thereto; also, funds, securities, choses in

action and any and all other forms of property, whether real, personal or

mixed, and any right, title or interest of the undersigned (or any of us) therein

Or thereto.

This is a continuing agreement and shall remain in full force and effect and

be binding upon the undersigned (and each of us) and the (respective) legal

representatives, successors and/or assigns of the undersigned until any and

all indebtedness and/or obligations of the undersigned (or any one or more

of us) to the Bank, whether now existing or hereafter arising, shall have been

fully satisfied and discharged; provided, however, that should the undersigned

(or any of us) serve on or deliver to the Bank, at its address above set forth,

written notice revoking or terminating this Agreement, such notifying party

(or parties) shall be released from all obligations or liabilities incurred relative

hereto after receipt by the Bank of such notice, but no such notice shall in any

manner affect or impair the rights of the Bank against any such party (or

parties) with respect to obligations or liabilities theretofore incurred hereunder,

or against any other(s) of the parties hereto, with respect to any obligations
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or liabilities hereunder, whether theretofore or thereafter incurred. The under

signed further agree(s) that if this Agreement is terminated or revoked by

operation of law as against the undersigned (or any one or more of us), the

undersigned will (jointly and severally) indemnify and save the Bank, its suc

cessors or assigns, harmless from any loss which may be suffered or incurred

by the Bank in making, giving, granting or extending any loans or other credit,

or otherwise acting, hereunder prior to receipt by it of such notice in writing of

such termination or revocation.

This agreement shall be deemed to be made under and shall be governed by

the laws of the State of New York in all respects, including matters of con

struction, validity and performance.

SE 1512 REV. SEPT. 1935

In consideration of the sum of one dollar paid to the undersigned by THE

NATIONAL CITY BANK OF NEW YORK (receipt whereof is hereby acknowledged)

and of the making by said Bank of any loan or the extension by it of any

credit referred to in the within agreement to any one or more of the parties

thereto, all of which loans and/or credits so extended are to be deemed as

being hereby requested by the undersigned, the undersigned hereby (jointly

and severally) guarantee(s) to THE NATIONAL CITY BANK of NEw York, its

successors and assigns, the punctual payment at maturity of any and all such

loans or other indebtedness So made or incurred by any one or more of the

parties to said agreement, and hereby assent(s) to all the terms and conditions

of the said agreement, and consent(s) that the securities for any such loan or

other debt may be exchanged or surrendered from time to time, or the time of

payment for all or any part thereof extended, without notice to or further

assent from the undersigned, who will remain bound upon this guaranty, not

withstanding any such exchange, surrender or extension. Notice of the accept.

ance hereof and of the making of any such loans or extension of credit, and

promptness in making any demand hereunder or in demanding or enforcing

payment of any of the indebtedness hereby guaranteed, are hereby expressly
Waived.

ExHIBIT No. 1892

GENERAL LOAN AND COLLATERAL AGREEMENT

In order to obtain loans from and otherwise deal with Bank of the Manhattan

Company (whose corporate title is President and Directors of the Manhattan

Company) (hereinafter referred to as the “Bank”), whether acting in its own

behalf and/or in behalf of others, it is hereby agreed by the undersigned that

the Bank shall have the rights hereinafter set forth in addition to those created

by the circumstances associated with the incurrence of any “Liabilities” as here.

inafter defined and with the “Security” as hereinafter defined.

(1) The term “Liabilities” as herein used shall include any and all loans.

advances and credits by the Bank, both in its own behalf and in behalf of others.

to the undersigned, any and all indebtedness, notes, bonds, obligations and lia.

bilities of any kind of the undersigned, whether to the Bank and/or to any other

or others in whose behalf the Bank shall have acted in creating the Same, now

or hereafter existing, or heretofore or hereafter acquired from another by the

Bank and/or by anyone for whom it has acted or shall act in acquiring the same.

whether absolute or contingent, secured or unsecured, due or not due, direct or

indirect, arising by operation of law, contractual or tortious, liquidated or un

liquidated, at law, in equity, in admiralty or otherwise, and whether heretofore

or hereafter incurred or given by the undersigned as security or otherwise. The

term “Security” as herein used shall include any deposit account maintained

by the undersigned with the Bank or heretofore maintained by the undersigned

with the Bank of Manhattan Trust Company (hereinafter called the Trust Com

pany) or any other claim of the undersigned against the Bank or the Tris,

Company, all money, negotiable instruments, commercial paper, bonds, stocks,

credits, choses in action, claims, demands, or any interest in any thereof, and
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any other property, rights and interests of the undersigned, or any evidence

thereof, which have been delivered to the Trust Company or which have been or

at any time shall be delivered to the Bank or any of its agents, associates or

correspondents, for any purpose, whether or not accepted for the purpose or

purposes for which they are delivered; and all such money, negotiable instru

ments, commercial paper, bonds, stocks, credits, choses in action, claims, demands,

or any interest in any thereof, and any other property, rights and interests, or

any evidence thereof as have come into the possession, control or custody of the

Trust Company or as have or shall come into the possession, control or custody

of the bank or of any of its agents, associates or correspondents, or others acting

in its behalf, for account, subject to the order, or otherwise for the benefit or

under the control of the undersigned. The Bank shall be deemed to have pos

session, control or custody of any security actually in transit to or set apart for

it or any of its agents, associates, correspondents or others acting in its behalf.

(2) As security for any and all such Liabilities, the undersigned hereby

pledge (s) to the Bank all such Security capable of pledge and bargain (s), sell(s),

assign (s) and transfer(s) to the Bank, and/or give (s) it a general lien upon, all

right, title and interest of the undersigned in and to any thereof incapable of

pledge or inadequately pledged, such pledge and/or sale, assignment, transfer

and/or lien being made or created for the protection and security of the Bank

and/or any other or others (but pro rata if held for the benefit of more than

oue) for whom it has acted or shall act as agent in connection with the creation

of any such liability; and in trust for the benefit, and to the extent of the interest,

of any such other or others therein.

(3) The Bank, at its discretion, may, whether or not any of such Liabilities

be due, in its name and/or in the name of anyone for whom it has acted as agent

in connection with the creation of any such liability, or in the name of the under

signed, demand, sue for, collect and/or receive any money or property at any

time due, payable or receivable on account of or in exchange for, or make any

compromise or settlement deemed desirable with respect to, any Security, but

shall be under no obligation so to do. If the Security shall consist of or include

negotiable instruments and/or other choses in action and/or promises or agree

ments of any character to pay money, they may be sold in the manner hereinafter

provided with respect to the sale of any Security; or the Bank, and/or anyone

in whose behalf it has acted or shall act in obtaining such Security, may extend

the time of payment of any such obligation, or arrange for its payment in install

ments, or otherwise modify the terms thereof as to any other party liable thereon,

without thereby incurring responsibility to, or discharging or otherwise affecting

any liability of, the undersigned thereon or in connection therewith. The Bank,

and/or anyone for whom it has acted or shall act as agent as herein provided,

upon default (in payment, furnishing security or otherwise) hereunder or in

connection with any such Liabilities (whether such default be that of the

undersigned or of any other party obligated thereon in whole or in part), may

sell in the Borough of Manhattan, New York City, or elsewhere, in One or more

sales or parcels, at Such price or prices as the Bank and/or anyone for whom it

has so acted or shall so act as agent, may deem best, and either for cash or on

credit, or for future delivery, all or any of the Security, at any broker's board

or at public or private Sale, without demand of performance or notice of intention

to sell or of time or place of sale, and the Bank, and/or anyone in whose behalf

it has acted or shall act as hereinbefore provided, may be the purchaser of any

or all property, rights and/or interests so sold and thereafter hold the same

absolutely free from any claim or right of whatsoever kind, including any

equity of redemption, of the undersigned, any such demand, notice or right and

equity being hereby expressly waived and released. The undersigned will bear

and pay all expenses (including expenses for legal services of every kind) of, or

incidental to, the enforcement of any of the provisions hereof or of any liability or

Liabilities, or of any actual or attempted sale, or of any exchange, enforcement,

collection, compromise or settlement of any Security, and/or of receipt of the

proceeds thereof, and will repay to the Bank, and/or to anyone for whom it

has acted or shall act as agent as herein provided, any such expense incurred;

and such expense shall be deemed an indebtedness within the terms of this

agreement. The Bank, and/or anyone for whom it has so acted or shall so act

as agent, at any time, at its and/or his and/or their option, may apply all or

any of the net cash receipts from or on account of any Security to the payment

in whole or in part of any or all of the Liabilities, applying or distributing the

same as it and/or he and/or they shall elect, whether or not the item or items
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on which such payment is applied be due, making proper rebate of interest or

discount in case of payment on any item not due. Notwithstanding that the Bank,

whether in its own behalf and/or in behalf of another and/or of others, may

continue to hold Security and regardless of the value thereof, the undersigned

shall be and remain liable for the payment in full, principal and interest, of any

balance of said Liabilities and expenses, at any time unpaid.

(4) If at any time the Security for any of such Liabilities shall be unsatis

factory to the Bank, or any of its officers, and the undersigned shall not on

demand furnish such further security or make such payment on account as

shall be satisſactory to the Bank, or if any sum payable upon any of said

Liabilities be not paid when due, or if the undersigned or any maker, obligor,

endorser, guarantor, surety, issuer of, or other person liable upon or for any

of said Liabilities, or any maker, obligor, endorser, guarantor, Surety, issuer

of, or other person liable upon or for any Security, shall die or shall become

insolvent (however such insolvency may be evidenced), or to make a general

assignment for the benefit of creditors, or, if the undersigned or any co

partnership of which he is a member shall suspend the transaction of his

or its usual business, or upon the commencement of any proceeding of any

nature by or against the undersigned or any copartnership of which he is

a member under the Bankruptcy Act or any amendment thereof, or if a receiver

shall be appointed of or a warrant of attachment issued against any of the property

or assets, or any part thereof, of the undersigned, or of any such copartnership,

or of any such maker, obligor, endorser, guarantor, surety, issuer, or any other

person, thereupon, or upon the commencement of any proceeding against the

undersigned or any copartnership of which he is a member under Article 45

of the New York Civil Practice Act, as amended, unless the Bank and/or

anyone in whose behalf it has acted or shall act as hereinbefore provided,

shall otherwise elect, any and all of said Liabilities shall become and be due

and payable forthwith, without presentation, demand, protest, notice of protest

or other notice of dishonor of any kind, all of which are hereby expressly

waived.

(5) The Bank may, without any notice to the undersigned, transfer or cause

to be transferred all or any part of the Security to its name or to the name

of its nominee, and repledge all or any part of the Security separate from

any of the Liabilities for which it is pledged by the undersigned.

(6) The Bank, and/or anyone in whose behalf it has acted or shall act as

agent in connection with the creation of the same, may assign or otherwise

transfer any or all, or any part of any, of said Liabilities, and may transfer

and/or deliver to any transferee any or all of the Security for the liability,

or part thereof, assigned or transferred; and shall be thereafter fully discharged

from all claim and responsibility with respect to any and all Security so trans

ferred and/or delivered and the transferee be vested with all the powers and

rights of the transferor and/or transferors hereunder with respect to such

Security, but the Bank, and/or anyone in whose behalf it has so acted or shall so

act, shall retain all rights and powers hereby given with respect to any Security

not so transferred. The Bank may also transfer this agreement and in the

event of such transfer, the transferee hereof shall have the same rights and

remedies hereunder as if originally named herein in place of the Bank.

(7) No delay on the part of the Bank and/or of anyone in whose behalf it

has acted or shall act as herein provided, or of any transferee, in exercising

any power or right hereunder shall operate as a waiver thereof; nor shall

any single or partial exercise of any power or right hereunder preclude other or fur

ther exercise thereof or the exercise of any other power or right. The rights and

remedies herein expressly specified are cumulative and not exclusive of any

rights or remedies which the Bank and/or anyone in whose behalf it has acted

or shall act as herein provided, or its and/or his and/or their transferees, may

or would otherwise have.

(8) Unless otherwise agreed, the loans, advances or credits heretofore or

hereafter obtained from or through the Bank by the undersigned shall be

repayable at the principal place of business of the Bank in New York City

upon demand and shall bear interest at the rate of six percent. (6%) per annum.

(9) The undersigned, if more than one, shall be jointly and severally liable

hereunder and all provisions hereof, regarding Liabilities or Security of the

undersigned shall apply to any liability or any security of any or all of them.

These presents are to be binding upon the heirs, executors, administrators, assigns

or successors of the undersigned.

New York 19–––.
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GENERAL LOAN AND COLLATERAL AGREEMENT

In order to obtain loans from and otherwise deal with THE CHASE NATIONAL

BANK OF THE CITY OF NEw York (hereinafter called the “Bank”), the undersigned

hereby agree(s) that the Bank shall have the rights hereinafter set forth in

addition to those created by the circumstances associated with the incurrence of

any “Liabilities” as hereinafter defined and with the “Security” as hereinafter

defined.

The term “Liabilities” as herein used shall include any and all indebtedness,

notes, bonds, debentures, obligations and liabilities of any kind of the undersigned

to the Bank and also to others to the extent of their participations granted to

or interests therein created or acquired for them by the Bank, now or hereafter

existing, arising directly between the undersigned and the Bank or acquired

outright, conditionally or as collateral security from another by the Bank,

whether absolute or contingent, joint or several, or joint and several, secured

or unsecured, due or not due, direct or indirect, including, without limiting the

generality of the foregoing, liabilities to the Bank of the undersigned as a member

of any partnership, syndicate, association or other group, arising by operation

of law, contractual or tortious, liquidated or unliquidated, at law, in equity, in

admiralty or otherwise, and whether heretofore or hereafter incurred or given

by the undersigned as principal, surety, endorser, guarantor or otherwise. The

term “Security” as herein used shall include the balance of every deposit account,

now or at any time hereafter existing, of the undersigned with the Bank or any

other claim of the undersigned against the Bank, all money, negotiable instru

lments, commercial paper, notes, bonds, stocks, credits, choses in action, claims,

demands, or any interest in any thereof, and any other property, rights and in

terests, of the undersigned, or any evidence thereof, which have been or at any

time shall be delivered to or otherwise come into the possession or custody or

under the control of the Bank or any of its agents, associates or correspondents,

for any purpose, whether or not accepted for the purpose or purposes for which

they are delivered or intended. The Bank shall be deemed to have possession,

Control or custody of any of the Security actually in transit to or set apart for

it or any of its agents, associates, correspondents or others acting in its behalf.

As security for any and all the Liabilities, the undersigned hereby pledge(s)

to the Bank all such Security capable of pledge and bargain (s), sell(s), assign (s)

and transfer(s) to the Bank, and/or give (s) it a general lien upon, and/or right of

Set-off of, all right, title and interest of the undersigned in and to any thereof

incapable of pledge or inadequately pledged, such pledge and/or sale, assign

Inent, transfer and/or lien and/or right of set-off being made or created for the

protection and security of the Bank and/or any other or others (but in such pro

portions as the Bank may determine if held for the benefit of more than one, such

determination of the Bank to be conclusive) having participations or interests in

the Liabilities as aforesaid, and in trust in the proportions aforesaid for the bene

fit of such other or others to the extent of the said participations or interests of

any other or others therein.

To the extent and in the manner permitted by law, the right is expressly

granted to the Bank, at its option, to transfer or cause to be transferred to, or

registered in the name of, itself or its nominee or nominees, any and all stocks,

bonds, and other securities and property included in the Security, and whether

or not so transferred or registered, to receive the income and dividends thereon,

including stock dividends and rights to subscribe, and to hold the same as a part

of the Security and/or apply it on the principal of and/or interest on any of the

Liabilities, at its discretion to exchange all or any of the Security for other prop.

erty upon the reorganization, recapitalization or other readjustment of any

corporation and in connection with any such reorganization, recapitalization or

readjustment to deposit all or any of the Security with any committee or depos.

itary upon such terms and conditions as it may determine, after such transfer or

registration to vote or cause its nominee or nominees to vote all or any of such

stocks, bonds and securities, and to exercise or cause its nominee or nominees

to exercise all or any powers with respect to any stocks, bonds or other securities

or property forming a part of the Security, with the same force and effect as an

absolute owner thereof, all without notice and without liability except to account

for property actually received by it.

The Bank, at its discretion, may, whether or not any of the Liabilities be due

in its name and/or the name of anyone for whom it has acted or shall act as

agent in connection with any such liability, or in the name of the undersigned,
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demand, Sue for, collect and/or receive any money, securities or other property at

any time due, payable or receivable on account of or in exchange for, or make

any compromise or settlement deemed desirable with respect to, any Security

but shall be under no obligation so to do. If the Security shall consist of or in

clude negotiable instruments and/or other choses in action and/or promises or

agreements of any character to pay money, they may be sold in the manner here

inafter provided with respect to the sale of any of the Security; or the Bank

may extend the time of payment of any such obligation, arrange for payment of

any thereof in installments, or otherwise modify the terms thereof as to any

other party liable thereon, without thereby incurring responsibility to, or dis

charging or otherwise affecting any liability of, the undersigned thereon or in

connection therewith. The Bank upon default (in payment, furnishing security

or otherwise) hereunder or in connection with any of the Liabilities (whether

such default be that of the undersigned or of any other party obligated thereon

or in respect thereto in whole or in part), may sell or cause to be sold in the

Borough of Manhattan, New York City, or elsewhere, in one or more sales or

parcels, at such price or prices as the Bank may deem best, and either for cash

or on credit, or for future delivery, without assumption of any credit risk, all or

any of the Security, at any broker's board or at public or private sale, without

demand of performance or notice of intention to sell or of time or place of sale,

and the Bank, and/or anyone in whose behalf it has acted or shall act as herein

before provided, or anyone else, may be the purchaser of any or all property,

rights and/or interests so sold and thereafter hold the same absolutely free from

any claim or right of whatsoever kind, including any equity of redemption, of the

undersigned, any such demand, notice or right and equity being hereby expressly

waived and released. The undersigned will bear and pay all expenses (including

expense for legal services of every kind) of, or incidental to, the enforcement of

any of the provisions hereof or of any of the Liabilities, or of any actual or

attempted sale, or of any exchange, enforcement, collection, compromise or set

tlement of any of the Security, and/or of receipt of the proceeds thereof, and

for the care of the Security, including expense of insurance, and will repay to the

Bank, and/or to anyone for whom it has acted or shall act as agent as herein

provided, any such expense incurred; and such expense shall be deemed an in

debtedness within the terms of this agreement. The Bank, at any time, at its

option, may apply or reapply all or any of the net cash receipts from or on account

of any of the Security to the payment in whole or in part of, and may for any

purpose allocate all or any of the Security to, any or all of the Liabilities ap

plying or reapplying or distributing or allocating the same as it shall elect

whether or not the item or items on which such payment is applied or to which

such allocation of Security is made be due, making proper rebate of interest or

discount in case of payment on any item not due, the determination of the Bank

in all, such matters being conclusive. The Bank, in its discretion, may surrender

or release or exchange or otherwise deal with all or any part of the Security

without the consent of or notice to any other or others having a participation or

interest therein as aforesaid or any party hereto. Notwithstanding that the Hºn.

whether in its own behalf and/or in behalf of another and/or of others may
continue to hold Security and regardless of the value thereof, the undersigned

shall be and remain liable for the payment in full, principal and interest of any

balance of the Liabilities and expenses, at any time unpaid. -

If at any time the Security for all or any of the Liabilities shall be unsatis.

factory to the Bank, the undersigned hereby agree(s) that, upon the demand

of the Bank at any time or from time to time, the undersigned will furnish

such further security or make such payment on account as will be Satisfacto

to the Bank, and if the undersigned fail(s) so to furnish such security or º

make such payment, or, if any sum payable upon any of the Liabilities be not

paid when due, or if the undersigned or any maker, obligor, endorser -

antor, surety, issuer of, or other person liable upon or for any Of the Liabiities

or Security shall die or shall become insolvent (however, such insolvency may be

evidenced), or commit any act of insolvency, or make a generalº, r

the benefit of creditors, or, if the undersigned or any copartnership of º:
the undersigned is or may be a member (or if more than one) are or may be

members, shall suspend the transaction of his or its usual business º: be

expelled from or suspended by the New York Stock Exchange, or any other ex

change, or if an application is made under Article 45 of the New York Civil

Practice Act by any judgment creditor of the undersigned for an order direct

ing the Bank to pay over money, or if a petition in bankruptcy shall be filed

gainst the
by or against the undersigned, or if a petition shall be filed by or a
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undersigned or any proceeding shall be instituted by or against the under

signed for any relief under any bankruptcy or insolvency laws or any laws

relating to the relief of debtors, readjustment of indebtedness, reorganizations,

compositions or extensions, or if any governmental authority or any court at

the instance of any governmental authority shall take possession of any sub

stantial part of the property of the undersigned, or shall assume control over

the affairs or operations of the undersigned, or if a receiver Shall be appointed

of, or a writ or order of attachment or garnishment shall be issued or made

against any of the property or assets, of the undersigned, or of any such

copartnership, or of any such maker, obligor, endorser, guarantor, Surety,

issuer, or other person liable upon or for any of the Liabilities or Security, there

upon, unless the Bank shall otherwise elect, any and all of the Liabilities shall

, become and be due and payable forthwith.

The Bank, and/or anyone in whose behalf it has acted or shall act as agent

in connection with the creation or acquisition of the same, or to whom it shall

have granted a participation or interest therein, may assign or otherwise trans

fer any or all, or any part of any, of the Liabilities, and the Bank may trans

fer and/or deliver to any transferee any or all of the Security for the liability,

or part thereof, assigned or transferred; and thereafter shall be fully dis

charged from all claim and responsibility with respect to any and all Security

S0 transferred and/or delivered and the transferee be wested with all the

powers and rights of the transferor hereunder with respect to such Security,

but the Bank, and/or anyone in whose behalf it has so acted or shall so act,

shall retain all rights and powers hereby given with respect to any of the

Security not so transferred. The Bank may also transfer this agreement

and/or any of its rights and powers hereunder, and in the event of such

transfer, the transferee hereof or of such rights and powers shall have the

Same rights and remedies hereunder as if originally named herein in place of

the Bank. No delay on the part of the Bank and/or of any transferee, in

exercising any power or right hereunder shall operate as a waiver thereof;

nor shall any single or partial exercise of any power or right hereunder pre

clude other or further exercise thereof or the exercise of any other power

or right; nor shall the Bank be liable for exercising or failing to exercise any

such power or right. The rights and remedies herein expressly specified are

cumulative and not exclusive of any rights or remedies which the Bank, and/or

anyone in whose behalf it has acted or shall act as herein provided, or its

and/or his and/or their transferees, may or would otherwise have. The under

signed hereby waive(s) presentment (except for acceptance when necessary),

protest, notice of protest and notice of dishonor of any and all drafts, notes,

bills of exchange, checks and other instruments included in the Liabilities or

the Security or herein mentioned, whether upon inception, maturity, accelera

tion of maturity or due date, or at any other time, and any and all other

notice and demand whatsoever, whether or not relating to such instruments.

No provision hereof shall be excluded, modified or limited except by a

written instrument expressly referring hereto and setting forth the provision

SO excluded, modified or limited.

Unless otherwise agreed, the loans, advances or credits heretofore or hereafter

obtained from or through the Bank by the undersigned shall be repayable

at the principal place of business of the Bank in New York City upon demand

and shall bear interest at the rate of six per cent. (6%) per annum.

The undersigned, if more than one, shall be jointly and severally liable here

under and all provisions hereof regarding the Liabilities or Security of the

undersigned shall apply to any liability or any security of any or all of them.

These presents are to be binding upon the heirs, executors, administrators,

assigns or successors of the undersigned; they are to constitute a continuing

agreement, applying to all future as well as existing transactions, whether

or not of the character contemplated at the date of this agreement, and if all

transactions between the Bank and the undersigned shall at any time or times

closed, they shall be equally applicable to any new transactions thereafter;

they shall so continue in force notwithstanding any change in any partnership

party, if any, hereto, whether, such change occurs through death, retirement

or otherwise; and they are to be construed according to the laws of the State

of New York.

New York 19
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KNow ALI, MEN By THESE PRESENTs, That the undersigned, in consideration of

financial accommodations given, or to be given or continued to the undersigned

by the Guaranty Trust Company of New York, including any accommodations

given on behalf of any disclosed or undisclosed principal, hereby agree, jointly

and severally, with the said Trust Company that whenever the undersigned shall

become or remain directly or contingently, indebted to the said Trust Company for

money lent, or for money paid for the use or account of the undersigned, or for any

overdraft, or upon any endorsement, draft or guarantee, or upon any other claim.

or in any other manner whatsoever, the said Trust Company shall then and there.

after have the following rights, in addition to those created by the circumstances

from which such indebtedness may arise, against the undersigned, or his or their

executors, administrators, successors, or assigns, namely:

1. All securities deposited by the undersigned with said Trust Company, as,

collateral to any such obligations or liabilities of the undersigned to said Trust

Company, shall subject thereto also be hold by said Trust Company as security

for any other obligation or liability, direct or contingent, of the undersigned to

said Trust Company, whether then existing or thereafter arising; and said Trust

Company shall also have a lien upon any balance of the deposit account of the

undersigned with said Trust Company existing from time to time, and upon all

property of the undersigned of every description given unto or left with said

Trust Company for safe keeping or for any other purpose, or coming into the

hands of said Trust Company in any way, or in transit to or from said Trust

Company, as security for any obligation or liability of the undersigned to said

Trust Company now existing or hereafter contracted.

2. Said Trust Company shall at all times have the right to require from the

undersigned that there shall be deposited and pledged with said Trust Company

as additional security, securities satisfactory in character and amount to said

Trust Company; and upon the failure of the undersigned at all times to keep a

margin of securities with said Trust Company for any or all such obligations or

liabilities of the undersigned satisfactory to said Trust Company, or to furnish

such additional margin when required, or upon non-payment of either interest or

principal of any obligation or liability to the Trust Company when due, or upon

the insolvency of the undersigned, or the filing of a petition in bankruptcy by or

against the undersigned or the filing of a petition for reorganization of the under

signed under the bankruptcy laws, or the making of an assignment for the benefit

of creditors by the undersigned, or the application for the appointment, or the

appointment of any receiver of or of any of the property of the undersigned, or the

issuance of any warrant of attachment against any of the property of the under

signed, then and in any such event all obligations or liabilities of the undersigned

to said Trust Company shall, at the option of said Trust Company, become immº

diately due and payable without notice, notwithstanding any credit or time there.

tofore allowed to the undersigned on any of the said liabilitics, provided, however,

that in the event of the adjudication in bankruptcy of, or appointment of a

Receiver of, or of any of the property of, or of the expulsion or suspension by the

New York Stock Exchange or other Exchange as a member, of any of the under

signed, all said obligations or liabilities shall forthwith become due and payable

without demand or notice.

3. Upon failure of the undersigned either to pay the interest or principal of

any obligation or liability to said Trust Company when becoming or made due,

or to maintain the margin of collateral securities as above provided for, them

and in any such event said Trust Company may immediately, without demand

of payment, without advertising, and without notice to the undersigned. which

hereby are expressly waived, sell any or all of the securities or other property

of the undersigned held by it as aforesaid as against any or all of the obliga

tions or liabilitics of the undersigned, and in connection therewith may grant

options, either at the New York Stock Exchange or at any broker's board or

at public or private sale, and apply the proceeds of such sale as far as needed

toward the payment of any or all of such obligations or liabilities, whether then

due or not, together with interest and expense of sale, the undersigned to

remain responsible for any deficiency remaining unpaid after such application.

If any such sale be at either the New York Stock Exchange, or at a broker's

board or at public auction, said Trust Company may itself be a purchaser at

such sale of the whole or any part of the securities or other property sold

free from any right or equity of redemption of the undersigned, such right

and equity being hereby expressly waived and released. tºpon default ſis

aforesaid, said Trust Company may also apply toward the payment of said
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Obligations or liabilities all balances of any deposit account of the undersigned

With said Trust Company then existing.

4. If any tangible property shall at any time become subject to the lien

Created hereby or by any other agreement between the undersigned and the

Trust Company, the undersigned agrees at its own expense at all times to

keep the same fully insured with responsible companies acceptable to the Trust

Company, against loss by fire and any other risk to which said property may

be subject. The insurance policies or certificate of acceptable companies will

be deposited with the Guaranty Trust Company of New York on demand, said

Trust Company being designated in the policies as the Assured in the fol

lowing form : Guaranty Trust Company of New York for account of whom it

may concern. Loss, if any, to be adjusted with and payable to

the Guaranty Trust Company of New York for account of whom it may con

Cern. In case of failure on the part of the undersigned to effect such insurance,

the Trust Company may itself insure such property for account of the under

signed. The Trust Company may at any time transfer into its own name or

that of its nominee securities in registered form held as collateral Security.

In case during the term of this agreement transactions of the character referred

to herein shall be had between said Trust Company and any one or more

of the undersigned, the security herein provided for shall be applicable to

and the provisions hereof shall govern each of such transactions. The under

signed hereby consents that any and all property deposited with the Trust

Company as collateral hereunder may be removed by the Trust Company from

the State or Country in which it may be held or deposited to any other State

or Country, and may there be dealt with by the Trust Company as hereinabove

provided.

It is further agreed that these presents constitute a continuing agreement

applying to any and all future as well as to existing transactions between the

undersigned and said Trust Company.

Dated, New York, the –––––––––––– day of ------------------------ 193––––.

ExHIBIT NO. 1893

NEW YORK, -–––––––––––––––––––––––19____

The undersigned hereby applies to the GUARANTY TRUST COMPANY OF NEW

YoRK (hereinafter called “the Trust Company”) for a loan of--------------

------------Dollars ($ ____________), to be credited to the account of the

undersigned, upon the conditions below, and to be repaid by the close of business

this day.

The *ails of said loan shall be used only for the following purposes:

(1) To pay, in whole or in part, the purchase price of securities which the

undersigned has contracted to purchase and receive; or

(2) To pay, in whole or in part, other loans heretofore made to the under

signed, and to release to the undersigned securities held as collateral to such

loans.

The securities received as aforesaid shall be kept separately from all other

securities, and upon their receipt by the undersigned, a lien or mortgage shall

arise in favor of the Trust Company and an itemized list of said securities may

be attached to this instrument and made a part thereof, before the close of

business this day, and the undersigned hereby agrees to attach such itemized

list in accordance with these terms at the demand of the Trust Company. The

undersigned may, however, before the close of business this day, sell or transfer,

for cash or its equivalent, or pledge for money contemporaneously loaned, or

exchange for other securities, any or all of said, securities mortgaged, but the

proceeds of such sales, transfers and pledges shall be substituted as security for

this loan. Before the close of business this day, unless in the meantime the

amount of this loan shall have been repaid to the Trust Company, such securi

ties shall be delivered to the Trust Company.

The undersigned, as further security to the Trust Company, hereby assigns

to the Trust Company, its successors and assigns, all of the right, title and

interest of the undersigned to and in the securities hereinabove referred to, and

to and in any and all claims of the undersigned against third parties now exist
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ing and that may be created this day for the purchase price, or any present

unpaid balance thereof, of any of said securities sold or that may be sold by the

undersigned, and to and in all claims of the undersigned against customers of

the undersigned for the balance due or to become due this day of the purchase

price of any of said securities delivered or deliverable to such customers.

Nothing herein contained is intended to lessen the liability of the undersigned

to the Trust Company arising from the making of said loan; nor to impair the

effect of any General Collateral Agreement given by the undersigned to the

Trust Company; nor to confer upon the undersigned any authority to create any

liability on the part of the Trust Company.

ExEIIBIT No. 1894

[Letter from Kidder, Peabody & Co. to Investment Banking, Section, Monopoly Study,
Securities and Exchange Commission]

KIDDER, PEABODY & Co.

17 Wall Street, New York. 115 Devonshire Street, Boston. 1416 Chestnut

Street, Philadelphia

NEw York, August 29, 1939.

SECURITIES AND ExCHANGE COMMISSION,

120 Broadway, New York, N. Y.

(Attention: Mr. Whitehead.)

DEAR SIRs: In accordance with your verbal request made yesterday, we are

pleased to submit the following information:

1. PANEIANDLE EASTERN PIPE LINE CO. 4 S DUE 1952

Our participation in this issue was $4,000,000 principal amount of bonds out

of the total issue of $24,000,000 bonds. The offering was originally made on

March 30, 1937 and the settlement date was April 8, 1937. On the latter date

we obtained a day loan in the amount of $4,000,000 from the National City

Bank of New York.

This was done by completing a Day Loan Agreement form similar to the

one enclosed bearing their name and sending it to said Bank, together with

a check to the order of the National City Bank of New York for the face

amount of the loan, and another check for interest for one day at the rate

of 1% per annum which in this case was $111.11. The afore-mentioned prob

ably arrived at the National City Bank at 9 A. M. on the morning of April

eighth at which moment the Bank gave Kidder, Peabody & Co. immediate

credit for the total of the loan. In the normal course of business, that is, by

the end of that day, we had delivered most of our bonds to the accounts to

which they were sold and received checks in payment. These checks are

generally deposited in the bank from which the day loan is obtained, thereby

building up a balance sufficient to allow the Bank to charge the dealer's

account with the check which accompanied the day loan application; and in

that way the Bank is reimbursed for such day loan. In this particular case,

there were several hundred thousand dollars principal amount of bonds sold

which could not be delivered against payment for some days, the purchasers
having requested us to delay delivery.

Occasionally an insurance company requests a delay in delivery in order to

give its legal department sufficient time to review certain legal phases of

the bonds. In this instance we do not appear to have borrowed funds on

these bonds over the night of April eighth but on April ninth we did borrow

$300,000 from the National City Bank of New York, using as collateral $325,000
of said bonds. This loan was repaid by us on April twelfth with interest al

the rate of 1% per annum.
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2. COMMERCIAL CREDIT Co. 2% s DUE 1942

Our participation in this issue was $6,500,000 principal amount of bonds. The

offering was intially made on June 16, 1937 and the cash date was June 18,

1937. On the latter date we obtained a day loan in the amount of $6,500,000

from the Chase National Bank, New York. In this instance the mechanics of

the day loan were similar, in general, to those previously described. The

interest on the aforesaid day loan amounted to $180.56. However, in this case

we did not sell all of our bonds prior to the date of payment but appear to

have had on that date a Substantial long position. On June eighteenth we

obtained a demand loan from the Chase National Bank of $1,200,000, using as

collateral of $1,321,000 of these bonds. This loan, which carried interest at

1%%, was repaid and the bonds withdrawn as follows:

Bonds Reduction Bonds Reduction

Date Withdrawn in Loan Date Withdrawn in Loan

6/21/37- $56,000 $45,000

6/22/37- 10,000 None

6/23/37-- 20,000 20,000

6/24/37- 75,000 70,000

6/24/37- - - 50,000 50,000

6/25/37--- 190,000 160,000

6/28/27

6/29/37-------------------- $1,321,000 || $1,200,000

3. PURE OIL COMPANY 5% CUMULATIVE CONVERTIBLE PREFERRED STOCK

On October 22, 1937 we purchased 24,547 shares of said stock from the Pure

Oil Co. On this day we obtained a loan from the New York Trust Co. of $1,470,

000, using this stock as collateral. This loan which was to run for a period of

four months, we retaining the right to effect reduction, remained intact through

out the entire period. A renewal for a like period was obtained on February 23,

1938 at a reduced rate of interest. You will find below a schedule of the various

amounts of stock withdrawn, the reductions in the amount of the loan and the

various rates of interest applicable to the unpaid balances:

Shares - Shares

ith- Reduction - Reduction

Date ... in Loan Date * in Loanſ;

47 None 200 11,000

1,500 $90,000 300 16, 500

2, 100 126,000 200 11,000

200 12,000 900 49, 500

800 48,000 400 22,000

600 36,000 200 11,000

900 54, 400 22,000

800 48,000 100 5, 500

None 88,000 300 16, 500

700 38, 500 500 27, 500

2,700 148,500 1, 100 60,

600 33,000 300 16, 500

1 500 27,500 1, 500 82,500

900 49, 500 500 27, 500

600 33,000 700 38, 500

900 49, 500 500 27, 500

200 11,000 700 38,500

500 27, 500 700 38, 500

100 5, 500

400 22,000 24,547 $1,470,000

1 Renewed.

As a general rule we obtain our day loans from the National City Bank,

Guaranty Trust Co. or Chase National Bank as these are the banks we use

most frequently for our other banking requirements. Occasionally we have

obtained a day loan from the Bank of the Manhattan Co.

If there is any further information you desire, we shall be pleased to submit it.

Yours very truly,

B: W.

124491–40–pt. 24—35
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ExHIBIT No. 1895

[Letter from Investment Banking Section, Monopoly_Study, Securities and Exchange

Commission, to The First Boston Corporation]

SEPTEMBER 1, 1939.

Airmail—Special Delivery.

Mr. NEVIL FORD,

The First Boston Corporation, 100 Broadway,

New York, New York.

DEAR MR. FoRD : Mr. William Whitehead of the Staff of the Investment

Banking Section informs me that you have requested a letter from me setting

forth the information which Mr. Whitehead asked for orally. As you are aware,

these studies are being undertaken at the direction of the Temporary National

Economic Committee, established pursuant to Public Resolution No. 113, 75th

Congress. I shall appreciate, therefore, your submitting to us the following

information :

1. Whether your firm, during the past five years has obtained a clearing

loan to provide payment to the extent of your commitment on any issue in

which you were the manager or co-manager.

2. If so, furnish the name of the bank arranging same, the type and amount

of the three largest loans negotiated, type of collateral (whether same included

securities of the issue involved), the form of contract, the duration thereof,

the interest rate and the date and amounts on which same were liquidated,

and,

3. The basis for selecting X bank in connection with the loan.

Your cooperation in assisting us with our studies is very much appreciated.

Sincerely yours,

PETER. R. NEHEMRIs, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

PRNehemkis : Vr.

CC: William S. Whitehead.

[Letter from The First Boston Corporation, to Investment Banking Section, M -Study, Securities and Éxchange Commission, g onopoly

H. M. ADDINSELL

Chairman Earecutive Committee

THE FIRST Boston CoRPoRATION,

ONE HUNDEED BROADwAY, NEw York,

September 7th, 1939.

PETER. R. NEHEMKIS, Jr., Esq.,

Securities & Exchange Commission,

Washington, D. C.

DEAR SIR: In the absence of Mr. Ford who is away from the city on a holiday

your letter of September 1st has been referred to me. I enclose a memorandum

prepared by our Treasurer's Department which I think will give you the informa

tion you desire.

Yours very truly,

H. M. ADDINse:LL

THE FIRST BOSTON CORPORATION

NEW YORK OFFICE

Memorandum

To: Mr. H. M. ADDINSELL, SEPTEMBER 6, 1939

Chairman of Eacecutive Committee. - -

In connection with our conversation this morning relative to the letter Which

Mr. Ford received from the S. E. C., examination of my files has revealed that

the three largest issues we managed are as follows:

Government of the Dominion of Canada 2%% due 1945 (partici -$10,000,000) 2 p pation of

Southern California Edison 4% Bonds and Debentures artici -

$19,625,000) (participation of

Eastern Gas & Fuel 4% due 1956 (participation of $9,000,000)
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At the present time it is the customary procedure for an underwriter, when

making payment for his participation, to present a check to the manager drawn

to the Order of the debtor corporation. Immediately after the closing there

is released to each of the underwriters, by the manager, the total number of

bonds to be taken down by such manager for his own retail distribution. Any

bonds given up by an underwriter to the selected dealers, or for institutional

sales, are retained by the manager against receipt, and before the close of busi

ness, on the initial delivery day, the manager reimburses the underwriters for

the bonds retained. Usually each underwriter takes out with a bank what is

Commonly known as a “day loan” in order to pay for his commitment. We try

as nearly as possible to take out the day loan with the trustee of the new

issue. This is done as a compliment to the trustee for their cooperation in

the preliminary examination and packaging of the securities and their assist

ance in expediting delivery on the initial delivery day. In the event all of the

bonds retained by the manager are not sold by the initial delivery day, the

manager arranges a loan, using such unsold bonds as collateral, and each under

writer is reimbursed with the proceeds of loans made for its account. Each

underwriter then uses such proceeds of loans, plus the proceeds he receives on

the delivery of bonds against his retail sales, to liquidate the day loan, or in

the event he has failed to sell all bonds allotted him for retail distribution,

if his capital did not permit it, he would have to arrange a collateral loan on

such unsold bonds.

In connection with item two in the letter received from the S. E. C., I would

say that what they are probably referring to is whether or not money borrowed

from banks is actually secured when making payment for an underwriting

commitment. Obviously the same type of collateral, when paying for a new

issue, could not collateralize a day loan, since it does not become in possession

of the underwriter until such time as they have been paid for.

Of the above mentioned issues, according to my records, it was only necessary

to borrow on the same issue of securities once, and that was in the case of

Eastern Gas & Fuel. This was necessary because of the fact that all of the

bonds given up by the underwriters for selling syndicate were not disposed of

before the initial delivery date.

As to the method of payment for the three issues above mentioned, it was

necessary to pay for the securities a little different than Securities are paid

for at the present time. For example, in the case of the Dominion of Canada

issue, it was decided that the underwriters would only pay The First Boston

Corporation an amount equivalent to the price of the number of bonds that

they would take down for their own retail distribution. The First Boston

Corporation would then finance the total number of bonds contributed to selling

syndicate, plus special sales. In this issue we had made arrangements with

the Chase National Bank to finance us initially with a day loan up to their

limit of $20,000,000. Arrangements were made with the Guaranty Trust Com

pany for the balance of approximately $19,000,000. In the case of the Eastern

Gas & Fuel, it was necessary to make payment in Boston in Boston Federal

Reserve funds with a check drawn to the order of The First Boston Cor

poration. We then paid the Eastern Gas & Fuel Associates our check for

$70,375,000. In the case of Southern California Edison, both bonds and de

bentures, payment was made by each underwriter with a check drawn on the

Federal Reserve Bank, payable to the Guaranty Trust Company, for the account

of the California Trust Company of Los Angeles.

As to the form of contract and the duration thereof, the contract is known

as a day loan, which means it must be liquidated the same day, and the rate

charged by all New York City banks for a day loan is 1%.

If there is any further information you desire before you reply to this letter,

please advise me and I will make every effort to obtain it.

E. J. COSTELLO, Assistant Treasurer.
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EXHIBIT No. 1896

[Letter from Halsey, Stuart & Co. Inc. to Investment Banking Section, Monopoly Study,

Securities & Exchange Commission]

HALSEY, STUART & Co. INC.

Chicago, New York, and other principal cities

201 So. La Salle St. Telephone State 3900

CHICAGo, IL.L., September 11, 1939.

Mr. W. S. WHITEHEAD,

Securities and Earchange Commission, Washington, D. C.

DEAR SIR: In reply to the various questions which you gave our Mr. Mat

thiessen over the telephone last Saturday, September 9, we desire to advise you

as follows:

1st Question: Type of contact with banks for Day Loans.

Ans. : We do not make Day Loans.

2nd Question: Collateral and type of guarantee of loan.

Ans. : All loans made by us are for our own account and are collaterally

secured by miscellaneous collateral available. No guarantees are given.

3rd Question: Duration of loans.

Ans. : Demand.

Ath Question: Interest rate.

Ans. : Lowest rates we can obtain, which are now from 1% to 114%.

5th Question: Mechanics of reducing or cancelling loans. A–Amount of col

lateral taken down.

Ans. : On pro-rata basis.

B—Reduction of loan.

Ans. : In proportion to our various cash needs, which are varied.

6th Question: Basis for selecting banks.

Ans. : It is generally our practice to rotate our loans with the different banks

with whom we carry accounts.

7th Question: Banks' knowledge of loans of other underwriters.

Ans. : We are not advised.

8th Question: What difference between successful and unsuccessful issues?

Ans. : None.

9th Question: Specimen documents covering Day and General Loans.

Ans. : Standard form customary among banks.

Very truly yours,

HALSEY, STUART & Co., IN.c.

CTM JC.

ExHIBIT No. 1897

[Source: Registration Statement on file with the S. E. C. Abstract ofcontract granting preferential rights for future financing] provision in

Company: Airplane Manufacturing & Supply Corp.

Underwriter: G. Brashears & Co. (Los Angeles, Cal.)

Major Provisions: Contract dated April 28, 1939.

Paragraph 12. Exclusive right for 10 years to purchase and/or sell or other.

wise handle any securities to be sold to the public.

EXHIBIT No. 1898

[Source: Halsey, Stuart Co., New York, N. Y. Abstract of provision in
preferential rights for futurehº contract granting

ASSOCIATED GAs & ELECTRIC Co.

(#2 through #6)

Company: South Carolina Electric & Gas Co. (former title Broad RiCo.), General Gas & Electric Corp. Ver PoWer

Underwriters: Halsey, Stuart & Co., Pynchon & Co.

Major Provisions: Contract dated November 7, 1924, suppl
1925 and May 1, 1925. pplemented Jan. 22.
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Paragraph 26 (original contract). Right for 10 days from date of offer, to

be offered all securities prior to their sale to others.

NoTE: Option cancelled by Halsey Stuart & Co., June 2, 1939.

From Halsey Stuart & Co., New York, N. Y. By R. S. Holmes.

ExHIBIT NO. 1899

[Source: Halsey Stuart & Co., New York, N. Y. Abstract of provision in contract granting

preferential rights for future financing]

Company : Metropolitan Edison Co.

|Underwriter: EIalsey Stuart & Co.

Major Provisions: Contract dated Oct. 10, 1919.

Option to purchase any securities which may be issued at any time in the

future provided a fair and equitable price could be agreed upon in the usual

Inanner.

Contract dated Nov. 16, 1920 provides an amendment to the effect, or is

Willing to purchase at a price equal to any other bona fide offer.

NOTE: Option cancelled by Halsey Stuart & Co., June 2, 1939.

From Halsey Stuart & Co., New York, N. Y. By R. S. Holmes.

EXHIBIT NO. 1900

[Source: Halsey Stuart & Co.,New York, N. Y. Abstract of provisions in contract grant

ing preferential rights for future financing]

Company: Lexington Water Power Co., General Gas & Electric Corp.

Underwriter: Halsey Stuart & Co.

Major Provisions: Contract dated Dec. 14, 1927. Right to purchase obligations

of company provided agreement on price could be made within two weeks, if

not, company could offer at no lower price to others for 30 days after which

company required to reoffer to Halsey Stuart on Original terms.

NOTE: Option cancelled by Halsey Stuart & Co., June 2, 1939.

From Halsey Stuart & Co., New York, N. Y. By R. S. Holmes.

ExHIBIT NO. 1901

[Source: Halsey Stuart & Co., New York, N. Y. Abstract of provision in contract granting

preferential rights for future financing]

Company: Binghamton Light Heat & Power Co.

Underwriter : Halsey Stuart & Co.

Major Provisions: Contract dated Aug. 29, 1917. Privilege of purchasing obli

gations provided agreement upon fair and equitable price or willingness to pay

price equal to any other bona ſide offer.

NOTE: Option cancelled by Halsey Stuart & Co., June 2, 1939.

From Halsey Stuart & Co., New York, N. Y. By R. S. Holmes.

EXHIBIT NO. 1902

[Source: Halsey Stuart & Cº., New York, N. Y. Abstract of provision in contract granting
preferential rights for future financing]

Company: General Gas & Electric Co., re New Jersey Power & Light Co.

Securities.

Underwriter: Halsey Stuart & Co.

Major Provisions: Contract dated Sept. 30, 1919. To sell to Halsey Stuart any

Obligations maturing more than 12 months or any preferred stock which

may be issued any time in the future subject to agreement dated Feb. 23,

1916, of New Jersey with N. W. Halsey & Co. which had first opportunity on

additional bonds and if Halsey's bid shall equal highest of other bids received.

NOTE: Agreements of 1916 and 1919 cancelled by agreements dated June 2,

1939.

From Halsey Stuart & Co., New York, N. Y. By R. S. Holmes.
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ExHIBIT No. 1903

[Source: Registration Statement on file with the S. E. C. Abstract, of provision in

contract granting preferential rights for future financing]

Company: Brown-McLaren Manufacturing Co. and the six directors.

Underwriter: Alison & Co. (Detroit, Mich.).

Major Provisions: Contract dated Feb. 17, 1937.

Paragraph VI. For 5 years first right for 20 days to purchase any securities

sold by either company or directors after which securities may be sold but only

at same or better price than offered by Alison.

ExHIBIT No. 1904

[Source: Registration Statement on file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Bender Body Co.

Underwriters: Wm. J. Mericka & Co. (Cleveland, Ohio), Carlton M. Higbee

Corp. (Detroit, Mich.).

Major Provisions: Contract dated Feb. 20, 1937.

Paragraph 4 (k). First right of negotiation on future securities provided if at

end of 30 days no agreement is reached, may Sell to others.

ExHIBIT No. 1905

[Source: Registration Statement on file with the S. E. C. Abstract of provision in contract

granting preferential rights for future financing]

Company: Cinecolor (Inc.).

Underwriter: G. Brashears & Co. (Los Angeles, Cal.).

Major Provisions: Contract dated July 7, 1937.

Paragraph 9. Exclusive right for 5 years to purchase all securities to be issued

to the public providing agreement is reached within 30 days on terms not less

favorable than offered by others.

ExHIBIT No. 1906

[Source: Registration Statement on file with , the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Mode O'Day Corp. 3 officers and directors.

Underwriter: Banks Huntley & Co. (Los Angeles, Cal.)

Major Provisions: Contract dated Sept. 13, 1937.

Paragraph 18. For three years after stock closing date not to sell any securi

ties without first giving Banks Huntley the right to purchase on at least as favor

able terms within 15 days. Failure to purchase an issue does not cancel option

on subsequent issues.

ExEIIBIT No. 1907

[Source: Halsey, Stuart Co., New York, N. Y. Abstract of provision in contrpreferential rights for future financing] act granting

Company: Land & Sea Investment Co. re Wisconsin Public Service Corp. Securi

ties.

Underwriter: Halsey Stuart & Co.

Major Provisions: Contract dated Sept. 15, 1922.

Paragraph 8. Except on securities offered direct to the public, Corporation shall

first offer securities to Halsey at fair and equitable price to be agreed upon, or

at price equal to any other bona fide offer. Failure to purchase any issue cances

contract as to subsequent issues.

NotE: (1) Above confirmed in letter dated January 6, 1926 addressed to H. M.

Byllesby & Co. and Halsey Stuart & Co. by Wisconsin Public Service Corp but

preferential rights excluded on any securities that may be pledged as collateral
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by the company or sold to Northern States Power Co., Standard Gas & Electric

Co. or any affiliate of these two companies.

NoTE: (2) Contract voided by Oct. 10, 1930 due to the realignment of Stand

ard Gas properties and entry of new interests.

ExHIBIT NO. 1908

[Source: Registration Statement on file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Eight stockholders of Dixie—Home Stores

Underwriters: J. G. White & Co. and nine Others.

Major Provisions: Contract dated July 14, 1938.

Article VI. Provided stock is all sold stockholders agree to use their best

efforts to cause company to give underwriters preferential rights for future

financing for a period of 5 years.

ExHIBIT NO. 1909

[Source: Registration Statement on , file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Bell Aircraft Corp.

Underwriters: G. M. P. Murphy & Co. and four others.

Major Provisions: Contract dated July 10, 1936. First opportunity for 10 years

to purchase securities upon at least as favorable terms as proposed by others.

ExHIBIT No. 1910

[Source: Registration Statement on file with , the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Rands and the stockholders.

Underwriter: Floyd D. Cerf Co.

Major Provisions: Contract dated May 5, 1939. If 35,000 shares of preferred

are sold within 180 days after Dec. 31, 1939, Cerf will have right for 5 years to

purchase any securities, except those offered to stockholders, officers or em

ployees, on terms not more favorable than can be secured elsewhere with 10

days to accept or reject.

EXHIBIT NO. 1911

[Source: Registration Statement on file with , the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Norwich Pharmacal Co. and two stockholders.

Underwriter: F. Eberstadt & Co.

Major Provisions: Contract dated Jan. 17, 1939. First right of negotiation

for purchase of any securities for 3 years.

EXELIBIT NO. 1912

[Source: Registration Statement on file with , the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Houston Oil Field Material Co.

Underwriters: Robinson Miller & Co. (New York), Minsch Monell & Co. (New

York)

Major Provisions: Contract dated April 6, 1937.

Paragraph 20. First call on future financing for 3 years provided terms equal

any others and that underwriters act thereon within 30 days.
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ExHIBIT NO. 1913

[Source: Registration Statement on file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: L. E. Carpenter & Co.

Underwriter: Whittaker Bros. & Co., Inc. (New York).

Major Provisions: Contract dated Sept. 28, 1937.

Paragraph 13. Provided 65,000 shares taken down first right to do any other

public financing in the future if, after 30 days underwriter does not accept

terms company shall be free of this provision.

ExHIBIT NO. 1914

[Source: Registration Statement on file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: Reed Drug Company.

Underwriter: Floyd D. Cerf Co.

Major Provisions: Agreement dated July 9, 1937. For 5 years the first refusal

to act as selling agent for the sale of any securities.

EXHIBIT No. 1915

[Source: Registration Statement on file with the S. E. C. Abstract of provision in

contract granting preferential rights for future financing]

Company: General Plastics Inc.

Underwriter: Fuller Cruttenden & Co. (Chicago, Ill.).

Major Provisions: Contract dated April 12, 1938.

Paragraph 10. First right of negotiation provided if at end of 30 days no

agreement is reached, company will have right to make other arrangements.

ExHIBIT No. 1916

[Source: Registration Statement on file with the S. E. C. Abstract ofcontract granting preferential rights for future fl.1° provision in

Company: Continental Motors Corp.

Underwriter: Van Alstyne, Noel & Co.

Major Provisions: Contract dated Oct. 26, 1939.

Article VII E. Option which must be exercised within 10 days of offer to run

for 5 years also may purchase any securities on same terms as any other person.

ExHIBIT No. 1917

[Source: Registration Statement on file with the S. E. C.
contract granting pºre...tº º: for fiti,#, of provision in

Company: Butler's Inc.

Underwriters: R. S. Dickson & Co. (Charlotte, N. C.); Kirchof(Raleigh, N. C.). er & Arnold

Major Provisions: Contract dated Aug. 23, 1939.

Paragarph 14. Agreed that company for 10 years will give notice of roposed

issue and price and be given 30 days to come to agreement; alº,"; not

sell such securities to others unless underwriters shall be Wen 1
agree to purchase at same price and terms. given 15 days to

ExHIBIT No. 1918

[Source: Registration Statement on file with the S. E. C. A
granting preferential rights for future *::::::::Provision in contract

Company: Finch Telecommunications, Inc.

Underwriter: Distributors Group Incorporated (Jersey City).

Major Provisions: Contract dated Aug. 4, 1939

Section 15. If Company decides to sell securities

underwriters, Distributors given first right to

favorable bona fide bid received by company.

to or through a syndicate or

purchase on a basis of most
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ExHIBIT No. 1919

[Source: Registration Statement on file with the S. E. C. Abstract of provision in contract

granting preferential rights for future financing]

Company: Hayes Body Corp.

Underwriter: A. W. Porter Inc. (New York)

Major Provisions: Contract dated March 25, 1939.

Paragraph 8: Provided 120,000 shares are purchased, for 5 years Underwriter

shall have 30 days in which to agree to do future financing. If done by

others, this right cancelled.

ExHIBIT No. 1920

[Source: Registration Statement on file with the S. E. C. Abstract of provision in contract

granting preferential rights for future financing]

Company: Burd Piston Ring Co. and certain stockholders

Underwriter: Van Alstyne, Noel & Co.

Major Provisions: Contract dated Feb. 4, 1937.

Article 11: For 5 years right to acquire any securities at same price as any

other person, except securities issued to acquire property or shares of another

corporation. Option expires in event of Van Alstyne going out of business.

ExHIBIT No. 1921

[Source: Registration Statement on file with the S. E. C. Abstract of provision in contract

granting preferential rights for future financing J

Company: Brewster Aeronautical Corp. and a stockholder.

Underwriter: Van Alstyne, Noel & Co.

Major Provisions: Contract dated Jan. 19, 1937.

Article 16: For 5 years, an option good in each case for 30 days to acquire

securities at same price and terms as any other person.

EXHIBIT NO. 1922

[Source: From files of Central Republic Co. Abstract of provision in contract granting

preferential rights for future financing]

Company: Commonwealth Power Railway & Light Co. Commonwealth Power

Corp.

Underwriters: Federal Securities Corp. (Chicago, Ill.) Bonbright & Co.

Hayden Stone & Co.

Major Provisions: Contract dated May 15, 1922.

Section 11: First offer of bonds or notes to Bankers at lowest price company

would sell to anyone with 15 days to accept or reject.

Note: (1) Companies now part of Commonwealth & Southern Corp. picture.

Note: (2) Federal Securities Corp. now inactive.

ExHIBIT NO. 1923

[Source: From files of Central Republic Co., Abstract of provision in contract granting

preferential rights for future financing]

Company: Central Illinois Light Co.

Underwriters: Federal Securities Corp.

Ames Emerich & Co.

Major Provisions: Letter dated Sept. 24, 1921. On future funded financing

have prior right to any other banking institution on an equal basis.

Benefits Derived : Feb. 6, 1922 purchased $2,750,000 first and refunding 5%

Bonds due April 1, 1943. Dec. 6, 1924 to purchase for the company at not

exceeding 110, $851,000 of the above bonds.

Note: Federal Securities Corporation now inactive. Ames Emerich & Co. now

out of business.
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EXELIBIT No. 1924

[Source: From ſiles of Central Republic Co. Abstract of provision in contract granting

preferential rights for future financing]

Company: Illinois Electric Power Co. (formed by Commonwealth Power Corp.)

Underwriter: Federal Securities Corp.

Major Provisions: Agreement dated March 1, 1923. Purchase any securities,

except issued under customer ownership plan, on at least as favorable terms

as are offered by any other purchaser.

ExHIBIT No. 1925

[Source : From ſiles of Central Republic Co. Abstract of provision in contract granting

preferential rights for future financing]

Company: Illinois Power Co.

Underwriter : Federal Securities Corp.

Major Provisions: Letter dated Nov. 29, 1921. On any future funded financing

have prior right to any other banking institution on an equal basis.

ExHIBIT NO. 1926

[From Docket No. 31–420, Securities and Exchange Commission]

AGREEMENT DATED 191H DAY OF JUNE, 1925, BETWEEN LADENBURG, THALMANN &

Co., H. M. BYLLESBY AND COMPANY, STANDARD GAS AND ELECTRIC ComPANY

THIS AGREEMENT, dated the 19th day of June, 1925, between LADENBURG,

THALMANN & Co., a co-partnership, in the Borough of Manhattan, City of New

York, (hereinafter called Ladenburg), party of the first part, H. M. BYLLESBY

and CoMPANY, a corporation of the State of Delaware, (hereinafter called

Byllesby) party of the second part, and STANDARD GAS and ELECTRIC Company,

a corporation of the State of Delaware, (hereinafter called Standard) party

of the third part,

WITNESSETH :

All the parties hereto are or are to be interested, as stockholders of two

new corporations to be formed pursuant hereto, in the property of Pittsburgh

Utilities Corporation, a New York corporation, and have come to the agree

ments herein contained with respect to the management thereof and with

respect to the other matters covered by this agreement.

1. There shall be formed the Standard Power and Light Corporation, under

the laws of the State of Delaware under a charter satisfactory to counsel for all

parties hereto which shall have only one class of voting stock consisting of

thirty thousand (30,000) shares of Class B Common Stock, without par value,

of which one-half will be owned by Ladenburg or their nominee and the other

half owned by Standard or its nominee, and the charter shall provide that

one-half the directors shall at all times be elected by the stock to be initially

owned by Ladenburg, or their nominee, and that the other half shall at all

times be elected by the stock to be initially owned by Standard, or its nomine”.

Standard Power and Light Corporation shall also presently issue one hun

dred thousand (100,000) shares of Preferred Stock and four hundred and ten

thousand (410,000) shares of Class A Common Stock, out of a total authorized

issue of five hundred thousand (500,000) shares of Preferred Stock and eight

hundred thousand (800,000) shares of Class A Common Stock, all without Iºar

value. The one hundred thousand (100,000) shares of Preferred Stock and out.

hundred and ten thousand (110,000) shares of Class A Common Stock to be

presently issued are to be allocated to members of the public, now the holders

of one hundred thousand (100,000) shares of Preferred Stock and one hundred

thousand (100,000) shares of Common Stock of Standard Power and Light

Corporation, a Maryland corporation ; and one hundred and fifty thousand

(150,000) shares of Class A Common Stock will be owned by Byllesby, or its

nominee.

The preferences, rights and privileges of the various classes of stock shall

be such as are agreed upon by the counsel for all parties.

Bylleshy is to procure the transfer to Standard Power and Light Corporation

(Delaware) of eighty thousand one hundred (80,100) shares of Preferred stock
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of Pittsburgh Utilities Corporation, a New York corporation, represented in part

by voting trust certificates, for the price of $2,344,500."

Initialed opposite amount: J. J. O’B. B. W. S. C. H. O'R Reissue.)

Ladenburg are to procure the transfer to Standard Power and Light Corpora

tion (Delaware) of at least four hundred and sixty thousand (460,000) shares

and not more than five hundred and five thousand (505,000) shares of Preferred

Stock of said Pittsburgh Utilities Corporation, represented by voting trust cer

tificates in whole or in part. In the acquisition of such shares there shall be

paid and delivered to Ladenburg, Thalmann & Co., fifteen dollars ($15) per

share plus $1,555,500 and one hundred and fifty thousand $150,000) shares of

the Class A Common Stock of Standard Power and Light Corporation (Dela

ware). It is understood that at least ninety-four thousand four hundred (94.400)

shares of Preferred Stock of Pittsburgh Utilities Corporation to be transferred

by Ladenburg are now owned or controlled by themselves, and that the remainder

of the minimum of four hundred and sixty thousand (460,000) shares are owned

by the following named corporations, from whom Ladenburg have received written

authority to sell the same, to wit:—

Name No. of shares

First Security Company ---- 94, 000

Chase Securities Corporation____________________________ 54,000

Haystone Securities Corporation_________________________ 17, 600

Union Trust Company of Pittsburgh.--____________________ 200,000

The delivery of the said shares of Preferred Stock of said Pittsburgh Utilities

Corporation to Standard Power and Light Corporation (Delaware) and the pay

ment of the consideration therefor are to be made concurrently on or before

July 27, 1925.

2. There shall also be formed a corporation under the laws of the State of

Delaware under a charter to be approved by counsel for all parties, herein

referred to as United Railways Investment Holding Corporation, to which shall

be transferred by or on behalf of Byllesby or Standard seventy-one thousand

eight hundred (71,800) shares of Preferred Stock and one hundred twenty-three

thousand three hundred (123,300) shares of Common Stock of United Railways

Investment Company, a New Jersey Corporation, which latter corporation,

among other things, owns two hundred and forty thousand (240,000) shares of

the Common Stock (being all the Common Stock outstanding) of Pittsburgh

Utilities Corporation, which shares of Common Stock are represented by voting

trust certificates. Such corporation so to be formed shall have an authorized

capitalization of Nine million, nine hundred and ninety-nine thousand Dollars

($9,999,000) of Preferred Stock, represented by ninety-nine thousand nine hun

dred and ninety (99,990) shares of a par value of one hundred dollars ($100.)

each, and one thousand dollars ($1,000) par value of Common Stock, consisting

of one thousand (1,000) shares of a par value of One dollar ($1) each. Seven

million dollars ($7,000,000) in par value of non-voting Preferred Stock shall be

issued to Standard or to Byllesby, or their respective nominees, in exchange for

the aforesaid shares of Preferred and Common Stock of United Railways Invest

ment Company. Five hundred (500) shares of the Common Stock shall be issued

to Byllesby, or its nominee, and five hundred (500) shares of the Common Stock

shall be issued to Ladenburg, or their nominee, for a nominal consideration, and

the charter shall provide that one-half the directors shall at all times be elected

by the stock to be initially owned by Ladenburg, or their nominee, and that the

other half shall at all times be elected by the stock to be initially owned by

Byllesby, or its nominee. The preferences, privileges and other characteristics

of the Preferred Stock and the Common Stock shall be such as are agreed upon

by counsel for all parties.

3. It is understood as a simultaneous condition of the purchase from or .

through Ladenburg of not less than four hundred and sixty thousand (460,

000) shares of Preferred Stock of Pittsburgh Utilities Corporation, pursuant

to paragraph 1. of this Agreement, that Ladenburg shall procure the resigna

tions of L. F. Loree and M. B. Starring, or, at Ladenburg's option, of B. S.

Guinness in lieu of M. B. Starring, as Voting Trustees, and shall appoint J. J.

O'Brien (hereby selected by Standard) and another executive of Standard

to be selected by Standard in their places as Voting Trustees under the Pitts

burgh Utilities Corporation Voting Trust Agreement, dated January 17, 1925.

Ladenburg hereby agree that in the event of any vacancy in the office of any

Voting Trustee selected by Standard another Voting Trustee shall be appointed

1Amount handwritten.
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by Ladenburg to fill such vacancy who shall be selected by Standard and

directly connected as an executive with the organization of Standard. In the

event that Ladenburg shall not appoint a Voting Trustee or Voting Trustees

selected by Standard under the circumstances set forth in this paragraph,

within thirty (30) days after having received a notice from Standard of the

person or persons selected by Standard so to be appointed as Voting Trustee

or Voting Trustees, then Ladenburg will upon the expiration of such thirty

(30) days sell to Byllesby at its request the one hundred and fifty thousand

(150,000) shares of Class A Common Stock of Standard Power and Light

Corporation (Delaware) to be delivered to Ladenburg or their nominee, pur

suant to paragraph 1 of this Agreement, or so many thereof as may not have

been sold pursuant to paragraph “6” of this Agreement, for the consideration

of one hundred thousand dollars ($100,000), or one dollar ($1.) per share,

whichever may be less, and Ladenburg will further sell to Byllesby at its re

quest the five hundred (500) shares of Common Stock of United Railways

Investment Holding Corporation, to be issued to Ladenburg or their nominee,

pursuant to paragraph 2 of this Agreement, for the consideration of five

hundred dollars ($500), and Ladenburg will sell to Standard at its request the

fifteen thousand (15,000) shares of Class B Common Stock of Standard Power

and Light Corporation (Delaware) to be issued to Ladenburg or their nominee,

pursuant to paragraph 1 of this Agreement, for the consideration of fifteen

thousand dollars ($15,000).

4. Ladenburg, Byllesby and Standard hereby each agrees with the other

(1) not directly or indirectly to promote, further or participate in any of the

following named acts of (I) Pittsburgh Utilities Corporation (II) Philadelphia

Company (III) Duquesne Light Company (IV) Pittsburgh Railways Company

or (V) any other corporation controlled, directly or indirectly, by said Pittsburgh

Utilities Corporation, Philadelphia Company, Duquesne Light Company and/or

Pittsburgh Railways Company, whether such control be by ownership of stock

in any such other corporation by said Pittsburgh Utilities Corporation, Phila.

delphia Company, Duquesne Light Company and/or Pittsburgh Railways Com

pany and/or by any corporation controlled by any one or more of them, or by

any other manner or method whatsoever, to the extent that any of such acts

by such other corporation would make a change in the ownership or control

of the electric light, power, artificial and natural gas, and/or street railway

systems of Philadelphia Company, or Duquesne Light Company or Pittsburgh

Railways Company or of any substantial part of any thereof, and (2) to pre

vent by all the means in its power the doing of any of said acts, and (3)

that if any of said acts nevertheless shall be done not to share in any of the

profits thereof, directly or indirectly, unless in any such case the said acts

shall have been previously agreed upon between Byllesby and Ladenburg:

(a) the reclassification of any class of stock of the pertinent corporation;

(b) the alteration of the terms of any class of stock of the pertinent corpora

tion;

(c) the creation of any new class of stock of the pertinent corporation;

(d) the increase in the authorized amount of any class of stock of the per

tinent corporation;

(e) the sale, other disposition, mortgage or pledge by the pertinent corpora

tion of the stock (or voting trust certificates therefor) of any other corporation

in which it may hold a controlling voting interest, in any manner which may

cause it, except in event of default under the terms of the mortgage or pledge,
to lose such controlling voting interest;

(f) the distribution of any shares of stock (or voting trust certificates there

for) of any other corporation in which the pertinent corporation may hold a

controlling voting interest, among its stockholders by way of dividend or

otherwise;

(g) the liquidation in whole or in part or other winding up of the pertinent

corporation;

(h) the vote of any stock in any other corporation in which the pertinent

corporation may hold a controlling voting interest to permit a recapitalization of

such other corporation in such manner that the pertinent corporation shall lose

its controlling voting interest therein;

(i) the sale, mortgage, lease or other disposition of all the property of the

pertinent corporation, or of so much thereof as shall work a substantial change

in the nature of its business (except for the refunding of the outstanding bonds

assumed by Pittsburgh Utilities Corporation, and then only on such terms that

the controlling interest of Pittsburgh Utilities Corporation in Philadelphia Com
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pany shall not be jeopardized, except in the event of default under the terms of

the mortgage or pledge);

(j) the issue by the pertinent corporation through its directors or otherwise

of any authorized but as yet unissued shares of its capital stock, or treasury

stock, or securities convertible into shares of its capital stock;

(k) the merger or consolidation of the pertinent corporation into or with any

other corporation except the act of Duquesne Light Company, Philadelphia Com

pany and/or Pittsburgh Railways Company in causing consolidations or mergers

into each, respectively of its respective subsidiary companies.

Without limiting the generality of the words “promote, further or participate”

it is hereby expressly agreed that the vote either as a director of the pertinent

corporation or of any other corporation, or as a Voting Trustee, or as the holder

of any proxy, of any member, officer or director of Ladenburg or of any firm or

corporation controlled by them, or of any Voting Trustee (unless selected by

Byllesby or by Standard) whose successor is appointable by Ladenburg under

any Voting Trust Agreement, (hereinafter called Ladenburg Officials), and the

vote either as a director of the pertinent corporation or of any other corporation,

or as a Voting Trustee, or as the holder of any proxy, of any member, officer or

director of Byllesby or of Standard (respectively) or of any firm or corporation

controlled by Byllesby or Standard (respectively) or of any Voting Trustee

selected by Byllesby or Standard, respectively, (hereinafter called Byllesby

Officials and Standard Officials respectively) in favor of any such proposition,

shall be included within the meaning of the said words.

If at any meeting there shall be voting at least one Ladenburg Official and at

least one Byllesby Official or Standard Official, and the votes of all the Ladenburg

Officials, Byllesby Officials and Standard Officials who shall be voting at that

meeting shall be cast to the same effect, then it shall be conclusively presumed

that Ladenburg and Byllesby have reached an agreement to that effect.

None of the covenants of this paragraph 4 shall be deemed to have been

violated unless and until one of the acts specified in sub-divisions (a) to (k)

shall have been consummated by the perlinent corporation.

5. Ladenburg agree with Byllesby that if Ladenburg Shall commit any viola

tion of any of their agreements contained in paragraph 4, then Ladenburg will,

within thirty days after such violation, sell to Byllesby at its request the one

hundred fifty thousand shares (150,000) of Class A Common Stock of Standard

Power and Light Corporation (Delaware), to be delivered to Ladenburg or their

nominee, pursuant to paragraph 1 of this agreement, or so many thereof as may

not have been sold pursuant to paragraph 6 of this Agreement, for the considera

tion of One hundred thousand dollars ($100,000) or one dollar ($1.) per share,

whichever may be less, and Ladenburg will further sell to Byllesby at its request

the five hundred shares (500) of Common Stock of United Railways, Investment

Holding Corporation, to be issued to Ladenburg or their nominee, pursuant to

paragraph 2 of this agreement, for the consideration of five hundred dollars

($500.). Ladenburg agree with Standard that if Ladenburg shall commit any

violation of any of their agreements contained in paragraph 4, then Ladenburg

will, within thirty days after such violation, sell to Standard at its request the

fifteen thousand shares (15,000) of Class B Common Stock of Standard Power

and Light Corporation (Delaware), to be issued to Ladenburg or their nominee,

pursuant to paragraph 1 of this Agreement for the consideration of fifteen thou

sand dollars ($15,000).

Byllesby and Standard jointly and severally agree with Ladenburg that if

either Standard or Byllesby shall commit any violation of any of its respective

agreements contained in paragraph 4, then Byllesby will, within thirty days

after such violation, sell to Ladenburg at their request the one hundred fifty

thousand shares (150,000) of Class A Common Stock of Standard Power and

Light Corporation (Delaware), to be issued to Byllesby or its nominee, pur

suant to paragraph 1 of this Agreement, or so many thereof as may not have

been sold pursuant to paragraph 6 of this Agreement, for the consideration of

one hundred thousand dollars ($100,000), or one dollar ($1.) per share, which

ever may be less, and Byllesby will further sell to Ladenburg at their request

the five hundred shares (500) of Common Stock of United Railways Investment

Holding Corporation, to be issued to Byllesby or its nominee, pursuant to

paragraph 2 of this Agreement, for the consideration of five hundred dollars

($500.), and Standard will sell to Ladenburg at their request the fifteen

thousand shares (15,000) of Class B Common Stock of Standard Power and

Light Corporation (Delaware), to be issued to Standard or its nominee, pur

suant to paragraph 1 of this Agreement, for the consideration of fifteen

thousand dollars ($15,000).
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6. Ladenburg and Byllesby agree that none of the one hundred fifty thousand

(150,000) shares of Class A Common Stock of Standard Power and Light

Corporation, (Delaware), to be issued to Byllesby or its nominee, pursuant to

paragraph 1 of this Agreement, and none of the one hundred fifty thousand

(150,000) shares of Class A Common Stock of Standard . Power and Light

Corporation (Delaware) to be delivered to Ladenburg or their nominee, pur.

suant to paragraph 1 of this Agreement, shall be sold without the consent of

both Byllèsby and Ladenburg, and that in the event that any of said three hun

dred thousand (300,000) shares of Class A Common Stock of Standard Power

and Light Corporation (Delaware) shall be sold, the sale shall be made equally

for the account of Ladenburg and of Byllesby, unless a contrary agreement shall

have been made in writing signed both by Ladenburg and by Byllesby prior to

any such sale.

7. To assure and secure the performance of the agreements made by the

parties hereto contained in paragraphs 5 and 6 of this Agreement, the parties

horeto agree that there shall be deposited with The Chemical National Bank of

New York :

(1) By Ladenburg: One hundred fifty thousand (150,000) shares of Class A

Common Stock of Standard Power and Light Corporation (Delaware), and

fifteen thousand (15,000) shares of Class B Common Stock of Standard Power

and Light Corporation (Delaware), and five hundred (500) shares of Common

Stock of United Railways Investment Holding Corporation.

(2) By Standard and/or by Byllesby: One hundred fifty thousand (150,000)

shares of Class A Common Stock of Standard Power and Light Corporation

(Delaware), and fifteen thousand (15,000) shares of Class B Common Stock

of Standard Power and Light Corporation (Delaware), and five hundred (500)

shares of Common Stock of United Railways Investment Holding Corporation.

Such deposit shall be made concurrently by Ladenburg, Standard and Bylles

by as and when the aforesaid shares of stock are respectively issued and de

livered to them or their nominees respectively.

Such deposit shall be made pursuant to an agreement with The Chemical

National Bank of New York, or a letter of instructions to The Chemical Na

tional Bank of New York satisfactory to counsel for all parties, which shall

contain provisions consistent with the provisions of this Agreement and de

vised for the purpose of effectuating its provisions, including the authority to

The Chemical National Bank of New York to release shares of Class A Com

mon Stock of Standard Power and Light Corporation (Delaware) as and

when the same shall be sold with the consent of Ladenburg and Byllesby, and

to release shares of Class A Common Stock of Standard Power and Light

Corporation (Delaware), Class B Common Stock of Standard Power and Light

Corporation, (Delaware) and Common Stock of United Railways Investment

Holding Corporation against payment therefor, as hereinabove provided, to The

Chemical National Bank of New York for account of the party entitled to such

payment in any of the events hereinabove specified in which any party may

be entitled to purchase from another party such shares of Class A Common

Stock and/or Class B Common Stock of Standard Power and Light Corporation

(Delaware) and/or shares of Common Stock of United Railways Investment

Holding Corporation.

8. Ladenburg agree that they will always permit at least two o

of their firm as it now or hereafter may be constituted to act f "...º.
Pittsburgh Utilities Corporation, if nominated and elected by the stockholders:

and that they will use their best endeavors to procure such nomination and

election if thereunto requested by Lyllesby. Byllesby agrees that it will always

permit at least two of its executives to act as directors of Pittsburgh Utilities

Corporation if nominated and elected by the stockholders; and Byllesby and

Standard jointly and severally agree that they will use their best endeavors to

procure, such nomination and election if thereunto requested by Ladenburg

9. This Agreement and the deposit of stock provided for by paragraph 7 shai

continue either until the termination of both the Pittsburgh Utilities Corpora

tion Voting Trust dated March 30, 1923, and the Pittsburgh Utilities Corpora.
tion Voting Trust dated January 17, 1925, or until the dissolution or complet

liquidation of Pittsburgh Utilities Corporation, pursuant to Agreement ...
between Ladenburg and Byllesby, whichever event shall first occur: except that

the provisions of Daragraph 6 hereof with respect to the sale by the parties of

Class A Common Stock of Standard Power and Light Corporation (Delaware)

shall continue, notwithstanding the termination of the other parts of this

Agreement, and notwithstanding the release of said stock from deposit with

The Chemical National Bank of New York upon the termination of the other
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parts of this Agreement, until the expiration of ten years from the date of this

Agreement.

10. The term Ladenburg means not only the present firm of Ladenburg, Thal

mann & Co., but any person, firm, association or corporation which may here

after carry on the business now conducted by Ladenburg, Thalmann & Co.

The term Standard means not only the present corporation of Standard Gas

and Electric Company, but any person, firm, association or corporation which

may hereafter carry on the business now conducted by Standard Gas and

Electric Company.

The term Byllesby means not only the present corporation of H. M. Byllesby

and Company, but any person, firm, association or corporation which may here

after carry on the business now conducted by H. M. Byllesby and Company.

IN WITNESS WHEREOF the parties hereto have duly executed these presents

under seal as of the date hereof.

[SEAL] JADENBURG, THALMANN & Co., (L. S.)

By MoRITz RosenTHAL

H. M. I? YLLESBY AND COMPANY.,

Py J. J. O'BRIEN, President.

Attest: C. H. O'REILLY,

Secretary.

[SEAL ] STANDARD GAS AND ELECTRIC CoMPANY.,

By B. W. LYNCH, Vice President.

Attest: M. A. MORRISON,

Secretary.

EXHIBIT NO. 1927

[From Docket 31–420, Securities and Exchange Commission )

MEMORANDUM OF AGREEMENT BETwPRN H. M. BYLLESBY AND COMPANY (HEREIN

AFTER CALLED BYLLESBY) AND STANDARD GAS AND ELECTRIC COMPANY (HERE

INAFTER CALLED STANDARD), DATED JUNE 19, 1925.

WHEREAs, Standard and Byllesby in the year 1924 formed Standard Power

and Light Corporation under the laws of the State of Maryland, which has an

issued capitalization of 100,000 shares of Preferred Stock without par value and

.400,000 shares of Common Stock without par value, of which 180,000 shares of

Common Stock are owned by Standard and 120,000 shares of Common Stock are

owned by Byllesby; and

WHEREAs, Byllesby has acquired a majority of the outstanding stock of United

IRailways Investment Company and a substantial number of shares of stock of

Pittsburgh Utilities Corporation, which corporations together control Philadel

phia Company, which in turn controls a large public utility and street railway

system in and about Pittsburgh, Pennsylvania; and

WHEREAs, Standard desires to acquire an interest in said public utility and

street railway system but neither Standard nor Byllesby is able to acquire any

measure of control in respect thereof by reason of the existence of certain voting

trusts which are controlled by Ladenburg, Thalman & Co.; and

WHEREAs, Standard and Byllesby have for some months been in negotiations

with Ladenburg, Thalmann & Co. and have reached the basis of an agreement

with said Iadenburg, Thalmann & Co., by virtue of which Ladenburg, Thalmann

& Co. shall surrender one-half control and retain one-half control, as well as a

one-half interest in the equity; and

WHEREAs, said one-half control is to be exercised by Ladenburg, Thalmann &

Co. by the ownership of one-half of the voting stock in two new corporations

to be formed, to-wit, Standard Power and Light Corporation to be formed under

the laws of the State of Delaware to own a controlling interest in Pittsburgh

Utilities Corporation and United Railways Investment Holding Corporation to

he formed under the laws of the State of Delaware to own a controlling interest

in United Railways Investment Company (which corporation has a valuable

asset interest in Pittsburgh Utilities Corporation but not a controlling interest

onabling it to control the Philadelphia Company system which control is vested

in Pittsburgh Utilities Corporation) ; and

WHEREAs, Standard Power and Light Corporation (of Marvland) will acquire

100,000 shares of the Preferred Stock of the new Standard Power and Light

Corporation (of Delaware) and 410,000 shares of its common stock for a con

sidoration of $11,400,000 and distribute 100,000 shares of Preferred Stock and
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110,000 shares of Common Stock of said Delaware corporation to the holders

of Trust Receipts calling for the delivery of 100,000 shares of its Preferred

Stock and 100,000 shares of its Common Stock and will distribute the remaining

300,000 shares of Common Stock of said Delaware corporation to Byllesby and

Standard in lieu of the 300,000 shares of its common stock now severally held

by them as aforesaid ; and -

WHEREAs Byllesby and Standard, pursuant to arrangement with Ladenburg,

Thalmann & Co., will be obligated to deliver to said Ladenburg, Thalmann &

Co. 150,000 out of the said 300,000 shares of common stock of said Delaware

corporation ; and

WHEREAs, said Standard Power and Light Corporation (of Delaware) will

issue 30,000 shares of Class B Common Stock, constituting its sole voting stock,

of which only 15,000 shares will be issued to Ladenburg, Thalmann & Co., the

remaining 15,000 shares being issuable to Standard and Byllesby, and Byllesby

claims the right to subscribe to two-fifths thereof by reason of its proportionate

interest in the common stock of Standard Power and Light Corporation (of

Maryland) and Standard is anxious to subscribe to the whole thereof and ex

clude Byllesby from subscribing to any part thereof so that, if there should be

any future diversity of interest between Standard and Byllesby, Standard would

not be in the position of holding a minority interest; and

WHEREAs, Standard is desirous of acquiring the asset value incident to the

ownership of a majority of the stock of United Railways Investment Company

to be represented by the 70,000 shares, of the par value of $100 each, of Pre

ferred Stock of United Railways Investment Holding Corporation;

Now, THEREFORE, this memorandum of agreement disposes of all the foregoing

mattors as follows:

1. Standard shall have the sole right to subscribe to the 15,000 shares of voting

stock of the new Standard Power and Light Corporation, and Byllesby sur.

renders its right to subscribe to the same, in consideration whereof Standard

agrees to pay to Byllesby the sum of $800,000 and to contribute 130,000 out of the

150,000 shares of common stock of Standard Power and Light Corporation to

be paid to Ladenburg, Thalmann & Co., and Byllesby, in further consideration

for the aforesaid agreements of Standard, agrees to contribute the remaining

20,000 shares of Said common stock to be paid to Ladenburg, Thalmann & Co.

and to make to Standard a fair cash allowance, estimated at $125,000, as income

on its investment in Standard Power and Light Corporation of Maryland.

2. Byllesby agrees to sell to Standard and Standard agrees to purchase from

Byllesby as, if and when issued the aforesaid 70,000 shares of preferred stock

of United Railways Investment Holding Corporation for the sum of $7,000,000

and Byllesby in further consideration agrees to pay to Standard from time to

time while Standard's investment in such stock shall not be income-producing,

sums equivalent to a fair rate of dividends on said shares of preferred stock.

3. Based on the foregoing adjustment, Byllesby and Standard mutually

agree with one another to enter into the proposed contract with Ladenburg,

Thalmann & Co. of which the terms have been substantially settled by the

negotiations aforesaid.

H. M. BYLLESBY AND CoMPANY

By R. W. GRAF,

S Vice President

STANDARD GAs AND ELECTRIC CoBy B. W. LYNCH MPANY

Wice President

“ExHIBIT No. 1928,” introduced on p. 12553, is on file with the Securities andExchange Commission L
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ExHIBITNo.1929

SecuritiesSoldtothePublicbyStandardPowerandLightCorp.anditsSubsidiaries,March22,1926–Dec.31,1929andPercentagesofPartici

pationsTherein

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

Laden-First-UnionHarris

H.M.FirstChaseHayden,*|Lee,EIig

TitleofIssueDateofIssue|Anºtof|Byńesby|rº...,|Nºtiºnal|Security|Sectiies.T.90.|“sion."|T.giºsº|Total

Issue&CThalman|Bank,CoCorPitts-&CoSavings&Co

0.T&Co.T|N.Y.-P.burgh*|Bank-

1.PittsburghUtilitiesCorp.5sof1928----$10,000,00025.025.016.010.08.0----------|----------100.0

2.StandardPower&LightCorp.6sof195724,000,00045.045.0--------------------|----------10.0--------------------|----------100.0

3.DuquesneLightCo.4%Sof1967--------55,000,00022.522.514.49.07.25.05.0100.04.DuquesneLightCo.4%Sof1967--10,000,00022.522.514.49.07.25.()5.0100.0
5.PhiladelphiaCompany5sof1967–60,000,00022.522.514.49.07.25.05.0100.0

6.DuquesneLightCo.Pfä.Stock----20,000,00023.723.715.19.67.6|----------5.2100.0

7.PhiladelphiaCompanyPfä.Stock-86,152sh.23.723.715.19.67.6|----------5.2100.0

8.DuquesneLightCo.Pſd.Stock--------$7,500,00023.723.715.19.67.6|----------5.2100.0

Source:From“NamesofIssues,andParticipantsTherein,ofSecuritiessoldtothePublicfromJanuary1,1924,toDecember31,1929,byStandardGasandElectricCompanyoranyoftheCorporationsinitsSystem”,Commission'sExhibitNo.21,togetherwithsupplementarydatafromCommission'sExhibitNo.22,IntheMatterofH.M.Byllesbyand

CompanyandTheByllesbyCorporation,S.E.C.DocketNo.31–379and31–420.
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“Exi, IRIT No. 1930," introduced on p. 12555, is on file with the committee.

ExHIBIT No. 1931

[From Docket 31–420, Securitics and Exchange Commission]

NotE: Figures in brackets refer to pages of the original.

DECEMBER 21, 1929.

Memorandum :

BANKING

In view of the fact that it is anticipated that United States Electric Power

Corporation and H. M. Byllesby and Company will each have a very large invest

ment in Standard I’ower and Light Corporation, and, through it, in Standard

Gas and Electric Company, it is deemed advisable to provide, so far as is prac

ticable, at the present time, for strong and continued financial support in con

nection with these companies and their respective subsidiaries, sub-subsidiaries

and affiliated companies which will, from time to time, require the services of

bankers in the placing of issues of securities necessary to raise money to defray

expenditures needed in the public interest, to refund existing obligations and

for other and necessary or advisable corporate purposes. To that end, United

States Electric Power Corporation and H. M. Byllesby and Company contem

plate that all financing for Standard Power and Light Corporation and Standard

Gas and Electric Company, and their respective subsidiaries, sub-subsidiaries,

and affiliated companies, shall be undertaken as to interest and liability therein,

at original cost, as follows, provided in each instance that the terms and condi

tions of such financing shall be undertaken on fair prices and on fair terms,

considering the market conditions at the time :

United States Electric Power Corporation__________________________ 75%

H. M. Bylloshy and Company 25%

[2] The foregoing is subject to the provisions hereafter made relating to the

interests of others in Philadelphia Company financing.

In view of the fact that Jadenburg, Thalmann & Co. have for many years been

associated in financing of the Philadelphia Company and its subsidiaries, and in

view of the further fact that Philadelphia Company will become one of the im

portant subsidiaries of Standard Gas and Electric Company, it has been deemed

advisable that Jadenburg, Thalmann & Co. shall be a party to this memorandum.

OTHER PANIKING HOUSES

1. The provisions of this section are not applicable to Philadelphia Company

financing which is dealt with below. -

2. As to all other financing by Standard Power and Light Corporation and

Standard Gas and Electric Company and their respective subsidiaries, sub-sub

sidiaries and aſſiliated companies, all existing agreements relating to banking

and involving the services of other banking houses shall be disregarded by H. M.

Byllesby and Company and United States Electric Power Corporation in dealing

with the respective companies.

3. In the event that H. M. Byllesby and Company and United States Electric

Power Corporation shall mutually agree to permit other banking houses to join

with them in [3] any piece of financing involving Northern States Power Com

pany, Louisville Gas and Electric Company, Oklahoma Gas and Electric Com

pany and San Diego Consolidated Gas and Electric Company (this provision

applying only to respective properties as they now exist and the extensions

thereof), United States Electric Power Corporation agrees that H. M. Bynesby

and Company shall have an interest and liability in such financing of not less

than 20% irrespective of what interests may be granted in any such financing

to other banking houses.

4. In the event that H. M. Byllesby and Company and United States Electric

Power Corporation shall mutually agree to permit other banking houses to

join with them in any piece of financing involving any other company covered

by this memorandum or any new properties acquired by Standard Power and

Light Corporation, Standard Gas and Electric Company, and their respective

subsidiaries, sub-subsidiaries and affiliated companies, the interest of such other

banking houses shall be provided for ratably out of their respective basic

interests by United States Electric Power Corporation and H. M. Byllesby and
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Company, that is, United States Electric Power Corporation shall provide 75%

thereof and H. M. Byllesby and Company shall provide 25% thereof.

LEADERSHIP

H. M. Byllesby and Company is to have leadership [4] in all financing of Stand

ard Gas and Electric Company itself and Oklahoma Gas and Electric Company

and the subsidiaries of the latter. Bankers selected by United States Electric

Power Corporation are to have the leadership in all financing of Standard

Power and Light Corporation and its subsidiaries and sub-subsidiaries and aſlil

iated companies (other than Standard Gas and Electric Company itself and

Oklahoma Gas and Electric Company and the subsidiaries of the latter) and all

subsidiaries, sub-subsidiaries and affiliated companies of Standard Gas and

Electric Company.

In all cases in which H. M. Byllesby and Company has leadership, a banking

firm affiliated with and selected by United States Electric Power Corporation

shall have second position. In all cases in which a banking firm selected by

United States Electric Power Corporation has leadership, H. M. Byllesby and

Company shall have second position subject only as hereinafter provided in

respect to Philadelphia Company and subsidiaries.

SYNDICATE MANAGERS

In connection with any financing, it is understood and agreed that whether

H. M. Byllesby and Company or a banking house selected by United States

Electric Power Corporation leads the business, the banking house leading the

business shall keep the books of account, send out all necessary notices and

shall be the operating manager of the [5] syndicate, in accordance with general

practice. The association of other members as joint syndicate managers of any

group purchasing securities shall be a matter of determination between H. M.

Byllsby and Company and United States Electric Power Corporation in all

cases, except with reference to the Philadelphia Company, its subsidiaries, sub

subsidiaries and affiliated companies, in which it shall be a matter of determi

nation by H. M. Byllesby and Company, United States Electric Power Corpora

tion and Ladenburg, Thalmann & Co., up to January 17, 1935, and thereafter

shall be a matter of determination by H. M. Byllesby and Company and

United States Electric Power Corporation.

PHILADELPHIA COMPANY AND SUBSIDIARIES

It is contemplated that until January 17, 1935, the financing of Philadelphia

Company and its subsidiaries shall be undertaken as to interest and liability

therein as follows:

[6] By a banking group heretofore formed by Ladenburg, Thalmann & Co.,

including H. M. Byllesby and Company and without any association

therein of Harris, Forbes & Co. or Harris Trust and Savings Bank____ 50%

By United States Electric Power Corporation, including Harris, Forbes &

Co. and Harris Trust and Savings Bank------------------------------ 50%

After January 17, 1935, it is contemplated that all financing of Philadelphia

Company and its subsidiaries shall be undertaken as to interest and liability

therein as follows:

By United States Electric Power Corporation--------------------------- 65%

By H. M. Byllesby and Company 25%

By Ladenburg, Thalmann & Co -- --- -- 10%

Until January 17, 1935, (a) in case of financing of the Philadelphia Com

pany, second place is to be taken by H. M. Byllesby and Company, and third

place by Ladenburg, Thalmann & Co.; (b) in the case of financing of Duquesne

Light Company, second place is to be taken by Ladenburg, Thalmann & Co.,

and third place by H. M. Byllesby and Company, and (c) in the case of any

other subsidiary of Philadelphia Company, H. M. Byllesby and Company and

Ladenburg, Thalmann & Co. are to alternate in second and third places in

accordance with their present arrangement. After January 17, 1935, it is

contemplated that the position of Ladenburg, Thalmann & Co. in such financing

shall follow the position of every other banking house having an interest and

liability in said financing of 15% or more; provided that in any case Laden
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burg, Thalmann & Co., without surrendering its interest and liability in said

financing, may decline publicly to appear therein.

The foregoing provisions as to the Philadelphia Company and its subsidiaries

apply only to the properties and to the extensions of Philadelphia Company and

its subsidiaries as they now exist. On the other hand, if Philadelphia Company

and/or any of its subsidiaries shall be transferred to outside interests and other

properties are acquired by Standard Gas and Electric Company or Standard

[7] Power and Light Corporation in lieu thereof, the aforesaid banking arrange

ments as to Philadelphia Company shall apply to such substitute; provided that

if the consideration for the acquisition of such substitute shall include a sub

stantial amount of cash or substantial properties or securities other than the

Philadelphia Company and/or any of its subsidiaries and if the gross earnings

of such substitute shall exceed the gross earnings of the Philadelphia Company

and/or any of its subsidiaries (as the case may be) so substituted, then the inter

est of Ladenburg in the financing of such substitute shall be reduced in the pro

portion that the gross earnings of such substitute bear to the gross earnings of

the Philadelphia Company and/or any of its subsidiaries (as the case may be)

so substituted.

The foregoing is without prejudice to any arrangement which may be made in

the future by mutual consent to include Ladenburg, Thalmann & Co. in some

share of the general financing of Standard Gas and Electric Company and its

subsidiaries.

MISCELLANEOUS PROVISIONS

Nothing in the foregoing is to be deemed to exclude the possibility of financing

by Standard Power and Light Corporation of Standard Gas and Electric Com

pany or their respective subsidiary or sub-subsidiary or affiliated corporations

without the intervention of bankers as distributors or securities or underwriters

by direct offering of [8] securities to their stockholders or to their customers. It

is contemplated that all customer ownership companies shall be conducted by

H. M. Byllesby and Company as heretofore, but without substantial profit to

them.

EI. M. BYLLESBY AND COMPANY

By J. H. BRIGGs (Sgd.) Vice-President.

UNITED STATES ELECTRIC PoweR CORPORATION

By VICTOR EMANUEL (Sgd.) President

LADENBURG, THALMANN & Co.

By WALTER T. RoseN (Sgd.) General Partner

“ExHIBIT No. 1932” appears in full in the text, p. 12563.

EXHIBIT No. 1933

[From the files of Schroder Rockefeller & Co., Inc. Memorandum by Carlton P. Fuller]

MAY 16, 1929.

STANDARD GAS & ELECTRIC COMPANY

A letter on present status for London:

(1) Our cable No. 361 of April 12th outlined the possibility of litigation in

which we did not desire to become involved and their reply No. 183 of April 13th

agreed with this attitude and suggested that Harrison Williams and "Electric

Shareholdings press the attack. No communication with London has taken place

since, but the following events have occurred:

(2) G. Reginald Schumann as nominee for Hydro-Electric signed a letter

addressed to Standard Gas & Electric in conjunction with other stockholders

demanding access to the books. This demand was refused.

(3) Emanuel's next step was to collect proxies for the annual meeting of

Standard Gas, which was held May 15th. He procured 217,000 shares which

were voted against Byllesby's nominations for directors.

(4) Schumann signed a proxy for Hydro-Electric stock in his name and in

tº ";.*. Inenº cable authorization from Fisher.

) Emanuel now asks Schumann as nominee to sign two fur -

(a) a letter to Siegbert & Riggs, authorizing them toº: #.'...".

name in legal proceedings against Standard Gas (b) A letter to standard Gas
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& Electric Company in complete legal detail demanding access to their books

and Setting forth the reasons for such demand, presumably to be submitted to

the court upon another refusal of the Standard Gas. Fisher has cabled special

authorization to Schumann to sign the letter to Siegbert & Riggs under (a) above.

Mr. A. Dulles states that there is no posisbility of Schrobanco being drawn

into these proceedings officially. It is of course possible that in the course of

the trial some lawyer might refer to Schumann as employee of Schrobanco, and

it is quite probable that our close relations to Fisher and Hydro Electric and

Lowenstein will tend to identify us in the public mind with the litigation. Inci

dentally, Mr. Dulles says that this case, if it comes to trial, will be followed

with the closest interest by all lawyers and will doubtless be one of the outstand

ing cases of the year, since it will make law on this particular subject.

Emanuel has sent Fisher rather complete details which London might ask

Fisher to show them.

(Initialed :) CPF:AB

ExHIBIT NO. 1934

[From the files of Schroder Rockefeller & Co., Inc. Cable from Frank Tiarks to J. Henry

Schroder & Co., London]

OUTGOING CABLE

J. HENRY SCHRODER BANKING CORPORATION,

New York, October 15th, 1928.

FCT NO

SCHRODPRIV,

J. HENRY SCHRODER & Co.,

London.

No. 277

Second meeting with Emanuel today shows that O'Brien not yet anxious to play

with us but still nervous of our attitude as important shareholders towards his

$1,000,000. preferred stock control Stop

Emanuel convinced that Standard Gas better and cheaper investment today

than any of Hydro holdings as price kept down by existence of preferred control

stock Stop

Emanuel and we all advise immediate sale of all Central States Electric Buffalo

Niagara Southeastern Power & Light with a view to investing part or all proceeds

in Standard Gas and thus improving our investment and strengthening our posi

tion vis-a-vis O'Brien Stop

Emanuel is seeing O’Brien again neXt week and proposes to alter his tactics

telling him we have increased our holdings and have intention of further increas

ing Stop

Also that we are not anxious to buy his preferred stock as we doubt validity and

fear public enquiry Stop

In view of O'Briens fears Emanuel feels we can obtain representation on board

and interest in finance as large shareholders and have such a nuisance value as

critics of all Byllesby operations as to make preferred stock of little value to

them Stop

Plan is to force O'Brien to join Emanuel and ourselves in all financial operations

of Standard Gas and between us gradually obtain real control of common stock

instead of trick control as now held by Byllesby Stop

If O'Brien inclined to cooperate on these lines corporation would be formed

along lines described in my notes mailed to Baron into which Emanuel and Hydro

would place all their Standard Gas common and O’Brien would place his preferred

stock and some Byllesby stock in exchange for common stock of corporation for

amounts to be agreed Stop

This corporation would proceed to acquire real control and finance its operations

by means of bank borrowing followed by issues of stock and bonds Stop

Next steps contemplate very important mergers of companies known to Fisher

Stop

As regards our holding North American we propose seeing Harrison Williams

with a view to forcing them either to bid us a good price for bulk our holdings

or give us an intimate position in all his operations which Emanuel believes might

be very valuable to us all Stop

This policy of cooperation with O'Brien seems to us far wiser and safer than

buying ourselves at a high price into the Byllesby position which even O'Brien

seems not too happy about and far less cash will be required from us Stop
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Should appreciate your prompt reaction on these ideas and authority if favor

able to proceed with negotiations O'Brien Harrison Williams and immediate sale

of above mentioned stocks Stop

Regards,

FRANK.

ExHIBIT No. 1935

[From the files of Schroder Rockefeller & Co., Inc.]

Copy OF CABLE FROM FISHER TO LOEWENSTOL, BRUSSELS, OCTOBER 19, 1929

Subject to our counsel and Byllesbys counsel coming to terms between them

upon language of series of written agreements embodying undermentioned settle

ment we have settled with Standgas board after long and exhaustive negotiations

on following conditions firstly Byllesby surrender their one million preferred for

cancellation secondly Stands board equally divided our group appoints chair

man company and chairman finance committee Byllesby keep presidency thirdly

Usepco buys Ladenburgs position in Standpower and Light representing 37%

percent of common stock of that company stop Board of that company equally

divided our group appoints chairman company and chairman executive commit

tee Byllesby appoints president and chairman finance committee fourthly new

company formed which will become shareholder of half all Standgas common

outstanding board of this company equally divided our group appoints chairman

of company and of executive committee Byllesby receives presidency and chair

manship of finance committee our group appoints all officers stop Will explain

to you on my return by what series of transactions this new company becomes

possessed of half all Standgas common outstanding stop It will therefore own

control Standgas fifthly Byllesby entitled continue manage properties but

Standgas bylaws to be altered by inserting express provision that affirmative vote

of three quarters of all directors necessary for any of following acts purchase

properties sell properties purchase securities sell securities alter rates conclude

any power contacts over 10000 k. W. any change in bookkeeping practice deter

mine public relations fix maintenance and depreciation approve annual budget

decide new construction vote subsidiary shares issue securities declare dividends

merge with other companies stop This gives us full power protect our invest

ment and means our cooperation necessary for everything material sirthly our

group receives 75 percent of banking which means issuance new securities to

provide for annual growth parent company and subsidiaries totalling thirty to

sixty million dollars serenthly when steps to accomplish above completed we with

draw our legal action stop Emanuel has borne largest share work and deserves

great credit please communicate above conſidentially Tabri Baron Schroder

FISHER.

ExHIBIT No. 1936

[From the Files of Schroder Rockefeller & Co., Inc., Cable from J. Henry Schroder

Banking Corporation, New York, to J. Henry Schroder & Co., London]

From Issues Department.

Send the following Cable and Charge: Date September 12, 1920.

Expense Addressee Account: #1.

To so BroopRIv, London. Authorized JLS. CPF

(Handwritten)

Reference United States Electric Power Corporation your Wednesday cable

to Fisher could not have presented situation more effectively and it made deep

impression on him stop As result your wire and our efforts he has reopened

question our position stop We understand Fisher cabling you tonight that

company organizers agree give us representation provided Baron Schroder would

also accept invitation join board , stop We of course recognize senior's general

reluctance assume new directorships but feel present case extraordinarily im

portant stop Company will undoubtedly wield considerable influence in Amer

ican utility, field and presence of Chellis Austin new president of Equitable

Trust and three Harris. Forbes partners on board assures dignity and standing

stop Believe senior's joining board accompanied by representative of Schro.

banco would give us real weight in situation and enable us through our efforts
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here work out interesting banking position with Harris Forbes stop As you

know Gray is convinced that present period is probably only opportunity for

Schrobanco to gain foothold in utility regroupings of this country stop That

is why we have made such efforts obtain position in present combination of

interests stop Furthermore while we have no assurance we think if senior

later desires withdraw in favor some other London partner this could probably

be arranged stop Therefore hope earnestly senior may see way clear make

exception this instance and accept invitation stop Final arrangements being

completed rapidly therefore important have reply early as convenient.

(Stamped :) Cable Dept., J. Henry Schroder Banking Corp., N. Y., Sep. 12,

1929.

Received R; Time

ExHIBIT No. 1937

[From the Files of Schroder Rockefeller & Co., Inc. Cable from Baron Schroder to

C. L. Fisher]

[Western Union]

CD34–CABLE LONDON 110 1/49 Authorized JLS. CPF

LCO SCHRODPRIV FOR FISHER—NYK.— (Handwritten)

Greatly appreciate your efforts in interest of Schrobanco and although as

you know I never accept directorships I wish to show you and your colleagues

my appreciation of their good will by accepting the position on the board

understanding Of course that Schrobanco has a fair position in the banking

arrangements to which end you will doubtless assist them stop Although I

have accepted this kind offer please tell your associates that I should much

prefer in their own and your interest to nominate my son who will be more often

in New York than I and who is Sailing for New York on Wednesday.

BARON SCHRODER.

EXHIBIT NO. 1938

[From the files of Schroder Rockefeller & Co., Inc. Cable from J. Henry Schroder Bank

ing Corp., New York, to Baron Scluroder |

From Issues Department. Date September 13, 1929.

-Send the following Cable and Charge : Account :

Expense Addressee Authorized : JLS. CPF

To SCHRODPRIV for BARON SCHRODER (Handwritten)

Your /77

United States Electric Power Corporation satisfactory conversation with

Harris Forbes makes us feel we shall receive fair position in banking business

stop We are deeply appreciative of your acceptance which we realize was

most unusual departure and was purely to further Schrobanco's interests stop

Hope that new connection can be developed in manner to justify present decision

and shall certainly bend every effort to that end stop Have communicated

substance of foregoing to Fisher and understand he is cabling tonight.

(Stamped :) J. Henry Schroder Banking Corp., N. Y., Sep. 13, 1929

ExHIBIT NO. 1939

[From the files of Schroder Rockefeller & Co., Inc. Cable from Baron Schroder to J.

Henry Schroder Banking Corp., New York]

[Original J

CABLEGRAM Date sent 9/13/29

From Schrodpriv Date rec'd 9/13/29

BARON SCHRODER,

London

477

See my cable Fisher in which I have accepted directorship subject to your

receiving fair position in banking business stop I have only done this in the

interest of Schrobanco.

642FR

(Stamped on margin with check marks :) Simpson; Issues.
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ExHIBIT No. 1940–4

Supplementary Earhibit A to lable “Securities sold to the public by Standard

Gas and Electric Company or any of the corporations in its system January

7, 1930 to June 1, 1936, and percentages of participations therein.”

1 2 3 4

Percent- Amount | Per Cent

age of Amount |º,9. ||rºſºls., |g|Tºtal
Dateof Amount of] Iºrest | of his ||9|Tºtal, |Per Cºnt|Provided

Provided |Provided by H. M.
Issue Issue %2. É.§ by." S. by H. M. Byllesby

Sido in- Provide - -- ------

Yººn! by U.S. (ć. %. Byllesby & Com

& Com- any

º E. P. |8.5 | *...* (dº,

Title of Issue

Col. 1)

Wisconsin Public Service Corp.

of 1932--------------------- 7/15/31 $2,500,000 || 10% 7.48% 74.8%| 2.52% 25.2%

Wisconsin Public Service Corp.

6s of 1933.--------------------- 6/24/32 2,500,000 || 10% 7.50%| 75.0%| 2.50% 25.0%

Wisconsin Public Service Corp.

5%s of 1959------------------- 3/22/35 | 7,000,000 || 20% 15.00%| 75.0%| 5.00%. 25.0%

The California Oregon Power

Co. 4s of 1966----------------- 4/6/36 13,500,000 || 31.10%| 24.26%. 78.0% 6.84% 22.0%

Source: Percentage participations compiled from Names of Issues, and Participants. Therein, of Se.

curities Sold to the Public from Jan.1, 1930, to Apr. 22, 1938, by Standard Gas & Electric Company or any

of the Corporations in its System,” Commission's Ex. No. 20, together with#}}º data from

Commission's ºubt No. 22, In the Matter of H. M. Byllesby & Co. and The Byllesby Corp., Docket No.

31–379 and 31–420.

ExHIBIT No. 1940–3

Supplementary Earhibit B to Table “Securities sold to the public by Standard

Gas and Electric Company or any of the Corporations in its System January

7, 1930 to June 1, 1936, and Percentages of Participations Thercin.”

Issues

Participants 100,000 Shs. Philadel- || $5,000,000 Duquesne

j. ...i."; “º"co.”; of

Pſd. Stock (offering 1857 (offering date:

date; 6/25/30), Per- 3/3/33), T Percentage

#ºve Participa- Participation
on

U. S. E. P. Group.

W. C. Langley & Co.-------------------------------- 23.5% 13.5%

Harris, Forbes & Co.-- 16.6 26.5

A. C. Allyn & Co----------------------------------- 10. 0 10.0

Sub-total------------------------------------------ 50.0% 50.0%

*::::::::::::ºc 8%agen almann 0------------------------ 11.

H. M.# & Co - ii.;" #:

Chase Securities Corp--- 7.6 7.6

First Security Co 7.6 7.6

Union Trust Co. (Pittsburgh)--- 4.8 4-8

Haystone Securities Corp 3.8 3.8

Lee, Higginson & Co---- 2.6 2.6

Sub-total.----- 50.0% 50.0%

Grand Total.-- 100.0% 100.0%

Source: Percentage,participations compiled from “Names of Issues, and Participants There Securi

ties Sold to the Public from Jan. 1, 1930, to Apr. 22, 1938, by standard Gas & ;&;% any of

the Corporatiºn; ſº its system," Čommission's Éx. No. 20, together with supplemen data from Com

jºExhibit No. 22, In the Matter of H. M. Byllesby & Co. and The By Corp., Docket No. 21-279
an -
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ExCe’2’9 N*. 1940–4

Supplementary Erhibit C to Table “Securities Sold to the Public by Standard

Gas and Electric Company or Any of the Corporations In Its System January

7, 1930 to June 1, 1936, and Percentages of Participations Therein.”

Issue

$70,000,000 Duquesne Light Co. 3%s of 1965

(offering date: 7/18/35)

Participants Percentage Participa

Percentage Participa- tion in the 74.4% taken

tions in total issue by Byllesby, Laden

burg, Thalmann, and

the U. S. E. P. group

H. M. Byllesby & Co----------------------------------- 17.6% 23.6%

Ladenburg, Thalmann & Co. --------------------------- 7.6 10. 2

U. S. E. P. Group:

W. C. Langley & Co-------------------------------- 11.9 16.0

The First Boston Corp--- --- 22. 1 29.7

A. C. Allyn & Co-------- --- 8.9 12. 0

Emanuel & Co-------------------------------------- 6.3 8.5

Total U. S. E. P. Group--------------------------- 49.2% 66.2%

Total above firms--------------------------------- 74.4% 100.0%

Other firms - 25.6 |------------------------

Total----------------------------------------- - 100.0

Source: Percentage participations compiled from “Names of Issues, and Participants Therein, of Secur

ities Sold to the Public from Jan. 1, 1930, to Apr. 22, 1938, by Standard Gas & Electric Company or any of

the Corporations in its system,” Commission's Ex. No. 20, together with supplementary data from Com

ºxhibit No. 22, In the Matter of H. M. Byllesby & Co. and The Byllesby Corp., Docket No. 31–379

and 31–420.

“ExHIBIT No. 1941,” introduced on p. 12576, is on file with the committee.

“ExHIBIT No. 1942,” introduced on p. 12576, is on file with the committee.

EXHIBIT No. 1943

[From the files of Schroder Rockefeller & Co., Inc. Memorandum by Carlton P. Fuller]

GENERAL EVALUATION OF FUTURE PROSPECTS OF STANDARD GAs & ELECTRIC

CORPORATION

FAVORABLE POINTS

1. Working capital position is reasonably satisfactory.

2. Depreciation has probably been adequate, although not generous.

3. Of the prior capitalization of the system, a fairly large amount (38%)

is in preferred stock, allowing some elasticity by reducing preferred dividends

before receivership is threatened ; this is already being taken advantage of

(bonds form 55% of total capitalization and common stock 7%).

4. If business improves without any serious inflationary period, a moderate

increase in the system's gross will remedy most of the dangers.

5. In case of inflation there is a possible hedge in the $35,000,000 lock-up in

Deep Rock Oil now in receivership.

From point of view of U. S. Electric Corporation:

(a) An increase in gross for Standard Gas of only 5% would suffice to cover

U. S. Electric's bank interest, if present costs, etc. were maintained.

(b) There is considerable financing in the system to be counted upon and

hitherto U. S. Electric has had a small participation in the profits of such

iSSueS.

UNFAVORABLE POINTS

1. $24,000,000 note maturity October 1st, 1935.

2. To take care of this maturity it will probably be necessary to offer some

sweetening such as stock of the Duquesne Light Company which is the best
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asset of the system and would therefore dilute the earnings of the parent

Company.

3. 16% of the system's gross is from traction properties.
4. The parent company has practically no interest in its Subsidiaries other

than the common stock which bears the brunt of any reduction in rates,

regulations, etc.

5. There is no fundamental diversification because the System depends so

largely on the Philadelphia Company with its Duquesne Light properties in

Pittsburg, which could be easily affected by a bad rate case, a steel strike, etc.

(See table attached.)

6. The Philadelphia Company has one of the highest rates of return, on

investment of any utility in the country, which might well make it a subject

of attack Sooner Or later.

7. The second largest subsidiary, in point of gross income, contributes only

2% of Standard Gas' income (Northern States Power).

8. A smaller, but steady and dependable subsidiary, Louisville Gas & Elec

tric, may eventually suffer from the Tennessee Valley Development by the

GOVCrnment.

9. Income tax regulations eliminating consolidated returns may cut down

Standard Gas' net because of its numerous subsidiaries.

10. An application for rate reduction is now being fought in the Northern

States territory and a franchise dispute is under way in Minneapolis.

11. Unforeseeable cash demands may arise from subsidiaries which would

impair the moderately satisfactory current position of the holding company.

CPF.DF

8/10/34

ExHIBIT NO. 1944

[From the Files of Schroder Rockefeller & Co., Inc. Cable from Vanderstraten, Bto Albert Emanuel Company, New York] n, Brussels,

[Copy)

SEPTEMBER 13, 1934.

Bruxollos

LC ALEMANUEL, New York:

Hydro Committee surprised learn Chasebank negotiating with group Harrison

Williams cession securities pledged by Usepco feeling that Chasebank appeared

disposed accept our proposals about which other banks had to be approached

stop What is present position stop We suppose Chasebank could not conclude

deal with Harrison Williams without Usepco's renunciation assets pledged or

protracted formalities stop USepco under no circumstances must give such renun

ciation but should endeavor obtain consent Chasebank that our negotiations be

postponed for few weeks until Fisher's recovery stop Hydro Committee cabled

following to Stone quote We understand Harrison Williams group might be nego

tiating with view to purchase by North American of securities pledged by Usepco

as security for loan from Chasebank stop As you know Hydro largely interested

in USepco which is negotiating repayment loan stop Should be grateful if you

would inform Harrison Williams that we should appreciate if in view excellent

relations between our respective groups he would cable our Director Vander

straten whose address is CANABELGE Brussels details of these alleged negotia

tions which would be detrimental to constructive plan Usepco hopes to put forward

shortly and therefore should if possible be postponed until recovery of Fisher

unquote. Will advise you Stone's reply Please communicate present telegram to

Usepco Committee and Common Regards -

VANDERSTRATEN CANABELGE.

EXHIBIT No. 1945

[From the Files of Schroder Rockefeller & Co., Inc. Cable from Albpany, New York, to Vanderstraten, Brussels] ert Emanuel Com

[Copy]

SEPTEMBER 16, 1934.

VANDERSTRATEN,

Canabelſe, Brussels, (BELGIUM)

Reference your radiogram we convinced large and strong group acti -

North American and that they approached Chasebank andº One ãº.
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the three banks to whom we owe money stop Banks in position sell notes or

shares securing them stop Proposal submitted Fisher was one suggested by

officer Chasebank which however was not definite commitment stop Arrange

ment was then negotiated with Byllesby giving us option on securities required

and after we had satisfied ourselves funds could be raised from group we again

saw this officer who in first instance at our suggestion took it up with one of

the other banks and after some interval told us proposition unsatisfactory

although we still hoped proposition or something similar would be acceptable

stop As Fisher understood considerable delay was occasioned by summer vaca

tions bank officials and at time we learned of North American negotiations we

were awaiting counter suggestion from bank officials stop Bank takes position

they have been cooperative and lenient regarding our situation over long period

of time but never considered themselves estopped from considering any propo

sition from others stop We not renouncing any rights we may have but if

banks decide sell due attractiveness other proposition we will probably have

great difficulty in preventing or delaying sale stop So far we have not been

able obtain consent for postponement negotiations until Fisher able act and

dont think we will stop Other people seemingly using all possible pressure

consummate quick deal stop We doing everything possible this side and believe

might be able make deal along lines Fisher's proposal to Granbery in London

last March which would not entail more cash than proposal turned down but

would involve giving banks certain amount USEPCO income notes ranking pari

passu with new money which proposition would be better than Fishers March

proposal as that entailed new money taking obligation or preferred stock rank

ing junior to notes given banks stop If American group willing proceed along

these lines do you think this would be agreeable to you without awaiting Fishers

recovery as prompt action appears necessary stop If time permits Granbery

willing sail Tuesday to discuss in detail and may be able advise you of this

Monday meantime would appreciate your immediate consideration and will be

glad hear any word received from Stone.

ALEMANUEL, Newyork.

ExHIBIT NO. 1946

[From the files of Schroder Rockefeller & Co., Inc., . Cable from J. Henry Schroder & Co.,
London, to J. Henry Schroder Banking Corp., New §§

Date September 21, 1929. Date September 21, 1934.

Send following Cable and Charge : Account:

Expense Addressee Authorized : JLS.

To SCHRODPRIV FOR PAM,

London.

(Confidential.)

Hydro your 503 quite understand paragraph

After careful thought we believe we should pass on to you for what they may

be worth our views regarding whole problem stop Please consider these views

entirely personal and confidential as hydro at present working with USEPCO

group and to suggest any change in this policy would be extremely delicate

stop Our specific points as follows stop One USEPCOS entire assets consist

of Standard Power & Light shares pledged outright for overdue bank loans

which are greatly undermargined stop Hence Hydros equity in USEPCO must

today be considered nonexistent and acquistion Standard Power & Light shares

from banks by Hydro and associates or by anybody else really involves alto

gether new operation Two we believe questionable whether Hydro justified

in putting new money into such operation jointly with members USEPCO group

along lines we understand being discussed stop One reason is that Standard

Power & Light shares themselves represent highly pyramided equity so far

removed from actual operating earnings that impossible foretell what their value

may ever be stop Another reason is that we believe USEPCO group consists

discordant interests With some extremely weak members and no real force or

competence in utility field stop For Hydro to contribute substantially to re

habilitation USEPCO would we think probably be throwing good money after

bad stop Three if Williams acquires control Standard Power & Light and

Standard Gas he will not count on purchase these shares ever showing profit but

will attempt reimburse himself by purchase underlying bonds of operating com

panies at substantial discounts and then improving position these bonds by far

reaching corporate economies under auspices North American management stop
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Feel convinced Williams will not conclude deal unless he has free hand to clean

house and put Standard Gas operating companies on basis comparable with

those of North American system stop Four in our opinion Hydros only real

chance of recouping Standard Gas losses would be to form financial alliance with

really strong utility interest such as North American and proceed along above

mentioned lines Five We do not say this is necessarily best Way to employ

Hydros free cash but we do feel sure it would be greatly preferable to trying

build something out of USEPCOS dead timber paragraph

We feel impossible convey these views to Granbery or Hydro interests in

present circumstances as to do so would probably destroy our usefulness with

parties here stop However believe these considerations should carry weight

with you and Gray as directors.

ExHIBIT NO. 1947

[From the Files of Schroder Rockefeller & Co., Inc.]

ExTRACT FROM MR. MoCARSK1's LETTER NY 58 of DECEMBER 17, 1934.

USEPCO

I presume you are fully posted about Granbery and Seagraves' negotiations in

London and the fact that the bid made by Hydro (I think of $2,000,000) for the

Usepco indebtedness with the New York banks, has been rejected by these banks.

It seems further that the banks asked for an improved bid but the Directors

of Hydro felt that there is absolutely no point in raising the figure without

even an intimation of what the banks have in mind. The Directors felt that

it now is up to the banks to name their figure, as a counter proposal to the

Hydro's bid.

According to what I heard, Fisher fooled everyone and does not plan to die

or retire; although not completely well, he attends to his job and J. H. S. & Co.,

are no more worried about the Hydro being put on their shoulders.

When I was in Brussels, both Madame Loewenstein and Bobby Loewenstein

Were away and I did not try to get exact information as to what would happen

in case of Fisher's death, lest my inquiry would get around. I gathered definite

impression however that in the case of his demise the Belgians, including van

dº Straaten, have quite definite ideas who should assume the management.

Opy

JAS

1/4/35

ExHIBIT No. 1948

[From the Files of Schroder Rockefeller & Co., Inc. Cable from J. Hening Corporation, New York, to J. Henry Schroder & Co., #. .#hroner Bank

From ExECUTIVE Department.

Send the following Cable and Charge: Date 11/6/34

Expense Addressee Account: -

To SCHRODPRIv FoR PAM, Authorized:
London. zed : JLS.

(Handwritten over d . /34
Hydro our 385 ate:) 10/6

We have privately ascertained following from North American on

feel strongly that attractiveness of standard Power or Standard d. rº

to themselves, or anyone else depends entirely on comprehensive readjustments

among operating companies. Stop. By that they mean not only operations in

jºº º Schrodprive 385 point three) but also improvement

Whole structure by realignments operating companie -Etc. Stop. 2. D S increased efficiencies.

Two. Byllesby quite prepared work with North American subjecploring questiºn whether combination would arouse political**ść. ex

Three. North American does not plan ignore Usepco but rather disposed work

out something which would include themselves, Byliesby, the creditor banks, and
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Usepco group. Stop. They not certain whether really going ahead but may

decide do so and foregoing represents their tentative views. Stop.

No objection your passing on these ideas in purely personal and informal

way to Hydro. Stop. However please don't make this wire matter of record.

Stop.

For our private information is there any news regarding Granbery conversa

tions.

(Handwritten.) Copy in Usepco file.

ExHIBIT NO. 1949

[From the Files of Schroder Rockefeller & Co., Inc. Memorandum by Robin Wilson]

USEPCO

Emanuel believe that the Chase Bank, Chemical Bank and Guaranty Trust

are prepared to sell for $3,000,000 their claim against USEPCO which is secured

by that company's holdings of Standard Power & Light shares. He proposes

to offer them $1,000,000 and thinks they might compromise at between $1,500,000

and $2,000,000. He proposes:

(a) A three party joint account for this transaction between himself, Leaden

hall Securities and Hydro Electric. Having acquired the claim, he would fore

close and take title to the Standard Power & Light stock. He would then call

a meeting of directors and principal stockholders of USEPCO and inform them

that the shares of USEPCO were valueless, but he proposed to offer pro rata

to each shareholder of USEPCO the right to buy from our syndicate all the

Standard Power & Light shares, less a small number of commission shares,

for the sum which we had paid for them. These Standard Power & Light

shares are about 70% of the company and before making the offer to USEPCO

shareholders, he would want the directors to confirm that our syndicate ac

quired the benefit of the existing contract allotting 75% of Standard Gas

financing to the present finance group. Our syndicate would then be left with

such shares of Standard Power & Light as USEPCO shareholders would not

take up, and the right to 75% of Standard Gas financing.

The next step would be to confirm with the Byllesbys that their management

contracts with Standard Gas were secure, and obtain their cooperation in

liquidating Standard Power & Light, shareholders of which would receive their

due proportion of Standard Gas & Electric shares, thereby turning our syndi

cate's investment into marketable securities.

(Handwritten:) RW 12/18/35.

(Handwritten at bottom of first page:) Confidential.

ExHIBIT NO. 1950

[Cable from Robin Wilson to Adshead.º.º. From the Files of Schroder Rockefellor

Co., Inc.

From Department. Date 12/19/35.

Send the following Cable and Charge : Account : Chg. London.

Expense Addressee Authorized : RW.

To ADSHEAD,

17 John Street, Adelphi, Londom.

Mailed you Deutschland Emanuel's proposal for Hydro Leadenhall Emanuel

acquire Usepco's holdings Standard Power & Light shares plus right to 75%

of Standard Gas System financing for $1,500,000 stop Negotiations moving

faster than expected and would appreciate your opinion on following three

points

Firstly. Could Hydro take prompt action on definite proposal

Secondly. Would an official proposal of the plan at this juncture prejudice

or improve Schroder's position with Hydro

Thirdly. Reference two would you prefer preliminary plan submitted imme

diately or more definite plan next week or later stop

Going country with Emanuel today so please cable Beal direct

ROBIN.
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ExHIBIT No. 1951

[From the Files of Schroder Rockefeller & Co., Inc.)

[Original]

CABLEGRAM : Date sent 12/19/35.

From SCHRODPRIV. Date rec'd 12/19/35. 7911,

J. HENRY SCHRODER & Co.,

London.

For Mr. Beal

Robin's wire Usepco think preferable await definite plan Stop

Following Fishers death Hydro board require certain time consider general

future policy while Schroder also need carefully consider policy such close

association Standard Power situation stop

Hydro Leadenhall would rely mainly Emanuel placing power make standard

finance justify investment stop

Do you think we can make it
NEII.

(Stamped on margin with check mark after it:)

Investment.

ExHIBIT No. 1952–1

[From the Files of Schroder. Rockefeller & Co., Inc., Cable from J. Henry Schroder & Co.,

London, to J. Henry Schroder Banking Corp., New York]

[Original]

Date sent 12/20/35.

CABLEGRAM : Date rec'd 12/20/35. 833HS

From SCHRODPRIV.

J. HENRY SCHRODEB & Co.,

London.

No. 89

With reference to USEPCO deal stop

As Standard Power and Light Corp shares have no value whatever please

cable your ideas of possible value 75% financing Standard Gas System as we

believe this would be dearly bought for $1,500,000 in view of precarious position

of company and political situation.

(Stamped in margin with check mark before them :) Senior officer, Investment.

ExHIBIT No. 1952–2

[From the Files of Schroder Rockefeller & Co., Inc.]

MEMORANDUM

STANDARD GAS & EI.ECTRIC Co.—INFORMATION OBTAINED BY ROBIN WILson FBom

VICTOR EMANUEL

U. S. ELECTRIC POWER CORP.

Capitalization :

Bank debt (Chase, Guaranty & Chemical) ---------------- $12,000,000

Approximate principal plus $1,750,000 unpaid interest--- $13,750,000

Preferred ------------------------------------------------ 20,000 shs.

Common ------------------------- 8, 580, 720 shs.

§: A i

#: Value

Holdings:

1,226,298 shs. Standard Power & Light common

12,798 shs. Standard Power & Light common Series “B”

1.239,096 Total shares------------------------------------------------------

Miscellaneous securities--

No cash

---------- 3, 157,740
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PREFERRED DIVIDENDS IN ARREARS AMOUNT TO $2,820,000

STANDARD POWER & LIGHT

Capitalization :

No bank loans or funded debt----------------------------

7% cumulative Preferred stock---------------------------- 34, 000 shs.

Common and common Series “B”------------------------ 1, 760, 000 shs.

Current Approxi

Market mate

Price Value

Holdings:

1,160,000 shs. Standard Gas & Electric common --------------------------- 5% $6,380,000

40,700 shs. Standard Gas & Electric $7 Prior Preference-------------------- 26 1,058, 200

$430,000 approximate par amount Standard Gas & Electric 6s–1935--------- 67 288,000

Other securities of subsidiaries (approximately only) 350,000

Cash--------------------------------------------------- 800,000

Total-------------------------------------------------------------------------------- $8,876, 200

To Dissolve Standard Power & Light.

1. Adjudication of $24,000,000 Standard Power & Light bonds.

2. Eliminate 34,000 Preferred shares—

(a) Offer share for share exchange, including holders who have already

accepted present offer.

(b) Withdraw exchange offer and employ salesmen to effect exchange.

This would involve registration with the S. E. C. which is temporarily

impossible.

(c) Pay off at par.

3. Make a deal with Byllesby who controls Standard Power & Light Series

“B” stock, which elects majority of Standard Gas & Electric Board and minority

of Standard Power & Light Board. Both companies require 75% agreement of

directors to dissolve, mortgage, consolidate, reorganize, buy or sell securities or

properties, finance or refinance, approve construction or budgets, declare bond

interest and preferred dividends.

Financing in Near Future.

Sure Refunding:

1. Oklahoma Gas & Electric—$35,000,000 to $40,000,000 of financing. Bonds

will be first mortgage 4s.

2. Louisville Gas & Electric—$25,000,000 first mortgage 3%.s.

3. Northern States Power of Minnesota—$20,000,000 of bonds, and $20,000,

000 of Del. Preferred (subject to change).

4. California-Oregon Power—$10,000,000 to $13,500,000 first mortgage

3% s or 4s.

5. Afterwards—Mountain States Power is to be sold to California-Oregon

Or both Mountain States Power and Southern Colorado to be sold later to

California-Oregon.

(Total of above in addition to No. 4 will be approximately

$114,000,000 and more.)

Possible New Financing :

1. $10,000,000 Duquesne Light (minimum)

2. $7,500,000 Northern States Power (minimun)

3. $1,500,000 Wisconsin Public Service

4. Louisville Gas, Oklahoma Gas, San Diego Consolidated Gas and all

others would need indefinite amounts.

BAC.SH

12/24/35

(Handwritten :) 700–totals over years.
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Standard Gas Refunding—All issues now outstanding of subsidiaries mentioned

by Victor Emanuel for refunding

OKLAHOMA. GAS & ELECTRIC C ().

Amount Price Yield | Call Price

$798,000 || Oklahoma Power Holding Co. 1st S. F. 5%s–1943-------| 10.2%—none- 4.8%. 102

$34,500,000 || Oklahoma Gas & El. Co. 1st 5S-1950------------- 105 4. 5 103.

$7,217,000 || Oklahoma Gas & El. Co. deb. 6s–1940------------------ 5.0 || 102.

$42,515,000

LOUISVILLE GAS & ELECTRIC CO.

$1,009,000 || Louisville Lighting Co. 1st 5s—1953--------------------- 114-none--- 3.7% N. C.

$20,805,000 || Louisville Gas & El. 1st & reſ. 5s–1952------------------ 111%--------| 4.1 || 110.

$6,000,000 || Louisville Gas & El. 1st & reſ. 4%s–1961---------------- 107%-------- 4.0 || 105.

$27,814,000

NORTHERN STATES POWER CO. (MINN.)

$4,999,000 || St. Paul Gas Lt. Co. gen’l. 5s–1944--------------------- 113%—none- 3.2% N. C.

$1,500,000 | St. Paul Gas Lt. Co. gen’l. & reſ. 6s–1952------- --| 110-none--- 5.1 110.

$26,546,000 | Northern States Pr. Co. (Minn.) 1st 5s “A” 1941. ------| 105%-------- 3.8 105 to Apr.

*: 10.2%

####|N:######8:{{#}}º: 4.6 #;"$45,000,000 | Northern States Pr. Co. (Minn.) ref. 4%s–1961--- 4.1 || 105.

$10,000,000 | Northern States Pr. Co. (Minn.) reſ. 5s–1964----- -- 4.5 || 107%

$7,500,000 | Northern States Pr. Co. (Minn.) 5% notes 1940---------- 103 4.7 102

$78,000,000 | Preferred issues outstanding, all held by Northern States

Pr.§3;
The Delaware Co. has outstanding the following issues:

$38,961,000 Northern States Pr. Co. (Del.) cum. preferred 7%---| 80–81-------- 8.7 110.

$39,026,000 Northern States Pr. Co. (Del.) cum. preferred 6%---| 71–72-------- 8.4 || 10734.

CALIFORNIA-OREGON POWER CO.

$4,081,000 || California-Oregon Pr. 1st & reſ. 6s “B” 1942------------- 5.3%. 103.

$2,437,000 | California-Oregon Power 1st & reſ. 5%s–1955------------ 5.2 102.

$4,000,000 | California-Oregon Power ref. 6%s–1942------------------ 5.4 || 102.

$7,000,000 || California-Oregon Power deb. 5%s–1942 1.--------------- 7.0 || 10134.

$17,518,000

MOUNTAIN STATES POWER Co.

$1,341,000 || Mountain States Pr. 1st & reſ. 5s–1938------------------ 9234. - 1.

$6,841,000 || Mountain States Pr. 1st & ref. 6s–1938---------- --| 9 % ;4#
$449,000 Mºain States Pr. 6% conv.gold notes due November, --------------|--_III__ 100."

1 Of which $3,000,000 owned by Standard Gas & Electric Co.

RW.SH

12/24/35

ExHIBIT No. 1953

[From the Files of Schroder Rockefeller & Co., Inc.]

DECEMBER 2 --Re: U. S. Electric. t 26, 1935.

Mr. JoBN L. SIMPson,

17 Boulevard Haussmann, Paris, France.

DEAB JoBN: Jerry and I have just spent four hours with Robin and Victor

Emanuel on this situation, and Robin has departed for the boat, escorted by

Vitor. He is extremely keen on the situation we have been discussing and

you upon your
will be having long talks in London about it as well as with
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return there, SO that We thought you would like to have our own slant on the

whole matter.

PROPOSAL

Emanuel proposes that we pay the banks $1,500,000 for their claim against

USepco. He will put up one-third of the money, Hydro is to be asked for one

third, and Robin hopes to line up other British interests for the rest. Robin

originally had in mind Leadenhall for the other third, but now the plan is for

Schrobanco and Leadenhall to go joint account in assuming any loss on the

part of the British underwriters over 50% ; i. e., a maximum of $500,000. It

would be expected that the 75% of the Standard Gas system financing now con

trolled by the Usepco group would go 50% to Emanuel and 50% to Schrobanco,

the latter contributing one-half of its net earnings therefrom to Leadenhall.

Upon acquisition of the banks' claims, the group would offer USepco's holdings

of Standard Power & Light to USepco stockholders pro rata (the guess is that

not over 50% would be taken up by Usepco stockholders, of whom the chief is

Hydro.)

STRATEGY

Jerry has emphasized with Robin that the latter's chief object upon his return

should be to convince Hydro and other prospective underwriters that the

Standard Power & Light stock securing the bank loans is an attractive gamble

at the present time, leaving the question of the financing well in the back

ground in order that it may not appear that the scheme is designed to use other

people's money for acquiring a position in the financing.

In New York, Emanuel has already sounded out the Chase Bank, who have been

holding out for a $3,000,000 price for the claims but have come down to $2,000,000

so far. There is said to be possible competition in the offing, but a more im

mediate reason for some speed is that published figures of Standard Gas system

so far have shown no upturn in net, whereas those to come out soon will begin to

show a turn, which might influence the banks' ideas regarding the value of their

own claims.

There are obviously two lines of major interest in this situation: the value

of the security as a gamble, which is of greater interest to the prospective Lon

don participants; and the value of the prospective financing, which is of greater

interest to the American parties to the deal. Let us look at each of them.

ATTRACTIVENESS OF PRICE AT WHICH STANDARD GAS COMMON IS TO BE ACQUIRED

Enclosed memoranda show the inter-corporate relationships and the assets

of the various companies. (Robin Wilson is taking with him even more detailed

memoranda just received from Emanuel.)

We can summarize by stating that the group's $1,500,000 would be equivalent

to about 70% per share of Standard Gas & Electric common if the Standard Power

& Light preferred can be eliminated by exchanging the holdings of Standard Gas

preferred in its portfolio; if that is not possible and all the miscellaneous port

folio and cash has to be used to retire the Standard Power & Light preferred,

then the Standard Gas & Electric common would cost the group $1.85 per share,

As a guess, call the net cost $1.25 per share. This compares with the current

market price around $6.00, at which price it has an activity of around 14,000

shares a week, so that conceivably the stock could be marketed if the group

decided to liquidate.

Since Standard Power & Light's major asset is Standard Gas & Electric com

mon, and since the former would probably be dissolved, the status of the latter

is of paramount importance.

(a) Receivership.–A 77b action has been proceeding since the October 1st

default, but the conditions of this receivership seem unusually lenient, with the

Management left as sole Trustees, 70% of the maturing bonds now in the hands

of the Committee representing the Management, and the opposing Protective

Committees not too obstreperous. On the information Emanuel produces, it

would not seem unlikely that the Company could be brought out of receivership

in the near future.

(b) Earnings.-The Standard Gas system has been one of the last to show

an upturn in met because a severe rate cut in Pittsburgh last Spring, together

with tax increases, has offset improving gross. Recently figures, as yet unpub

lished, seem to show that the trend has changed, and it has been the experience

with such pyramided set-ups that a change in trend brings a very rapid appre

ciation in all security prices.

12 1491–40–pt. 24–37
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In short, the gamble in Standard Gas & Electric stock would seem to be

taken at a favorable point in the earnings trend, and at a price well below

what the market currently sets as a valuation of future prospects.

FUTURE FINANCING

Since Jerry has written you separately regarding our prospects for doing

underwriting, we'll simply assume here that we shall find a way to take advan

tage of such a situation as we are discussing. Once the group has acquired

the claims from the banks, there will undoubtedly be terrifically bitter negotia

tions with the present Usepco group over the future division of financing. The

idea is not to exclude them from it, but to swap with them participation in some

of their financing. The plan is to leave the Byllesby management and interest

in the situation undisturbed.

Emanuel calculates that the system should do $175,000,000 of financing in

1936. (It is hoped that the S. E. C. will not refuse to register the securities of

an operating company, even though the holding company may not have registered

under the Utilities Act.) He further figures that the system normally needs

a minimum of $100,000,000 new financing per year.

The net which Schrobanco could realize from such a picture is, of course a

guess, but, figuring an average spread of 2% points on the business, of which 114

would go to distributors and 4 to expenses, there would be left one point.

out of which 14 would go to Byllesby, leaving 94 to be split between Emanuel

and Schrobanco. That would make Schrobanco's gross %, or $652,500 on the

prospective financing of $175,000,000, leaving $326,250 net after Leadenhall's

half interest.

OUR POINT OF VIEW

We are not carried away by all these big figures, nor by Emanuel's eloquence,

nor by Robin's enthusiasm. We are, however, definitely impressed by the pos.

sibility of getting into the middle of a very large picture with good gambling

possibilities, on the basis of a moderate contingent commitment.

Is this prospective commitment really moderate? We certainly would not

undertake such a contingent guarantee if it amounted to a million dollars maxi

mum if the situation proves entirely worthless, and we should definitely prefer

it to be only $100,000. Nevertheless, a $250,000 maximum commitment, especially

when it begins to operate only after a 50% decline in the relatively low cost

of acquisition, does not seem to us out of line with the possibilities in the situa

tion. (These possbilities, of course, include deposits and fiscal agencies from

the Standard Gas System and perhaps an underwriting commission in the form

of Standard Power & Light shares at the time they are offered to Usepco share

holders.)

We have fully in mind, of course, the poltical pressure on utilities, the fact

that Standard Gas may not get out of receivership as soon as Emanuel expects,

the possibility that the banks may decide not to sell their claims at a sufficiently

low price, the difficulties of making arrangements with the present Usepco group,

the stickiness of some Standard Gas securities even if we control the financing.

etc., etc. Nevertheless, we think there is a chance to make a good play here

without any heavy commitment, and we hope that Robin will be able to produce

some sort of bid from Hydro and others to be presented to the banks.

Very truly yours,

CARLToN P. FULLEB.

CPF/JS

Encl.

ExHIBIT No. 1954–1

[From the files of Schroder Rockefeller & Co., Inc.]

JANUARY 10, 1936.

Mr. JoBN L. SIMPson,

145 Leadenhall Street, London, E. C. 3, England.

Re: Usepco :

DEAB JoHN : Following your telephone call from Paris, with its news of the

elimination of our rôle as guarantor, and therefore possibly of any role at all

we have been giving the subject a lot of thought. I should say reneuccd. thought,
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because we are spending about half the time on the telephone with Victor

Emanuel these days. In order to give you time to be mulling over the drift

of our ideas, we cabled you to Berlin in accordance with the attached copy.

We decided not to get all hot and bothered about Pam's and Robin's neglect

of Schrobanco interests, and not to try a major appeal to London to bring

them into line. While it is obviously an occasion when Pam and Robin got

carried away by the idea of doing a big business all by themselves and forgot

about the general Schroder interests, we think we can get farther in the long

run by sticking to our knitting without any major explosion.

Now just what is our knitting. Primarily we want to represent the

Schroder-Hydro interest in this market, just as we would have long ago except

for Fisher. If we can achieve that position, the rest ought to follow in due

course, the rest being a position of responsibility in the councils of the com

panies involved, a share in the financing, and deposit and fiscal agency

business.

It seems to us axiomatic that someone will have to spend a great deal of

time on this situation on behalf of London interests, since it is one of the most

complicated and Americanized situations in financial history. It is conceivable

that Pam will want to exercise the rôle of Fisher, and that he will use Robin

to come over frequently and transact Usepco business direct with other Ameri

can parties. It is also conceivable that either one or both of them might use

Emanuel as their American confidante.

We think, however, that we can become indispensable to them in the long

run even though they may start off on the foregoing tack to begin with. During

this initial tack, let us make every effort to prevent commitments' being made

by Robin or anyone else.

(A) As for the financing, we should think we might eventually work out

an arrangement to take Over a certain portion of the London 47.1% 90 at some

kind of step-up, say One-quarter. We know, for instance, that Byllesby fre

quently finds 25% too large a commitment for their purposes, so that they

cede some to the Other members of the group at an advance of one-quarter. Or,

if we can establish our position sufficiently with the London group, it is con

ceivable that they might request us (B) to handle the entire arrangement of

financing for their group, allocating them a certain percentage of the profits

derived therefrom. It is obviously going to be very difficult for them to

swap quid pro quo with other underwriting houses in this market unless they

have someone on the spot to do it for them. We are sure they haven't any

idea of the difficulties involved in that connection, but they will have a very

concrete idea once the dog fights are on.

Emanuel, for example, told Robin that he doubted whether we could get

more than 50% reciprocity from the members of the present group, because

they have an established position in this picture, we will need them for dis

tribution, etc. Emanuel is counting heavily on Schrobanco to back him up

in these squabbles because, as he says, he and we have to live with these

people in New York, while it is easy for the London people to sit back and take

an arbitrary attitude. He is most anxious that the London interests give

him and us leeway in making these reciprocal arrangements, not just sit back

and demand a hundred percent monetary quid pro quo.

While we can easily see putting up $100,000 in the syndicate to achieve a

position, we would be just as happy to have one of the foregoing A +

arrangements eventuate, because we don't think that the mere fact that

London acquired their underwriting position by putting up the money means

that the underwriting profits are going to flow to them as naturally as interest

comes in from a bond. It is going to take a great deal of laborious working

out, and during that process we ought to be able to work out our own posi

tion. Moreover, if we put up, say as much as $250,000, that would tend to

freeze our participation in the emoluments at that ratio to the whole sum,

which may or may not prove desirable. Perhaps we are rationalizing, but we

are not too disturbed about being left out of the monetary contributions.

As for the bank accounts and fiscal agencies, you know how lucrative and

important they can be. Moreover, they should be noncompetitive as far as

London and Emanuel go.

In short, we are inclined to follow a policy of boring from within and

not crashing the gate. We think it is most opportune that you should be

there during the discussion. We would like definitely to get our representatives

on the Boards of Holding and Hydro and Northeastern as soon as possible

in order to help establish our position, even though we recognize that the
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whole background indicates slow haste in this respect: We were frankly

disappointed in Pam's apathetic attitude on this subject in his letter to Beal,

because we think it is important to establish our foothold as early as possible.

Recognizing the difficulties, we think it would be worth making a real drive

before you leave.

After the above discussion of philosophy, you may be interested to learn

that Victor Emanuel is all in a sweat about how to proceed next in this situation

after receiving approval of the $2,000,000 bid limit. The promptness of the action

on the $2,000,000 really staggered him a bit and made him wonder if Robin had

fully disclosed all the obstacles in the situation, such as the possibility of a long

lock-up before Standard Power & Light stock can be reduced to possession on

account of delays intregistration of the stock; or the other possibility that Usepco

stockholders may take up Standard Power & Light stock and leave our group with

only Hydro's 25% participation in hand, whereas real control of the financing

depends on a 51% voting control of the Standard Power Board, which could then

be obtained only through proxy solicitation, etc., etc. Emanuel (still believing

that the London group will do all its underwriting in this situation through us

as soon as we have set up a new vehicle) is trying definitely to tie Schrobanco

into all these problems so that London will not place the entire blame on his

shoulders if a fiasco results.

It is really a frightfully complicated situation, and both he and we are trying

to avoid a denouement in which we would have lost the business and at the

same time have antagonized all the present financial group. Equally, we wish

to proceed so that our bid can't be used to raise that of some competitor. There

is also the problem of possibly getting together with Harrison Williams.

All of which may lead you to conclude with us that the deal is far from done:

but there is some money in hand now, and before the time this reaches you,

another stage will probably have developed.

Since writing the above, more gyrations have occurred, and Emanuel has

decided not to talk to the Chase today but sit down with us tomorrow to plan the

campaign once more. Allen Dulles has called up to tell us a little more openly

than previously that Harrison Williams is interested in the picture, so the kettle

is boiling merrily, and probably Victor will approach the Chase on Monday.

Meantime Victor has showed us the cable which he received from London and

which we relayed to you in Berlin, stating in effect that the London group had

not made up its mind as to how to handle its share of the financing, but that it

was inclined to utilize Schrobanco if we could arrange the proper set-up. We were

delighted to see this unsolicited indication to an outside party, and thought that it

rather confirmed our policy as outlined in this letter, but you will have further

evidence on that point before many days go by after your return to London.

Very truly yours,

CARLTON P. F. -
CPF/JS. Tuller

ExHIBIT No. 1954–2

[Western Union]

Charge to the account of EMANUEL & CO. 32 Broadway

ASCHRODER, JANUARY 8, 1936.

London (England)

For Major Pam and Robin Wilson. With reference todays telephone conver

sation very much appreciated your prompt advices and all that you have done

stop One part conversation not clear having to do with division financing stop

Had understood that on million one half cost basis where Hydro and our

respective firms were contributing one third each financing divided equally

between our firm and yours as told Robin if we had to go t
- O two milli

had hoped same ratio would stand even though amount to beº:
my firm not increased stop As understand situation now you propose original

equal division financing between our firms would hold if deal can be done at

one and half million cost but that if consideration has to be increased

million my firms interest would be reduced to 27% percent with #.” º:
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47% percent balance remaining Byllesby as at present is this correct stop Of

course as previously explained it impossible avoid participation in particulat

pieces System financing by houses long identified in business with local houses

in territories served which however never major amount which situation under

stood by your office here from their previous experience in Systems financing

stop As explained negotiations with other houses which are part of American

group now in business would have to be conducted delicately and one hundred

per cent reciprocation might not be possible or advisable but in mentioning per

centages presume you did so on gross basis with idea that any necessary give-ups

be done ratably between us stop. Matter will have to be proceeded with cau

tiously due number of factors and as first step seeing Seagrave tomorrow who

leaves tomorrow night for ten day absence after which will consult Beall

and Fuller here before proceeding further stop As previously advised price rises

give me considerable concern but you may be sure will do very best I can.

EMANUEL

EXHIBIT NO. 1955

[From the files of Schroder Rockefeller & Co., Inc. Cable from J. Henry Schroder Bank

ing Corp., New York, to J. Henry Schroder & Co., London |

From : INVESTMENT Department Date: 1/14/36

Send the following Cable and Charge: Expense Addressee Account: 54

To : ScHRODPRIV, Londom. Authorized : CPF

USEPCO

Emanuel made tentative approach Chase and had favorable reception but finds

active competition from Harrison Williams through Guaranty and others stop

We have confirmed this from other sources stop

We all then decided support of USEPCO Financing Group should be enlisted at

this stage stop

Emanuel indicated they must be prepared put in cash and/or reciprocal

financing if they wished retain position in Standard Financing stop

Initial reaction favorable and substantial cash will probably be forthcoming

as well as good start on later reciprocal financing arrangements stop

If business can be done for two million dollars Emanuel assumes you would

be willing if necessary to allocate up to five hundred thousand to that group

leaving total London participation at one million dollars and total American

one million including Emanuel for minimum $250,000 stop

If business requires more than two million dollars would you be willing

USEPCO Group's contribution should be added to purchase price in attempt to

close deal stop

Endeavoring make best speed possible but negotiations delicate and may be

protracted view competition stop

Emanuel consulting us constantly but assume you do not wish daily detailed

reports

IXHIBIT No. 1956

[From the Files of Schroder. Rockefellºr, & Co., Inc. Cablo from J. Henry Schroder & Co.,

London, to J. Henry Schroder Banking Corp., New York]

[Original J

CABLEGRAM

Schrodpriv

From J. HENRY SCHROEDER & Co.,

London

Date sent 1/15/36

Date rec'd 1/15/36 615HS

No. 106 Your 37

Hydro Schroder group agree they will take participation of between $1,000,000

and 1,500,000 in purchase provided total cost does not exceed $2,500,000 and

provided their proportion not less /than/50% of total stop

While approving Emanuel tactics we wish to be kept informed important

negotiations and also to know what percentage financial benefits will accrue to

our group direct and reciprocal
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Our 37 read . . . Usepco Emanuel made tentative approach Chase and had

favorable reception but finds active competition from Harrison Williams through

Guaranty and other stop otc.

(Hand written) : Copy to Mr. Emanuel

(Stamped on margin with check mark before it:) Investment

ExHIBIT NO. 1957

[From the files of Schroder Rockefeller & Co., Inc., Cable from J. Henry Schroder & Co.,

London, to J. Henry Schroder Banking Corp., New York

[Original]

CABLEGRAM

From SCHRODPRIV

J. HENRY SCHROEDER & CO.

London

Date sent 2/14/36

Date rec'd 2/15/36 579N

No. 135

To help us form opinion as to advisability for Hydro and other clients

participating in Usepco loan acquisition should Emanuel make suitable proposal,

please enlighten us on value of share in future refinancing Standard Gas

subsidiaries stop

Emanuel has repeatedly said that this financing probably more valuable than

prospects of appreciation of Standard Power stock so we want assurance that

new syndicate will really thus acquire valuable asset stop

Please discuss with Emanuel and cable how this asset could in your opinion

be valorised stop

Is there no danger that present First Boston syndicate could insist on right

to future financing without compensation to us stop

Even if syndicate could acquire right to 75% future financing what benefit

could there be to Hydro and others here who are not American issuing

house stop

Please cable fully to enable us explain situation in detail to our friends

(Hand written :) Copy to Mr. Emanuel

EXHIBIT No. 195S

[From the files of Schroder Rockefellerº pe. Iletter from Victor Emanuel to C. P.

uller

Mr.MBERS

NEW YORK STOCK ExCHANGE

NEW York CURE ExCHANGE

CoM MoDITY ExcFIANGE, INC.

Telephone JOHN 4–1400

Cable Address EMANSTOCK

EMANUEL & Co.

Fifty Pine Street New York

FEBRUARY 17, 1936.

C. P. FULLER, Esq.,

Vice President, J. Henry Schroder Banking Corporation,

46 William Street, New York City.

DEAR CARL: I have now had a chance to read your draft of the cable to

London in reply, to their cable to you of the 14th, received by you on the 15th.

I believe the cable is all right, except for the following suggestions:

1.—That a ..º.º be worked out as to how you handle the

agreed percentage of any profits to be paid the London group, bu resumeyou have talked to Alan Dulles’ about this. group t I p

(Handwritten :) Call up.

2.-Generally, in Standard Gas financing, the expenses are paid by the com

panies, except such small items as mailing. They do pay for all attorney and

auditing fees, printing, and things of that sort, although this might not be im

portant enough for you to change your cablegram.

3.—Where you comment at the bottom of the first page on trading selling group

positions for underwritings in other situations, you might change this to read

1 Underscored in ink.
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“it might also trade selling group positions for underwriting or selling group

positions in other situations”.

(Handwritten :) No.

4.—In place of the second paragraph on page 2 of your cable, I would have

the following to say: Some members of the so-called First Boston Syndicate

now in the business would come along in the new deal at varying amounts, but

as to First Boston itself, it would not have any legal or any other kind of posi

tion that would entitle them to stay in the business unless the group desired it,

and as to the basis if the group did desire it, this would be subject to negotia

tion. They understand this situation, and normally, as you know, if anyone

outside bought these loans, the entire present group would be out of the

business, and they would have no legal or other means to hold to their position.

In Other words, there is no basis on which the First Boston Corporation, or

anyone of the present group except Byllesby, could insist on the right to any

future financing without compensation.

5.—The last statement in your cable is very conservative, as to Standard Gas

financing, as all in all the underwriting group profit averages more than 1

point, which is the amount you have stated.

I do not know whether you want to say that the present USEPCO position of

75%, as a base for financing, is not covered by a legal agreement but by a

memorandum, but that Byllesbys have verbally agreed with me, and will, I am

certain, before we consummate a deal, agree to continue the memorandum to the

new group, and that with this assurance, plus the position our stock would

give us, there is no question in my mind that our group could inherit the

position the present group now has. This, of course, does not change what

you have said as to valorizing this for the London group who might not

want to participate direct in the financing. (Handwritten :) By our (feeling)

I mean, Of course, the present USepco group as would not expect you to pass

upon this.

On receipt of this would appreciate your telephoning me, as there are a few

other things I would like to discuss with you.

With kind regards, I am

Yours very truly,

(Initialed:) W. E.

VE W

EXHIBIT NO. 1959

[From the files of Schroder Rockefeller & Co., Inc. Cable from J. Henry Schroder Bank

ing Corp., New York, to J. Henry Schroder & Co., London]

From INVESTMENT Department Date: 2/18/36

Send the following Cable and Charge: Expense Addressee Account:

TO SCHRODPRIV Authorized CPF

Londom,

(Handwritten :) (overnight).

Your 135

We ourselves believe London group should rely mostly on attraction of high

leverage stock in recovery period with proceeds from financing as additional

speculative attraction stop

Nevertheless latter source profits has definite potentialities even though con

siderable bargaining involved in realizing them stop

Assuming London group would not care underwrite and possibly take up

large amount of each Stangas issue our idea would be they appoint central

agent in New York such as J. Henry Schroder Inc. to handle their posi

tion stop

You understand selling group commissions are On account of actual dis

tributing services and what we must attempt analyze for you is underwriting

group commission which might be one point out of total two and one-half

point spread if selling group were one and one-half stop

In large issues any central agent would presumably wish take only reasonable

participation say 10% or 15% and would try to trade excess for participations

in other financing Stop

1 Word “our” stricken through and word “my” writton above.
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It might also trade selling group positions for underwriting in other situa

tions stop

This whole bargaining process most difficult and London interests should not

expect 100% quid pro quo in all cases as some underwriting must attach to

selling group participations of large distributors stop

As basis estimating possible profits Emanuel guesses $175,000,000 Stangas

system financing this year and normally $100,000,000 per annum stop. Taking

latter figure and assuming 1% underwriting spread there would be $1,000,000

annual gross underwriting profits or $750,000 for Usepco Group stop

If London group has half interest in deal they and Central Agent would be

entitled to $375,000 out of above stop

20% or thereabouts of all these underwriting profits might have to be used

in connection with distribution but central agent would endeavor ol)tain cor

responding positions in other financing groups in order offset give-ups to large

distributors stop

Therefore Emanuel's estimate total financing would seem indicate annual

profits available for division between London group and central agent of about

$300,000 to $375,000 stop

Foregoing does not deal with legal situation reference retaining 75% of

Stangas financing for which see our and Emanuel's cables to Pam Paris

January 7th stop

Regarding present first Boston Syndicate we and Emanuel feel situation can

be handled and thoy already appreciate necessity for changes

ExHIBIT No. 1960

|From the files of Schroder Rockefeller & Co., Inc.]

[Original]

CABLEGRAM

Date sent 2/20/36

SCEIRODPRIV Date rec'd 2/20/36 S10Hs

From J. HENRY SCHRODER & Co.,

Jondom.

For Mr. Beal

No. 139

Reference telephone conversation stop

Participation by Hydro largely dependent on their receiving adequate share

in financing profits stop

Owing their suspicion of Schrobanco we feel that we cannot propose that they

should receive percentage of Schroder Inc. underwriting profits because they

would imagine that some further profits were being withheld stop

Think it essential that Londons share underwriting profits be derived direct

through participation in underwriting by Leadenhall Securities or some other

such company or new American company formed both to buy London share

Usepco loans and underwrite new issues

Oºmned on margin with check mark before and initialed after:) Senior

Cer

ExHIBIT No. 1961–1

[I’rom the files of Schroder IRockefeller & Co., Inc. Cable from J Henr I -ing Corp., New York, to J. Henry Schroder & Co.,Lº Schroder Bank

From INVESTMENT Department Date 2/24/36

Send the following Cable and Charge: Expense Addressee Account 54

To scBRODPRIV London. Authorized CPF

Your 139

Believe can work out something along lines your last sentence stop Reference

Leadenhall participation Sullivan & Cromwell state Leadenhall securities would

probably be considered affiliate of Schrotrust because of same indirect ownership

and Leadenhall thus disqualified for appearing as underwriter here stop

Believe your last suggestion also eliminated because new company would

involve substantial new capital requisite for taking underwriting risks stop

Believe therefore best of your three suggested methods is quote some other
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such company unquote and suggest for your consideration Conti-Trust of which

we assume stock control not in your own hands stop

Conti-Trust would then appear in prospectus and receive underwriting profits

which it could distribute amongst London group as it wished stop

Whether it would have to report such distributions in the prospectus is sub

ject of controversy with some precedent both for and against stop Question of

publicity not clear as to recipients of finding commission who do not take

underwriting risk stop

Just how important do you consider non-disclosure stop

Conti-Trust and others of group are of course subject American income tax

these profits stop

Conti-Trust could allocate certain amount underwriting to a New York agent

in return for which latter would do all necessary work connection Conti-Trust's

underwriting Stangas and other situations as well as trade off excess Stangas

underwriting for other positions

EXHIBIT NO. 1961–2

[From the Files of Schroder Rockefeller & Co., Inc.]

148, LEADENHALL ST., E. C. 3, 27th March, 1936.

DEAR VICTOR, Thank you very much for your long and interesting letter of

March 18th concerning Bobbie Loewenstein. He is back in England, although

I have not seen him yet, but presume I shall shortly. Thank you for the nice

things you said about me, although it sounds as if I shall have to work hard

to live up to them

As far as I know I shall be coming over to New York at the end of April

or the beginning of May, and am very much looking forward to seeing you again.

The USEPCO deal seems to have gone completely to sleep for the moment,

but I gather from Carl Fuller that you are being kept pretty well informed

of the intentions of our competitors. If by any chance the deal does come off

I feel that it will be a good thing for me to be in New York to represent our

group in the negotiations over our share of underwriting.

As regards North EASTERN WATER, I have not gone into the situation at all

fully myself, but Simpson has gone on the Board to represent us, and I expect

I will have a full report for me when I come Over. So far as I can see the

investment looks like turning out a very satisfactory one, as the Company is

showing quite a nice increase in income.

Regarding FINANCE TRUST & AGENCY, you were asked to fill in a proxy because

under the Articles of Association only shareholders can vote at meetings. I

went to see Van der Straten about it, and have arranged to give him your proxy

under my Power of Attorney, and he will vote at the meeting on 1st April (at

which I shall be present) in accordance with my instructions.

There is no question of either your position or mine being prejudiced on

account of the attitude we have taken up, and they quite understood that, as

I was representing a shareholder on the other side of the Atlantic, it was quite

right that I should attend the meeting on your behalf.

The whole group has done very little business since Fisher's death, and once

Finance Trust is wound up the Group's security business will be concentrated

with us.

Incidentally, I have already made some changes in Hydro's portfolio, and have

passed orders for the bulk of them to you, including the purchase of some

PACIFIC GAs and LOUISVILLE GAS.

Naturally we are only too glad to receive suggestions from you at any time for:

(a) Utility investments for HYDRO,

(b) High-yielding bonds or Preference shares for all the companies, but

particularly for HYDRO, which has to keep an eye on its Preference dividend

requirements, and

(c) Any American shares in which you think we can make some money.

Yours ever,

(Sgd) RoBIN.

VICTOR EMANUEL, ESQ.,

50 Pine Street, New York.
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ExHIBIT No. 1962

[From the Files of Schroder Rockefeller & Co., Inc.]

[Original]

CABLEGRAM

SCHRODPRIV

From J. HENRY SCHRODER & Co.

London

Date sent 5/22/36

Date rec'd 5/22/36 89SAS

For Mr. Wilson

No. 257 Your 216

Presumably difficulty/ies/ you mention are disclosure/s/ in prospectus of

sub underwriters which you want to avoid Stop

Are there any others Stop

Before discussing details must remind you Hydro always have been promised

participation in financing profits in same proportion as their commitments less

of course special advantage/s/ given to leaders of group and others brought in

for individual issues Stop

Further that such special advantages would be subject to bargaining so

that groups would be recompensed for what they gave away by receiving par

ticipation in non Standard Gas & Electric Co. issues Stop

Would remind you also of Hydro's distrust & suspicion Stop To enable

us form some judgment please cable.

Firstly. What is usual underwriting commission & specifically in Wisconsin

underwriting.

Secondly. How much are American group members taking in Wisconsin issue.

Thirdly. Was 2,500,000 all you could get for English group Stop

We understand English group will be sub underwriter/s/ of this amount

unless some other satisfactory arrangements concluded for instance as sug

gested at the end of this cable.

Fourthly. Have you arranged any quid pro quo with First Boston in return

for all owing them to lead this issue.

Paragraph. We could certainly arrange, with Hydro and others to accept

less than theoretical percentage if all risk avoided although we understood

underwriting and even selling syndicate now practically without any risk

owing to new issue conditions but drop from point 375 to point one seems im

possible to explain and we fear great difficulties Stop

As Usepco financing is real basis for constituting Schroder, Inc., would

it not be better to offer English group 75% of Schroder, Incs. profits derived

from any source whatever Stop

This would avoid all possible arguments about subsidiar rofi -

from compensation non Standard Gas & Electric Co. issues*...*º:
we could press withj likelihood success.

Our 216 read. Reference my letter to Pam have had long d

Schrobanco and Sullivan and Cromwell on difficulties oflº.
pating in Usepco financing Stop etc

(Handwritten :) Copy in Wilson folder.

(Handwritten :) Mr. Wilson.

ExHIBIT No. 1963

| From the files of Schroder Rockefiler & Co., Inc. Cable from R

Schroder & Co., London] obin Wilson to J. Henry

From INVESTMENT Department

- Date 5/25/36º the following Cable and Charge: Expense Adressee *:::::: 12

To SCHRODPRIV,

London Authorized CPF

Your 257

Hydro being utility holding company p

always warned them not expect to deriv

American participants but told them they might hope to

return on their investment stop This estimate was bas

% percent net underwriting profit on $100,0

recluded direct underwriting a I

e same profits from ºštº",

get five or six percent

ed on 37% percen

MM),000 financing equals $380,000 º:
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If half this retained by our group $140,000 equalled seven percent on $2,000,000

contemplated investment stop

One per mille would equal 6% percent on $1,550,000 European participation and

while obviously open discussion and later revision if it appears unfair to either

side am definitely convinced

Alpha. That greatest proportion our claims to financing profits can be realized

via Schroder Inc

Beta. More satisfactory relate our commission to volume Standard Gas financ

ing than to Schroder Inc net profits as think latter might arouse much discussion

and bad feeling stop

Am very doubtful whether any American underwriting house could realize

point three seven five even though they Work hard and assume risks stop Con

siderations to remember are

One. Part financing always reserved local and other houses recommended by

issuing company

Two. Part our underwriting must be ceded to distributors especially in diffi

cult issues Stop

Very difficult for foreign underwriter like Leadenhall enforce reciprocity and

Schroder Inc would have hard work to protect our interests

Three. There still is risk on underwriting because underwriting group must

take commitment few hours before registration statement effective and selling

group cannot be legally bound until registration effective

WILSON.

(Handwritten :) Copy of Wilson Folder.

EXHIBIT NO. 1964

[From the files of Schroder Rockefeller & Co., Inc.]

[Letter head of]

J. HENRY SCHRODER & Co.

In your reply please quote Investment Department

145 LEADENHALL STREET,

LONDON, E. C. 3, 24th August, 1936.

Messrs. SCHRODER ROCKEFELLER & Co. INC.,

48 Wall Street, New York.

DEAR SIRS, Following our various conversations in London, this is to confirm

our understanding as follows:

We understand that you are taking over from J. Henry Schroder Banking

Corporation their interest in the amount of $200,000 in the purchase of notes

of United States Electric Power Corporation secured largely by Common Stock

of Standard Power & Light Corporation. We and certain British and Canadian

interests for whom we are acting in this matter, have acquired an interest of

$1,550,000 in the above purchase. . For convenience we shall hereafter refer to

the above-mentioned British and Canadian interests as the “London interests.”

As a result of this acquisition the London interests might hereafter be in a

position to have a part in the financing of the so-called Standard Gas System

through participation in the purchase, sale and Syndication of securities issued

by companies in this System. However, the undersigned, as Agent for the

London interests duly authorised thereto, hereby agree that the London interests

will not engage in such financial operations in the United States, and will use

their best efforts to the end that Schroder Rockefeller & Co. Incorporated, shall

enjoy all their interests in such financing, the present agreement being for the

period and subject to the terms and conditions herein set forth:

(1) You shall pay to us at our office in London as the Agent for the London

interests, in consideration for this agreement $26,350 and hereafter and as long

as this agreement shall be in force and effect, .125% of the total principal

amount of securities covered by financing of the so-called Standard Gas System

200,000

$1,750,000 of said .125%,

resulting in a payment of .1107%). Such payments shall be made only with

respect to financing of the Standard Gas System in which, in view of the Lon

don interests' and your relation to this situation as above indicated, you might

(less your proportionate interest therein; namely,
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have participated if you had desired to do so, and such payments shall be made

even though you shall elect not to participate in such financing. Such payments

shall be subject to proportional reduction in the case of any such financing

where the underwriters' commission is less than one percent.

(2) We shall take no part, directly or indirectly, in the underwriting or dis

position of the securities which you may underwrite, or any other activities in

the United States in connection therewith, nor assume any responsibility, lia

bility or commitment in connection therewith, it being understood that you

shali be solely liable with respect to the total amount of your underwriting com

mitments without any recourse against us or any of the “London interests."

(3) This agreement and any rights, interests or obligations thereunder, shall

be subject to termination at any time upon one month's prior written notice

by you or by us.

Yours faithfully,

J. HENRY SCHRODER & Co.

Confirmed : SOHRODER ROCKEFELLEB & Co. INCORPORATED

By : J. H. SchrodeR, Authorised Agent.

NRA/MC

ExHIBIT No. 1965

[From the Files of Schroder Rockefeller & Co., Inc.]

MEMORANDUM (HANDWRITTEN :) R. W.

On May 20, 1936 J. Henry Schroder Banking Corporation, Bancamerica-Blair

Corporation, W. C. Langley & Co., A. C. Allyn & Co., Inc. and Emanuel & Company

purchased from the Chase National Bank of the City of New York, Guaranty

Trust Company of New York and Chemical Bank and Trust Company, $12,500,000

Notes of the United States Electric Power Corporation, secured by

1,226,298 shares Standard Power & Light Corporation Common Stock

12,798 shares Standard Power & Light Corporation Common Stock Series B

2,400 shares Northern States Power Company Common Stock Class A

4,000 shares National Shareholders Corporation Cumulative Convertible Pref

erence Stock

8,200 shares General Investment Corporation Common Stock

191,600 warrants Associated Gas & Electric Co.

12,100 warrants General Investment Corp.

for a cash consideration of $3,500,000, of which J. Henry Schroder Banking Corpo

ration's interest is 50%, Bancamerica-Blair Corporation's interest is 25% and the

other three firms mentioned have a total of 25%.

Bancamerica-Blair Corporation agreed to make available their interest in the

Notes or collateral securing the Notes (for a period of 90 days after the consum

mation of the purchase and the acquisition of the Notes, at cost plus expenses)

for an offering to the shareholders of the United States Electric Power Corpora

tion. Inasmuch as the acquisition will be completed on June 1, 1936, the 90-day

period expires on August 31, 1936.

United States Electric Power Corporation had an agreement with H. M.

Byllesby & Co. which gave them a first call on 75% of the financing of the

Standard Gas & Electric System. H. M. Byllesby & Co. agreed to continue this

financing arrangement with the new group which purchased the Notes of the

United States Electric Power Corporation, secured by Standard Power & Light

Common Stock, from the three New York banks. The purchasers of the Notes

agreed that their interest in this finance contract should be on the same percent

age basis as their interest in the purchase of United States Electric Power Notes.”

It was also agreed that inasmuch as Bancamerica-Blair Corporation had the

largest American interest in the contract, they should have leadership in any

future financing, but that Bancamerica-Blair's attitude would have to be flexible

to the extent of recognizing public service commissions, the wishes of the operat.

ing company's management or anything for the good of the company on this

question of leadership; also, if Schroder went into the investment business in

this country, the purchase group should then give them consideration ahead of

1 (Handwritten in margin :) Recognizing that Schroder’s interest obthe general point of view leaders of theº obviously makes from
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Bancamerica-Blair Corporation on the question of leadership. It was agreed by

J. Henry Schroder Banking Corporation that if they gave up any of their position

in the underwriting the other members of the purchase group should have first

call on such position," and that any offering of their position to outsiders would

have to be made * Ithroughl the house heading the business.”

It was also understood that Bancamerica-Blair Corporation would have the

opportunity of being represented on the Board of Directors of the Standard Power

& Light Corporation, the Standard Gas & Electric Co. and subsidiary companies

on which any bankers in the purchase group are represented.

E. G. DIEFENBACH.

MAY 28, 1936.

D. T.S.

ExHIBIT NO. 1966

[From the Files of Schroder Rockefeller & Co., Inc. Cable from J. Henry Schroder & Co.,

London, to J. Henry Schroder Banking Corp., New York]

[Original]

CABLEGRAM

From

SCHRODPRIV

J. HENRY SCHRODER & Co.

London,

Date sent 1/6/36

Date rec'd. 1/6/36 133N

No. 95.

Please arrange with Victor Emanuel joint consultation with Sullivan & Crom

well and enquire whether they foresee any serious legal difficulties in our USEPCO

programme Stop

Special points

One. Foreclosure of loans to reduce Standard Power to possession.

Two. Offer by Victor Emanuel and Hydro of foreclosed stock to other USEPCO

shareholders

Three. Standard gas 77B reorganisation

Four. Their guess about Public Utility Act and effect on Standard Gas

Five. Ultimate dissolution Standard POWer

Six. Possibility any claim by holders of Standard Power debenture holders

Seven. Elimination Standard Power preferred by exchange and/or/ purchase

Eight. How binding a contract can be made assuring 75% future group financ

ing to Emanuel and Hydro Stop

Please cable Pam Meurice Hotel Paris night letter your close January seventh

(Handwritten :) Copy to Mr. Emanuel. Also Mr. Dulles.

-

ExHIBIT No. 1967–1

[From the Files of Schroder Rockefeller & Co., Inc.]

[Western Union]

Charge to the account of EMANU & CO., 32 Broadway

JANUARY 6, 1936.

ROBIN WILSON

% Major Albert Pam

Hotel Meurice, Paris

Fuller communicated to me your cable sixth stop Difficulty arises in that

Sullivan and Cromwell counsel for First Boston and Langley who for reasons

you understand do not want know about this now stop Fuller having confidential

talk with Dulles first this morning and if they see their way clear act confidential

basis we will have joint meeting this afternoon stop Unfortunately market here

very strong Standard common selling at seven three quarters seven dollar pre

1. (Handwritten :) So far as the interests of the business allowed and on terms satis

factory to Schrod. - -

2 Haſſwº § Only to parties satisfactory to the group.

3. {###### but illegible.
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ferred, twenty nine one eighth and am concerned as to how this might affect

basis for deal. Regards.

EMANUEL.

ExHIBIT No. 1967–2

Date: 1/7/36

Account: 14

Authorized: CPF

From INVESTMENT Department

Send the following Cable and Charge : Expense Addressee

TO MAJOR ALBERT PAM,

Hotel Meurice, Paris.

[Night letter]

Your schrodpriv 95

Sullivan & Cromwell have following comments your particular inquiries Quote

As you realize this whole situation extremely complicated and precise answers

would require very detailed study and in some cases view uncertainty situation

could not be given in any event but following may be helpful Stop

One. Purchaser could foreclose loans and reduce Standard Power stock to

possession but purchaser other than USEPCO might thereby lose certain non

transferable collateral veto powers which USEPCO as owner stock possesses

Stop

Possibly this situation could be covered through prior arrangement Byllesby

but complete answer would require extended research

Two. No legal objection to offer foreclosed stock by Hydro and Emanuel to

shareholders USEPCO but this would presumably require registration Securities

Act and consideration under Utilities Act parenthesis Emanuel considers regis

tration easy since form already filed for Standard Gas debentures parentheses

Three. IHearing on Standard Gas 77b Reorganization Plan adjourned yester

day for month Stop.]

Impossible predict whether 77b plan can be put through prior determination

status Utilities Act

Four. We are of opinion that Title I Utilities Act which applies to holding

companies is unconstitutional and believe Supreme Court on basis cases already

decided will so hold Stop

Five, six, and seven. We believe debenture holders still have some claim

against Standard Power even though debentures assumed by Standard Gas stop

Therefore dissolution Standard Power would be extremely difficult but situation

might be met by merger of Standard Power and Standard Gas or by Standard

Gas offering exchange its own securities both for assumed debentures and for

Standard Power preferred unquote

Eight. They consider contractual control of financing unfeasible and unde

sirable but agree with Emanuel that real source of control would be Hydro's

holdings and the majority on the directorate plus an agreement and good rela

tions with Byllesby paragraph

Due to strong utilities market Standard Power & Light Portfolio has increased

in value over $3,000,000 since figures given Wilson and common stock now quoted

$414 instead of $2 which emphasizes Emanuel's cabled suggestion of $2,000,000

limit in dealing with banks

NOTE.-Matter in black brackets is stricken through ; matter in italics is handwritten.

ExHIBIT NO. 1968

[From the Files of Schroder Rockefeller & Co., Inc.]

MEMORANDUM

To: Messrs. Beal and Simpson 3/10/36

From : Mr. Fuller

Re: Mr. Crispell's Comments on Byllesby-Usepco Agreement.

Mr. Crispell was very cautious and reserved because he has COInmitments to

so many interests in this situation and he would not discuss the terms of the

agreements at all without clearing with all his principals, who include others be:

sides Victor Emanuel. I told him if it became necessary to get an official opinion

from Sullivan & Cromwell, we might later approach him to get a clearance, but

for the time being our telephone conversation would suffice. -
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He says that the two gentlemen's agreements are not legally binding, as we

already understand, but that they have worked perfectly and will continue to do

so as long as they are between people who have confidence in each other and who

wish to play ball. In general such agreements have been difficult to enforce, al

though he can conceive of such an agreement's being made and being enforced if

based upon a definite long-term program of Specific financing. However, since the

latter would involve the question of price which obviously can not be set long in

advance, as a practical matter it is difficult to see how such a contract could

actually be drawn up in practice.

The charter and by-law provisions of Standard Power and Standard Gas are

presumably legal documents, which would stand regardless of the position of

U. S. Electric, but some outside lawyers have questioned even that situation.

CPF/JS

EXHIBIT NO. 1969

[From the Files of Schroder Rockefeller & Co., Inc. Memorandum by C. P. Fuller]

BYLLESBY-USEPCO AGREEMENTS

Upon the formation of U. S. Electric Power Corporation, three agreements

were entered into between H. M. Byllesby & Co. and USepco, copies of which were

in Mr. Fisher's possession. Only one of these is considered a legally enforceable,

signed contract, under which Byllesby gives Usepco an option on its holdings of

Standard Power & Light stock in case Byllesby wishes to sell. It includes a pro

vision that if Usepco declines at the price offered, and Byllesby sells elsewhere,

then Byllesby will execute an irrevocable proxy for the shares to Usepco.

The other two documents are merely gentlemen's agreements with no binding

force in law, which was understood at the time of their negotiation. The one

called the “Dividend Agreement” is signed by the parties and obligates them to

confer on dividend policy, awards 50% of the system's bank deposits and all

fiscal agency functions to Usepco's nominees, covers publicity, public relations, etc.

The other, called the “Financial Agreement”, is merely initialed. It is this

agreement which divides the financing 75% to Usepco and 25% to Byllesby, with

certain other provisions.

While arrangements as to Standard Gas financing are thus not on a legally

enforceable basis, they have worked without difficulty since 1929 and are similar

to many other such arrangements, all of which operate as long as the parties

thereto are reliable.

While Sullivan & Cromwell have not rendered an official opinion on the validity

of these agreements (such an opinion would probably follow the above lines),

they agree that they have worked effectively during their existence.

There is some dispute as to whether the agreements would become the prop

erty of any successor to Usepco in the event of the latter's dissolution, but there

seems some weight of authority indicating that they would not, and therefore an

agreement with Byllesby is an important consideration in any negotiations re

garding the future of Standard Gas financing. Mr. Emanuel claims to have a

thorough understanding with Byllesby.

Obviously no deal should be completed until undertakings covering the financing

are completed in form satisfactory to all parties. Such undertakings can prob

ably not be set up in legally binding form, but can be made on a workable basis

as in the past.

CPF/JS

3/13/36

EXHIBIT NO. 1970

[From the Files of Schroder Rockefeller & Co., Inc. Letter from J. L. Simpson to Frank

Common.]

Confidential MARCH 13, 1936.

FRANK COMMON, Esq.,

Messrs. Brown, Montgomery dº McMichael,

Royal Bank Building, Montreal, Canada.

DEAR FRANK: During the conversation Jerry and I had with you the evening

you were here, you raised three points particularly regarding the Usepco deal:

1) The legality of the contractual arrangements with Byllesby.

We have gone into this question carefully, both with Sullivan & Cromwell and

Victor Emanuel, and Carl Fuller has prepared a memorandum as of today's date
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which sets forth the position. It confirms your view that the financial agreement

is not legally binding. On the other hand Victor Emanuel feels strongly that the

agreement has moral force, has in the past been adhered to, and is playing a role

in the present negotiations. By this last I mean that he states that all parties

concerned, including Byllesby, Harrison Williams and the banks, recognize the

force of the Byllesby-Usepco financial agreement. He contends that everybody

feels Usepco's position in this respect is strong enough so that account must be

taken of it, and that Byllesby have taken this attitude with all parties concerned.

You will note that copies of the three agreements are reported to be in Hydro's

possession (or among Fisher's effects). Through Emanuel we have obtained

access to these agreements on a strictly confidential basis. As this has only hap

pened today, we have not had time to make a thorough scrutiny of the provisions,

but shall do so promptly and if we discover anything to amend or amplify the

present information we shall of course advise you.

In any event, Carl's memorandum summarizes a number of detailed conversa

tions with Crispell of Sullivan & Cromwell and Victor Emanuel, and I believe it

answers your question.

2) The possibility of an outside utility opinion regarding the business merits of

the proposed deal.

Jerry and Carl and I have discussed this matter at very considerable length.

We recognize thoroughly the merit of your view as to the desirability of

obtaining all the backing possible to any recommendation which may be made

to the Hydro Board. However, it is really difficult to see just how the point

can be met satisfactorily. If one went to a financial house, such as the name

you mentioned, their interest in dealing with the matter could surely be ob.

tained only by giving them a major position. That would presumably be

irreconcilable with the retention of a sufficient interest by the present Usepco

group, including Hydro.

We have considered utility operators such as Stone & Webster, for instance.

Two objections present themselves. Anybody of substance has financial con

nections and bringing any such party into the picture would almost certainly

ſead to further complications. Furthermore the elements of uncertainty in

the deal are to such a large extent political, legal and financial that there is

a great question as to the value of outside utility advice. As a matter of

fact, Langley is really quite a prominent figure in the American utility busi

ness, and while Victor Emanuel does not represent any powerful interest, he

is undoubtedly an able and experienced man.

Of course if we should end by forming some combination with Harrison

Williams, there is no doubt that his views regarding the property values would

be of great interest.

If you have any further thoughts on this phase of the matter, I hope you

will communicate them freely. It is certainly a very important question and

your fundamental point of view is one with which we here completely sym

pathize. We too would like to have something to back up any views which

we may ultimately formulate and express; but the problem seems to be as

outlined above.

(3) The relations between Hydro and the other members of the Usepco

group.

Your point was that the contemplated transaction should represent an en

tirely new deal, and that any rights and benefits should be distributed among

the members of the group in proportion to the new financial commitments

undertaken, regardless of any precedents created in the past.

There is no question in our minds that you are 100% right in this position.

We have had it in mind all along, and I think Victor Emanuel quite accepts

that point of view. However, I am glad you re-emphasized it, and you need

have no doubt that that is the position which we shall maintain if and when

the negotiations come to a head. -

The present situation is that both Harrison Williams and Heinemann are

negotiating with the banks and Byllesby. Victor Emanuel apparently is in

formed of everything which goes on in both quarters. He tells us that both

Williams and Heinemann recognize that if they do succeed in working out

anything, they will have to deal with the Usepco group. In the Imeantinue

Standard Power & Light common was quoted today at 2%-3%, and Standard

Gas & Electric common closed at .7%–7%. It may be that Victor win stin

have an opportunity to engineer his own deal with the banks. If that should

happen, we shall all have to decide what to do about putting it up to Hydro,
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I think that gives you a summary of the situation to date and shall not fail

to let you know of any developments of importance.

With very best regards,

Sincerely,

P. S. Regarding Grace and Northeastern, we wired London asking them

whether Hydro has any general interest in increasing its holdings of North

eastern common or preferred. Grace was in today, and Carl Fuller and I had

a chat with him. We told him that if there is any interest in the situation we

shall certainly consider the possibility of dealing with him. He is of course

quite a small dealer, but quite knowledgeable and may be of use.

Enclosure.

JLS/T

EXHIBIT NO. 1971

[From the Files of Schroder Rockefeller & Co., Inc.)

MAY 18, 1928.

MEMORANDUM RE—STANDARD GAS AND ELECTRIC CoMPANY, AMERICAN WATER

WORKS AND ELECTRIC COMPANY, INC., MIDDLE WEST UTILITIES COMPANY (Com

bined with NATIONAL ELECTRIC POWER COMPANY)

Statistical information

Gross earn- | Balance sheet

ings reSources

Standard Gas & Electric Co---- -------------- ------ ---------------------- $155,000,000 $1,100,000,000 -

American Water Works & Electric Co., Inc.---------- - 50,000,000 400,000,000

Middle West Utilities Co-)combined 130,000,000 900,000,000

National Electric Power Co.ſ ------ - - - - - - -------------- - --------

Totals--------------------------------------------------------------- $335,000,000 $2,400,000,000

Farmings and dividends per shares

Earnings Dividends

per share paid per share

Standard Gas & Electric Co----- :---------------------------------------------- $6.60 $3.50.

American Water Works & Electric Co., Inc. ---------------------------------- 4.00 1% in cash—

- 4% in stock.

Middle West Utilities Company---------------------------------------------- 15.50 | 8.00.

Figures on earnings and dividends of Middle West Utilities Co. do not

include earnings from National Electric Power Co. which, roughly estimat

ed, should increase earnings per share and dividends paid per share to----- 18.00 || 10.50.

Financial and statistical

This situation would be the world's largest public utility company and also

the world's largest corporation. There would be—

Electric consumers------------------------------------------- 2,444, 923

Water * > - -------------- -- 453,088

Gas ” ------------------------------------------- 723, 000

Hydro electric capacity in KW 480, 600

Steam capacity in KW 2, 398,000

Total capacity in KW---------------------------------- 2,878,600

Annual KW hour Output 8,828, 010, 000

Communities served ----------------------------------------- 6, 340

Population " _ -- 13,475,000

There is a great deal of additional statistical information that would be very

interesting with regard to this situation, but which I have not attempted to

124491–40—pt. 24—38
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compile in the short time available. At a later date I will furnish the following

figures:

Steam heating consumers

Telephone subscribers

Railway passengers carried

Ice production and distribution

Capacity of ice storage

Oil production and distribution

Capacity of oil storage

Miles Of track

Number of cars

Daily capacity of artificial gas plants

Open flow capacity of natural gas fields

Miles of gas mains

Capacity of gas holders

Miles of high tension transmission line

Miles of distribution line

Capacity of water pumping plants

Other general statistics.

Estimated cost of controls

Standard Gas & Electric Company------------------------------- $30,000,000

(represented by—

1,000,000 shares $16% non-cumulative preferred stock

200,000 ” common stock)

Middle West Utilities Company______---------------------------- 52, 500,000

(represented by—

292,000 shares common stock. This would mean an average

- cost per share of $179.80)

American Water Works & Electric Co., Inc 54, 480, 000

(represented by—

681,000 shares common stock at $80 per share)

$136, 980, 000

Income to be received on the basis of the acquisition of the above controls

Standard Gas & Electric Company— Per annum.

1,000,000 shares 6% preferred stock--________________________ 60,000

200,000 shares common stock at $3.50_______________________ 700,000

Middle West Utilities Company—

292,000 shares common stock at $10.50_______________________ 3,066, 000

American Water Works & Electric Co., Inc.—

681,000 shares common stock at $2.50_________________________ 1.702,500

(This stock is now paying 1% per annum in cash and 4%

per annum in stock. I have given effect to the elimination of

the stock dividend and payment of $2.50 in cash dividend

which I think is conservative) -

Standard Gas & Electric Company—

Management earnings—1% of gross__________________________ 1.550, 000

Engineering -- – 1/2% of construction----------------- 975,000

Middle West Utilities Company— - -

Management earnings—1% of gross__________________________ 1,300,000
Engineering (c. — 1%º of construction________________- 750, 000

American Water Works & Electric Co., Inc.—

Management earnings—2% of gross__________________________ 1,000, 000

Engineering -- —5% of construction 1,500,000

One per cent of total amount par value of securities issued per

annum–estimated (cons rvatively) ------______________________ 2,000, 000

Interest in undistributed earnings—

Standard Gas & Electric Company___________________________ 620,000

Middle West Utilities Company_____________________________ 2, 190,000

American Water Works & Electric Co., Inc.___________________ 1,021,500

Proportion of immediate savings in combined operation that would

inure to above stockholdings----------------------------------- 3,500.000

Total amount income to new holding company______________ $21, 935, 000
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In explanation of certain of the above items of income, I would make the

following comment:

Management and engineering earnings would not necessarily be so termed.

These earnings would have to come from the respective holding companies we

purchase, and not from their operating properties—except possibly in the case

of the American Water Works and Electric Company, Inc.

The One per cent income on the total par value of securities issued per annum

would be paid into a new holding company, probably by the bankers themselves.

The $3,500,000 that would inure to the new company due to savings in oper

ating is a most conservative figure. It would take a long time and a most care

ful study to estimate the total amount of savings that could be made under one

combined operation of these three large holding companies, but to give only a

rough idea of the possibilities the following can be considered:

The American Water Works & Electric Company, Inc. and the National Elec

tric Power Company maintain large central operating and management offices

in New York City, while the Middle West Utilities Company and the Standard

Gas & Electric Company have similar organizations in Chicago. These four

very large organizations would be combined into one new organization with a

tremendous saving, not only in salaries, but in rent and all other items that

go into the cost of large central offices.

From my knowledge of the situations, I would say that the minimum amount

we could save would be $5,000,000 per annum. As another example, the prop

erties of these companies are contiguous in many localities. Dozens of Operat

ing offices could be merged, probably into five large groups, which would lend

itself to efficient and economical management. These groups would be in charge

of the best men available and would mean the elimination of any number of

separate operating organizations in the field. Also, they could take more power

than they now enjoy, and management could be de-centralized to a large extent

from home offices and put on the properties themselves, due to the fact that

on the large situations that would result, each of the groups could maintain

a sufficient staff headed by high calibre men. This should save at least

$5,000,000, which is a conservative figure.

There are literally so many savings to be made, that it would be very diffi

cult to recount them all, but the savings in taxes, insurance, and all overhead

charges would be enormous.

The combined purchasing power of this situation would insure cheaper pur

chases than ever, and more important than all, these properties lend them

selves in great measure to inter-connection which would eliminate an untold

amount of future construction requirements for power generation and reserve

supplies. The Pennsylvania, Virginia, West Virginia, and Maryland situation

alone would represent huge savings in interest charges, depreciation and main

tenance per year, to say nothing of a far lower cost in the production of

electricity.

There is not time for me now to go into the details of such savings, but

anyone having even a remote knowledge of public utility operation can, with

one look at a map showing the combined lay-out, of these properties, under

stand what a tremendous amount these savings will mean. It is my belief

that instead of a $10,000,000 saving, this figure can easily be doubled,

The question may be asked here why more than $3,500,000 of this $10,000,000

saving does not inure to the new corporation. The reason is that the new

company would own only one-sixth of the common stock of the Standard Gas

& Electric Company, and fifty-one per cent of the stock of the Middle West

Utilities Company and the American Water Works. & Electric Company, Inc.

The balance of $6,500,000 would inure to the other stockholders in these three

companies, and could only be earned in greater proportion by us if we in

creased our stock holdings in these three situations beyond the necessary
control. t

I'inancial siluation ..

If the stocks of the three companies discussed in this memorandum could

be purchased at the price estimated, our total cost would be about $137,000,000.

The income on this investment, as set forth above, would be about $22,000,000

per annum. This would represent an over-all return of Siarteen per cent onv

the investment. It is very important here to bring out the fact that it is after

depreciation and all prior charges. This should be particularly noted.
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A few days ago we discussed a rough plan of financing which provided that

thirty five per cent of the amount needed should be raised in debentures of

the new holding company, and twenty five per cent in preferred stock. From

the figures I am giving you below, it is obviously not the right set-up.

If we wanted to raise thirty five per cent of the necessary amount in deben

tures, this would mean that it would be necessary for us to raise $47,950,000.

Assuming that five per cent debentures could be sold to the public at 96, for

which the bankers would pay the company 94, this would require $51,000,000

of debentures. The annual interest charges on these debentures would be

$2,550,000 and the interest charges would be earned 8.36 times after all prior

charges. It is quite obvious that any such small amount of debentures would

be foolish.

It might be stated here that a part of our earnings will be due to certain

management and engineering charges and also to certain savings to be made.

However, giving effect to having these controls and combining them in one new

holding company, it would not be difficult to obtain an audit from certified public

accountants giving earnings set-up as outlined above; this was done in the case

of the National Electric Power Company and it has been done in many of the

largest and most important companies in this country. The management and

engineering fees are on the basis of contract and the savings could be shown

as soon as the operating and management affairs were combined, so I know

such a certificate could be obtained by giving effect to these two matters taking

place.

We had planned to issue twenty-five per cent of the amount necessary in pre

ferred stock. This would require the raising of $34,250,000. Assuming that six

per cent preferred stock would sell to the public at 97 and to the bankers at, say,

93, this would require $36,825,000 of preferred stock on which the annual dividend

requirements would be $2,201,500. For this we would have available earnings of

$19,450,000 (which is the balance or earnings available after paying interest

charges on the debentures). This amount, for the dividend charges, would be

earned 8.85 times. Here again it is quite apparent that the amount of preferred

stock we have assumed is far too low. In fact, the combined interest and pre

ferred stock dividend would be earmcal over 5 times, and in this market it would

not even be necessary for the combined charges to be earned twice.

It is quite apparent now that the entire purchase price could be financed in

debenture bonds and preferred stock, if we were so minded. This is, of course,

always providing that these combined controls could be purchased for $137,000,000.

Two other plans present themselves to me, based upon a purchase price of

$137,000,000, which I am giving briefly below:

Sell $75,000,000 debentures at 94, net to the company, (interest on

these bonds would be earned 5.9 times) –––––––––––––––––––––––– $70, 500,000

Sell $50,000,000 6% preferred stock at 93, net to the company (divi

dends on this stock would be earned 6 times) ------------------- 46, 500,000

TOTAL AMOUNT RAISED–––– ---- -- $117,000, 000

Amount still to be raised––––––––––––––––––––––––––––– $20,000, 000

For this $20,000,000 still to be raised, we would have available

earnings after interest and dividend charges on the above securi

ties of $15,250,000

which would represent a return of 76% º per annum on the money to be raised.

It is quite obvious that anyone of a dozen plans could be used to raise this

money. If, for instance, we issue 5,000,000 shares of common stock, the earnings

available per share would be $3.45 per annum. Common stocks of this character

can readily be sold in the present market on a ten per cent accrued earnings basis.

but even if we doubled this amount and sold this stock on the basis of twenty per

cent accrued earnings available for dividends, we could then put a valuation on

this stock of $17.25 per share, and out of the 5,000,000 shares available we would

have to sell only 1,160,000 shares at $17.25 per share to raise the $20,000,000

necessary—and this stock would show an accrued earning basis of twenty per

cent per annum. This would leave us with the remaining 3,840,000 shares at no

cost whatsoever and on which available earnings would be $13,248,000 per annum.

As aforesaid, the entire amount necessary could be raised in bonds and pre

ferred stock and we will have a good showing, but the facts in the matter are that

we could afford, if necessary, to pay a great deal more than $137,000,000 for thes.
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controls, or, if necessary, we could forego making some of the charges above

estimated.

It is far too early now, anyway, to make any financial plans, and I have only

given these to show what could be done on the basis we have in mind.

There are two matters in this situation which are of the utmost importance.

One is the legality of the issuance of the 1,000,000 shares of $1 per share par

value six per cent non-cumulative preferred stock of the Standard Gas and

Electric Company. The second is, whether, if we desire, we can impose the

management and engineering charges (or a combination of charges) on the

Standard Gas and Electric Company and the Middle West Utilities Company

Situations, inasmuch as these holding companies are already making such

charges to their operating subsidiaries. These charges, of course, would not

be superimposed on the subsidiary companies, but on the holding companies

and I cannot see how anyone could possibly complain unless perhaps it would

be the minority stockholders of these companies. I do not feel that they would

have any legal right to object, but this point would have to be studied care

fully. In any event, with the savings that could be made through the opera

tion of these situations combined as One, the earnings per share that would

accrue to these stockholders would be far greater than the charges we impose,

so that an actual improvement in their position should result. This problem

does not present itself in the case of the American Water Works and Electric

Company, Inc.

Notwithstanding the fact that the entire transaction might be financed out

for $137,000,000, provided we could purchase the controls above outlined, I agree

with Captain Loewenstein that it would be good policy for us to have some

amount of actual cash in the equity.

Nowhere in this memorandum have I discussed the many advantages that

would inure to the bankers in this situation. I have thought this was too

apparent to make any comment; it is sufficient to say, however, that they would

be assured of an immense amount of prime public utility securities each year

that would be purchased from friendly hands, and that their position in the

situation would be even more attractive than that of the operators.

ExHIBIT NO. 1972

[Letter from S. W. Duhig, Shell Union Qil Corporation, to Investment Banking Section,

Monopoly Study, Securities & Exchange Commission |

SHELL UNION OIL CORPORATION,

50 West 50th Street, New York, January 4, 1940.

STIPULATION

Mr. PETER NEHEMKIS, Jr.

Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIS : It is hereby stipulated and agreed that the documents

listed on the attached sheet are true copies of Original Communications or

memoranda or carbon copies thereof in the files of Shell Union Oil Corporation

and that they were received, sent or written, as the case may be, by an officer

of Shell Union Oil Corporation. The cablegrams referred to in which code

addresses and signatures were employed were sent to or received from certain

directors of Shell Union Oil Corporation who were at the time resident in

London.

Yours very truly,

S. W. DUHIG,

Wice President and Treasurer.

SWD–S

Encl.
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Late Description From- To

1 6/7/35 J. C. van Eck---------------------- F. Godber.

2 7/22/35 S. Belither--- J. C. van Eck.

3 8/14/35 Condeteck------- ---| Deterding, London.

4 10/14/35 Deterding, London-- ---| Van Eck.

5 7/29/35 Deterding, London - - - || Shell.

6 || 11/1/35 Condeteck----------- -| Deterding.

7 | 12/16/35 Dillon Read & Co------------------| Shell Union Qil Corp.

8 12/18/35 Lee Higginson Corp. and Hayden | Shell Union Oil Corp.

Stone & Co.

9 1/4/36 Deterding, London----------------- Condeteck.

10 1/13/36 Shell------------- Condeteck, London.

11 1/22/36 Condeteck- Deterding, London.

12 2/10/36 1

13 3/6/36 van der Wou F. Godber.

14 3/6/36 F. Godber- R. G. van der Woude.

15 3/11/36 J. W. Wats S. W. Duhig.

16 3/11/36 van Eck--- F. Godber.

17 4/3/36 J. C. van E G. Legh-Jones.

18 1/20/37 R. G. r anwood, London

19 2/4/37 R. G. van der Woude J. C. van Eck.

20 3/5/37 R. G. Van der Woude Vanwood, London.

21 3/16/37 S. W. Duhig.---------

22 3/16/37 R. G. van der Woude-- Vanwood, London.

23 3/17/37 R. G. van der Woude-- Vanwood, London.

24 1/18/38 J. C. van Eck-------- R. G. van der Woude.

25 4/13/38 R. G. van der Woude-- J. C. van Eck.

26 4/22 S. W. Duhig.---------

27 4/30/38 R. G. van der Woude-- - Vanwood, London.

28 6/1/38 R. G. van der Woude-- A. Fraser.

29 5/23/39 S. W. Duhig.------- R. G. van der Woude.

30 5/24/39 S. W. Duhig.------- R. G. van der Woude.

31 6/6/39 R. G. van der Woude-- - || Vanwood, London.

32 1/4/39 R. G. van der Woude-- Vanwood, London.

33 1/5/39 Shellwood, London---- - || R. G. van der Woude.

34 6/26/39 R. G. Van der Woude-- Vanwood, London.

35 7/13/39 R. G. van der Woude-- - Vanwood, London.

36 7/17/39 R. G. van der Woude-- S. Belither.

37 7/20/39 R. G. van der Woude--------------- Vanwood, London.

1 Headed Shell Union Group—unsigned.

EXHIBIT NO. 1973

[From the files of Shell Union Oil Corporation]

SHELL UNION OIL CoRPoRATION,

50 West 50th Street, New York, 7th June, 1935.

Private & Confidential

F. Godber, Esq.

St. Helens Court, Leadenhall Street, Londom, E. C. 3, England.

Dear Mr. Godber:—

SHELL UNION FUNDS

Referring to my letter of May 29th, our banking friends (Hayden, Stone and

Lee, Higginson) advise me that they think they could raise up to $60,000,000 at

the terms mentioned in my letter of the 29th.

As regards the warrants, they think these should contain an option to purchase

30 Shell Union Shares at $15 per share for three years and at $17.50 per share

for another three years.

(Handwritten on margin :) A. C. Allyn & Co., 20 Exchange Place.

It may also interest you that I have been approached by a banking syndicate

consisting of Lehman Bros., Speyer & Co. and the firm of Solomon Bros. & Huts.

ler, who are very anxious to make us a bid. At the proper time I think they

would be prepared to make an offer, which of course should be confidential and

not to be disclosed to any competitive bankers, at a fixed price with their right

to cancel at a penalty of say $100,000, if not prepared to go forward with the

deal. As you know, all bankers at the present time are very hesitant to make

definite commitments as to price at the time the deal is negotiated, and only wish

to be definitely bound some three or four days before the issue is possible after

i Name is circled.
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having received the approval of the Securities Exchange Commission. If, in that

case, the market has gone down and the bankers would not think it possible to

proceed with the deal, the syndicate I spoke of are prepared to pay a forfeiture.

Yours very truly,

J. C. VAN ECK.

JCVE : AB

EXHIBIT NO. 1974

[Source: Moody's Manual. ... Prepared by the staff of the Investment, Banking Section,

Monopoly Study, Securities and Exchange Commission]

PUBLIC OFFERINGS OF SHELL UNION SECURITIES PRIOR TO 1935

1. In April 1927, a public offering of $50,000,000 Shell Union Oil Corporation

20 year 5% Sinking Fund Gold Debentures due May 1, 1947, was underwritten

by Lee Higginson and Company of Boston and Higginson and Company of London.

2. In June 1929, a public offering of $40,000,000 Shell Union Oil Corporation

("unnulative Convertible Preferred Stock was underwritten by Lee Higginson

and Company, Guaranty Company, National City Company, Hayden Stone

and Company, Dominick and Dominick, and Clark Dodge and Company.

3. In September 1929, a public offering of $50,000,000 Shell Pipeline Corpora

tion Sinking Fund Gold Debentures, due October 1, 1949, was underwritten

by the same six firms. This company is a subsidiary of Shell Union and these

debentures were guaranteed by Shell Union.

EXHIBIT NO. 1975

[From the files of Shell Union Oil Corporation )

S. BELITHER,

100 Bush Street, San Francisco, Calif., 22nd July, 1935.

MY DEAR MR. VAN ECK : I had a talk with Mr. van der Woude this morn

ing and he tells me there is nothing new in regard to the refinancing. I under

stand Mr. van der Woude has continued the discussions in New York with

Dillon Reade but they are not yel in a position to make any offer.

You have, no doubt, noticed in the morning paper that Mr. Ames, of the

Texas Company, passed away yesterday—apparently of heart failure.

I wish you and Mrs. van Eck and family a very pleasant trip, and I am

looking forward to seeing you in New York on Friday.

Yours very sincerely,

Mr. J. C. WAN ECK,

SacramentO.

S. BELITHER.

Italic indicate handwriting.

IXHIBIT NO. 1976

[From the ſiles of Shell Union Oil Corporation )

{Copy of message |

Sent 6 p. m., August 14th, 1935.

"I'o Deterding, London. BRK

By Condeteck. Now York S23()

625

Your [4921 95 Dillon Read's best proposal under present conditions bond mar

ket is $50,000,000 4 percent debentures to be issued to public at 10.1% with 2%

percent commission to bankers returning to company therefore 99 making money

cost us approximately 4.10 percent Stop

Bonds callable first few years at 105 thereafter graduating scale and warrants

attached to bonds entitling owner purchase 25 Shell Union shares at around 17

for 10 years or possibly 5 years if conditions bond market at time of issue

would justify Stop
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There would be no commitment on part of bankers or on our side and final

price to be determined soon as registration with Securities Exchange Commis

sion has been completed and 3 days before issue date

Messrs. Van Eck, Duhig, Fraser.

Black brackets indicate stricken through figures and italic hand written figures.

ExHIBIT No. 1977

[From the files of Shell Union Oil Corporation]

SHELL UNION OIL CORP.

50 West Fiftieth Street, New York

[Copy of message received 1

Time sent: October 14, 1935.

Time received : October 14, 1935.

Addressed to : Vaneck NYC.

From Deterding, London.

Lazarban Paris have asked me introduce to you their partner Pierre David

Weill before he leaves New York Eighteenth October who would like see you

with view possible future financial transactions (Stop) He will also present

to you Stanley Russell president Lazard New York

DETERDING.

ExHIBIT NO. 1978

[From the files of Shell Union Oil Corporation]

[Copy of message received am 29th July 1935]

From Deterding, London. Filed : 350 PM

To ICondeteckI Sheelnd. A R : 84.04

20th July 1935

NEw York

CONFIDENTIAL

I#4921 95

Your #97. We entirely agree every possible avenue must be investigated

but anxious not to appear in any great hurry as we are satisfied with time

our side full stop

We suggest better allow Dillon, Read and Company make their offer and if

not satisfactory at first which we fully expect then to consider Lehman

Brothers and if necessary syndicate of all three full stop

Remind you on no account will we accept less than period 25 years and may

desire increase the amount so as to not only provide for refund present loan

but also new money say another 15 20 million dollars

Attention Mr. van Eck, c/c Messrs. Duhig, Fraser.

Notr.—Black brackets indicate striken through matter and italics handwritten matter.

ExHIRIT No. 1979

[From the files of Shell Union Oil Corporation]

[Copy of message sent]

To Deterding, London. 4 PM 1st Nov -

By Condeteck. ember, 1935.

A. R. 10842

CONFIDENTIAL NEw York

#644

Dillon Read propose following alternatives all referring to : -
3%7% compon: F- g to $50,000,000 issuſ
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First. 10 year bond nett to S. U. 98 callable at 102 no sinking fund

Second. 15 year nett to S. U. 95 callable between 103 and 104 sinking fund

$1,000,000 to $1,500,000 a year stop However if we agree to sinking fund

$2,000,000 a year nett to S. U. to be raised to 96

Third. 20 year bond with warrants attached entitling bearer to buy 20

shares common at $15. For period 5 years nett to S. U. 97% callable between

104 and 105 sinking fund $1,000,000 a year stop

All call prices graduating downwards over a period of issue full stop If

indicated terms acceptable as basis for further negotiations would recom

Inend we give other banker friends opportunity to indicate their terms stop

Iłankers whom we think should be given opportunity are :

F'irst. Lee Higginson and Hayden Stone

Second. Lehman Hros.

Third. Lazard Freres stop

What is your opinion

Messrs. WANFCK, VANDERWOUDE.

ExHIBIT NO. 1980

[From the files of Shell Union Oil Corporation)

IDILLON, READ & Co.

Nassau & Cedar Streets

Nºw York, Dec. 16th, 19.35.

SHF:1.I., UNION OII, CORPORATION,

50 West 50th Street, New York City.

IDEAR SIRS : You have informed us that you are preparing a registration state

ment and a prospectus for an issue of $50,000,000 3%% Fifteen-Year Debentures

of your Company to refund your outstanding Twenty-Year Sinking Fund Deben

tures due May 1, 1947 and to provide additional working capital.

The new Debentures are to be entitled to the benefit of a cash sinking fund

of $1,000,000 for the first year, the amount of such sinking fund to increase by

$100,000 for each year thereafter until it reaches the amount of $1,500,000 per

annum. The sinking fund money is to be used to purchase Debentures if

obtainable at or below the principal amount and accrued interest, unexpended

balances to revert to your Company.

The call price of the new Debentures is to be 102%% of the principal amount

plus accrued interest for the first five years of their life, decreasing by 3% of 1%

during each two-year period thereafter until the call price reaches the principal

amount of the Debentures.

We understand that you are prepared to sell the issue at a price of 97% of

the pricipal amount, plus accrued interest. This price does not take into

consideration the expenses to be borne by your Company in connection with the

financing including the fees and disbursements of counsel and other experts

and travelling, telephone, telegraph and other similar out-of-pocket expenses

(except selling expenses) of the underwriters.

We have informed you that we are ready to proceed with our investigation

in the helief that we will be able, together with the other members of an under

writing group to be formed, of which we would be the Managers, to purchase

this issue at the price mentioned above subject to the following conditions:

1. That upon completion of our investigation of your Company and its business

we are satisfied to proceed with the financing.

2. That a contract between the several members of the underwriting group

and your Company be entered into a few days prior to the effective date of the

registration statement, containing terms and provisions satisfactory to your

Company and to us including, among others, provisions for the approval of

legal matters by Our Counsel, the registration of the new Debentures under the

Securities Act of 1933, as amended, and the existence of market conditions

satisfactory to us at the time of purchase.

3. That the indenture under which the new Debentures are to be issued shall

be in form and substance satisfactory to us.

It is understood that this letter is not to be construed as a commitment, either

legal or moral, on our part or on the part of your Company.

Wory truly yours,

DILION, READ & Co.
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ExHIBIT No. 1981

[From the files of Shell Union Oil Corporation]

DECEMBER 18, 1935.

SHELL UNION OIL CORPORATION, -

50 West 50th Street, New York, N. Y.

(Attention of Mr. J. C. van Eck.)

DEAR SIRs: It is our understanding that the Shell Union Oil Corporation is will

ing to issue approximately $50,000,000 Shell Union Oil Corporation 15-year 34%

Debentures at a price of about 97% or better net to the Company.

As soon as the market in the judgment of ourselves and associated firms

has reached the point where we believe that an issue can be successfully made at

a price to warrant our bidding approximately the terms mentioned above, we

shall be glad to communicate with you at once.

If we and our associates are selected by the Company as underwriters of

the proposed issue, we would wish to have Paul Payne, Esq., Los Angeles, Cal.,

Consulting Engineer, make a report for us on your property.

Very truly yours,

HAYDEN, STONE & CoMPANY

By F. E. GERNoN

LEE HIGGINSON CORPORATION

By E. N. JESSUP, Vice President

EXHIBIT NO. 1982

[From the ſiles of Shell Union Oil Corporation]

[Copy of message received]

14TH JANUARY, 1936

From Deterding, London.

TO Condeteck.

Filed 13th

AR New York 506

Confidential

#9

Your #654 is Lazard Freres proposal submitted on their own behalf or on

behalf Dillon Reads Syndicate stop

Please advise rate interest proposed for firstly and net to company for first

second and fourthly stop

In principle dont think you would be justified considering serial basis which

involved prognostication course of money over long period ahead stop

Further are you satisfied that marketability serial bonds would not be re

stricted thus affecting free market at some period during life of bonds stop

Moreover draw to your attention while period may be a little better cost

to Shell Union is greater than approximately 3.65 involved in Dillon Reads

proposal stop

Weill telephoned us from Paris today and we recommended you keep in touch

with Lazard Freres in New York and consider carefully any proposal more

attractive than that of Dillon Reads

Attention Mr. van Eck, c/o Messrs. Wanderwoude & Duhig.

ExHIBIT No. 1983

[From the files of Shell Union Oil Corporation. Cable from Shell to condeteck]

SHELL UNION OIL CoRP.

80 Broad Street, New York

[Copy of message sent]

To Condeteck, London. Date: Jan. 13, 1936

Confidential

In view of somewhat improved bond market Clarence Dillon advised Ine

verbally today that his firm could now pay 97 for bonds subject to usual bankers

out clause stop
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In order to make progress my opinion we should now obtain from all parties

interested offer in writing say by next Thursday for alternative $50,000,000 with

obligation refund one of present Shell Union Oil Corp. issues of $60,000,000 with

obligation to refund both Shell Union Oil Corp. and Shell Pipe Line Corp. issues

(stop).

What is your opinion.

EXHIBIT NO. 1984

[From the files of Shell Union Oil Corporation]

[Copy of message]

659 22nd January, 1936

To Deterding, London A. R.

By Condeteck Now York 805

Confidential

#658

Your confidential 12 essential to have bankers concur in form of registration

statement which must include copies of indenture and prospectus stop The

act requires minimum 20 day waiting period between date application filed and

date of issue therefore bankers insist on out clause from time of making offer

described in prospectus until near end of waiting period stop Usual practice is

to file amendment containing terms about two days before effective date of

issue stop Definite commitment by bankers generally not more than 24 or in

some cases 48 hours before date of issue full stop

Dillon Read has suggested following bankers out clause quote if any change

shall have taken place in the condition of oil companies generally such as a

decrease in the price of crude oil or a price War in important marketing terri

tories or if any adverse change shall have taken place in the condition of Shell

Union Oil Corp or if the demand for securities of oil companies in general or of

Shell Union Oil Corp. in particular shall have declined Or if the demand for

high-grade bonds in general shall have declined and if any or all of such changes

in the judgment of Dillon Read and Co. have been so substantial as to render the

completion of the contemplated public sale of the debentures at blank percent and

accrued interest impracticable or inadvisable Dillon Read & Co may cancel their

obligations and those of the other underwriters under this agreement by notifying

the company unquote full stop

(Handwritten :) See cable #659 for Estd. Cash Bal. 12/31/36.

Dillon Read equally agreeable give corporation out clause by which they can

cancel agreement any time up to time bankers make definite commitment so

there is no commitment on either side but enables preparation registration papers

in conjunction with underwriters Full stop

As contemplated procedure of competitive bidding caused undesirable compli

cations we have had discussions with view bring bankers possibly together with

out injury to our interests and understanding between two groups now arrived at

On basis Dillon Read Hayden Stone will be joint Syndicate managers both houses

to head prospectus but Dillon Read to keep Syndicate books Stop Dillon Read

has undertaken to discuss matter with Lazard Freres with view giving them

participation Stop Bankers unanimously of opinion that would be better make

issue based on refunding both outstanding issues Stop Wrote you January 18th

per Lafayette that we also favor this and accordingly recommend $60,000,000

issue Stop We are reconsidering cash requirements in view of pipeline pro

posal California and will cable you again tomorrow Stop Lazard Freres have

intimated to us that they thought serial issue basis of fourth plan submitted my

cable 654 would net us one point higher as compared with issue straight bonds

under their plan one Stop As this would make difference to us of $600,000 think

well worth exploring and Iny opinion we should ask from underwriters alternative

offer on serial basis if such can be had on differential one point Stop

Shall be glad have your opinion Stop In case bankers can get together with

Lazard Freres we can expect offer very shortly and our opinion we should not

further delay matter in View also of your personal cable December 3rd as

indenture will have to be submitted to SEC simultaneously with other registration

Dapers

Attention Mr. van Eck, c/e Messrs Wanderwoude, Duhig.
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ExHIBIT 1985

[I'rom the files of Shell Union Oil Corporation]

FEBRUARY 10, 1936.

Shell Union group

Dillon, Read & Co --__ ----------------------------------- $9,000, 000

Hayden, Stone & Co---------------------------------------------- 9,000,000

Lee Higginson & Co ---------------------------------------- 5,000, 000

Lehman Brothers ---- ------------------------ 5,000, 000

E. B. Smith & Co ––– 3, 825,000

Brown Harriman & Co-------------------------------------------- 3, 825,000

Blyth & Co - --- -------- 3, 600,000

First Boston Corp------------------------------------------------ 3, 600,000

Lazard Freres & Co., Inc.––––––––––––––––––––––––––––––- - -------- 3, 150,000

Dominick & Dominick___ --- 1, 800,000

Morgan Stanley & Co--------------------------------------------- 5,000,000

52, 800,000

Kidder Peabody & Co-------------------------------------------- 750,000

Shields & Co----------------------------------------------------- 600,000

Dean Witter & Co------------------------------------------------ 600,000

Riter & Co -- ------------------------------- 600,000

Goldman Sachs & Co-------------------------------------- ------- 500,000

Halsey Stuart & Co---------------------------------------------- 500,000

J. & W. Seligman & Co------------------------------------------- 500,000

Cassatt & Co., Incorporated–––––––––––––––––––––––––––––––––––––.-- 400,000

Clark Dodge & Co------------------------------------------------ 400,000

Hemphill Noyes & Co--------------------------------------------- 400,000

Bancamerica-Blair Corp----------------------------------------- 350,000

Lawrence Stern & Co 250,000

Hallgarten & Co---------------------------------- 250,000

Estabrook & Co.-------------------------------------------------- 250,000

Whiting Weeks & Knowles_-_ 250,000

Hlair Bonner & Co 200,000

Alex. Brown & Sons–––––––––––––––––––––. –––––––––––––––––––––––– 200,000

Conrad Bruce & Co------------------------------------------------- 200,000

7, 200,000

ExHIBIT No. 19SQ

[From the ſiles of Shell Union Oil Corporation]

[Copy of mossage sent]

703 PM 6TH MARCH, 1936.

A R New York, 2491

To F. Godber, care I'ullman Condr Penna Train #16 car E-83 (arriving Paoli

Penn 811 PM EST)

3y R. Vanderwoude, Shell Union.

In explanation please note following we told Dillon we saw no use in going

back either to friends or you but nevertheless he insisted upon making his

views clear to you personally Full stop After consultation with Fraser as to

most suitable time I have told Dillon he can reach you by telephone at Park

Plaza at five o'clock tomorrow full stop. We are going ahead with all necessary

preparation on basis of sixty million ninety nine and ninety seven.

Attention Mr. Vanderwoude, C/C Merrs. van Eck, Duhig.
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ExEIIRIT NO. 19S7

[From the files of Sholl Union Oil Corporation |

SHELL UNION OIL CORP.

50 West Fiftieth Street, New York

[Copy of message received]

From : F. Godber, Harrisburg, Pa. Time sent: March 6, 1936

Addressed to : R. G. A. Van Der WOudo, N. Y. Time received : March 6, 1936

Thanks I have given very serious consideration Dillon's view but find no reason

to change view already expressed to him.

Golobb R.

Attention : Mr. van der Woude.

ExHIBIT No. 1988

[Letter from Dillon, Head & Co. to Investment Banking Section, Monopoly Study, Securi

ties & Exchange Commission )

DILLON, READ & Co.,

NASSAU & CEDAR STREETs,

New York, November 3, 1939.

O. I. ALTMAN, Esq.,

Securities and Earch ange Commission,

Washington, D. C.

IDEAR MR. ALTMAN : In accordance with our telephone conversation of yester

day morning, I am enclosing herewith three photostatic copies of the accounts

in connection with $60,000,000 Shell Union Oil Corporation Fifteen-Year 3% º

Debentures, due March 1, 1951, which you requested, as follows:

1. Dillon, Read & Co. Purchase Account

2. Dillon, Read & Co. Sales Account

3. Purchase Account No. 2, being the account which reflects transactions

effected by Dillon, Read & Co. and Hayden, Stone & Co. pursuant to authorization

from the underwriters.

The last-named account is designated On Our books as “Purchase Account No. 2”

merely to distinguish it from the accounts which reflect the several purchases

by Dillon, Read & Co. and the other underwriters of the issue from the Company.

We call your attention to the fact that the dates appearing in the left-hand

columns are the dates on which deliveries of the respective securities were made.

Also, in accordance with your request, I am enclosing one printed copy of the

agreement dated March 7, 1936, between Dillon, Read & Co. and Hayden Stone

and each of the underwriters and of the agreement dated March 10, 1936 pur

suant to which Dillon, Read & Co. and Iłayden, Stone & Co. were authorized to

make purchases and sales for the accounts of the several underwriters. The

transactions effective pursuant to the agreement of March 10, 1936 are the ones

reflected in #3 above.

Yours very truly,

WILBUR C, DUBOIS.

enclosureS

("ONETDENTIAL ORIGINAL

$60,000,000 SHELL UNION OIL CoRPORATION FIFTEEN-YEAR 3%% DEBENTURES

DUE MARCH 1, 1951

NEW YORK, March 7, 1936.

DEAE SIRS : 1. Shell Union Oil Corporation (hereinafter called the “Com

pany”) proposes to issue $60,000,000 principal amount of its Fifteen-Year 3%%

Debentures, due March 1, 1951 (hereinafter called the “Debentures”). The

Debentures are more particularly described in the Registration Statement

relating thereto, in which, with your consent, you have been named as one of

the principal underwriters. The Registration Statement was filed with the

Securities and Exchange Commission on February 18, 1936 and certain amend

ments have been and are to be filed. Copies of the Registration Statement and
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the Prospectus, as initially filed and as amended, have previously been sent

to you. The Registration statement in the form in which it shall finally become

effective and the Prospectus in its final form are herein respectively referred to

as the “Registration Statement” and the “Prospectus”. The Registration

Statement cannot become effective before March 9, 1936 at the earliest.

After we are advised that the Registration Statement has become effective,

we shall so notify you.

2. Reference is made to the agreement (hereinafter called the “Underwriting

Agreement”) between the Company and the several principal underwriters (here

inafter called the “Underwriters”) named therein, which is being executed sub

stantially simultaneously with the execution of this agreement. The names of

the several Underwriters and the extent of their several commitments are set

forth in the Underwriting Agreement. Dillon, Read & Co. and Hayden, Stone

& Co. (hereinafter for convenience collectively referred to as “Representatives")

will act on behalf of the Underwriters under this agreement with the powers

herein provided for.

3. It is expected that the first offering of the Debentures will take place on

such date, not later than March 11, 1936, as shall be determined by the Represen

tatives. In connection with such offering, it is proposed that a Selling Group be

formed after the Registration Statement shall become effective, the respective

members of which are to purchase from the several Underwriters such aggregate

amount of Debentures as shall not be retained by the several Underwriters as

hereinafter provided. There is attached hereto a form of preliminary covering

letter which has been sent to the proposed members of the Selling Group, together

with a preliminary copy of the Selling Group letter. The investment bankers and

possibly others to be invited to become members of the Selling Group, the re

spective amounts of Debentures to be offered to such Selling Group members and

the other terms and provisions of the Selling Group are to be determined by the

Representatives. Dillon, Read & Co. and Hayden, Stone & Co. are to be the

Managers of the Selling Group.

4. Each of the Underwriters may retain such portion of the amount of Deben

tures which such Underwriter purchases from the Company as the Representatives

shall determine, and each of the Underwriters authorizes the Representatives

to include all Debentures not so retained in the amount of Debentures with re

spect to which the Selling Group is proposed to be formed. Debentures so re

tained by any Underwriter may be sold, after the Registration Statement be

comes effective, by such Underwriter during the life of the Selling Group, only

on the terms of the Selling Group letter, and with respect to such retained

Debentures such Underwriter shall be bound by such terms, including the terms

relating to concessions, reallowances, and withholding of concessions in the event

of any purchase of such retained Debentures by the Representatives in accordance

with paragraph 9 of the Selling Group letter, as fully as if he had signed the

Selling Group letter for the amount of such retained Debentures. In case the

members of the Selling Group shall not take up and pay for the entire portion of

the issue of Debentures with respect to which the Selling Group is proposed to he

formed, each of the Underwriters shall be severally liable for Debentures not so

taken up and paid for by Selling Group members, in the proportion which the

amount of Debentures purchased by such underwriter from the Company (after

deducting the amount of Debentures retained by him as aforesaid) shall bear to

the total amount of the issue of Debentures (after deducting the total amount of

Debentures so retained by all Underwriters).

After receipt of telegraphic or written announcement from the Selling Group

Managers that the Selling Group books have been closed, members of the self.

ing Group and Underwriters will have the privilege of purchasing and selling

*..."; ..". themselves at !'; public offering price, less all or any part

O e Selling Group concession of 114%, as more fully set -

Group letter. y forth in the Seiling

5. The price to be paid to the Company for the Debentures by the sev -

writers is set forth in the Underwriting Agreement. On §.º‘....".

tions set forth in the Underwriting Agreement, you are obligated on the "date

of purchase”, as defined in the Underwriting Agreement, to take up-and pay

for the Debentures to be purchased by you thereunder, and you accordingly

agree by acceptance hereof to have a certified check in New York funds jº

New York Clearing House bank cashier's check, drawn to the order of shem

Union Oil Corporation, for the purchase price of the Debentures to be purchased

by you, delivered to Dillon, Read & Co., against its receipt, at or before 9:15

a m., Eastern Standard Time, on said date. By acceptance hereof you an:

thorize Dillon, Read & Co. for your account to accept delivery of the De
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bentures from the Company, against delivery of the above-mentioned check to

the order of the Company, and to give a receipt for such Debentures. Dillon,

Read & Co., on behalf of the Representatives, will make all deliveries to Selling

Group members, and, on the date of purchase, will deliver to you or your

agent, against receipt, the amount of Debentures retained by you in accordance

with paragraph 4 above. At the close of business on the date of purchase,

Dillon, Read & Co., on behalf of the Representatives, will pay to you an

amount equal to 97% and accrued interest with respect to the principal amount

of Debentures not retained by you but offered on your behalf to members of the

Selling Group; provided, however, that in the event all of such Debentures

have not been sold to, and paid for by, Selling Group members, Dillon, Read &

Co., on behalf of the Representatives, reserve the right to deliver to you for

carrying purposes Debentures (on the basis of 97%% and accrued interest.

representing the offering price less the Selling Group concession) in lieu of all

or part of such payment. Debentures so delivered shall, during the life of this

agreement, be held by you for carrying purposes only, subject to the direction

of the IRepresentatives, and none thereof shall be sold without the written

consent of the Representatives.

By acceptance hereof, you hereby authorize Dillon, Read & Co. (without in any

way obligating the latter so to do), in the event your check, mentioned above, to

the order of Shell Union Oil Corporation does not reach Dillon, Read & Co. by

the time stated, to arrange a loan for your account for the amount for which

your check should have been received, and to pledge therefor the Debentures

purchased by you, all upon such terms and conditions as Dillon, Read & Co.,

as your representative, may determine, and further authorize Dillon, Read &

Co., for your account, to pay the proceeds of such loan to Shell Union Oil Corpo

ration in payment for such Debentures. You agree in such event to pay the

amount so borrowed to Dillon, Read & Co. in liquidation of the loan prior to the

close of business on the same day, and any deliveries or payment due you

nereunder are conditioned on prior repayment of such loan. Notice received by

Dillon, Read & Co. from you cancelling your agreement, in accordance with the

1)rovisions of subparagraph (e) or subparagraph (f) of Section 13, or of Section

14, of the Underwriting Agreement, will serve to withdraw the above authoriza

tion to borrow on your behalf.

6. You agree that, in the purchase and sale of the Debentures, you will com

ply with all the requirements of the Federal Securities Act of 1933, as amended,

and any applicable requirements of the Securities Exchange Act of 1934.

7. You will pay your own direct selling expenses, including transfor taxes, and

will pay the fees and expenses of any counsel who may have been separately re

tained by you in connection with the issue. All other expenses not paid by the

(‘ompany in connection with the organization of the Selling Group and the pur

chase and distribution of the Debentures shall be charged to the Underwritors

in proportion to their Underwriting Agreement commitment, except that expenses

of not to exceed 34 of 1% may be charged against the members of the Šelling

Group as provided in the attached Selling Group letter and against the Under.

writers who shall have retained Debentures under the provisions of paragraph

4 above or shall have taken up Debentures for carrying purposes under the provi

sions of paragraph 5 above, such expenses to be distributed in proportion to the

Debentures purchased by such members of the Selling Group or rotained and/or

so taken up by such Underwriters, as the case may be.

8. The terms and provisions of this Agreement shall terminate at tho close of

business on May 8, 1936, unless sooner terminated by the Representatives or

unless extended with the consent of Underwriters who have purchased from

the Company 75% of the issue of Debentures. The Representatives may tormi

nate this agreement, whether or not oxtended, at any time without notico. As

promptly as possible after termination of this agreement, the not credit or debit

balance in the account of each Underwriter shall be paid to or collected from each

of the Underwriters. Notwithstanding any such payments or collections, you

shall still be liable for your proportionate share of any expenses chargeable to

Underwriters (in accordance with paragraph 7 above) and which may not have

heen taken into account in determining the amount of such payments or collec

tions, and you shall also be liable for your proportionate share of any tax in the

event any tax may from time to time be assessed against you and the other
Underwriters as a group.

9. Upon receipt by Dillon, Read & Co. of any notice given pursuant to sub

paragraph (e) or subparagraph (f) of Section 13 of the Underwriting Agreement

from any Underwriter cancelling its agreement under the Underwriting Agree.

monſ, as permitſ cd by said subparagraphs, or in the evont that Dillon Toad &
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Co. shall cancel its agreement under the Underwriting Agreement as permitted

by said subparagraphs, Dillon, Read & Co. shall forthwith notify the other

Underwriters by telegram of such cancellation.

10. Default by any one or more of the Underwriters with respect to their

several obligations hereunder shall not release you or any of the other Under

writers from your or their several obligations hereunder.

11. Determination, apportionment and distribution by the Representatives of

profits, losses and expenses shall be conclusive upon the Underwriters. The

Representatives shall not be accountable for any interest on funds of any Under

writer at any time in the hands of Dillon, Read & Co.

12. As Representatives of the Underwriters, Dillon, Read & Co. and Hayden,

Stone & Co. shall have full authority to take such action as they may deem

advisable in respect of all matters pertaining to this agreement, but they shall

act in such capacity only as agent for the Several Underwriters. The Repre

sentatives may, in their discretion, for the purpose of carrying any unsold or

undelivered Debentures, borrow money for account of the several Underwriters

and pledge Debentures or obligations of the several Underwriters as collateral

therefor, and each of the Underwriters hereby confirms his liability (in the

proportion as stated in paragraph 4 above) with respect to any bank loans

or other borrowings so arranged. The Representatives shall be under no liability

with respect to the issue, form, genuineness, validity, enforceability or value

of, or title to, the Debentures, or the validity or the provisions of any instrument

under or pursuant to which the Debentures may be issued, or any representations

made herein or in the Registration Statement or Prospectus or the Underwriting

Agreement or for the delivery of the Debentures or for the performance by the

Company or by others of any agreement on its or their part; nor shall the

Representatives have any obligation with respect to qualification of the Deben

tures for sale under the laws of any jurisdiction; nor shall the Representatives

be liable under any of the provisions of this agreement or in or for any matter

connected therewith, except for want of good faith, or be under any obligation,

either express or implied, which is not herein expressly assumed. Nothing herein

contained shall constitute the several Underwriters partners with the Repre:
sentatives or with each other or render the Representatives or any of the

Underwriters liable for the obligation of any other Underwriter; and the obliga.

tions and liabilities of each of the Underwriters are several and not joint.

13. Any notice from the Representatives to you hereunder shall be deemed to

. been duly given if mailed or telegraphed to you at your address set forth

a DOWe.

14. This identical letter is being submitted to the other Underwriters. If the

terms as set forth herein meet with your approval, please sign and return at

once to the undersigned, care of Dillon, Read & Co., the duplicate copy of this

letter enclosed herewith. Upon receipt by Dillon, Read & Co. at its office, 28

Nassau Street, New York, N. Y., of such signed copy on behalf of the under.

signed, this letter and such signed copy will constitute an agreement be.
tWeen us.

Very truly yours,

DILLON, R --

March ----, 1936. HAYDEN,ść.

(Official Signature.)

I-XIII BIT No. 1989

[From the files of Shell Union Oil Corporation]

[Copy of message]

Received: 12:40 p.m. 11th, Mar. 1936.

From: J. W. Watson-Shell Pet. Corp., St. Louis, Mo. Filed: 11th A R

To: Shell Union—S. W. Duhig. New York. 2912.

Re conversation yesterday our banking friends advise that based on inquiries

they find debentures moving rather slowly one surmi inlower than had been anticipated ly se being that rating is

Attention Mr. Duhig.

% Messrs. van Eck, Wanderwoude.

Accepted: By-----------

“ExHimit No. 1900" appears in full in text
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EXHIBIT No. 1991–1.

| Letter from H. H. Egly, Dillon, Read & Co. to Investment Banking Section, Monopoly

Study, Securities and Exchange Commission |

I)11.I.ON, IREAD & ( 'o.,

NASSAU & ( 'EDAR STREETs,

Ner York, January 9, 1940.

| Air mail |

Mr. PETER. R. NEHEM KIS, Jr.,

Special Counsel, Imrest ment Banking Section.

Monopoly Study, Necurities and Erchange ('om mission,

Washington, I). C.

DEAR MR. NEHEM KIS : As you requested, we have looked over the memorandum

prepared by your office, which was enclosed with your letter of November 27,

1939, and which is headed “Re: I)istribution of Shell Union 3% º IOebentures

in 1936.” In general the (lata appear to be correct.

For your information, the amount of Ioebentures offered to the Selling

Group was $27,480,000. This figure was left blank in your memorandum.

You have asked why no management ſee was charged although it was

originally contemplated that each of the Managers was to receive 19 of 1%.

In view of the general market uncertainty which existed just prior to the

offering date and of the unwillingness of the Company to meet our recom

Imendation in pricing the issue, it was decided to waive the foe in this instance

thus permitting the full discount to be livided among all underwriters and

selling group members.

Very truly yours,

H. H. EGLY.

HHE.D.

EXH 11:11 No. 1991–2

[I'repared by the staff of the Investment Banking Section, Monopoly Study, Securities

and Exchange Commission )

NOVEM BER 17, 1934).

MEMORANDUM Fort HENRY H. E.G.I.Y. ESQ.. Iłł. : 1); STRIBUTION OF SHELI, UNION

3% (4 IOEBENTURES IN 1936

In arranging for the distribution of the $60,000,000 debentures the first step

taken by the managers was to determine the amounts to be reserved for retail

distribution for each of the eighteen underwriters whose commitments were

$750,000 or less.

And the amounts initially so reserved and the amounts of the original

Commitments of each of these eight een underwriters were :

i

AIIlount Amount pur

reserved chased from

initially company

Kidder, Peabody & Co -- - - - - - - - - - - - - - - - ---. 750,000 750,000

Shields & Company------- . ----. . . . . . . . . - - 600,000 600,000

Dean Witter & Co - - - - - - - - - - - - - - - - - - 600,000 600,000

- - 400,000 600,000

- 250,000 500,000

100,000 500,000

- - - - - 500, 500,000

200,000 400,000

Cassatt & Co., Inc. - 400,000 400,000

Hemphill Noyes & Co - - - - 400,000 400,000

Bancamerica Blair Corp . . . . . . . . . . . . . - - - - - 350,000 350, 000

Lawrence Stern & Co., Inc. - - - - - - - - - - - --- 250,000 250,000

Hallgarten & Co------ - - - - - - - - - - - - - - - - - - --- 250,000 250, 000

Estabrook & Co-------------- - - - - ------------ - - - - - - - - - - - - 250,000 250,000

Whiting, Weeks & Knowles, Inc - - - - - - - - - - - - - - - - - - - - 250,000 250,000

Blair, Bonner & Co - - - - - - - - 100,000 200,000

Alex. Brown & Sons. - - - - 200,000 200,000

Conrad Bruce & Co --------------------- - - -------- - 200,000 200,000

-—
----- --

Total--------------------------------- - - - - - - ---------------- 6, 350,000 7, 200,000

|
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These amounts were determined by the managers (Dillon Read & Co. and

Hayden Stone & Co.) in accordance with the indicated desires of each of these

firms.

This procedure is customarily followed by Dillon Read & Co. and other

managers of underwriting groups in determining the amounts to be reserved for

underwriters.

According to the terms of the agreement among the underwriters (Exhibit.

lotter March 7, 1936) the determination of these amounts lies entirely in the

discretion of the manager of the underwriting group. And this provision is

customary and usual in such agreements.

Under the terms of this agreement, the managers also had the right to reserve

debentures for each of the eleven other underwriters whose purchases were in

excess of $750,000, namely:

A mount of purchases

from company

Dillon. Read & Co ----------------------------------------------- $9,000,000

Hayden, Stone & Co--------------------------------------------- ,000,000

Lee Higginson Corp---------------------------------------------- 5,000,000

Lehman Brothers------------------------------------------------ 5,000,000

E. B. Smith & Co ------ 3,825,000

Brown, Harriman & Co. – 3,825,000

Blyth & Co.------------------------- 3, 600,000

First Boston Corporation 3,600,000

Lazard Freres & Co., Inc.__ 3, 150,000

I)ominick & Dominick__------------------------ 1,800,000

Morgan Stanley & Co., Inc.–––––––––––––––––––––––––––––––––––––––– 5,000,000

$52,800,000

A manager generally has this right under the agreements entered into be

tween underwriters, and the manager generally exercises this right.

But in the Shell Union case, it was determined by the managers, after con

sultation with the other nine underwriters, not to make such reservations, but

to allot any balance of debentures not reserved for the smaller underwriters

or purchased by the selling group, among nine underwriters and the two

managers in proportion to their respective purchases from the company.

And it was further agreed that if the percentage of their purchases from the

company which these eleven larger underwriters were required to take was

larger than the percentage of his purchase reserved for any of the eighteen

smaller underwriters, then any of the smaller underwriters for whom there had

been reserved a percentage of his original purchase smaller than this, would be

required to take up an additional amount of debentures sufficient to make the

total percentage of his original purchase taken up by him as large as the

percentage of purchase the eleven larger underwriters were required to take up.

The selling group was offered $27,480,000 debentures (the figure to be supplied

by Dillon Read & Co.). This offering was based on the assumption of oversales

of $550,000 debentures in order to have a short position which would be used

to make purchases in the market for the purpose of market support or stabiliza

tion during the period of distribution.

The selling group purchased only $19,175,000 debentures. As $6,350,000 had

been reserved for retail distribution of the eighteen smaller underwriters, there

remained unsold $35,025,000 of debentures. These unsold debentures were

reallocated among the underwriters as follows:

To the eleven larger underwriters 66% of their combined total purchases of

52.800,000—a total of $34,849,000 debentures.

To three smaller underwriters, in order to bring the total percentage of orig.

inal purchase taken down by each up to 66%—$176,000 debentures. These three

smaller underwriters were :

Original Initially 1. Additional

purchase | reserved reservation

Goldman Sachs & Co - - -- - ----------- -- - 500,000

Clark Dodge & Co--- ##| #3; :
Blair, Bonner & Co-- 200,000 100,000: 22.000

1,100,000 550,000 17t, ſº
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Only $226,000 debentures were purchased in the market, reducing the short

position to $324,000. It was then determined to make no further purchases for

support purposes, but to cover the balance of the short position out of the unsold

debentures which the underwriters were required to take up. The amounts to

be taken up by the eleven larger underwriters and the three above mentioned

smaller underwriters whose allotments had been increased to 66%, were there

upon proportionately reduced in the amount of $324,000. This resulted in each

being obliged to take up 65.4 of his original purchase instead of the 66% pre

viously computed.

It thus ensued that the eleven larger underwriters and three of the smaller

underwriters took up 65.4% of their original purchase, one smaller underwriter

took up 66% ºf , and one S0% and thirteen took up 100'’.

Shell Union Oil Corporation, 31%"/6 Debentures

- - Amount Final

Underwriters debentures ; amounts

purchased retained

from CO. debentures

|

Dillon, Read & Co------------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - $9,000,000 $5,886,000

Hayden, Stone & Co-- 9,000,000 5, 886,000

Lee Higginson Corporation 5,000,000 3, 270,000

Lehman Brothers------ ---- - 5,000,000 3,270,000

Edward B. Smith & Co -- - - - - - 3, 825,000 2,502,000

Brown Harriman & Co., Inc - - - - - - - 3,825,000 2, 502,000

- 3,600,000 2, 354,000

3,600,000 2,354,000

Lazard Freres & Co., Inc. 3, 150,000 2,060,000

Dominick & Dominick -- 1,800,000 1, 177,000

Kidder, Peabody & Co. - - - - - - - 750,000 750,000

Shields & Company- -- - - - - - - - - - - - - - - - - - - - - 600,000 600,000

Dean Witter & Co. -- - - - - - - - 600,000 600,000

Riter & Co------------ 600,000 400,000

Goldman, Sachs & Co-- - - - 500,000 327,000

Halsey, Stuart & Co., Inc - - - - - 500,000 400,000

J. & W. Seligman & Co - - - - - 500,000 500,000

Clark, Dodge & Co.— . . . -- 400,000 262,000

Cassatt & Co., Inc.----- 400,000 400,000

Hemphill, Noyes & Co : - - - - - - - - - - - - - - - - - - - 400,000 400,000

Bancamerica-Blair Corporation---. .------- - - - - - - - - - - - ------------- 350,000 350,000

Lawrence Stern & Co., Inc.---- - - - - - - - - - - - - - - - - - - - - - - - -- - - - 250,000 250,000

Hallgarten & Co-------- - - - - - - - - - - - -- - - - 250,000 250,000

Estabrook & Co-- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 250,000 250,000

Whiting, Weeks & Knowles, Inc. -- - - - - - - - - - - - - - - - - - - - - - - - - - -- 250,000 250,000

Blair, Bonner & Co---------. . - - - ---- - - - - - - - - - - -- - - - - - - - - - -- - - - - - ---- - - - 200,000 131,000

Alex. Brown & Sons-- - - - - - - - - - - - - - - - - - - 200,000 200,000

Conrad Bruce & Co-- - - - - - - - - - - - - - - - - - - - - - - - - 200,000 200,000

Morgan Stanley & Co., Inc.------------ - - - - - --. - - - - - - - - - - - - - - - - 5,000,000 3, 270,000

$60,000,000 $41,051,000

Recapitulation:

Amount underWritten.-----------------. - ---------- $60,000, 000

by 11 larger underwriters_-__. ...—— —— — — — — — - 52, 800,000

by 18 smaller underwriters. — — . . 7, 200,000

Taken up by selling group_____ – -----.... -- _ " 18, 949, 000 (31.6%)

Taken up by all underwriters---. . . . -- --------- 41,051, 000 (68.4%)

by 11 larger underwriters--- ... -- -------- 34, 531, 000 *(65.4%)

by 18 smaller underwriters---. -- - ------------ 6, 520, 000 * (90.5%)

Per cen of Original Purchase taken by each 11 principal under

Writers --- ------------------------- 65. 4%

Smallest per cent of Original Purchase taken by any underwriter- 65.4%

Ilargest per cent of Original Purchase taken by any underwriter. 100.0%

. . Exclusive of $226,000 representing oversales. Total taken up by selling group includ
ing oversales $19,175,000.

* Of their collective cominitments.

No underwriter who initially had reserved for retail distribution 100% of his

original purchase from the company had any further liability as to any debentures

offered to and not taken by the selling group.
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Any underwriter whose initial reservation was in excess of 65.4% of his original

purchase was required to take no further liability as to any debentures offered

to and not taken by the selling group.”

On or about April 3, 1936 (approximately three weeks after the offering) the

managers reported to the company the amount of debentures remaining unsold

as being approximately $11,800,000 distributed as follows:

Hayden Stone ––––––––––––––––––––––---------------------------- $4,000,000

Lehman Brothers---------------------- ------
3, 100,000

Morgan Stanley & Co., Inc -
:3, 200,000

Lazard Freres & Co., Inc.--------------------------- 1,000,000

I}ominick & Dominick------------------------------------------ 500,000

$11,800,000

On this date Dillon, Read & Co. had disposed of all but $148,000 of the $5,886,000

they had been required to take up. (Their original purchase had been $9,000,000

at 97. Of these $3,114,000 had been sold to the selling group at 97%, leaving

$5,886,000 for them to take up.)

Approximately $940,000 of these had been sold within a few days of the offering

date at 99 or 99 less 14 to seven banks, three insurance companies and one dealer

(Schedule). The balance was sold at prices between 94% and 97.

The profit in the purchase account ($3,114,000 debentures purchased at 97 and

sold to the selling group at 97%) was after deducting expenses $22,109.40.

The sale of the $5,886,000 taken up by Dillon Read & Co. resulted in a loss of

$55,201.04.

On the entire transaction I)illon l tead & Co. thus realized a net loss of

$33,091.64.

It is the usual practice for the managers to charge a fee for managing an

underwriting. In this case a fee of 34% each to Dillon Read & Co. and Hayden

Stone & Co. had originally been contemplated (and a statement to this effect

was incorporated in an exhibit to the registration statement. In a subsequent

amendment this provision was deleted). For certain reasons, it was subsequently

determined that no management fee should be charged. The reasons should be

furnished by Dillon Read & Co.

A fee of '4% would have resulted in the payment to Dillion Read and Com

pany of $52,500 by other underwriters. So that had the usual practice been fol.

lowed and a management fee charged in this amount, the amount of this fee would

have eliminated the $33,091.64 loss and left a net profit of about $19,400.

This is the only underwriting of which Dillon Read & Co. has been manager

or co-manager out of over twenty issues from January 1, 1936 to June 30, 1939 on

which Dillon Read & Co. has not received a management fee from the other

underwriters.

And it is the only underwriting in which Dillon Read & Co. has participated

during this period on which a loss has been shown.

EXHIBIT No. 1992

[From the files of Shell Union Oil corº, Letter from J. C. van Eck to G. Legh

ones

J. C. van Eck.

30 Rockefeller Plaza,

New York. April 3rd, 1936.

Mr. G. I.EGH-JONES',

St. Helens Court, Crosby Square, London, E. C. 3, England.

MY DEAR LEGH-Jones: Mr. Clarence Dillon is sailing tomorrow for Europe

His first stop will be in England and he will no doubt pay his respects to Šir

Henri. He will undoubtedly also report in regard to the Shell Union issue. He

is not dissatisfied about the present position of the bonds. Only a few of the

underwriters have large blocks on hand, probably amounting to some 12 million

1. It would appear that these underwriters had, under a strict in

agreement, a further liability proportionate to the amounts of their º"...:
for their retail distribution. The treatment accorded them was ºiſ; more favorable

!. ºº: set 'ºh; the fººt. *:::: amount of debentures the elever,

argest under ers were called upon to e was thereb eased. The
ence was not large in any case. po y slightly incr - differ
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dollars in all. Most of the other underwriters and dealers have either been able

to dispose of their bonds or only have a very nominal amount on hand.

A survey shows that Hayden, Stone & Co. have still on hand $4,000,000; Leh

man Brothers $3,100,000; Stanley Morgan & Co. $3,200,000; Lazard Freres $1,000,

000; and Dominick & Dominick $500,000. It is not likely that these houses will

sell at depressed prices. Mr. Dillon feels that the market is not likely to go

down any further, in fact reported that today's quotation was around 95% and

that he expects it will remain steady at this price and probably improve.

Yours sincerely,

JCVE : MER

CC : Mr. Godber, Mexico City.

ExHIBIT NO. 1993

[From the files of Shell Union Oil Corporation. ("alle from R. G. van der Woude to

Wanwood]

[Copy of message]

SENT

SHELL UNION ( ) l I, ("ORP.,

50 WEST FIFTIETH STREET,

New York, Jan. 20, 1937.

To : Vanwood—London.

6 Connection our discussions London regarding conversion our preference

shares following information with regard to Tide Water—Associated financing

is interesting:

Underwriters headed by Kuhn Loeb and Lehman Bros. offering $40,000,000

fifteen year 3% 90 debentures at 101 to public also 500,000 shares $4.50 no par

cumulative convertible preferred stock (stop) latter will be offered to present

holders 6% preference shares basis exchange one share old stock for one

share new preferred plus $2 cash (stop) Common shareholders also offered

right subscribe to new preferred at 103 (stop) Balance of new preferred if

any is underwritten to be sold to public at 103 (stop) Balance of old pre

ferred to be redeemed at 105 plus dividends (full stop)

We have started preliminary discussions regarding what we might be able

to do.

Attention : Mr. van der Woude, Mr. I)uhig, ("onfirmation

Ex H LRIT N (). 1994

[From the files of Shell Union Oil Corporation |

(Hand written notation :) l'aris, 2/6/37.

I'Crsonal.

4TH FEBRUARY, 1937.

J. C. VAN ECK, Esq.,

London.

MY DEAR VAN ECK : When I was in London I had a few words with Godber

about our preference shares and about the Dossibility of doing some refi

nancing. We (lidn't go into any details, but it was suggested that if any

conversion were possible we might take the opportunity of getting some

:additional money by, for instance, getting out a new issue of preference shares

of say about $50,000,000. As you will have seen from the cable which I sent

to London about the Tide-Water Associated refinancing, I started on my return

to make Some enquiries, and although I haven't got very much definite to

report yet, I would like to give you some idea of the indications which we

have received so far.
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For easy reference I might start by summarizing today's position as to our

capital and debt, even though you are of course familiar with this position:

3% 7% debentures, due March 1, 1951––––––––––––––––––––––––––– $59,382,000

In treasury---------------------------------- 618,

Outstanding ---------------- $58,764,000

2% º notes, due November 1, 1937 ------------------------------ $3,000,000

5%º Preferred Stock----------------------------------------- $37,979, 800

In treasury------------------------------------------------ 3, 629, 800

Outstanding ––––––––––––––––––––––––––––––––––––––– ___ $34,350,000

Common Stock—13,070,625 shares____________________---------- $233,672,821

Warrants, expiring 1st October, 1939---------------------------- 25,990

In treasury--------------------------------- 2, 158

Oustanding--------------------------------- 23, 832

x 25 shares x $35=$20,853,000 if converted.

I further enclose a statement showing the estimated cash receipts and

disbursements for the year 1937. The statement speaks for itself, although I

might say a word about the capital expenditure item. So far we have only

authorized the so-called “A” Budget, which is for an amount of about $29,

000,000. The “B” Budget which we have left in abeyance amounts to about

$21,000,000. There is no doubt that the position as we see it now would not

justify this additional outlay, and for the purpose of estimating our cash at

the end of the year I have assumed that during this year we are likely to spend

on capital about as much as we did during 1936. I think this is a fair sup

position, as even if we do not authorize the “B” Budget at all, experience has

shown that in the course of the year additional expenditures are required,

and I hardly think that we could expect to spend less than last year, unless

absolutely forced otherwise. (In 1935 we spent about an equal amount.)

The statement does not provide for dividends on our common shares. As

suming this to be $1 a share (keeping in mind the undistributed profits tax).

our cash position at the end of the year would be a tight one, considering that

on an average about $10,000,000 of our money is frozen.

It would appear, therefore, that if we should be able advantageously to

convert our preference shares to a cheaper issue, we would do well to en

deavor at the same time to provide for some additional funds.

So far we have limited ourselves to asking some of our friends to let us

have a general idea of what, in their opinion, could be done, more particu

larly with regard to converting our present issue into another cheaper one.

which would also provide for some additional money. I have not been

enquiring about the prospects of another debenture issue, as I rather feel that

to replace stock with debt is not advisable. I suppose, however, that if we

should wish to consider this aspect we ought to be able to get about the same

terms as the Tide Water Associated, whose $40,000,000 15-year 51%% sinking

Fund Debentures have been placed on the market at 101, with a net to the

company of 99, though the fact that we have already $60,000,000 outstanding

might make this assumption a little on the optimistic side.

A point to be remembered in connection with this is that our declared

value for capital stock tax purposes is $35,000,000, and should we redeem

our present preferred stock and not replace it with stock, the entire income

of Shell Union would be subject to excess profits tax.

The general feeling seems to be that it would not be advisable to try and

sell a new preferred stock without warrants or conversion privileges, and that

in any case this would probably have to be a 5% stock. Preference shares

with warrants to buy common do not seem to be as satisfactory as convertible

preferred stock, and the market generally seems to be more attracted at the

moment by cumulative convertible preferred stock. Our present issue, as you of

course remember, was also convertible, but the conversion rights expired in 1935
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The tentative indications given by solue of our friends without their con

Sulting each other are as follows for $50,000,000 convertible preferred stock:

500,000 shares, par $100

Hayden Stone Lee Higginson Lazard Freres

Dividend rate------------ 4%------------- 4}.1%-------------| 4%% ----------- 4%%.

Conversion---------------| into 2.86 com- into 2.86 shs. (a, into 3%common | 1st 250,000 shs. into

Inon shs. (a 35. 35; aſter 1939 shs. (a 30. 3] 3 common (a, 30;

into 2% shs. (a 2nd 250,000 into 2%

40. common (a, 40.

Price to Public----------. 100-------------- 100---------------- 102.

Net to Cornpany. - - - - - 97 - - - - - - ----| 97- - - - - ------ 9 _| 99.

Common held by B. P. 58% . . . . . .----| 58% or 58.7% ---. 57.08% 57.90%. FºE.

M. after conversion.

If bond warrants also 55.7% - - - - - - - - 55.7% or 56.4%----| 54.86%. ---------| 55.62%.

exercised B. P. M. º.

would be.

The Tide Water-Associated offer provided for their new 4% 9/, cumulative con

vertible preferred stock to be exchanged for one share of their present 6% pre

ferred stock share for share, plus two dollars in cash. The company have

offered to their common shareholders the right to subscribe at $103 per share

for such shares of the new preferred stock as would not be issued under the

exchange offer. Their conversion privileges are as follows:

Convertible at the option of the holder on or before January 1, 1947 (or, in

case of earlier redemption, on or before the tenth day prior to the redemption

date) into Common Stock of the Company at the following conversion prices

per share (taking the $4.50 Preferred Stock at $100 per share) : on or before

July 1, 1939, $27.50 (or 3%.1 shares of Common for 1 share of Preferred); there

after and on or before January 1, 1942, $30.00 (or 34% shares of Common for 1

share of Preferred); thereafter and on or before July 1, 1944, $35.00 (or 2%

shares of Common for 1 share of Preferred) ; and thereafter and on or before

Januay 1, 1947, $40.00 (or 2% shares of Common for 1 share of Preferred), all

of which conversion prices are subject to adjustment to meet dilution, etc.

I don't like what Lazard Freres indicated, and with regard to the other two,

it seems to me that both the price to the public and the net to the company

are not sufficiently satisfactory. Supposing, however, that a proposition could

be worked out on the basis of, say, 100 to be net to the company, the following

calculation gives an idea of our saving and what the net cost would be of our

new money, assuming a dividend basis of 4%º (we may be able to get 4%º

but this depends very much on the conversion rights:

Total to be issued------------------------------ $50,000, 000

Present outstanding ---------------- $34, 350,000

Premium on remption--------------- 1, 717, 500 36,067, 500

$13,932, 500

Fees & EXpenses-------------------------------- 200, ()()()

New Money-------------------------------------- $13,732, 500

Present Annual Preferred dividend–––––––––––––––––––––––––––––– $1, S80, 250

Dividend @ 4%% on $34,350,000 (present outstanding Preferred

Stock) ––––––––––––––--- ------------------ -------------- ____ 1, 545, 750

Annual Saving ------------------------------------------- $343, 500

Dividend @ 4%% on $13,732,500 (new money) ------------------- 617,963

$274, 463

Dividend @ 4%% on $1,717,500 (Premium on redemption of

present Preferred Stock) ––––––––. ---------------------------- 77, 2SS

$351,751

Dividend @ 4%% on $200,000 (Fees & Expenses) ----------------- 9,000

$360,751

Cost of new money 2.63%.
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Of course we would have to remember, in considering the above, that we

would have to pay out $1,717,500 as a call privilege on the present preferred

stock. It is true that through sinking fund retirement we would probably have

to pay this anyhow, but of course it would be spread over a large number of

years, and it is always possible that they could be obtained at less than 105.

I might say while on the subject of sinking fund that there would be no need

in any new issue to provide for sinking fund payments. Apparently the market

at present is not particularly interested in such a feature. We could also

possibly avoid any voting rights for the new preference shares.

In connection with the first part of above paragraph, my thought is that we

might very well offer an exchange to our Preferred stockholders, for instance

a long the lines followed by Tide Water-Associated, which would give the holders

of our present Preference shares an opportunity to take the new stock instead

of taking the cash at 105. An exchange of new for old stock does not involve a

capital gains tax here and many might prefer to make an exchange so far as

their own tax position was concerned and at the same time it would be advan

tageous to the Corporation (on the basis of Tide Water refinancing, if holders

exchange, it would cost $2 plus underwriters' commission of $1.25).

Last week I saw Dillon and Forrestal. So far we haven't heard from them,

but I expect to get an indication of their views shortly.

I have been turning over in my mind the idea of combining the conversion

of our existing preferred stock into $35,000,000 new preferred stock with an

issue of short-term notes, say $15,000,000. Over a period of five years. I have not

made any enquiry regarding the rate of interest which might be obtainable but

I do not think that it should exceed an average of, say, 2%º or 3%. The com

bination of, say, 4%, 7% preferred and short-term notes would reduce the over-all

interest charges compared with a new issue of $50,000,000 4%º preferred. This

combination of preferred stock and notes has the advantage of avoiding a

further reduction in the Group's percentage, and at the end of the five-year

period, allowing for the Operation of the sinking fund on our funded debt, our

total indebtedness would be, say $86,000,000 ahead of the common stock or, say,

S15,000,000 less than would be the case by issuing a new preferred in the

amount of $50,000,000.

The capital expenditure as proposed for this year by the operating companies,

including the “B” Budgets, is of course very high, but amongst other items it

contemplates providing for the normal increase in trade in the northern refinery

area of Shell Petroleum over a period of years. This type of expenditure will

no doubt have to be made eventually, and we shouldn't overlook that with rising

wages and rapidly increasing cost of materials any postponement of inevitable

expenditure will lead to greater expense.

You will appreciate that this letter is only intended to give you some idea of

what the result has been of our enquiries so far, and I hope later on to be able

to give you something more definite and also give you my further views; but if

in the meantime you can give it some thought and if possible give me some

indication what the views on your side are, this would be very helpful.

Yours sincerely,

(Original signed by R. G. A. van der WoRW/AB y ude.)

Encl.

Copies to Mr. Fraser, Mr. Belither.

CxHIBIT No. 1997

[From the files of Shell ºnion Oil Corporation, Cable from R. G. van der woude to
Vanwood)

[Copy of message]

sent

SHELL UNION OIL CoRP.,

50 WEST FIFTIETH STREET,

New York, March 5 37To: Wanwood—London. 1 p arch 5, 1937.

18. Yours 21 generally speaking I am in agreement though we may have to

modify our views somewhat with regard to terms (fullstop) -

Regarding last paragraph quite agree and furthermore in my opinion best not

to disturb grouping of bankers as was formed under last year's bond issu in fat-t
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I understand Dillon Read Hayden Stone and Lee Higginson have already come

to such understanding amongst each other (fullstop) My reasons are:

Firstly—We should avoid running into same complications as last year.

Sceondly—Neither Hayden Stone nor Lee Higginson would in my opinion be

suitable leaders.

Thirdly—We could not very well switch over to entirely new leaders without

first giving last year's group their opportunity (fullstop).

My idea is therefore to give last year's leaders in Dillon group an opportunity

of jointly making us an offer along the lines as per your cable (fullstop) If

their offer is unsatisfactory to us I would favour inviting Lehman Bros. to

make us an offer (fullstop) They are anxious to take leading position and I

personally feel as you know that a closer connection with them would be ad

vantageous (fullstop) Presumably they would handle matter in conjunction with

Kuhn Loeb (fullstop).

Would appreciate quick reply as situation becoming somewhat awkward to

handle unless we definitely know what line we are going to take (fullstop)

You will appreciate that one of first questions bankers will ask is as to whether

group intends to take up new preferred at the rate of 1 for 40 of their holdings

of common shares and in fact we understand that if group do not intend to

make this investment it will have to be stated in the prospectus.

Attn. Mr. Van der Woude.

IXHIBIT No. 1996

| From the files of Shell Union Oil Corporation. Memorandum by S. W. Duhig J

SHELL UNION FINANCING

Memorandum for the file

MARCH 16, 1937.

On March 16th bankers called at the Shell Union office for the purpose of

stating the proposition which they and their group were prepared to make in

connection with refinancing the present Shell Union preferred stock and raising

additional money, if necessary. Dillon, Read & Co. were represented by Mr.

Dean Mathey and Lee, Higginson & Co. by Mr. E. N. Jesup.

In opening their discussion they stated that they had agreed among them

selves that the group would be approximately the same as the 1936 group and

that the group management would be shared in the following proportions:

Dillon, Read & Co----------------------------------------------------- 40%

Lee, Higginson Corp------------------ ------------------------------- 20%

Hayden, Stone & Co---------------------------------------------------- 20%

Lehman Bros.-------------------------------------------------------- 20%

The bankers stated they were authorized to say that although we were in the

midst of changing conditions, they would be willing to undertake today to

underwrite an issue of $67,000,000 of preferred stock carrying a dividend rate

of 4% º and convertible to common stock for the first 2% years at $35 and for

the next 2% years at $40. This could be sold at par less a commission of 2% ºft.

They suggested that the termis would be approximately the same if we sold

merely enough new preferred to retire the present preferred. In the case of

new preferred, which is taken up by present shareholders in exchange for the

old preferred, the bankers stated that they had not discussed the question of

commission in detail, but agreed that the rate of commission would be less on

such exchanges.

Mr. van der Woude advised that this offer was disappointing and unsatis

factory and that unless a better arrangement could be worked out we were not

prepared to undertake this business with their group.

The bankers then made some suggestions regarding the raising of new money.

These proposals were informal and were made without previous understanding

with their group. They thought they might undertake to sell $10,000,000 of

10-year 3% 9% (lebentures plus $22,500,000 of serial notes maturing at the rate of

$2,500,000 per annum for 9 years. The 10-year debentures would be convertible

for the first year at $35 per share of common and for the next 4 years at $40.

Another, and possibly better, plan which would reach two classes of investor

would be to issue $12,500,000 of 10-year debentures and $17,500,000 of serial notes

Inaturing in 1 to 5 years at $3,500,000 per annum. A similar arrangement would

be to put out $20,000,000 of 10-year convertible debentures and $10,000,000 of 5-year

uotes, maturing $2,000,000 per annum. -
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The bankers suggested that the soundest form of financing at the present time

is to sell common stock and that the most profitable way to accomplish this is to

adopt a suggestion similar to the above where the 10-year debentures are convert:

ible for the first year at practically today's market price of common.

These plans were taken as being merely tentative suggestions and subject to

further discussion.

S. W. D.

SWD–S.

ExHIBIT No. 1997

| From the ſiles of Shell Union Oil Corporation 1

1Copy of message]

SENT

o
2.842

NEw York, 7.30 P. M. Mar. 16th, 1937.

10 : Vanwood, London.

By : R. van der Woude.

24 Dillon Read inform us after consultation with their group best proposal is

4.1% percent preferred stock convertible first 2-1/2 years at 35 next 2-1/2 years at 40

to be sold at par yielding 97-34 to us Stop

We have informed them this very disappointing and no use pursuing further

unless they can change their views Stop

For your information bond market at present very weak Full stop

Will cable further after we have given matter further thought.

Attention Mr. Duhig.

C. C. Mr. Van der Woude.

EXHIBIT NO. 1998

[From the files of Shell Union Oil Corporation]

[Copy of message]

SENT

To : Wanwood, London. 2884

-- - CSG

By : R. G. A. Wanderwoude. NEw York, 6 P. M. Mar. 17th, 1937.

27 Referring my cable 24 consider we should give Dillon group every oppor

tunity of revising their offer and propose to set limit of time say 10 days Full

stop

At the end of this period in case the revised offer if any is not acceptable

Fº to notify them that we consider ourselves entirely free to approach others

Fullstop

I understand that provided it is made clear negotiations with Dillon have

come to an end members of group then free to deal with us Fullstop

- In aforementioned event suggest we consider Kuhn Loeb/Lebman combina

tion or Morgan Stanley as leaders Stop In latter case would be in favor

of suggesting to them our desire of giving Lehman a prominent position Full

stop

With regard to conditions of market present bond market very disturb d

interest in fixed interest or fixed dividend bearing securities ...;
lagging Fullstop -

General feeling is that this will continue and that what market will be inter.

ested in is common shares or securities with conversion rights Fullstop

We should therefore bear in mind that, in issuing new preference shares

attractive conversion rate will have to be chief feature Fullstop -

In my opinion while not likely we shall be able to get 4% preferen shares

it may be possible to get 4% º provided conversion right º:º: and

wº,ºº be 35 with some step up after say 2 years Fu

ith a % preference share we might be able start con -

37.1% Fullstop conversion rights at

Foregoing is my judgment based on careful surveyFullstop ey of Views of market
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Whether this is right or wrong wish emphasize conversion rights will defi

nitely have to be made attractive Stop I do not of course intend discuss

with Dillon any revision of our ideas of terms as put before them and propose

merely to give them the opportunity as indicated above and await their further

reaction

Attention Mr. Duhig.

Mr. Van Der Woude.

EXHIBIT NO. 1999

[From the files of Shell Union () il Corporation )

Telephone : Avenue 4:321

J. C. VAN ECK,

ST. HELENS COURT, GREAT ST. HELENS,

London, E. C. 3, 18th January, 1938.

Personal.

Mr. R. G. A. VAN DER WOUDE,

- New York.

DEAE VAN DER WOUDE: With reference to the discussions we had on the tele

phone regarding a possible new banking connection. Whenever you find the time

opportune and favourable and you have made a contact I think it might be well,

before discussing any other terms, to find out what Morgan's ideas are about

restrictions. I am afraid you may run up against the same difficulties as you had

in your negotiations with the insurance companies. I presume that Morgan will

be as strict as any other, although of course they participated in Dillon Read’s

and Hayden's Shell Union's issue of 60,000,000 dollars which was free from irk

Some restrictions. Of course, I can quite realise that Imo banking house or insur

ance company likes the idea of loaning money when such money would be used

for the payment of dividends. On the other hand where Shell Union has at

present a fairly substantial surplus and still substantial cash it would be unrea

sonable to tie up this surplus and cash with the same restrictions as would apply

to new money. I fear that Shell Union during the firt six months of 1938 may

not earn sufficient to continue to pay a half yearly dividend of 50¢ and we would

certainly not look with favour upon a reduction of the dividend if a substantial

amount was earned during the first six months and the prospects for the second

six months were favourable.

With kind regards,

Yours sincerely,

J. C. WAN ECK.

ExIIIBIT NO. 2000 –1

[Letter from C. B. Stuart,. Halsey, Stuart & Co., Inc., to Investment Banking Section,

Monopoly Study, Securities and Exchange ('ommission]

Telephone Whitehall 4--4400

HALSEY, STUART & Co. INC.

Chicago, New York, and other principal cities

35 WALL STREET, New York, N. Y., January 8, 1940.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Monopoly Study, Securities & Eachange Commission,

Washington, D. C.

DEAR MR. NEHEMKIs, I have your note of January 6th and enclosed you will

find a signed stipulation. In accordance with your request this is being sent you

special delivery air mail.

I want you to know I very much appreciate your handling the matter in this

way rather than my going over to Washington.

Very truly yours,

C. B. STUART.

CBS : JB.

encl.
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STIPULATION

It is hereby stipulated and agreed that the memorandum dated May 11, 1938,

addressed to Mr. H. L. Stuart, Chicago office, and initialled CBS, is a true copy

of an original communication in the files of Halsey Stuart & Co., Inc., and that

the said document was sent by the New York office of Halsey Stuart & Co., Inc.

CHARLEs B. STUART,

Halsey Stuart & Co., Inc.

ExHIBIT No. 2000–2

[I'rom the files of Halsey, Stuart & Co., Inc.]

NEw York OFFICE, May 11, 1938.

Mr. H. L. STUART,

Chicago Office.

IDEAR HARRY, I understand Morgan Stanley are working on a good size bond

deal for Shell Union Oil. I further understand that Dillon Read, who handled

the last issue, made such a botch job of it, the Company will have nothing further

to do with them.

I presume you saw where Lehman are underwriting an issue of preferred

stock of Philip Morris. There is a thirty day commitment pending an offering

to the stockholders and it is my understanding Lehman have had a lot of

turndowns. After a management fee and expenses totalling a half a point,

there is a net of $1 to the underwriters.

Very truly yours,

C B S

CBS : JB.

ExHIBIT No. 2001

[From the files of Shell Union Oil Corporation]

SHELL UNION OII, CoRPoitATIon,

50 WEST 50TH STREET,

Personal. New York, N. Y., April 13th, 1938.

J. C. WAN ECK,

London.

MY DEAR vAN ECK : With further reference to your letter of the 21st ult,

since writing you on the 1st instant I have been discussing the matters raised

by you with Fraser during my recent visit to the Mid-West, and you will

shortly hear fully from Fraser the result of our discussions.

The March results of Shell Petroleum, I am afraid, will not be very com

ſorting. At the end of this month both Belither and Fraser will be coming here,

when we will review our forward position with regard to budgets, estimated

profits, and cash, and I will in due course be writing you further.

With regard to financing, since talking to you on the phone two days ago

I have been contacting a few banks here and I expect to have some definite

information fairly shortly. I shouldn't think that it will prove difficult to

borrow from fifteen to twenty million dollars for five years on a serial basis,

more or less on the same terms as were offered to us last year when it was

finally decided to do our temporary financing through Friends. I doubt whether

it would be possible to do anything for a longer period than five years. We

might possibly make a small debenture issue for ten years, but I think you

share my feeling that this would not be very desirable. Such an issue would

of course have to be registered.

On the question of finance we have had some preliminary discussions with

Morgan, Stanley with a view to enabling them to familiarize themselves some

what with our activities, and judging from the discussions I have had with

them I do not anticipate any difficulties, such as you referred to in your

letter of the 18th January. Morgan Stanley seem to be very pleased to get

an opportunity of establishing a connection with us.

Yours sincerely,

(Original signed by R. G. A. van der Woude.)

RW/AB

cc: Mr. de Kok, Messrs. Fraser, Belither.
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EXHIBIT NO. 2002

[From the files of Sholl Union Oil Corporation. Mernorandum by S. W. Duhig J

MEMORANDUM

I have today discussed financing with Mr. Meredith C. Laffey of the Equitable

Life Assurance Society of the U. S. A. I told him that we are now approaching

the end of our third 12-month period in which Shell Union earnings qualified

for life insurance investment under the terms of Soction 1()() of the N. Y. State

Insurance Law (See attached statement).

Mr. Laffey stated they had had one case in which they had not adhered to the

calendar year or fiscal year basis in determining the qualifications of the bor

rower and that he felt we might very well proceed with tentative discussions

regarding a loan to Shell Union.

Mr. Laffey stated that without consulting his Committee or investigating

any of the details of our company, he thought it probable that they could

arrange a loan to Shell Union of say, 20 to 25 million dollars for 10 years at

3% 96, for which they would pay us 99. He thought that in view of the terms

of our present 15-year Debentures they would require that the principal of the

new loan be repaid serially at the rate of 10% per annum. (Incidentally, this

is approximately the same proposition as suggested tentatively by Morgan, Stan

ley & Co., except that they would charge 2% for underwriting.)

Equitable would be rather particular about having full certification by Price,

Waterhouse & Co. similar to that required for S. E. C. registration and they

would also ask that Paul Paine bring up to date his 1936 statement regarding

properties. Mr. Laffey thought that in our case they would not require any

special restrictions regarding additional borrowing, the payment of dividends

or other requirements which are more restrictive than those contained in our

recent Debenture Indenture. We would also not be put to the expense of

engraving a series of notes although, as is usual with life insurance companies,

they would require that we supply the necessary certificates at some future

date in case circumstances should make it advisable for them to re-offer this

paper to a group.

This type of borrowing, of course, has the advantage of still leaving local

bank credit free for future use and also it is obviously an advantage over a public

registered offering.

During our group discussions in New York next week we shall be discussing

revised budgets and cash estimates and will then be in a position to take this

up further with the insurance company.

S W ID

SWD–S.

Apr. 22, 1938.

NoTE: I have today made a further check with Mr. Laffey of Equitable, who

assures me that although they have not had formal clearance from their Legal

Department, we may feel quite safe in assuming that Shell Union is eligible

for loans by N. Y. insurance Companies and that his company is prepared to

lend us $25,000,000. In his opinion we may proceed at any time to work out

the torms of the loan with them in detail.

A PR. 29, 1938.

EXHIBIT NO. 2003

[From the files of Shell Union Oil Corporation |

[Copy of message |

SENT

To : Vanwood, London. 4474

By : R. G. A. van der Woude.

NEW YORK, 1 P April 30th, 1938.

I’ll LWATE

#46 Further our #42 we have developed ſollowing proposals for Shell Union

financing Stop

Morgan Stanley & Co. suggest 10 year 3% ºc sinking fund

1)ebentures could now be sold at 9:) which after 2% commission
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would make this money cost us 3.86% Stop

Amount discussed was $25,000,000 but do not expect much difficulty in increas:

ing this Stop

Also discussed convertible feature so as eventually to put this on common

stock basis and they have indicated that with our common selling on the market

at 13% per share they might issue at par a new debenture convertible into

common at 1624 per share or 60 shares per $1000 debenture Stop

If issue were offered to present stockholders at rate of $2 principal amount of

debentures for each share of stock held the new issue would yield $26,141,000

Stop

In that case if Bataafsche elected to take approximately $17,000,000 deben

tures there would of course be no underwriting commission on that portion

although bankers feel they might undertake to dispose of these later if Bataafsche

so decided Stop

Other alternative would be for Bataafsche to waive subscription rights where

upon bankers would make immediate public offering of that amount during

period while other stockholders were being given opportunity to subscribe for

$9,000,000 debentures Stop

They suggest right to call debentures with initial redemption price of $105

and a sinking fund which would retire the whole issue over 10 year period but

this can probably be improved upon Stop

If convertible type of financing should be decided upon it would be interesting

to know Broekman's attitude regarding subscription rights. Fullsto

In regard to loans from commercial banks we would have no difficulty raising

$25,000,000 at rates ranging from 2.68% for 3 years or 3% 76 for 5 years but

have confirmed cannot at present obtain longer term here although possibility

of somewhat longer arrangement some banks outside New York for moderate

amount Fullstop

We have also approached Equitable Life Assurance Society with suggestion

that although Shell Union last 3 fiscal years have not shown earnings which

meet requirement of N. Y. statute relative investment of insurance company

funds we shall by the end of April have completed three 12 months periods during

which we have met these requirements Stop

Equitable have studied this matter and while still subject to final approval

their legal department they assure us they are prepared to enter negotiations for

10 year loan of $25,000,000 Stop

s..." tentatively suggest interest rate 3–74% for which they would pay us 99

Stop

This would of course save us underwriters commission and expense of -

tion for public offering and although they would require...º. §i.
auditors and property expert requiring about 60 days time they feel that special

restrictive covenants such as recently suggested by Prudential should not be neces

sary Fullstop

We have completed revised estimate of 1938 cash and profits and on basis of

reduced capital budget expenditure of about $44,000,000 estimated cash at Decem

ber 31st is about $18,000,000 before making any allowance for common stock

dividend Stop

This does not provide for unusual property deals Stop Profits estimate indi

cates about $13,500,000 for the year of which about 37% per share would be earned

during first half year after preferred dividends Fullstop -

Estimates based on basis of present prices with exception of Shell Oil territory

where have assumed average reduction of 26 in gasoline price over period May/De

cember Fullstop -

Full details mailed today by SS “Paris” Fullstop

Summarizing above will show that the prospects of doing public financing are

improving Stop

It is impossible to foretell whether further improvement will

how quickly and therefore there is no way of. When it *:::::

to make an issue of preference shares whether convertible or otherwise which

we would prefer in favor of a bond issue as we do not particularly like increasing

our funded debt Fullstop

While we would favor continuing present arrangement with -

could be fairly certain of issuing preferred shares #. in year :::::::"º:
willing extend option nevertheless in view foregoing considerations as well as cash

ſº." and uncertainties of future we are of opinion that serious consideration
s - xo~ : : - - --- 4-3 re- - -sº." advantage of present opportunities and acquire about
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If we are in agreement on this we suggest that financing through insurance

companies would be most preferable and next best bond issue preferably con

Vertible

Attention of Mr. van der Woude.

CC Messrs. Duhig, Fraser, Pelither.

EXHIBIT NO. 2004

[From the ſiles of Shell Union Oil Corporation 1

SHELL UNION OIL CORPORATION,

50 WEST 50TH STREET,

New York, June 1, 19.38.

Personal.

Mr. A. FRASER,

Shell Petroleum Corporation,

St. Louis, Missouri.

MY DEAR FRASER : I enclose copy of telegram just received from Belither in

connection with the report which Equitable require from Paul Paine before we

can close our financing. I also enclose copy of my reply, from which you will see

that we are urging Paine to make as comprehensive a preliminary report as pos

sible so that the Equitable will be justified in closing the deal prior to receiving

his final report based on personal inspection of the properties. You will, there

fore, be receiving direct from Paine requests for answers to questions necessary

to bring up to date all the important points in his 1936 report. There is no rea

son why, based on our answers to his interrogations, his final report should not

be merely a confirmation of the facts contained in his preliminary report.

I shall appreciate it very much if you will have your people do all possible to

expedite this work and at the same time please do everything you can to keep

the deal with Equitable strictly under cover. Their commitment to us is entirely

contingent on clearance being given by their counsel on all legal phases and there

fore it would be very regretable if word got about which would offend Morgans

in any way, seeing that we are still relying on them in case there is a hitch with

Equitable, as well as in case of future public financing.

Yours sincerely,

(Original signed by R. G. A. van der Woude.)

Enclºs.

Co–Mr. S. Belither.

EXHIBIT NO. 2005

[From the files of Shell Union Oil Corporation]

SHELL UNION OIL CORPORATION,

50 WEST 50TH STREET,

New York, May 23, 1939.

A ir mail

Mr. R. VAN DER WOUDE,

St. Louis, Mo.

DEAR MR. VAN DER WOUDE: I have today talked to Equitable Life in reference

to cutting down the interest on our debentures. They understand, of course, that

the trend which we discussed last February has progressed still further and that

we shall have to do something about it. So far as their $25,000,000 loan is con

cerned, it now has an average life of 11.3 years (taking into account the annual

reduction through sinking fund) and the cost to the company to redeem at 104

puts it on a 3.20% basis. Thus if Equitable cut the coupon rate even as much

as 4% it would be equivalent to their making a new loan to us at 3.075%. This

is the same thing as saying that a 3% loan plus the premium which we have to

pay for redeeming the old loan would be equivalent to their reducing the present

eoupon from 3.625% to 3.50%. I am satisfied that at this moment we could

obtain this #3% reduction and that we could do it by simply amending the pres

ent Trust Agreement. This is still not good enough, but it is at least a basis for

further negotiating.



i

1293() ( (.) NO "I:N'ſ It.VT 1 ( ) N ( ) lº IX "ON ( )Al IC I’OWIER

In their opinion we could sell 15-year 3% debentures to the public at a prict

to yield 2.95%, that is 100.60. Taking off 2 points for the Bankers would leave

us 98.60, which is a 3.12% basis to the company, not counting the expense of regiº

tration and the risks involved on account of the waiting period. We do not y!"

know the details of the Socony public issue of $50,000,000, but it will quite likely

be for about 20 years at 2% 7%. I had a short talk with Ewing today and hº

thinks Socony may even sell 25-year debentures. I shall have a further talk

with him tomorrow as to what Shell's present rating is for a public offering.

There is just as much need for discussing re-financing of our 3%% Debentur"

as there is of the Equitable loan, as considering the redemption price and the

average life they are both on a 3.20% basis. Equitable felt that we might Innk"

a joint deal with them and Metropolitan and Prudential to cut the rate of ºur
whole $82,427,000 debt. Equitable would not be willing to take more than thſ'

present $25,000,000 but I think it is quite possible we can deal advantageously
with the three companies jointly. I have therefore talked to Metropolitan and

have got Gilbert Stanley doing some figuring once more. It seems they are hily

ing a convention this week and he would not be able to take it up seriously fºr

two or three days, but I am sure you agree that this can do no harm. I think in

the meantime I shall not complicate it by talking to Caleb Stone of Prudential. -

Laffey, of Equitable, pointed out that on the basis of our first quarter earniº
we really had put ourselves in an ineligible position during the past twelve

months, according to New York Life Insurance standards. This is a point

against us, but I feel that they are hungry enough for the business tº find Rollie

way around that difficulty. Laffey stated that if they did reduce the interest

rate they would want an agreement that we could not exercise any call lº.
for at least twelve months. I do not see any real objection to this provide

we can get a rate reduction down to today's market.

I shall let you know of further developments and shall be glad to hºur"

you by telephone in case you have any comments on the above.

Yours sincercly. -

(original signed by S. W. Duhº

SWI)—S ille. lill!
Socony's call price on present issue is 102%. Ours is same on public issue,

104 on Equitable.

Exh IBit No. 2006

| From the ſiles of Shell Iºnion Oil Corporation]

SHELL ('N 10 N OILº ºft

50 WEST 50th STIEET.

year York, Mall 24. 19.30.

..! in mail

Mr. R. v.AN DEI Wou-DE,

St. Louix, Mo.

IDEAR Mk. VAN dº Worde: I have just had a talk with Ewin
They will be sending me some figures in the morning, but this is

what they think we could do at today's market. viz:

g and Perry H.,
a summilry "

Maturity 15 years 20 years

Coupon 2%% 2%% o 87% |

Price 98% (yield 2.6%) 98% (yield 2.8

Commission 1% 2 -

Cost to us ãº, (27%) 96.1% (2984%)
I

They think that if this is for long term use in our business we should take th

"PI)ortunity to get 20-year money. - nil

They think Socony did not inke a very good deal with thei.

panies because they are tied to a sinking fund which they will solº *:::: fit

ºn a public issue Socony would be able to supply the sinking funſ ". tu

lower prices some day. Ewing feels we should be able to getrºl. them.
today's market on our present $25,000,000 and he does not e. to feels our

ºut on a public issue: but for our $60,000,000 of 3%'s (in which he º, the

best interests would be served by putting ourselves in Morgan's han
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could save about $278,000 per annum on new 15-year bonds (not including regis

tration expense) and about $150,000 per annum on the 20-year.

More later.

Sincerely yours,

(Original signed by S. W. Duhig.)

SWD–S.

If we want to sell the (lebentures at par it would take a coupon of about 1%

In()re.

Ex H 11, l'I NO. 2007

| l'rom the files of Shell Union Oil ("orporation )

| Copy of message |

To : Wanwood, London. SGH 6:589

Hy: IR. G. A. Van der Woude.

NEW York, June 6th, 6.45 p. m., 1934).

PRIVATE

26 Re Shell Union finance bankers now indicate can replace present 3% 96

debentures with 15 year 21% A to sell at 9S42 to public and 96% to company or

alternatively 20 year 2% (// debentures to sell at 98.1% to public and 96% to

("Ompany stop

Saving on new 15 year issue is approximately $190,000 per annum over remain

ing life of present issue after redemption premium and other costs stop

Saving on new 20 year issue is only nominal during remaining life of present

issue but we consider lengthening of maturity at present rates highly desirable

stop

Re $25,000,000 life insurance loan Equitable have indicated willingness reduce

interest by J4% in exchange for bonus of $125,000 which would effect net saving

over period of loan of about $600,000 fullstop

In line with present market money rates we should be able to do better and if

they do not improve upon terms we intend refinance this loan by including in

above mentioned public issue stop

Our idea proceed with 20 year issue through Morgan Stanley group with

possibility further improvement in terms both as to selling price and bankers

commission stop

In view risk of market changes and also Security & Exchange Commission

requirement use of December 31st 1938 audited accounts limited to 6 months we

are proceeding immediately preparation registration documents stop

We have discussed with Godber and Van Eck who agree stop

We have also discussed redemption of preference shares and if anything

develops we will advise you later

Attention Mr. Van der Woude.

C. C. Messrs. Duhig, Fraser, Belither.

ExHIBIT NO. 2008

| From the files of Shell ("nion Oil Corporation |

[Copy of message]

To : Vanwood London. 7497

PTW

By : R. G. A. van der Woude. NEW York, June 26th, 1939.

PRIVATE

33 Your 14 Equitable advised us that their board has decided against making

changes in existing agreements therefore only way open to us was to redeem loan

and make now agreement fullstoſ)

124.401–40––-19t. 24— 40
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Accordingly we offered them basis for new agreement about equal to what we

can obtain by public issue fullstop

They turned this down and as it was clear that we could not come to even a

satisfactory compromise with them we have decided to call their loan upon

issuance $85,000,000 public money fullstop

Terms agreed upon with Morgan Stanley are as follows: $85,000,000 fifteen

years 2% percent interest issue price 98% commission 1% percent with possibility

of some reduction in latter fullstop

Sinking fund about 40 percent to commence in 1943 fullstop

Call price 102% sliding downwards periodically after July 1944 full stop.

You understand of course that under S. E. C. regulations not possible make

firm agreement until issue ready for marketing therefore issue price is subject

to change either way according to market conditions at that time fullstop

We expect file registration statement on Thursday and expect closing date to

be 25th July with possibility 19th July fullstop

With regard to preferred issue matter is still under study by Morgan Stanley

who fully understand and appreciate our strong desire to convert our present

preferred stock into lower dividend stock and we assure you matter is having every

possible attention and hope advise you shortly more definitely fullstop

Reference your 14 management your understanding is entirely correct full

Stop

(Balance of cable re filling vacancy on Shell Union Board.)

ExHIBIT NO. 2009

[From the files of Shell Union Oil Corporation )

[Copy of message sent]

To : Wanwood, London.

By : R. G. A. van der Woude. NEw York, July 13, 1939.

37 Our 33 underwriting agreement due be executed seventeenth July after

which issue will become effective fullstop

Morgan Stanley discussed with us today final terms based on present market

conditions and general reaction they received from underwriters and prospective

large buyers fullstop

Response from latter has been disappointing and contrary to expectations

entertained by Morgan Stanley fullstop

Apparently due mainly to weaker Government bond market and resistance

against 2%% rate this being first issue at this new low rate and to some extent

due to remembrance limited success our last issue fullstop

Under circumstances Morgan Stanley of opinion successful issue cannot be

made at better than 97% with commission 1 %'7% other terms unchanged full

stop

Judging from discussions doubt whether can hold out much hope obtaining bet.

ter terms though of course after receiving your views we would try to do so

fullstop

Total saving on above terms would be reduced to about $3,000,000 over the

15-year period fullstop

If we decide not to accept above terms we could keep registration statement

alive by amendments twenty days at the time though dont know for how long

SEC would allow this fullstop

Of course there is no way predicting whether market conditions in future

would enable us do better fullstop

In this connection should bear in mind unfavorable outlook oil industry near

future and Our OWn reduced earnings which might make it difficult make issue

later even if bond market should be more favorable full stop

Total cost incurred in connection with registration statements 1 -etc. about $100,000 fullstop. egal advice

Our own inclination would ordinarily be to hold out for 98 but we doubt

whether, it is really case of bargaining and believe Morgan Stanley sincere in

their opinion issue could not at present be successful at higher than 97% and

therefore would not undertake issue at higher rate fullstop

We must take decision by tomorrow noon and would appreciate your telephon

ing me tomorrow morning in good time fullstop -



CONCENTRATION () I. I.('ONOMIC I’OWER 12933

Have discussed over telephone with Van Eck who is of opinion we should not

postpone especially view uncertain outlook and he suggests I should ask you leave

me discretion accept above terms if I find it impossible improve upon same

Attention : Mr. van der Woude.

IXHIBIT NO. 2010

[From the files of Shell Union Oil ("orporation]

To : S. Belither, Shell ()il ('o. Inc., San Francisco, Calif. S367–AJ

By : R. G. A. van der Woude. NEw York, 12.5p July 17th, 1939.

Signed underwriting agreement this morning at 97% with 4% (ſo commission

Please advise Van Eck.

Att; Mr. R G A van der Woude

• ?

1 Testimony indicates that this telegram should read “. . . with 1% 7% commission. . .

See pp. 12649–12650.

ExHIBIT NO. 2011

$85.000,000 SHELL UNION OIL ("orport ATION FIFTEEN YEAR 2%º DEBENTURES

Dated July 1, 1939 Due July 1, 1954

CoNTRACT-July 17, 1930

MORGAN STANLEY & Co., INCORPORATED

2 Wall Street, New York, N. Y.

JULY 17, 1939.

DEAR SIRs: Shell Union Oil ("orporation (hereinafter called the Company)

proposes to issue $85,000,000 principal amount of its Fifteen Year 2% ºſo Deben

tures (hereinafter called the Debentures) to be dated July 1, 1939, to mature

July 1, 1954, and to be issued pursuant to the provisions of a Trust Agreement

dated July 1, 1939 between the Company and Irving Trust Company, Trustee.

I

The Company represents and warrants to each Underwriter hereinafter

mentioned that:

(a) It has prepared and properly filed with the Securities and Exchange

Commission in Washington, D. C., a Registration Statement and amendments

thereto, a Prospectus and an amended Prospectus and has prepared and is

about to file certain further amendments to the Registration Statement and a

further amended Prospectus and has prepared a Newspaper Prospectus for use

by the Underwriters in advertising the Debentures in connection with their

original offering. The Registration Statement as amended and to be amended,

including financial statements and exhibits, is hereinafter referred to as the

Registration Statement and the further amended Prospectus, above referred to,

is hereinafter referred to as the Prospectus. No further amendments to the

Registration Statement or Prospectus shall be made unless copies thereof have

theretofore been furnished to you and you shall not have objected thoreto.

(b) When the Registration Statement becomes effective, the Registration

Statement, the Prospectus and the Newspaper Prospectus will fully comply with

the provisions of the Securities Act of 1933, as amended, and the Rules and

Regulations of the Securities and Exchange Commission, and the Registration

Statement and the Prospectus will not contain any untrue statement of a mate

rial fact or omit to state any material fact required to be stated therein or

necessary to make the statements therein not misleading and the Newspaper

Prospectus will not contain any untrue statement of a material fact or omit to

state any material fact necessary to make the statements therein not misleading

in the light of the circumstances under which they are made when said News

paper Prospectus is used in connection with advertising the Debentures, except

that this representation and Warranty does not apply to statements or omis

sions in the Registration Statement or the Prospectus or the Newspaper Pros

Dectus made in reliance upon and in conformity with information furnished to

the Company in writing by any Underwriter expressly for use therein.
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II

The Company hereby agrees to sell to the several Underwriters named below

(on whose behalf you are acting), severally and not jointly, and the several

Underwriters named below, upon the basis of the representations and warranties

herein contained, but subject to the conditions hereinafter stated, agree to

purchase from the Company, severally and not, jointly, the principal amount

of Debentures set forth opposite their respective names below, aggregating

$S5,000,000 principal amount of Debentures, at 96%º of their principal amount

plus interest accrued thereon to the late of payment and delivery.

Names Amount

Morgan Stanley & Co. Incorporated–––––––––––––––––– $10,000,000

Kuhn, Loeb & Co----------------------------------- 5,000, 000

Smith, Barney & Co.------------------------------- 4,000, 000

Harriman Ripley & Co., Incorporated––––– ---------- 4,000, 000

The First Boston Corporation ----------------------- 4,000,000

Blyth & Co., Inc.------------------------------------ 3, 500,000

Lehman Brothers-------------- - - ----- 3, 500,000

Lee Higginson Corporation—— - - - - --------- 3,000,000

Hayden, Stone & Co ------------------------------- 3,000, 000

Lazard Frères & Co.------------ __ __________ 3,000, 000

Dominick & Dominick_________ __________. --------- 2,000, 000

A. C. Allyn and Company, Incorporated.--------------- 300,000

Bacon, Whipple & Co. ------------------------------- 250,000

Baker, Watts & Company--------------- 250,000

Becker, A. G. & Co. Incorporated 500,000

Biddle, Whelen & Co-------------------------------- 300,000

Blair & Co. Inc.––––––––––––––––––––– - - - - ------ 600,000

Blair, Bonner & Company----------------------------- 400,000

I}onbright & Company, Incorporated -- - ------------ 1,500,000

Alex. Brown & Sons–––––––––––––––––––––––––– - ------ 400,000

Central Republic Company---------------------------- 500,000

E. W. Clark & Co------------------------------------ 400,000

('lark, Dodge & Co---------- 1,000, 000

Coffin & Iłurr, Incorporated -- 500,000

IOay, R. L. & Co.------------. 400,000

Dick & Merle-Smith---------------------... . . . ---. 400,000

Eastman, IOillon & Co ----------------------------- 400,000

CQuitable Securities Corporation--------------------- 300,000

12stabrook & Co ---- . . . -------- - 1,000,000

Ferris & Hardgrove--------------------------------- 250,000

First of Michigan Corporation 250,000

Francis, Iłro. & Co------------- 250,000

Glore, Forgan & Co--------------------------------- 900, 000

Goldman, Sachs & Co.------------------------------- 1, 500,000

Graham. Parsons & Co------------------------------ 350,000

Hallgarten & Co------------------------------------ 350,000

Harris, Hall & Company (Incorporated) --____________ 600,000

IIayden, Miller and Company------------------------ 400,000

Hemphill, Noyes & Co-------------------------------- 750,000

Hilliard, J. J. B. & Son-----------...--------------- 250,000

Hornblower & Weeks------------------- 750, 000

Hutton, W. E. & Co------------------- 1, 250,000

Illinois Company of Chicago, The_____.-- 250,000

Jackson & Curtis–––––––––––––––. ---- 500,000

Kalman & Company----------------- 250,000

Kean, Taylor & Co---------------------------------- 400,000

Kidder, Peabody & Co------------------------------- 2,500,000

Ladenburg, Thalmann & Co------------- 750,000

Laird, Bissell & Meeds-----------. 250,000

Mackubin, Legg & Company------- 250,000

Laurence M. Marks & Co----. -- --- ----------------- 500,000

Merrill Lynch & Co. Inc.-------. -- ---------------- 350,000

Merrill, Turbon & Co 250. 000

Mitchum, Tully & Co 300,000

F. S. Moseley & Co----------------. 1,250,000

G. M.-P. Murphy & Co------------------------------ - ooo
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Names Amount

W. H. Newbold's Son & Co-------------------- - - - - $300, 000

Paine, Webber & Co-------------------- -- - - - - - - - - - JUU,

Arthur Perry & Co. Incorporated -- ... --- - - - ---. 300,000

R. W. Pressprich & Co.----------------------------- 500, 0()()

Reinholdt & Gardner------------------------------- 250, 000

Riter & Co------------------------------------------ 400, 000

E. H. Rollins & Sons Incorporated––––––––––––––––––– 750,000

L. F. Rothschild & Co------------------------------ 600,000

Salomon Bros. & Hutzler–––––––––––––––––––––––– - -- 750,000

Schoellkopf, Hutton & Pomeroy, Inc. 500,000

Schwabacher & Co-------------------- 300,000

Scott & Stringfellow----------------------... – ––––––– 250,000

Shields & Company------------------------------- 750,000

Smith, Moore & Co---------------------- -----------
250,000

William R. Staats Co------- ---- -
--------------------

300,000

Starkweather & Co------------------------------ 250,000

Stern Brothers & Co------------------------------ 250,000

Stern, Wampler & Co. Inc.--------------------------- 300,000

Stone & Webster and Blodget, Incorporated ----------- 750, 000

Spencer Trask & Co----------------- - ----------- 500,000

Tucker, Anthony & Co------------------------------- 600,000

Union Securities Corporation------------------------ 1,000,000

G. H. Walker & Co--------------------------------- 400,000

Weeden & Co--------------------------------------- 250,000

Wells-Dickey Company------------------------------ 300,000

White, Weld & Co.----------------------------------- 1, 500,000

Whiting, Weeks & Stubbs Incorporated ------. . . . . -- 350, 000

The Wisconsin Company------------------------------ 750,000

Dean Witter & Co---------------------------------- 750, 000

Total--------------------------- _________ $85,000, ()()()

III

The Company is advised by you that the Underwriters propose to make a public

offering of their respective portions of the Debentures part thereof directly to the

public at 97% º of the principal amount of the Debentures—the public offering

price—and accrued interest to the date of payment and delivery, and the balance

to dealers at the public offering price, and accrued interest to the date of pay

ment and delivery, less a concession of 4% of the principal amount of the

Debentures so sold. The form of the proposed agreements with such dealers

is attached heroto as Exhibit 1.

The Company authorizes the Underwriters and dealers to whom the Deben

tures may be sold by you on behalf of the Underwriters and all other dealers

acquiring Debentures to use the Prospectus (as supplemented or amended if the

Company shall have furnished any supplements or amendments thereto) in

connection with the sale of the Delbentures for a period of one year after the

first date of the public offering of the Debentures.

The Company authorizes the Underwriters to advertise the Debentures in the

manner permitted by the Itules and Regulations of the Securities and Exchange

Commission by means of the Newspaper Prospectus.

Payment for the Debentures which the Underwriters severally agree to pur

chase shall be made by or for the accounts of the several Underwriters to the

Company or its order by certified check in New York Clearing House funds at

the office of J. P. Morgan & Co., 23 Wall Street, New York, N. Y., as such time, on

or after July 24, 1939, but not later than July 28, 1939, as may be designated by

you. Such payment shall be made upon delivery to you for account of the sev

eral Underwriters of the Debentures in temporary form, in the denomination of

$1,000 each, exchangeable in New York City for definitive Debentures without

charge to the holders. The date and time of such payment and delivery are

herein referred to as the closing date.

IV

The Company agrees that it will apply the net proceeds (exclusive of accrued

interest) from the sale of the Debentures toward the redemption on or before

September 1, 1939 of (a) $57,427,000 principal amount of Shell Union Oil
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Corporation Fifteen-Year 31% º Debentures, due March 1, 1951, at 10.2%% of

the principal amount thereof ($58,862,675) and (b) $25,000,000 principal amount

of shell Union Oil Corporation Fifteen year 3%% Sinking Fund Debentures, due

June 1, 1953, at 104% of the principal amount thereof ($26,000,000). On the

closing date, the Company, for the purposes of such redemption, will deposit in

trust with the respective trustees or paying agents an amount in cash equiva

lent to the full redemption prices, including interest. to the redemption dates,

of said Fifteen-Year 3%'. Debentures, and of said Fifteen Year 3%% Sinking

Fund Debentures. V

The several obligations of the Underwriters hereunder are subject to the

following conditions:

(a) The Registration Statement shall have become effective not later than

July 18, 1939, and no stop order suspending the offectiveness thereof shall have

been issued on or prior to the closing date, and no proceedings for that purpose

shall have been commenced or, to the Company's knowledge, be about to be

commenced by the Securities and Exchange Commission on or prior to the

closing date other than proceedings which may have been disposed of by that

date in a manner satisfactory to you; and you shall have received, prior to

payment by the Underwriters for the Debentures:

(i) a certificate, dated the closing date, signed by the President or a Vice

President of the Company, to the effect that no such stop order has been issued

and that no proceedings for such purpose have been so taken or, to the Com

pany's knowledge, are about to be commenced, other than proceedings which

may have been disposed of in a manner satisfactory to you;

(ii) an opinion or opinions of Messrs. Davis Polk Wardwell Gardiner & Reed,

counsel for the Underwriters, to the effect that (1) proper corporate proceedings

have been taken so that the Trust Agreement is a valid and binding instrument

in accordance with its terms, the Debentures have been validly authorized, and

when duly executed by proper officers of the Company, duly authenticated by the

Trustee, and delivered and paid for, will be validly issued and outstanding,

and (2) the Registration Statement, the Prospectus and any supplements or

amendments thereto and the Newspaper Prospectus comply with the Securities

Act of 1933, as amended, and the Rules and Regulations of the Securities and

Exchange Commission thereunder:

(iii) an opinion or opinions, satisfactory to counsel for the Underwriters, of

Messrs. Wickes, Neilson & Riddell, counsel for the Company, to the same effect

as the opinion or opinions of Messrs. Davis Polk Wardwell Gardiner & Reed

referred to in (ii) above, and further to the effect that (1) the Company has

been duly incorporated and is on the closing date validly existing under the

laws of the State of Delaware, and (2) neither the Company nor any subsidiary

is a “public utility”, a “gas utility”, or a “holding company” within the meaning

of the Public Utility Holding Company Act of 1935; and that the consent or

order of no state commission or other governmental body is required for the

valid creation or issuance of the Debentures or the valid execution and delivery

§ºjust Agreement or that all such consents or orders required have been

O ned ;

(iv) a certificate, dated the closing date, signed by the Presiden

President of the Company, to the effect that there i. been no *:::::::º:
1.In the condition of the Company, or of its subsidiaries, from the condition set

forth in the Registration. Statement and the Prospectus, other than changes

arising from transactions in the ordinary course of business.

(b) The representations and warranties of the Company herein shall be

true and correct and the Company shall not have failed on or prior to the

closing date to have performed all agreements herein contained which should

have been performed on its part at or prior to such date.

VI

In further consideration of the agreements of the Underwri -

tºº. the Company covenants as follows: iters herein con

a) As soon as the Company is advised theerof, to advise you, an

the advice in writing. (1) when the Registration Statement has 'º...":
tive and (2) of the issuance by the Securities and Exchange Commission of

any stop. order suspending the effectiveness of the Registration Statement
of º:Fº of any proceedings for that purpose. or

. To de iver to each of the Underwriters without charge on or

effective date of the Registration Statement, and from #. to tº: *:::::::::
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during the period of one year from the first date of the public offering of the

Debentures so many copies of the Prospectus (as supplemented or amended if

the Company shall have made any supplements or amendments thereto) as

you may reasonably request.

(c) To deliver to you without charge 175 copies of the Registration Statement

(including financial statements and exhibits) and of any amendments thereto.

(d) Before filing any amendments to the Registration Statement after it has

become effective or before making any amendments or supplements to the

Prospectus, to furnish you with a copy of such proposed amendments or

Supplements.

(e) For a period of one year after the first date of the public offering of

the Debentures, if any event shall occur as a result of which it is necessary to

amend or supplement the Prospectus in order to make the statements therein,

in the light of the circumstances when the Prospectus is delivered to a

purchaser, not misleading, forthwith to prepare and furnish, at its own expense,

to the Underwriters and to the dealers (whose names and addresses you will

furnish to the Company) to whom Debentures may have been sold by you on

behalf of the Underwriters and, upon request, to any other dealers making such

request, either amendments to the Prospectus or supplemental information so

that the statements in the Prospectus as so amended and supplemented will

not, in the light of the circumstances when the Prospectus is delivered to a

purchaser, be misleading.

(f) To make generally available to the Company's security holdors as soon

as practicable an earning statement covering a period of twelve months begin

ning on the first day of the calendar month after the effective date of the

Registration Statement, which earning statement shall satisfy the provisions

of Section 11 (a) of the Securities Act of 1933, as amended.

(g) So long as any of the IDebentures shall remain outstanding, to publish

annually consolidated income statements, balance sheets and statements of

summary of changes in surplus of the Company and its subsidiaries consoli

dated, all such statements to be audited by independent public accountants.

(h) To make application for the listing of the Debentures on the New York

Stock Exchange and for their registration under the Securities Exchange Act

Of 1934.

(i) To endeavor to qualify the Debentures for offer and sale under the

securities or Blue Sky laws of such States as you shall request in writing.

(j) To indemnify and hold harmless each of the Underwriters and each

person, if any, who controls any Underwriter within the meaning of Section 15

of the Securities Act of 1933, as amended, and each and all and any of them

against any and all losses, claims, damages or liabilities, joint or several, to

which they or any of them may become subject under the Securities Act of

1933, as amended, or at common law, and except as hereinafter provided, to

reimburse each of the Underwriters and each such controlling person for any

legal or other expenses incurred by it or them in connection with defending any

actions, in so far as such losses, claims, damages, liabilities or actions arise out

of or are based upon any untrue statement or alleged untrue statement of a

material fact contained in the Registration Statement or in the Prospectus (if

used within one year after the first date of the public offering of the Deben

tures and as supplemented or amended if the Company shall furnish to the

Underwriters any supplements or amendments thereto) or in the Newspaper

Prospectus, or arise out of or are based upon the omission or alleged omission

to state therein a material fact required to be stated therein or necessary to

make the statements therein not misleading, except in so far as such losses,

claims, damages, liabilities or actions arise out of or are based upon any such

untrue statement or omission or alleged untrue Statement or omission, which

was made in such Registration Statement, or Prospectus or Newspaper Pros

pectus in reliance upon information furnished in writing to the Company by any

Underwriter expressly for use therein. Each Underwriter agrees that, promptly

upon receipt of notice of the commencement of any action against such Under

writer or against any person so controlling such Underwriter in respect of which

indemnity or reimbursement may be sought from the Company on account of

its agreement contained in this paragraph, notice will be given to the Company

in writing of the commencement thereof, but the omission so to notify the

Company of any such action shall not release the Company from any liability

which it may have to such Underwriter or to any such controlling person other

wise than on account of the indemnity agreement contained in this paragraph.

In case any such action shall be brought against any Underwritor or against

any such controlling person and notice shall be given to the Company of the
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commencement thereof, the Company shall be entitled to participate in, aud,

to the extent that it shall wish, including the selection of counsel, to direct, the

defense thereof at its own expense. Any Underwriter or any such controlling

person shall have the right to employ its or their own counsel although the

Company has so selected counsel in any such case, but the fees and oxpenses of

such counsel shall be at the expense of such Underwriter or such controlling

person unless the employment of such counsel has been authorized by the

Company in connection with (let'en (ling such action.

Each Underwriter agrees to indemnify and hold harmless the Company

against any and all losses, claims, damages or liabilities, joint or several, to

which it may become subject under the Securities Act of 1933, as amended,

or at common law, and to reimburse the Company for any legal or other

expenses incurred by it in connection with defending any actions, in so far

as such losses, claims, damages, liabilities or actions arise out of or are based

upon any untrue statement or alleged untrue statement of a material fact con

tained in the Registration Statement or in the Prospectus (if used within one

year after the first date of the public offering of the Debentures and as supple

mented or amended if the Company shall furnish to the Underwriters any

supplements or amendments thereto) or in the Newspaper Prospectus, or arise

out of or are based upon the omission or alleged omission to state therein a

material fact required to be stated therein or necessary to make the statements

therein not misleading, which unt rue statement or omission or alleged untrue

statement or omission was made in such Registration Statement, or Prospect us

or Newspaper Prospectus in reliance upon information furnished in writing to

the Company by such Underwriter expressly for use therein. The Company

agrees promptly upon receipt of notice of the commencement of any action

against the Company in respect of which indemnity or reimbursement may be

sought from an Underwriter on account of its agreement contained in this

paragraph, to notify such Underwriter in writing of the commencement thereof,

but the omission of the Company so to notify such Underwriter of any such

action shall not release such Underwriter from any liability which it may have

to the Company otherwise than on account of the indemnity agreement con

tained in this paragraph. In case any such action shall be brought against

the Company and the Company shall notify an Underwriter from whom

indemnity or reimbursement may be sought on account of its agreement con

tained in this paragraph of the commencement thereof, such Underwriter shall

be entitled to participate in and, to the extent that it shall wish, including

the selection of counsel, to direct, the defense thereof at its own expense. The

Company shall have the right to employ its own counsel although the Under

writer has so selected counsel in any such case, but the fees and expenses of

such counsel shall be at the expense of the Company, unless the employment

of such counsel has been authorized by the Underwriter in connection with

defending such action.

The indemnity agreements contained in this Article VI (j) and the repre

sentations and warranties of the Company in this Agreement set forth shall

remain operative and in full force and effect regardless of (a) any termination

of this Agreement, (b) any investigation made by or on behalf of any Under.

writer or controlling person or by or on behalf of the Company and (c) accept.
ance and payment hereunder for the Debenturos.

VII

This Agreement shall become effective when the Registration Statement be

comes effective and until such time this Agreement may be terminated by the

Company, by notifying you at your office. 2 Wall Street, New York. N. Y., or

by such number of Underwriters who have in the aggregate agreed to purchase

more than $42,500,000 principal amount of the Debentures, by notifying the

Company at its office, 50 West 50th Street, New York, N. Y. Any such notice

may be in writing or by telegraph or by telephone and, if by telegraph or by

telephone, shall be subsequently confirmed in writing. -

If any of the Underwriters shall fail or refuse (whether for some reason

sufficient to justify its cancellation or termination of its obligation to purchase

hereunder or otherwise) to purchase the principal amount of the Debentures

which it has hereunder agreed to purchase, the Company shall immediately

notify the remaining Underwriters, at the respective addresses set forth in the

Registration Statement, who may within twenty-four hours of receipt of such

notice purchase or agree to purchase or procure some other responsible party

or parties satisfactory to the Company to purchase or agree to purchase such
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Debentures on the terms herein set forth; and if the remaining Underwriters

fail to purchase or agree to purchase or to procure a satisfactory party or

satisfactory parties to purchase or agree to purchase such Debentures on such

terms within twenty-four hours of the receipt of such notice, then the Company

Shall be entitled to an additional period of twenty-four hours within which to

procure another party or parties to purchase or agree to purchase such Deben

tures on the terms herein set forth. In any such case either you or the Com

pany shall have the right to postpone the closing date from the date determined

as provided in Article III hereof, but in no event to a date later than August 1.

1939, in order that necessary changes and arrangements may be effected by you

and by the Company. If the remaining Underwriters fail to purchase or agree

to purchase or to Irocure a satisfactory party or parties to purchase or agree

to purchase such IOebentures, and if the Company also does not procure another

Darty or Parties to purchase or agree to purchase such 1)ebentures, within the

aforesaid periods, then this Agreement may be terminated, either by the Com

pany or by Underwriters who have in the aggregate agreed to purchase more

than 50% of the principal amount of the Debentures other than the Debentures

which one or more Underwriters shall have failed or refused to purchase. In

the event of any such termination the Company shall not be under any liability

to any Underwriter, nor shall any Underwriter (other than an Underwriter

who shall have failed or refused to purchase Debentures without some reason

sufficient to justify its cancellation or termination of its obligation hereunder)

be under liability to the Company.

If this Agreement shall be terminated by the Underwriters, or any of them,

because of any failure or refusal on the part of the Company to comply with

the terms or to fulfill any of the conditions of this Agreement, or if for any

reason the Company shall be unable to perform its obligations under this

Agreement, or if the Company shall terminate this Agreement under the option

contained in the first paragraph of this Article VII, the Company will reimburse

the Underwriters or such Underwriters as have so terminated this Agreement

with respect to themselves, severally, for all of their out-of-pocket expenses

(including the fees and disbursements of their counsel) reasonably incurred

by them.

VIII

The Agreement herein set forth has been and is made solely for the benefit

of the Underwriters and the Company, their successors and assigns, and, to the

extent oxpressed, for the benefit of persons controlling Underwriters and of

dealers purchasing Debentures, their successors and assigns, and no other person

shall acquire or have any right under or by virtue of this Agreement. The term

“successors and assigns” shall not include any purchaser of the Debentures

merely because of such purchase.

I'lease confirm that the foregoing correctly sets forth the agreement between us.

Very truly yours,

SIHELL ('NION OIL CORPORATION,

Jºy - - --- ------, 1’resident.

("onfirmed July 17, 1939.

MORGAN STANLEY & ('O., INCOIRPORATEI),

I3y ———, , icc-1’resident.

Acting severally on behalf of itself and the several Underwriters named herein.

ExHII;IT |

MORGAN STANLEY & ( 'O. IN Col:PORATEI)

Two Wall Street, New York

$85,000,000 SHELL UNIoN Oil, CoRPokATION FIFTEEN YEAR 2%% I), BENTURES

Dated July 1, 1939 Due July 1, 1954

NEW YORK, July 10, 19.30.

IDear Sirs:

We and the other Underwriters named in the Offering Prospectus have

severally agreed to purchase, subject to the terms and conditions of our Pur

chase Agreement, at 96% º of the principal amount thereof, and accrued



1294() ("ON("ENTRATION OF ECONOMIC POWER

interest tº the date of payment therefor, an aggregate of $85,000,000 principal

amount of Shell Union Oil Corporation (hereinafter called the Company) Fif.

teen Year 2%% Debentures (hereinafter called the Debentures), to be dated

July 1, 1939, and to mature July 1, 1954, and more fully described in the

enclosed copy of the Oſſering Prospectus. -

A part of the $85,000,000 principal amount of the Debentures is being offered

for sale, when, as and if issued and accepted by the several Underwriters and

subject to the approval of their counsel and to the other terms and conditions

hereof, to dealers at 97% º of the principal amount thereof—the public offering

Price—and accrued interest, less a concession of 14%, payable as hereinafter

Provided. No deduction from this concession will be made for expenses. Out

of the above-stated concession of 14%, dealers may allow a concession not in
excess of '4% to brokers or dealers only, provided that such concession is not

reallowed to a customer in any case.

We are advising you by telegram of the principal amount of Debentures

reserved for purchase by you, subject to the terms and conditions hereof. :

Debentures will be reserved for purchase by you until 4 o'clock P. M. º:
time in your city), Wednesday, July 19, 1939. Please advise us at ourº,
Wall Street, New York City, by the time specified, whether or not you agree *
purchase, on the terms and conditions hereof, all or any part of such.
Debentures. Applications for Debentures in excess of the amount so.

and applications received after 4 o'clock I'. M. (standard time in the º:

cant's city), Wednesday, July 19, 1939, will be received only subject to all"

ment by us in our uncontrolled discretion. t in

We have been advised by the Company that a Registration. has

respect of these Debentures under the Securities Act of 1933, as amende Com:

become effective. Neither you nor any other person is authorized by the enta

Daily or by the Underwriters to give any information or make any . with

tions, other than those contained in the Offering Prospectus, in connet º as

the issue and sale of the Debentures. No dealer is authorized toº
agent for the several Underwriters when offering the Debentures to the .0d

or otherwise. The Company has agreed with the Underwriters that º:º
of one year after the first date of the public offering of thepººl.
event shall occur as a result of which it is necessary to amend or ..". the

the Prospectus in order to make the statements therein, in the"†:

circumstances when the Prospectus is delivered to a purchaser, not. an

forthwith to prepare and furnish, at its own expense, to the tºº. lf of the
to the dealers to whom Debentuers may have been sold by us on be | request,

Underwriters and, upon request, to any other dealers making sue that the

either amendments to the Prospectus or supplemental information, 80 t, in the

statements in the Prospectus as so amended and supplemented willº
light of the circumstances when the Prospectus is delivered to a purchaser,

misleading. fo

You may offer the Debentures Wednesday morning, July 19, ...º
the foregoing and to the above referred to conditions of the Purcº

ment of the Underwriters. No dealer shall enter, either directly "p.m.
into any agreement or arrangement with any purchaser of the -Year 3.14%

whereby such dealer accepts Shell Union Oil Corporationº Union 0.

Debentures dated March 1, 1936 and due March 1, 1951 or "..." 1953,

Corporation Fifteen Year 3%º Sinking Fund Debentures, due September 1.

(both of which issues the Company intends to redeem on or º:ures a
1939) in payment of all or any part of the purchase price of º, for the 3%'."

any price in excess of 102%% for the 31% º Debentures or 10.4% (late

I lebentures and accrued interest in either case to theº "º. After

Public advertisement of the Debentures will be made July our own nam"

that date, you may advertise on your own responsibility over Xº will be
and at your own expense. Additional copies of the Offering Prosp

supplied in reasonable quantities mpon request. - t being offered

The Debentures purchased by the Underwriters which are . ing offered fºr

to dealers in accordance with the terms of this Agreement are 0° ith r d

sale by certain of the Underwriters, all of whom have agreed w; this Agrº

the sale of Debentures to comply with the terms andº ell or offer tſ

ment. All of such Underwriters have agreed that they will not s

sell or solicit offers to buy Debentures prior to the public *..."...rified check?'

Payment for Debentures purchased by you is to be made %; ºf the pull.

the office of J. P. Morgan & Co., 23 Wali Street, New York 3. on July 24

offering price, and accrued interest to the date of payment there”
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1939, or such later date as we may advise, in New York Clearing House funds to

the order of Morgan Stanley & Co. Incorporated, against delivery of temporary

Debentures. The concession to which you shall be entitled will be paid to you

upon the termination of this Agreement. Notwithstanding the distribution of

any such amount to you, you agree to pay your proportionate share of any claim,

demand or liability asserted against you and the other dealers to whom I)obon

tures are sold in accordance with the terms of this Agreement or any of them,

Or against us as Manager of the offering, based on the claim that such dealers

constitute an association, unincorporated business or other separate entity.

In the event that prior to the termination of this Agreement (or prior to such

earlier date as we may determine), we purchase for the account of any of the

several Underwriters, in the open market or otherwise, at or below the public

offering price, any Debentures delivered to you, we reserve the right to withhold

the above-mentioned concession on such Debentures.

This Agreement will terminate on September 23, 1934), unless sooner terminated

by us.

As Manager of the offering, we shall have full authority to take such action

as we may deem advisable in respect of all matters pertaining to the offering.

As Manager, we shall be under no liability to you for or in respect of the validity

of, or the form of, or the representations contained in, the Debentures or the

Registration Statement or the Offering Prospectus or the Newspaper Prospectus

or the Agreement with the Company for the purchase of the Debentures or

other instruments executed by the Company or by others ; or for the delivery of

the Debentures or the performance by the Company or by others of any agree

ment on its or their part ; or for the qualification of the IOcbentures for sale

under the laws of any jurisdiction ; or for any matter connected with this

Agreement, except for lack of good faith and for obligations expressly assumed

by us in this Agreement. This offer of Debentures to dealers is made in each

state only by such of the Underwriters as may lawfully sell the Debentures to

dealers in Such state.

Each of the several Underwriters has authorized us for its account, during

the term of agreements between us and the several Underwriters (which agree

ments will terminate thirty days after the termination of this Agreement, or on

such earlier date as we may determine), (1) to buy and to sell Debentures, in

addition to the IOebentures sold to dealers pursuant to the terms of this Agree

ment, in the open market or otherwise, for either long or short account, on such

terms and at such prices as we may deem desirable, and (2) in arranging for

sales to dealers pursuant to the terms of this Agreement to over-allot, it being

understood that such purchases and sales and over-allotments shall be made for

the account of each of the several Underwriters as nearly as practicable in

proportion to the respective principal amounts of Debentures which the Under

writers severally have agreed to purchase from the Company : provided, how

ever, that at no time shall the net commitment of any Underwriter under such

provisions of said agreements, for either long or short account, exceed 10% of

the principal annount of Debentures which any such Underwriter has agreed to

purchase from the Company.

Each of the several Underwriters reserves the right to make purchases and

sales of the Debentures in the Ordinary course of business, and not for the

purpose of stabilizing the price of any security, for its own account, in the open

market or otherwise, for either long or short account.

Please advise us whether or not you agree to purchase all or any part of the

Debentures reserved for you, and if you so agree please confirm your purchase

by signing, in the manner indicated on the reverse hereof, and returning to us

the duplicate copy of this letter enclosed herewith. -

Very truly yours,

I+ MORGAN STANLEY & Co. INCORPORATED

*Y –––––––––––––––––––––––––––––– --

MoRGAN STANLEY & CO., INCORPORATED

2 Wall Street, New York, N. Y.

DEAR SIRs: We hereby confirm our purchase of $ principal amount of

Shell Union Oil Corporation Fifteen Year 2% º Debentures, due July 1, 1954,

reserved firm for us in accordance with all the terms and conditions stated in

the foregoing letter and in your telegram setting forth the amount of Deben

tures reserved for purchase by us. We hereby acknowledge receipt of the Offer

ing Prospectus dated July 19, 1939, relating to the above Debentures and we
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further state that in purchasing these Debentures, we have relied upon said

Offering Prospectus and on no other statements whatsoever, written or oral.

Dated, July . , 1939.

“Ex IIIBIT No. 2012,” appears in full in the text, p. 126; 0.

ExHIBIT NO. 2013–1

STIPULATION

It is hereby stipulated and agreed that the memorandum dated March 10,

1937, written by Mr. H. M. Addinsell, with reference to Shell Union Oil Company,

is a true copy of an original document in the files of The First Boston Corpora.

tion, and that the said document was furnished to a duly authorized represent:1

tive of the Temporary National Economic Committee.

ARTHUR DEAN,

SULLIVAN & Chomwh:Li.

Counsel to the First Boston Corp.

ExHIBIT NO. 2013–2

| From the files of The First Boston Corporation I

(Hand written :) $85,000,000 2%%—Due '54 Guide—“Memoranda.”

SHELL UNION OIL COMPANY

I lunched today with Mr. Mathey of Dillon Read who advised me that the

Shell Union Oil Company proposes to issue $60,000,000 convertible preferred

stock, the existing preferred stockholders having the first call to the extent

of the amount outstanding: namely $38,000,000.

The company is having preliminary conversations with Dillon Read & Co.

on behalf of the old syndicate, which will be substantially the same although

for certain reasons Lee Higginson will be managers of the account along with

I illon Read and Hayden Stone. The company has advised Mr. Mathey they

would like to see a 4% preferred stock with a conversion beginning at 40, and

Mr. Mathey asked my opinion as to whether this could be done, to which I

definitely replied in the negative. He agreed to this and said he thought that

if the company would make a 4%% preferred and make it convertible for the

first two years right close to the market (33) at, say, 35 he thought it would be

doable at a price depending on conditions at the time the issue came out at

somewhere between par and 105. I indicated that I thought a 4%% preferred

with a conversion right close to the market should be doable at an appropriate

price, depending on market conditions at the time. If the negotiations go

forward the issue would probably not come for at least six weeks.

Having in mind the tremendous trading proclivities of the management and

the experience with the debenture issue, Mr. Mathey is determined to avoid

being crowded up by the company with regard to the terms of the set-up and

the price. He feels, especially in view of the fact that the Shell is not as

favorably regarded as some of the other oil companies in spite of what he says

is its better statistical position as compared, for example, with Texas and

Tide Water, and in view of his experience with the note issue, that it is abso.

lutely essential to a successful offering that it be put out on an obviously

:1ttractive basis. -

He is sure that the coinpany will be shocked at the proposal he has in mind

making, and that their first impulse will be to try to go somewhere else. You

will recall that the Syndicate in the last issue was a pretty comprehensive one

and he thinks that the only possible place they might go to is Kuhn Loeb, and

there are Irobably reasons why they would not go even to thein. He is anxious
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however, to have his group present a solid front to the company and, in effect,

to agree that if the Shell Union does not trade with the Dillon Read-Hayden

Stone-Lee Higginson group, the members of this group will not join any other

bankers who may attempt to form a group to figure on the business. In view

of the well-known trading proclivities of the Shell people, I have agreed in prin

ciple to Mr. Mathey's suggestion on the theory that if our large and strong

group cannot get the business on terms that we feel attractive, we will be hotter

off to be out of the business.

II. M. AloidINSEI.I.

March 10th 1937.

XH 1131'I' NO. 2014

| Letter from Morgan Stanley & Co., Incorporated, to Investinent Banking Section,

Monopoly Study, Securities and Exchange Cominission |

MORGAN STAN i.EY & Co., INCORPORATEI)

Two Wall Street, New York

NEW YORK, Norem ber 20, 1939.

PETER. R. NEHEMKIS, Jr., ESq.

Special Counsel, Investment Banking Section, Monopoly Study,

Securities and Erchange Commission, Washington, D. C.

DEAR Mk. NEHEM KIS : In the absence of Mr. Stanley from the Office, I wish to

acknowledge your letter to him of November 15th. As requested in the first

Daragraph of your letter, I am enclosing a memorandum giving a transcript of

the record of purchases and sales by Morgan Stanley & Co. Incorporated of

Shell Union Oil Corporation 3% 9% Debentures due 1951 from March 11, 1936.

With respect to the information requested in the Second paragraph of your

letter, I wish to advise that this information was given to Mr. McEldowney in a

memorandum attached to Mr. Stanley's letter of October 4, 1939 and was supple

mented in my letter to Mr. McEldowney of October 6, 1939.

Very truly yours,

PERRY HALL, Vice President.

Enclosure.

SHELL UNION Ori, CoRPORATION.—15 YEAR 3% (7 DFBENTUREs DUE 3/1/51

DEBIT

March 11, 1936: Bought from Company $5,000,000 Bonds (a 97% --- $4,850, 000

CREDIT

March 11, 1936 Sold by Dillon, Read & Co., $1,700,000 Bonds (@ 99%

less 1% º' --------------------------------------------------. $1,661, 750

March 17, 1936 Sold by Dillon, Read & Co. $30,000 Bonds (a 99%

less 1%%––––––. ---------- -- ----- 29, 325

April 20, 1936 Sold by us direct $500,000 Bonds (@ 95%%---------- 477, 500

May 13, 1936 “ ” “ “ 250,000 “ (a 95% 'ſa--_____ __ 239, 375

May 14, 1936 “ “ “ “ 250,000 “ (a 95% 76 . . . . . . . . . 239, 375

May 15, 1936 “ “ “ “ 710,000 “ (a) 95% 7%--________ 679, 825

May 18, 1936 “ ” “ “ 1,560,000 “ (an 95% '7, ____ 1, 493, 700

Proceeds---------------- - - - - -- --- - --- ----- - - ------------ $4,820, 850

Loss ------------------------------------- - ---- - ---- -------------- - 29, 150

Less

Expenses––––––––––––––––––––––––––––– ------------- $1,429. 74

Cost of Documentary Tax Stamp---------- - - - ----- 2,000. 00

Loss in trading––––––––––––––––––. --------------- 175. 84 3,605. 58

Gross loss-------------------------------------------------- 32, 755. 58

MORGAN STANLEY & Co., INCORPORATED.

By PERRY HALL.
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ExHIBIT NO. 2015

$85,000,000 SHELL UNIon Ori. CoRPORATION FIFTEEN YEAR 2% 96 DEBENTUREs

Daled July 1, 1939 Due July 1, 1954

UNDER writ ING AGREEMENTS, JULY 17, 1939

Mol:GAN STANLEY & Co., INCORPORATED

2 Wall Street, New York, N. Y.

JULY 17, 1939.

DEAR SIRs: We wish to confirm as follows our agreement with you with respect

to the purchase by you and the other Underwriters hereinafter referred to,

including ourselves, severally, and the offering of an aggregate of $85,000,000

principal amount of Fifteen Year 2%% Debentures (hereinafter called the

Debentures), to be dated July 1, 1939, and to mature July 1, 1954, of Shell

Union Oil Corporation (hereinafter called the Company):

I

We authorize you to execute on our behalf the agreement annexed hereto

as Exhibit A (hereinafter referred to as the agreement with the Company).

II

We authorize you, with respect to the Debentures which we agree to purchase

from the Company, to reserve for sale and to sell on our behalf any or all of

such Debentures to dealers, in such amounts as you shall in your discretion

determine, in accordance with the terms and conditions of agreements with

such dealers in the form attached hereto as Exhibit 1. It is understood that

on the date of the public offering you will advise us of the amount of Debentures

purchased from the Company by us which you have not reserved for sale to

dealers.

We authorize you to act as the Manager of the offering and to take such

action as may seem advisable to you in respect of all matters pertaining to

the offering to dealers or the public offering of the Debentures. We agree

that the public offering of the Debentures is to be made on July 19, 1939, or as

soon thereafter as in your judgment is advisable, at the public offering price
set forth in the agreement with the Company, and accrued interest. We agree

that, with respect to the sale of Debentures by us, we will comply with all the

terms and conditions set forth in Exhibit 1 attached hereto, and will not sell,

offer to sell, or solicit offers to buy Debentures prior to the public offering.

III

At 9:15 o'clock A. M., New York City Time, on the closing date, as defined in

the agreement with the Company, we will deliver to you at the office of J. P.

Morgan & Co., 23. Wall Street, New York, N. Y., a certified check payable to

the order of the Company in New York Clearing House funds, for the full pur.

chase price of the Debentures which we have agreed to purchase from the

Company, which full purchase price shall be paid to the Company against

delivery to you for our account of such Debentures in temporary form. You

agree promptly to deliver to us such of the Debentures purchased by us as

you have not reserved for sale to dealers for our account as provided in

Article II hereof. Upon receipt by you of payment for Debentures purchased

by us and sold to dealers for our account, you will remit to us out of the pay

ments so received an amount equivalent to the purchase price paid by us for

such Debentures, plus accrued interest, received upon such payment. You

may deliver to us from time to time on or after the closing date, for carrying

purposes only, any Debentures purchased by us which are reserved for sale

for our account to dealers but not purchased by them or which are so reserved

and purchased but, with respect to the purchase of which default is made.

Any Debentures delivered to us for carrying purposes will be redelivered to you

at such time or times as you may demand, either for delivery to dealers, or

for disposition under Articles VI or VIII hereof.

IV

As compensation for your services in connection with the purchase of the

Debentures and the managing of the public offering and the offering to dealers,
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we agree to pay you on the closing date an amount equal to 4% of the principal

amount of the Debentures which we have agreed to purchase from the Company.

y

We agree to pay and authorize you to charge to our account our proportionate

share of all expenses, other than transfer taxes, incurred by you under the

terms of this Agreement or in connection with the purchase, carrying and sale

of the Debentures. Such expenses shall be charged to and paid by the several

Underwriters in proportion to the principal amount of Debentures which each

has agreed to purchase from the Company. We agree to pay and authorize

you to charge to our account all transfer taxes paid on our behalf on sales or

transfers made for our account pursuant to any provisions of this Agreement.

You shall not be under any duty to account for any interest on funds of any

of the Underwriters, including ourselves, at any time in your hands.

WI

We authorize you for our account during the term of this Agreement (1)

to buy and to sell Debentures, in addition to the Debentures sold to dealers

pursuant to Article II hereof, in the open market or otherwise, for either long

or short account, on such terms and at such prices as you shall deem desirable,

and (2) in arranging for sales of Debentures to dealers pursuant to the pro

vision of this Agreement to over-allot, it being understood that such purchases

and sales and over-allotments shall be made for the account of each of the several

Underwriters as nearly as practicable in proportion to the respective principal

amounts of Debentures which the Underwriters severally agree to purchase from

the Company, and we agree to take up at cost on demand any Debentures so

purchased for our account and to deliver on demand any Debentures so sold

or so over-allotted for our account; provided, however, that at no time shall

our net commitment pursuant to such purchases and sales and over-allotments,

for either long or short account, exceed 10% of the principal amount of

Debentures which we have agreed to purchase from the Company. Without

limiting the generality of the foregoing, it is understood that you may buy or

take over for the accounts of the several Underwriters under this Agreement,

all in the proportion and within the limits above set forth, at the public offering

price and accrued interest less an amount equal to 4% of the principal amount

of the Debentures, any Debentures of any Underwriter reserved for sale to

dealers but not purchased by them or so reserved and purchased but with respect

to the purchase of which default is made.

You agree to notify us if you engage in any transaction pursuant to the

authorization contained in the preceding paragraph of this Article.

We authorize you on our behalf to file with the Securities and Exchange

Commission any and all reports required by Rule X-17A-2 to be filed with

that Commission in connection with any purchases or sales made by you for

our account pursuant to the authorization contained in this Article.

Each of the several Underwriters reserves the right to make purchases and

sales of the Debentures in the ordinary course of business, and not for the

purpose of stabilizing the price of any security, for its own account in the

open market or otherwise, for either long or short account.

VII

In respect of any Debentures purchased by you for the account of any of the

Underwriters pursuant to the provisions of Article VI hereof prior to the

termination of the agreements with dealers or prior to such earlier date as

you may determine, at or below the public offering price, which Debentures were

sold by us otherwise than through you, we authorize you to charge to our

account an amount equal to 4% of the principal amount of said Debentures,

which amount shall be credited on the accounts of the respective Underwriters

for whose accounts said Debentures were purchased by you, against the cost

of Said Debentures. VIII

The agreements with dealers (Exhibit 1) shall terminate at the close of busi

ness on September 23, 1939, unless sooner terminated by you. This Agreement

shall terminate 30 days after the termination of the agreements with dealers or at

such earlier date as you may determine, provided, however, that no such ter

mination of this Agreement shall terminate or otherwise alter or affect our rights
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and obligations under Article X hereof. Upon termination of this Agreement the

accounts arising pursuant hereto shall be settled and paid. The determination

by you of the amounts to be paid to or by us shall be final and conclusive.

Any Debentures reserved for sale to dealers pursuant to Article II hereof but

not purchased by them and any Debentures so reserved and purchased but with

respect to the purchase of which default is made, shall, upon the termination of

this Agreement, and may, in your discretion, from time to time prior thereto, be

delivered to the Underwriters, as nearly as practicable in proportion to the prin

ciple amount of Debentures which each severally has agreed to purchase from

the Company, against payment to you for the respective accounts of the owners of

such Debentures by each Underwriter of the public offering price and accrued

interest less an amount equal to 4% of the principal amount of such Debentures.

and we agree to take up and pay for all Debentures so delivered to us and you

agree to pay us any amount so paid to you for our account in respect of any

Debentures owned by us.

Notwithstanding any settlement on the termination of this Agreement, we

agree to pay our proportion (such proportion to be that which the principal

amount of Debentures, which we have agreed to purchase from the Company

bears to $85,000,000) of the amount of any claim, demand or liability which may

be asserted against and discharged by the Underwriters, or any of them, based

on the claim that the Underwriters constitute an association. unincorporated

business or other separate entity, and also to pay any transfer taxes which may

be assessed and paid after such settlement on account of any sale or transfer of

Debentures for our account.

IX

Article V (a) of the agreement with the Company provides among other things

that the several obligations of the Underwriters under said agreement are subject

to the condition that the Registration Statement of the Company shall have

become effective not later than July 18, 1939. You are hereby authorized in your

discretion to extend such date to not later than July 19, 1939, and to execute on

our behalf any supplementary agreement with the Company that may be neces.

sary for such purpose.

We hereby confirm that we have examined the Registration Statement and

amendments thereto and the Prospectus and amended Propectus filed in respect of

the Debentures and are familiar with the proposd further amendments to said

Registration Statement, the proposed final amended Prospectus and the proposed

Newspaper Prospectus (all referred to in the agreement with the Company), and
that the information with respect to Underwriters contained in the Registration

Statement as amended and as to be further amended, in the final amended Pro

spectus and in the proposed Newspaper Prospectus is correct and is not misleading
in so far as it relates to us.

You shall be under no liability to us for or in respect of the form of, or the

representations contained in, the Debentures or the Registration Statement. Pro

spectus or Newspaper Prospectus (all referred to in the agreement with the

('ompany) or the agreement with the Company or other instruments executed

by the Company or by others: or for the delivery of the Debentures or the per

formance by the Company or by others of any agreement on its or their part:

or for the qualification of the Debentures for sale under the laws of any juris

diction: or for any matter connected with this Agreement, except for lack of

good faith and for obligations expressly assumed by you in this Agreement.

You are authorized in your discretion to approve on our behalf with approval

of counsel for the Underwriters, any further amendments to the Registration

Statement, Prospectus or Newspaper Prospectus which may be made prior to the

offective date of the Registration Statement.

X

We agree to indemnify and hold harmless each other Underwriter, including

yourself, and each of the persons, if any, who controls any such Underwriter

within the meaning of Section 15 of the Securities Act of 1933, as amended, and

each and all and any of them against any and all losses, claims, damages or

liabilities, joint or several, to which any such other Underwriter, or any such

controlling person, may become subject, under the Securities Act of 1:33, a.

amended, or at common law, and to reimburse each such other Underwriter and

each controlling person for any legal or other expenses incurred by it or them

in connection with defending any actions, in so far as such losses, claims, ºn.

ages, liabilities or actions arise out of or are based upon any untrue statement --
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alleged untrue statement of a material fact contained in the Registration State

ment or the Prospectus (if used within one year after the first date of the public

offering of the Debentures and as supplemented or amended if the Company shall

furnish to the Underwriters any supplements or amendments thereto) or the

Newspaper Prospectus (all referred to in the agreement with the Company) or

arise out of or are based upon the omission or alleged omission to state therein a

material fact required to be stated therein or necessary to make the statements

therein not misleading, which untrue statement or omission or alleged untrue

statement or omission was made in reliance upon information furnished in writ

ing by us expressly for use therein. We authorize you to confirm to each other

Underwriter that we agree to indemnify and hold harmless such other Under

writer and any person so controlling such Underwriter as set forth above. By

confirming this Agreement you confirm that each other Underwriter, including

yourself, severally agrees to indemnify and hold harmless ourselves and any

person so controlling us in the same manner and to the same extent in respect of

any such untrue statement or omission or alleged untrue statement or ommission

made in reliance upon information furnished in writing by such other Under

writer, including yourself, cypressly for use in the Registration Statement or

Prospectus or Newspaper I’rospectus.

XI

If We shall terminate our agreement with the Company as permitted by the

terms thereof, our obligations hereunder shall immediately cease and determine

except the obligation to pay our proportionate share of all expenses, the obliga

tion to pay transfer taxes on sales or transfers made for our account, any obli

gations incurred for our account under Article VI hereof and our obligations

under Article X hereof. In the event of our failing or refusing to perform our

agreement with the Company, whether for sufficient legal cause or otherwise, we

shall immediately notify you. In case any other Underwriter shall notify you

of its failure or refusal to perform its agreement with the Company, you shall

immediately notify the remaining Underwriters, including ourselves, and such

remaining Underwriters and yourselves shall have the right to purchase the

Debentures which the Underwriter so failing or refusing to perform its agree

ment with the Company had agreed to purchase from the Company, in proportion

to the principal amount of Debentures which each such remaining Underwriter

agreed to purchase from the Company. If we elect to purchase any part of the

Debentures of such other Underwriter under the provisions of this Article, we

shall notify you within three hours of our receipt of your notice, and in the event

that the other remaining Underwriters have not at the expiration of Said three

hours notified you that they will purchase all of the remaining Debentures which

said other Underwriter had failed or refused to purchase, then you or the Com

pany may obtain any other party or parties satisfactory to the Company to

purchase such remaining Debentures. All Debentures purchased by us under the

provisions of this Article shall be added, for all the purposes of this Agreement.

to the principal amount which we have agreed to purchase from the Company.

Default by any one or more of the other Underwriters in respect of their

several obligations under the agreement with the Company shall not release us

from any of our obligations.

Nothing herein contained shall constitute us partners with you or with the

other Underwriters and the obligations of ourselves and of each of the other

Underwriters are several and not joint.

Any notice from you to us shall be deemed to have been duly given if mailed

or telegraphed to us at the address stated below.

This Agreement is being executed by us and delivered to you in triplicate.

Upon your receipt of identical agreements from each of the other Under

writers, please confirm this Agreement and return one copy to us. Your con

firmation hereof shall constitute confirmation that you have entered into iden

tical agreements with each of the other Underwriters.

Very truly yours,

Confirmed July 17, 1939.

MORGAN STANLEY & Co. INCORPORATED

Vice-President.

124 101 - 10 -pt. 2 (- ---41
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EXHIBIT A.

MoRGAN STANLEY & Co. INCORPORATED

2 Wall Street, New York, N. Y.

JULY 17, 1939.

DEAR SIRs: Shell Union Oil Corporation (hereinafter called the Company)

proposes to issue $S5,000,000 principal amount of its Fifteen Year 2%% Deben.

tures (hereinafter called the Debentures) to be dated July 1, 1939, to mature

July 1, 1954, and to be issued pursuant to the provisions of a Trust Agreement

dated July 1, 1939 between the Company and Irving Trust Company, Trustee.

I

The Company represents and warrants to each Underwriter hereinafter men.

tioned that:

(a) It has prepared and properly filed with the Securities and Exchange

Commission in Washington, D. C., a Registration Statement and amendments

thereto, a Prospectus and an amonded Prospectus and has prepared and is about

to file certain further amondments to the Registration Statement and a furthºr

amonded Prospectus and has prepared a Newspaper Prospectus for use by the

Jnderwriters in advertising the Debentures in connection with their original

offering. The Registration Statement as amended and to be amended, including

financial statements and exhibits, is hereinafter referred to as the Registration

Statement and the further amended Prospectus, above referred to, is herein.

after referred to as the Prospectus. No further amendments to the Registration

Statement or Prospectus shall be made unless copies thereof have theretofore

been furnished to you and you shall not have objected thereto.

(b) When the Registration Statement becomes effective, the Registration

Statement, the Prospectus and the Newspaper Prospectus will fully comply with

the provisions of the Securities Act of 1933, as amonded, and the Rules and

Regulations of the Securities and Exchange Commission, and the Registration

Statement and the Prospectus will not contain any untrue statement of a

material fact or omit to state any material fact required to be stated therein

or necessary to make the statements therein not misleading and the Newspaper

Prospectus will not contain any untrue statement of a material fact or omit

to state any material fact necessary to make the statements therein not mis

leading in the light of the circumstances under which they are made when said

Newspaper Prospectus is used in connection with advertising the Debentures,

except that this representation and warranty does not apply to statements or

omissions in the Registration Statement or the Prospectus or the Newspaper

Prospectus made in reliance upon and in conformity with information furnished

to the Company in writing by any Underwriter expressly for use therein.

II

The Company hereby agrees to sell to the several Underwriters named below

(on whose behalf you are acting), severally and not jointly, and the several

Underwriters named below, upon the basis of the representations and warranties

herein contained, but subject to the conditions hereinafter stated, agree to

purchase from the Company, severally and not jointly, the principal amounts

of Debentures set forth opposite their respective names below, aggrega

SS5,000,000 principal amount of Debentures, at 96% º of their principal amºunt

plus interest accrued thercon to the date of payment and delivery.

Names Amount

Morgan Stanley & Co. Incorporated___________________ $10.000.000

Kuhn, Loeb & Co------------------------------------ 5,000,000

Smith, Barney & Co--------------------------------- 4,000,000

Harriman Ripley & Co., Incorporated______. ... --_ _ _ _ 4.000.000

The First Boston Corporation________________ ------- 4,000,000

Blyth & Co., Inc.------------------------------------ 3,500,000

Lehman Prothers------------------------------_____ 3,500,000

Lee Higginson Corporation______________ __________ 3.000,000

Hayden. Stone & Co - ---------------------- 3,000,000

Lazard Frères & Co --- . ----------________________ _ 3.000,000

Dominick & Dominick --_______ __________________. 2,000,000

A. (". Allyn and Company. Incorporated ._____ _ _ __ 300,000
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Names A mount

Bacon, Whipple & ( ' ' -- - - - - - - - $250, 000

Baker, Watts & Company. -- - - - -- - 250, 000

A. G. Becker & Co., Incorporated. --- - - - -- 500,000

Biddle, Whelen & Co -- - -- --.. .. - - - 300,000

Hlair & Co., Inc --- - - ...---...-- - --. - - - 600,000

Blair, Ronnor & Company.----------- - - - - - 400,000

$onbright & Company, Incorporated. -- - - 1, 500,000

AleX. Iłrown & Sons. ------------...-- ---- 400,000

Central Republic Company - - - - - - 500, 000

E. W. Clark & ( 'o-- - - --____. ----- - -- - -- - - - -- - - 400,000

Clark, Dodge & Co. –––. ---- - - - - - - -. - - - - - 1,000, 000

("offin & Burr, Incorpora ied... . . . . --____ -- 500, 000

R. L. Day & Co-- . . --- - ------------ - -- - 400,000

Dick & Merle-Smith --__ ________ _ __ _ _ _ . . . . . . 400,000

Eastman, Dillon & ('o - --_______ ... ----. - -- -- - - - - 400,000

Equitable Securities Corporation - - - - -- . . . . . 30(), 000

Estabrook & Co .--...- - - - - - - - - - - - -- - - 1, 000, 000

Ferris & Hardgrove -- - ---------___ . -- - - - 250, 000

First of Michigan ("orporation___ _ _ _ _ _ _ _ _ _ . 250, 000

Francis, IBro. & Co -- -- - - - - - - - - - - 250, 000

Glore, Forgan & Co. — — — . . .------. ... -------- - 000, 000

Goldman, Sachs & Co . . . ... --- - ------- - - - - - 1, 500,000

Graham, Parsons & Co. --...------ ------- - - - - - - 350,000

Hallgarten & Co-------------. ... -- . . . . . . 350, 000

Harris, Hall & Company (Incorporated) . . . - - 600,000

Hayden. Miller anºl Company.------ - - -- -- -- - 400,000

Hemphill. Noyes & Co ----. . .----. - - - 750, 000

J. J. B. Hilliard & Son. ... -- . --- - - - - - - - - - - 250,000

Hºrnblºwer & Weeks . --- - -- - -- - --- - -- 750, 000

W. E. Hutton & Co ...-----------. ------ - -- - . 1, 250,000

The Illinois Company of Chicago. --- ... . .__ _____. 250, 000

Jackson & Curtis––. . .------------- - - --------- 500, 000

Kalman & Company ... – L-----------. -----------. 250,000

Kean, Taylor & ('o-------- ...— ... . .--...--------- 400,000

Kidder, Peabody & Co.---- - -- -- 2. 50(), ()()()

Ladenburg, Thälmann & Co. – - - - - -- - - - 750, ()()()

Laird, Pissell & Meeds-------- --- ------- -- 25(), ()0ſ)

\lackubin. Legg & Company . . . . . . . . . . . . . 2:54), (){}()

Laurence M. Marks & Co.— . . . . . . . . . .--__ - 500, 0ſ ()

Merrill I,ynch & Co. Inc.— . . - - - --- - :350, 000

Merrill, Turbon & Co. -- - - - - - - - - -- 250, {}(\{)

Mitchum, Tully & ('o - . . . . . - - - - --- - 30(), ()()()

F. S. Moseley & Co---_______ - ---- - - - - - - - -- - - --- - - - 1, 2:50, ()()()

G. M.-P. Murphy & Co -- ----. -- - - - - - - - - - 3(0, 000

W. H. Newbold's Sºon & Co - - - - - - ------. --- . . . :{{)(), ()()()

Paine, Webber & Co - -------. . . . -------------- - 500, 000

Arthur Perry & Co. Incorporated__ __. . -- - -- - :30(), ()()()

R. W. Pressprich & Co --_____. ----. . . 500,000

Reinholdt & Gardner-------... ... -...------------. ----- 250, 000

Riter & Co-------------------------------------- 4()(), ()(){}

E. H. Rollins & Sons Incorporated___. ... ----------.... — 750, ()()()

L. F. IRothschild & Co-------------- - ---. ...------- (300, 0() )

Salomon Bros. & Huſzlor---. ---- - - --. -- ------- - - 750, ()()()

Schoellkopf, Hutton & Pomeroy, Inc.__ _ - - -- 50(), ()()()

Schwabacher & Co . . . -------. . . .----------- - - 300,000

Scotſ & Stringfellow - - - - - - - - - - - - -- ... ----- ... 250, 00()

Shields & Company. -----. ------------------------- 750, 000

Smith, Moore & Co - --------------. ----- ----. 250, 000

William R. Staats Co ... -- . --- - -..... --------------. 300,000

Starkweather & Co - - - - - - ---- - - ----------- 25(), ()()()

Stern I2rothers & ( "() -- ---- - --- -- ------------- - - 250, ()()()

Stern, Wampler & Co. Inc - - ------------------- - 30(), (300

Stone & Webster and Plodget, Incorporated___ ! --. . . 750,000

Spencer Trask & Co-...----. ----- – ... ---- -------. 5()(), ()()()

Tucker, Anthony & Co. ------ ----...-- –––––––––––. --- (500, ()()()

Union Securities Corporation----------...------------- 1, 000, 000
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Names

G. H. Walker & Co.----------------------------------

Weeden & Co-------------------------------

Wells-Dickey Company-----. - - --

$4 r. sº ke A

The Company is advised by you that the Underwriters propose to mº

publicº: their respective portions of the Debentures part º
directly to the public at 97% º of the principal amount of the. and

the public offering price—and accrued interest to the date ofº

delivery, and the balance to dealers at the public offering price. º: thſ

interest tº the date of payment and delivery, less a concession of ſº agree.

principal amount of the Debentures so sold. The form of the propo

ments with such dealers is attached hereto as Exhibit 1. the Deben.
The Company authorizes the Underwriters and dealers towº e dealers

tures may be sold by you on behalf of the Underwriters and all 0 i.nd

acquiring Debentures to use the Prospectus (as supplemented." .. ill

the Company shall have furnished any supplements or amendments after the

connection with the sale of theº: †. a period of one year

first date of the public offering of the Debentures. iſ

The Company authorizes the Underwriters to advertise tº ºf;
the manner permitted by the Rules and Regulations of the Secur

change Commission by means of the Newspaper Prospectus. ly agree to MI!"
Payment for the Debentures which the Underwriters severally #. to the

chase shall be made by or for the accounts of the severalº: funds Al

Company or its order by certified check in New Yorkº, at such tim".

the ºffice of J. P. Morgan & Co., 23 wall street, New York, N. . be designſ

on or after July 24, 1939, but not later than July 28, 1930, as. of the

by you. Such payment shall be made upon delivery to yº" t; the denomin"

sºveral Underwritors of the Debentures in temporary form; * Debenturº

tion of $1,000 each, exchangeable in New York City for lein nt and delive"
without charge to the holders. The date and time of such payme

are heroin referred to as the closing date.

IV rurd

- acſ

The Company agrees that it will apply the net proceeds tº."
interest) from the sale of the Debentures toward the ºUnion Olſº
September 1, 1939 of (a) $57,427,000 principal amount ºf She t 102%% ºf

poration Fifteen-Year 3%, 7% Debentures, due March _1: 1951,† amºu

principal amount thereof ($58,862,675) and (b) $25,000,000}. Debenturº

of Shºji Union oil corporation Fifteen Year 3%% Sinkin; ( ). 0.

due june 1, 1953, at 104% of the principal amount thereºf tion, will depºt

the closing date, the Company, for the purposes of such re. in cash equi".

in trust with the respective trustees or paying agents an *...".ption dale

lent to the full redemption prices, including interest.” º: r 3%% Sinking

of said Fifteen-Year 31.4% Debentures, and of said Fifteen Year 97

Fund Debentures. V

ect to the

The several obligations of the Underwriters hereunder are subj

following conditions: tive not later thº'
(a) The Registration statement shall have become eº. thereof shall haſe

July 18, 1939, and no stop order suspending the effective". s for that
been issued on or prior to the closing date, and no proceeding about tº be

Shuji have been cºmmenced or tº the Company's knowledº or prior."

commenced by the securities and Exchange Commissiº" . sed of by º
closing date other than proceedings which may have been received. prior'

date in a manner satisfactory to you; and you shall h"

payment by the Underwriters for the Debentures:

:
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(i) a certificate, dated the closing date, signed by the President or a Vice

President of the Company, to the effect that no such stop order has been issued

and that no proceedings for such purpose have been so taken or, to the Com

pany's knowledge, are about to be commenced, other than proceedings which

may have been disposed of in a manner satisfactory to you;

(ii) an opinion or opinions of Messrs. Davis Polk Wardwell Gardiner & Reed,

Counsel for the Underwriters, to the effect that (1) proper corporate proceed

ings have been taken so that the Trust Agreement is a valid and binding in

strument in accordance with its terms, the Debentures have been validly author

ized, and when duly executed by proper officers of the Company, duly authenti

cated by the Trustee, and delivered and paid for, will be validly issued and

Outstanding, and (2) the Registration Statement, the Prospectus and any sup

plements or amendments thereto, and the Newspaper Prospectus comply with

the Securities Act of 1933, as amended, and the Rules and Regulations of the

Securities and Exchange Commission thereunder ;

(iii) an opinion or opinions, satisfactory to counsel for the Underwriters, of

Messrs. Wickes, Neilson & Riddell, counsel for the Company, to the same effect

as the opinion or opinions of Messrs. Davis Polk Wardwell Gardiner & Reed

referred to in (ii) above, and further to the effect that (1) the Company has

been duly incorporated and is on the closing date validly existing under the

laws of the State of Delaware, and (2) neither the Company nor any sub

sidiary is a “public utility”, a “gas utility”, or a “holding company” within the

meaning of the Public Utility Holding Company Act of 1935; and that the con

sent or order of no state commission or other governmental body is required for

the Valid creation or issuance of the Debentures Or the Valid execution and

delivery of the Trust Agreement or that all such consents or orders required

have been obtained;

(iv) a certificate, dated the closing date, signed by the President or a Vice

President of the Company, to the effect that there has been no material change

in the condition of the Company, or of its subsidiaries, from the condition set forth

in the Registration Statement and the Prospectus, other than changes arising

from transactions in the ordinary course of business.

(b) The representations and warranties of the Company herein shall be true

and correct and the Company shall not have failed on or prior to the closing date

to have performed all agreements herein contained which should have been per

formed on its part at or prior to such date.

VI

In further consideration of the agreements of the Underwriters herein con

tuined, the Company covenants as follows:

(a) As soon as the Company is advised thereof, to advise you, and confirm the

advice in writing, (1) when the Registration Statement has become effective and

(2) of the issuance by the Securities and Exchange Commission of any stop order

suspending the effectiveness of the IRegistration Statement or of the initiation of

any proceedings for that purpose.

(b) To deliver to each of the Underwriters without charge on or before the

effective date of the Registration Statement, and from time to time thereafter

during the period of one year from the first date of the public offering of the

Debentures so many copies of the Prospectus (as supplemented or amended if the

Company shall have made any supplements or amendments thereto) as you may

reasonably request.

(c) To deliver to you without charge 175 copies of the Registration Statement

(including financial statements and exhibits) and of any amendments thereto.

(d) Before filing any amendments to the Registration Statement after it has

become effective or before making any amendments or supplements to the Prospec

tus, to furnish you with a copy of such proposed amendments or supplements.

(e) For a period of one year after the first date of the public offering of the

Debentures, if any event shall occur as a result of which it is necessary to amend

or Supplement the Prospectus in order to make the statements therein, in the light

of the circumstances when the Prospectus is delivered to a purchaser, not mis

leading, forthwith to prepare and furnish, at its own expense, to the Underwriters

and to the dealers (whose names and addresses you will furnish to the Company)

to whom Debentures may have been sold by you on behalf of the Underwriters

and, upon request, to any other dealers making such request, either amendments

to the Prospectus or supplemental information so that the statements in the

Prospectus as so amended and supplemented will not, in the light of the circum

stances when the Prospectus is delivered to a purchaser, be misleading.
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(f) To make generally available to the Company's security holders as soon as

practicable an earning statement covering a period of twelve months beginning

on the first day of the calendar month after the effective date of the Registration

Statement, which earning statement shall satisfy the provisions of Section 11 (a)

of the Securities Act of 1933, as amended.

(g) So long as any of the Debentures shall remain outstanding, to publish

annually consolidated income statements, balance sheets and statements of sum:

mary of changes in surplus of the Company and its subsidiaries consolidated, all

such statements to be audited by independent public accountants.

(h) To make application for the listing of the Debentures on the New York

Stock Exchange and for their registration under the Securities Exchange Act of

1934.

(i) To endeavor to qualify the Debentures for offer and sale under the securities

or Blue Sky laws of such States as you shall request in writing.

(j) To indemnify and hold harmless each of the Underwriters and each person,

if any, who controls any Underwriter within the meaning of Section 15 of the

Securities Act of 1933, as amended, and each and all and any of them against

any and all losses, claims, damages or liabilities, joint or several, to which they

or any of them may become subject under the Securities Act of 1933, as amendel,

or at common law, and except as hereinafter provided, to reimburse each of the

Underwriters and each such controlling person for any legal or other expenses

incurred by it or them in connection with defending any actions, in so far as such

losses, claims, damages, liabilities or actions arise out of or are based upon any un

true statement or alleged untrue statement of a material fact contained in the Reg.

istration Statement or in the Prospectus (if used within one year after the first

date of the public offering of the Debentures and as supplemented or amended if

the Company sh;41) furnish to the Underwriters any supplements or amendments

thereto) or in the Newspaper I’rospectus, or arise out of or are based upon the

omission or alleged omission to state therein a material fact required to be stated

therein or necessary to make the statements therein not misleading, except in so

far as such losses, claims, damages, liabilities or actions arise out of or are

based upon any such untrue statement or omission or alleged untrue statement

or omission, which was made in such Itegistration Statement, or Prospectus or

Newspaper Prospectus in reliance upon information furnished in writing to the

Company by any Underwriter expressly for use therein. Each Underwriter

agrees that, promptly upon receipt of notice of the commencement of any action

against such Underwriter or against any person so controlling such Underwriter

in respect of which indemnity or reimbursement may be sought from the Com

pany on account of its agreement contained in this paragraph, notice will be

given to the Company in writing of the commencement thereof, but the omission

so to notify the Company of any such action shall not release the Company from

any liability which it may have to such Underwriter or to any such controlling

person otherwise than on account of the indemnity agreement contained in this

paragraph. In case any such action shall be brought against any Underwriter of

against any such controlling person and notice shall be given to the Company of

the commencement thereof, the Company shall be entitled to participate in, and,

to the extent that it shall wish, including the selection of counsel, to direct, the

defense thereof at its own expense. Any Underwriter or any such controlling

person shall have the right to employ its or their own counsel although the

Company has so selected counsel in any such case, but the fees and expenses of

such counsel shall be at the expense of such Underwriter or such controlling

person unless the employment of such counsel has been authorized by the Com:

pany in connection with defending such action.

Each Underwriter agrees to indemnify and hold harmless the Company against

any and all losses, claims, damages or liabilities, joint or several, to which it may

become subject under the Securities Act of 1933, as amended, or at common law,

and to reimburse the Company for any legal or other expenses incurred by it in

connection with defending any actions, in so far as such losses, claims, damages

liabilities or actions arise out of or are based upon any untrue statement ºr

alleged untrue statement of a material fact contained in the Registration state

ment or in the Prospectus (if used within one year after the first date of the

public offering of the Debentures and as supplemented or amendment if the

Company shall furnish to the Underwriters any supplements or amendments

thereto) or in the Newspaper Prospectus, or arise out of or are based upon the

omission or alleged omission to state therein a material fact required to be stated

therein or necessary to make the statements therein not misleading, which untrue

statement or omission or alleged intrue statement or omission was made in such

Registration Statement, or Prospectus or Newspaper Prospectus in reliance upon
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information furnished in writing to the Company by such Underwriter expressly

for use therein. The Company agrees promptly upon receij}ſ of notice of the

commencement of any action against the Company ill respect of whiclindemnity

or reimbursement may be sought from an Underwriter on account of its agree

ment contained in this paragraph, to notify such Underwriter in writing of the

commencelment thereof, but the omission of the Company So to notify such Under

Writer of any such action shall not release such Underwriter from any liability

Which it may have to the Company otherwise than on account of the indemnity

agreement contained in this paragraph. In case any such action shall be brought

against the Company and the Company shall notify an Underwriter from whom

indemnity or reimbursement may be sought on acco int of its agreement contained

in this paragraph of the commencement thereof, such Underwriter shall be entitled

to participate in anti, to the extent that it shall wish, including the selection of

Counsel, to direct, the defense thereof at its own expense. The Company shall

have the right to employ its own counsel although the Underwriter has so

Selected counsel in any such case, but the fees and expenses of such counsel shall

be at the expense of the Company unless the employment of such counsel has been

authorized by the Underwriter in connection with defending such action.

The indemnity agreements contained in this Article VI (j) and the ropresenta

tions and warranties of the Company in this Agreement set forth shall remain

Operative and in full force and effect regardless of (a) any termination of this

Agreement, (b) any investigation made by or on behalf of any Underwriter or

Controlling person or by or on behalf of the Company and (c) acceptance and

Dayment hereunder for the IOeben; uros.

VII

This agreemeist shall become effective when the Registration Statement be

Cºmes effective and until such time this Agreement Inay be terminated by the

Company, by notifying you at your office, 2 Wall Street, New York, N. Y., or by

Such number of Underwriters who have in the aggregate agreed to purchase

more than $42,500,000 principal amount of the IOcbentures, by notifying the

Company at its office, 50 West 50th Street, New York, N. Y. Any such notice

may be in writing or by telegraph or by telephone and, if by telegraph or by

telephone, shall be subsequently confirmed in writing.

If any of the Underwriters shall fail or refuse (whether for some reason

Sufficient to justify its cancellation or termination of its obligation to purchase

hereunder or otherwise) to purchase the principal amount of the Debentures

Which it has hereunder agreed to purchase, the Company shall immediately

notify the remaining Underwriters, at the respective addresses set forth in the

Registration Statement, who may within twenty-four hours of receipt of such

110tice purchase or agree to purchase or procure some other responsible party

ºr parties satisfactory to the Company to purchase or agree to purchase such

Debentures on the terms herein set forth ; and if the remaining Underwriters

fail to purchase or agree to purchase or to procure a satisfactory party or satis

factory parties to purchase or agree to purchase such Debentures on such terms

Within twenty-four hours of the receipt of such notice, then the Company shall

be entitled to an additional period of twenty-four hours within which to procure

another party or parties to purchase or agree to purchase such Debentures on

the terms herein set forth. In any such case either you or the Company shall

have the right to postpone the closing date from the date determined as pro

Wided in Article III hereof, but in no event to a date later than August 1, 1939,

In order that necessary changes and arrangements may be effected by you and

by the Company. If the remaining Underwriters fail to purchase or agree to

Durchase or to procure a satisfactory party or parties to purchase or agree to

purchase such Debentures, and if the Company also does not procuro another

Dirty or parties to purchase or agree to purchase such Debentures, within the

aforesaid periods, then this Agreement may be terminated, either by the Com

Dany or by Underwriters who have in the aggregate agreed to purchase more

than 50% of the principal amount of the Debentures other than ſhe Debentures

Which one or more Underwriters shall have failed or refused to purchase. In

the event of any such termination the Company shall not be under any liability

to any Underwriter, nor shall any Underwriter (other than an Underwriter

Who shall have failed or refused to purchase Debentures without some reason

Sufficient to justify its cancellation or termination of its obligation hereunder)

be under liability to the Company.

If this Agreement shall be terminated by the Underwriters, or any of them,

because of any failure or refusal on the part of the Company to comply with the

terms or to fulfill any of the conditions of this Agreement, or if for any reason
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the Company shall be unable to perform its obligations under this Agreement,

or if the Company shall terminate this Agreement under the option contained

In the first paragraph of this Article VII, the Company will reimburse the

Underwriters or such underwriters as have so terminated this Agreement with

respect to themselves, severally, for all of their out-of-pocket expenses (including

the fees and disbursements of their counsel) reasonably incurred by them.

VIII

The Agreement herein set forth has been and is made solely for the benefit

of the Underwriters and the Company, their successors and assigns, and, to

the extent expressed, for the benefit of persons controlling Underwriters and of

dealers purchasing Debentures, their successors and assigns, and no other person

shall acquire or have any right under or by virtue of this Agreement. The

term “successors and assigns” shall not include any purchaser of the Debentures

Imerely because of such purchase.

Please confirm that the foregoing correctly sets forth the agreement between

us.

Very truly yours,

SHELL UNION OIL CoRPORATION

By , President

Confirmed July 17, 1939.

MoRGAN STANLEY & Co., INCORPORATED

Vico-President

Acting severally on behalf of itself and the several Underwriters named herºin.

EXHIBIT 1

MORGAN STANLEY & Co. INCORPORATED

Two Wall Street, New York

$85,000,000 SHEI L UNION OIL CoRPoRATION FIFTEEN YEAR 214% DEBENTURES

Dated July 1, 1939 Due July 1, 1974

NEw York, July 19, 1939.

DEAR SIRs: We and the other Underwriters named in the Offering Prospectus

have severally agreed to purchase, subject to the terms and conditions of our

Purchase Agreement, at 96% ºo of the principal amount thereof, and accruel

interest to the date of payment therefor, an aggregate of $85,000,000 principal

amount of Shell Union Oil Corporation (hereinafter called the Company) Fiſ.

teen Year 2% 7, Debentures (hereinafter called the Debentures), to be dated

July 1, 1939, and to mature July 1, 1954, and more fully described in the ºr

closed copy of the Offering Prospectus.

A part of the $85,000,000 principal amount of the Debentures is being offered

for sale, when, as and if issued and accepted by the several Underwriters and

subject to the approval of their counsel and to the other terms and conditions

hereof, to dealers at 97% º of the principal amount thereof—the public offering

price—and accrued interest, less a concession of 14%, payable as hereinafter

provided. No deduction from this concession will be made for expenses. Out

of the above-stated concession of 4%, dealers may allow a concession not in

excess of 34% to brokers or dealers only, provided that such concession is not

reallowed to a customer in any case.

We are advising you by telegram of the principal amount of Debentures

reserved for purchase by you, subject to the terms and conditions hereof. Such

Debentures will be reserved for purchase by you until 4 o'clock P. M. (standard

time in your city), Wednesday, July 19, 1939. Please advise us at our office,

2 Wall Street, New York City, by the time specified, whether or not you agree

to purchase, on the terms and conditions hereof, all or any part of

reserved Debentures. Applications for Debentures in excess of the amount sº

reserved and applications received after 4 o'clock P. M. (standard time in

applicant's city), Wednesday, July 19, 1939, will be received only subject to

allotment by us in our uncontrolled discretion.

We have been advised by the Company that a Registration Statement in re

spect of these Debentures under the Securities Act of 1933, as amended, has

become effective. Neither you nor any other person is authorized by the Com

pany or by the Underwriters to give any information or make any representa:
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tions, other than those contained in the Offering Prospectus, in connection

with the issue and Sale of the Lebentures. No dealer is authorized to act as

agent for the several Underwriters when offering the Debentures to the public

or otherwise. The Company has agreed with the Underwriters that for a

period of one year after the first date of the public offering of the Debentures,

if any event shall occur as a result of which it is necessary to amend or

supplement the Prospectus in order to make the statements therein, in the light

of the circumstances when the Prospectus is delivered to a purchaser, not mis

leading, forthwith to prepare and furnish, at its own expense, to the Under

writers and to the dealers to whom Debentures may have been sold by us on

behalf of the Underwriters and, upon request, to any other dealers making such

request, either amendments to the Prospectus or supplemental information so

that the statements in the Prospectus as so amended and supplemented will not,

in the light of the circumstances when the Prospectus is delivered to a pur

chaser, be misleading.

You may offer the Debentures Wednesday morning, July 19, 1939, Subject

to the foregoing and to the above referred to conditions of the Purchase Agree

ment of the Underwriters. No dealer shall enter, either directly or indirectly,

into any agreement or arrangement with any purchaser of the Debentures

whereby such dealer accepts Shell Union Oil Corporation Fifteen-Year 3% 7,

Debentures dated March 1, 1936 and (lue March 1, 1951 or Shell Union Oil

Corporation Fifteen Year 3%º Sinking Fund Debentures, due June 1, 1953,

(both of which issues the Company intends to redeem on or before September 1,

1939) in payment of all or any part of the purchase price of the Debentures

at any price in excess of 102%. 7% for the 3% 96 Debentures or 104% for the

3%96 Debentures and accrued interest in either case to the redemption date.

Public advertisement of the Debentures will be made July 19, 1939. After

that date, you may advertise on your own responsibility over your own name

and at your own expense. Additional copies of the Offering I’rospectus will be

Supplied in reasonable quantities upon request.

The Debentures purchased by the Underwriters which are not being offered

to dealers in accordance with the terms of this Agreement are being offered

for sale by certain of the Underwriters, all of whom have agreed with respect

to the sale of Debentures to comply with the terms and conditions of this

Agreement. All of such Underwriters have agreed that they will not sell or

offer to sell or solicit offers to buy Debentures prior to the public offering.

Payment for Debentures purchased by you is to be made by certified check

at the office of J. P. Morgan & Co., 23 Wall Street, New York City, at the

public offering price, and accrued interest to the date of payment therefor,

On July 24, 1939, or such later date as we may advise, in New York Clearing

House funds to the order of Morgan Stanley & Co. Incorporated, against deliv

ery of temporary Debentures. The concession to which you shall be entitled will

he paid to you upon the termination of this Agreement. Notwithstanding the

distribution of any such amount to you, you agree to pay your proportionate

share of any claim, demand or liability asserted against you and the other

dealers to whom Debentures are sold in accordance with the terms of this

Agreement or any of them, or against us as Manager of the offering, based

On the claim that such dealers constitute an association, unincorporated business

0r other separate entity.

In the event that prior to the termination of this Agreement (or prior to such

earlier date as we may determine), we purchase for the account of any of the

Several Underwriters, in the open market or otherwise, at or below the public

offering price, any Debentures delivered to you, we reserve the right to with

hold the above-mentioned concession on such Debentures.

This Agreement will terminate on September 23, 1939, unless sooner termi

nated by us.

As Manager of the offering, we shall have full authority to take such action

as we may deem advisable in respect of all matters pertaining to the offering.

As Manager, we shall be under no liability to you for or in respect of the

Validity of, or the form of, or the representations contained in, the Debentures

Or the Registration Statement or the Offering Prospectus or the Newspaper

Prospectus or the Agreement with the Company for the purchase of the iXe

bentures or other instruments executed by the Company or by others; or for

the delivery of the Debentures or the performance by the Company or by

Others of any agreement on its or their part; or for the qualification of the

Debentures for sale under the laws of any jurisdiction; or for any matter con

Ilected with this Agreement, except for lack of good faith and for obligations

"Xpressly assumed by us in this Agreement. This offer of Dolentures to
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dealers is made in each state only by such of the Underwriters as may lawfully

sell the Debentures to dealers in such state.

Each of the Soveral Underwriters has authorized us for its account, during

the term of agreements between us and the several Underwriters (which

agreements will terminate thirty days after the termination of this Agree

ment, or on such earlier date as we may determine), (1) to buy and to sell

Debentures, in addition to the Debentures sold to dealers pursuant to the terms

of this Agreement, in the open market or otherwise, for either long or short

account, on such terms and at such prices as we may deem desirable, and (2)

in arranging for sales to dealers pursuant to the terms of this Agreement to

over-allot, it being understood that such purchases and sales and over-allotment,

shall be made for the account of each of the several Underwriters as nearly as

practicable in proportion to the respective principal amounts of Debentures

which the Underwriters severally have agreed to purchase from the Company:

provided, however, that at no time shall the net commitment of any Under

writer under such provisions of said agreements, for either long or short at

count, exceed 10% of the principal amount of Debentures which any such

Underwriter has agreed to purchase from the Company.

Each of the several Underwriters reserves the right to make purchases and

sales of the Debentures in the ordinary course of business, and not for the

purpose of stabilizing the price of any security, for its own account, in the

open market or otherwise, for either long or short account.

Please advise us whether or not you agree to purchase all or any part of

the Debentures reserved for you, and if you so agree please confirm your pur.

chase by signing, in the manner indicated on the reverse hereof, and returning
to us the duplicate copy of this letter enclosed herewith.

Very truly yours,

I3 MoRGAN STANLEY & Co.. INcompoRATED

y-------------------------
---------

MORGAN STANLEY & Co., INCORPORATFI),

2 Wall Street, New York, N. Y.

DEAR SIRs: We hereby confirm our purchase of $ ________ Principal amount

of Shell Union Oil Corporation Fifteen Year 2%% Debentures, due July 1.

1954, reserved firm for us in accordance with all the terms and conditions stated

in the foregoing letter and in your telegram setting forth the amount of Deben

tures reserved for purchase by us....We hereby acknowledge receipt of the

Offering Prospectus dated July 19, 1939, relating to the above Debentures and

we further state that in purchasing these Debentures, we have relied upon said

Offering Prospectus and on no other statements whatsoever, written or oral.

I).ATED, JULY --, 1939.

ExHIBIT No. 2016

[Excerpt from contract between Morgan Stanley & Co., IncorporatedTelephone and Telegraph §pº" and Southern pell

$22,250,000 SouTHERN BELL TELEPHoNE AND TELEGRAPII Coxſpxxx FoETY YEAR

3% DFBENTURES

Dated July 1, 1930 Due July 1, 1970

CONTRACT

Dated July 17, 1939.

- * w + * - -

III

If any Underwriter (except for breach of any condition set forth ihereof or for breach of any representation or warranty herein .§º. WI

or for default by the Company in the performance of any of its oliº:
hereunder prior to the payment by the Underwriters for the Debentures) shall

fail or refuse to purchase the principal amount of Debentures which it is

required to purchase under this Agreement, the Company will immediately

notify you and, in such case, you will, within three days' of receipt of snch

notice, agree to purchase for your own account, or find parties who agree tº,

purchase, such, Debentures on the terms herein set forth. In any Such case

you will have the right to postpone the closing date from the date determined

a date later than August 8, 192:
as provided in Article V, but in no event to
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in order that necessary changes and arrangements may be effected by you and

by the Company.

* * + -k * × *

ExIIIBIT NO. 2017

[Excerpt from underwriting agreement between Appalachian Electric Power Company

and the Syndicate headed by IBonbright & Company, Incorporated )

APPALACHLAN ELECTI:IC POWER COMPANY

$57,000,000 First Mortgage Bonds 4% Series, due 1963

$10,000,000 Sinking Fund Debentures 4%% Series, due 1948

Syndicate Managers: Bonbright & Company, Incorporated.

Underwriting Agreement dated January 28, 1938.

“Any Bonds or Debentures reserved for sale to Dealers or Underwriters pur

suant to Article II hereof but not purchased by them, or so reserved and pur

chased but with respect to the payment for which default is made, and not

purchased by you for the accounts of the several Underwriters pursuant to

Par. VIII hereof, shall upon the termination of this agreement, and may in

your discretion from time to time prior thereto, be delivered to the respective

Underwriters, (a) in the case of Bonds as nearly as practicable in the ratio

that the principal amount of Bonds of the respective Underwriters so reserved

for offering bears to the total principal amount of J3onds of all Underwriters

so reserved, against payment, etc., etc. * * * and (b) in the case of Deben

tures, as nearly as practicable in the same ratio that the principal amount of

Debentures of the respective Underwriters so reserved for offering bears to

the total principal amount of Debentures of all Underwriters so reserved, against

payment, etc., etc.”

ExIIII:IT NO. 201S

[Excerpt from underwriting agreement between Bethlehem Steel Corporation and the

Syndicate headed by Kuhn, Loeb & Co.; Smith, Barney & Co.; Mellon Securities

Corporation]

I3KTIII.EHEM STEEL ('ORPORATION

$25,000,000 Consolidated Mortgage Twenty Year Sinking Fund 3% º Bonds,

Series F, due 1959.

Syndicate Managers: ISuhn, Loeb & Co.; Smith, Barney & Co.; Mellon Securi

ties Corporation.

Underwriters Agreement dated June 26, 1939.

ART. 7. “Any Bonds reserved for offering to the Selling Group, as aforesaid,

but not sold, and any such Bonds so reserved but on the commitment for the pur

chase of which any member of the Selling Group has defaulted, shall, on or before

the termination of this agreement among the several Underwriters, at your

ºption, either (a) be sold by you, at not less than 99% of the principal amount

thereof plus accrued interest, for the account of the Underwriter which own

such Bonds, or (b) be delivered to each Underwriter as nearly as practicable in

the proportion which the pricipal amount of Bonds purchased by such Underwriter

qnd 80 reserved for sale to members of the Selling Group bears to the total princi

pal amount of Bonds of all Underwriters so reserved, against payment to you for

the respective accounts of the Underwriters which owns such Bonds of 97% of

the principal amount thereof, plus accrued interest.” Iſtalics supplied.]

ExIIIBIT No. 2010

[Excerpt from underwriting agreement between Central Illinois Public Service Company

and the Syndicate headed by IIalsey, Stuart & Co., Inc.

CENTRAL ILLINOIS PUBLIC SERVICE COMPANY

$38,000,000 First Mortgage Bonds, Series A, 3%%, due 1968.

Syndicate Manager: Halsey, Stuart & Co. Inc.

Underwriters Agreement dated December 5, 1938.

ART. 5. “In case any Bonds reserved for allotment to selected dealers *

shall not be purchased and paid for by the selected dealer * * * each Under

*: *
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writer agrees (1) to accept delivery when tendered by you of (a) a principal

amount of such bonds reserved for allotment to selected dealers as nearly as

practicable in the proportion which the amount of Bonds reserved for allotment

to selected dealers for the account of such Underwriter shall bear to the total

amount of Bonds reserved for allotment to selected dealers, * * *"

ExHIBIT No. 2020

[Excerpt from underwriting agreement between Central Maine Power Company and the

Syndicate headed by Coffin & Burr, Incorporated]

CENTRAL MAINE PowHE COMPANY

$4,500,000 First and General Mortgage Bonds, Series J 3% 7% due 1968

Syndicate Managers: Coffin & Burr, Incorporated.

Underwriters Agreement dated February 17, 1939.

“If any of the Bonds reserved for allotment to the Selected Dealers or for sale

to Institutions shall not be subscribed for, purchased and paid for by them, we

reserve the right to require the Underwriters to take up such Bonds in the same

proportions in which they were reserved from their respective accounts and you

and we agree to pay for such Bonds at the contract price, plus accrued interest

from December 1, 1938. The amount So paid shall be used by us to reimburse

the Underwriters for the cost to them of any of their Bonds so reserved for

which they have not theretofore been reimbursed.”

ExHIBIT No. 2021

[Excerpt from underwriting, agreement, between Consolidated Gas Electric Light and

Power Company of Baltimore and the Syndicate headed by White, Weld & Co.]

CoNSOLIDATED GAs ELECTRIC LIGHT AND POWER COMPANY OF BALTIMORE

$7,000,000 Series P, 3% First Refunding Mortgage Sinking Fund Bonds due 1969

Syndicate Managers: White, Weld & Co.

Underwriters Agreement dated June 5, 1939.

Art. 8. “Each of the Underwriters agrees, * * * (e) to take up and pay

for, on your demand, at a price of 103% of the principal amount thereof and

accrued interest, any of the Bonds which such Underwriter has agreed to pur.

chase from the Company, reserved by you, as above provided for allotment and

sale to Selected Dealers, and not purchased and paid for by the Selected Dealers.

Such Bonds are to be taken up by each of the Underwriters, however, as nearly

as practicable, in the same proportion as its Bonds so reserved respectively bore

to the aggregate so reserved ;”

EXHIBIT No. 2022

[Excerpt from underwriting agreement between Dallas Power & Light C
Syndicate headed by Lee Higginson &ºtſ;J ompany and the

DALLAS Power & LIGHT CoMPANY

$16,000,000 First Mortgage Bonds, 3%% Series due 1967

Syndicate Managers: Lee Higginson Corporation.

Underwriters Agreement dated February 6, 1937.

Art: 5. “Each of the Underwriters shall be severally liable for Bonds reserved

for allotment to the selected dealers but not subscribed for or purchased and

paid for by the selected dealers, in the proportion which the amount of Bonds so

reserved for allotment to selected dealers for the account of each of the Under

writers, shall bear to the total amount of Bonds so reserved for allotment.”
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ICx HIBIT No. 202:3

[Excerpt from underwriting agreement between Firestone Tire & Rubbºr Company, and

the Syndicate headed by Brown, Harriman & Co., Incorporated: (Harriinan, Ripley

& Co., Incorporated) Otis & Co. (Incorporated) |

FIRESTONE TIRE & Rtº 15:31, R (XOMPANY

$50,000,000 Ten-Year 31.2% Debentures, due 1948

Syndicate Managers: Brown, Harriman & Co., Incorporated ; (Harriman,

Ripley & Co., Incorporated) Otis & Co. (Incorporated).

Underwriters Agreement dated October 24, 1938.

Art. II. “Any Debentures reserved for sale to dealers and institutions, as

aforesaid, but not purchased and paid for by them, Inay in your discretion,

be delivered to the Underwriters, except Brown Harrinlan & Co., Limited,

in the ratio that the principal amount of Debentures of the respective Under

writers 80 reserved bears to the total principal amount of such Debentures of all

Underwriters so reserved, or may be taken over for the account of the several

Underwriters, except Brown Harriman & Co., Limited, as provided in Article

VIII hereof.” [Italics supplied.]

CXHIBIT No. 2024

[Excerpt from undeºn; agreement between Gatineau Power Company and the Syn

dicate headed by The First Boston Corporation )

(ATINEAU POWER COMPANY

$52,500,000 First Mortgage 130nds, 3% (ſº, Series A due 1969.

Syndicate Managers: The First Boston Corporation.

Underwriters Agreement (lated April 21, 1939.

“In the event that any of the Series A Bonds reserved for offering to the

Selected dealers, or to institutional purchasers, as above provided, shall not be

purchased and paid for by the Selected dealers or institutional purchasers, as

the case may be, the Representative reserves the right either to deliver such

Series A Bonds in whole or in part to the respective Underwriters as nearly

as practicable in the ratio that the principal amount of Series A Bonds of the

respective Underwriters so reserved for offering to the selected dealers or to

institutional purchasers, as the case may be, bears to the total principal amount

of such Series A Bonds of all Underwriters so reserved for sale or to sell such

...A Bonds in whole or in part for their respective accounts in the same

l'atio.

lºx HII;IT No. 202.5

lºxcerpt from underwriting agreement between Indianapolis Power & Light Company

and the Syndicate headed by Lehman Brothers |

INDIAN APOLIS POWER & LIGHT ('OMPANY

$32,000,000 First Mortgage Bonds, 3% º Series due 1968 and $5,500,000 Serial

Notes

Syndicate Manager: Lehman Brothers.

Underwriting Agreement signed August 3, 1938.

PAR. 3. “All sales of Bonds to retail purchasers and all sales of Notes to retail

purchasers or other dealers shall be made for the accounts of the respective

Underwriters, as nearly as practicable, proportionately to the respective principal

amounts of Bonds and of Notes which they have respectively agreed to purchase

from the Company. All sales of Bonds reserved for offering to the Selected

Dealers shall be made for the accounts of the respective Underwriters for

whom the same have been so reserved, as nearly as practicable, proportionately

to the amount of Bonds so reserved for the account of each such Underwriter.

Bonds and Notes of any Underwriter so offered or reserved, which remain un

sold, or if sold are not paid for, at any time prior to the settlement of accounts

hereunder, may in our discretion, or shall upon the request of such Underwriter,

be delivered to such Underwriter, but such Bonds and Notes shall remain
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subject to disposition by us, in our discretion, until the settlement of accounts

horeunder.”

ExHIBIT NO. 2026

[Excerpt from underwriting agreement between Michigan Consolidated, Gas Company and

the syndicate headed by Dillon, Read & Co.; Mellon Securities Corporation]

MICHIGAN CONSOLIDATED GAS COMPANY

$34,000,000 First Mortgage Bonds 4% Series due 1963

Syndicate Managers: Dillon, Read & Co.; Mellon Securities Corporation.

Underwriting Agreement dated October 4, 1938.

“Article 4. * * * In case the members of the Selling Group shall not take

up and pay for the entire portion of the issue of Bonds with respect to which

the Selling Group is proposed to be formed, the Bonds not so taken up and

paid for by members of the Selling Group shall be divided among the Bond

Underwriters at or prior to the termination of this agreement, each Bond

Underwriter receiving Bonds in the proportion which the amount of Bonds

purchased by it from the Company (after deducting the amount of Bonds

retained by him as aforesaid) shall bear to the total amount of the issue of

Ronds (after deducting the total amount of Bonds so retained by all Bond

Underwriters).

ExHIBIT NO. 2027

[Excerpt from underwriting agreement, between Montana-Dakota Utilities Co. and the

Syndicate headed by Blyth & Co., Inc., and Merrill Lynch & Co., Inc.]

MONTANA-DAROTA UTILITIES CO.

$9,000,000 First Mortgage Sinking Fund Bonds, 4%% Series, due 1954

Syndicate Managers: Blyth & Co., Inc. and Merrill Lynch & Co., Inc.

Underwriting Agreement dated May 20, 1939.

PAR. 2. “Each Underwriter agrees to reserve such part or all of the Bonds

which such Underwriter has agreed to purchase from the Company, as you.

as representatives of the several Underwriters, shall, in your discretion, de

termine for sale to certain dealers whom you may select “ ” * If all of the

Bonds so reserved are not sold to Selected Dealers, the amounts of Bonds of

the respective Underwriters sold to Selected Dealers shall be as nearly as prac.

ticable proportionate to the amounts of Bonds of the respective Underwriters

so reserved.” [Italics supplied.]

ExHIBIT No. 2028

[Excerpt from underwriting agreement between National Distillers, Products Corpora

tion and the Syndicate headed by Glore, Forgan & Co.; Harriman Ripley & Co.. Inc.)

NATIONAL DISTILLERS PRODUCTs CORPORATION

$22,500,000 Ten-Year Convertible 3%% Debentures, due March 1, 1949

Syndicate Managers: Glore, Forgan & Co.; Harriman Ripley & Co., Inc.

Underwriters Agreement dated March 17, 1939.

5. “Each of the several Underwriters authorizes us, for its account, to re

serve for offering, and to sell and deliver any or all of the Debentures which

such Underwriter has agreed to purchase from the Company (a) to institu.

tions selected by us, and (b) to dealers selected by us and among whom we

may include any of the Underwriters and any Sub-underwriter. Sales to

institutions shall be made at the public offering price plus accrued interest.

Sales to such dealers, who are hereinafter referred to as the “selected dealers."

shall be made only in accordance with the terms and conditions of selling

agreements (hereinaſter referred to as the “selling agreements”) with such

dealers in the form attached hereto as Annex B, with such modifications

therein as we may consider necessary or advisable and which in our judgment

are not material modifications. On or before the public offering date we will

advise each Underwriter of the principal amount of Debentures to be pur

chased by such Underwriter from the Company which we have not reserved

for sale as aforesaid. Any Debentures reserved for sale to dealers or for sale
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to institutions, as aforesaid, but not purchased and paid for by them Inay in

each case in our discretion be ſielivered to the several Underwriters in the

proportions that the respective principal amºuſits of Debentures of the several

Underwriters so resorved for stºch jºurlºse bear to the total principal amount

of Debentures so reserved for such purpose or may be taken over for the

account of the several Underwriters as provided in Paragraph 9 hereof. Each

of the several Underwriters authorizes us on its behalf and as its representative

to take all such action as we may deem advisable in respect of all matters

pertaining to the offering to institutions, to dealers and to the public of the

I)ebentures.”

ExHIBIT No. 2029

[Excerpt from underwriting agreement between National Steel Corporation and the Syndi

cate headed by Kuhn, Loeb & Co. and Harrinnan IRipley & Co., Incorporated

NATIONAL STEEI, Cokpot:ATION $50,000,000

First (Collateral) Mortgage 13onds 3% Series, due April 1, 1965

Syndicate Managers: Kuhn, Loeb & Co. and Harriman Itipley & Co.,

Incorporated.

Underwriting Agreement dated April 24, 1939.

ART. 7 (a ). “Any 130nds reserved for offering to institutions or to the Selling

(ºroup, as aforesaid, but not sold and any such Bonds so reserved but on the

commitment for the purchase of which any institution or member of the Selling

Group has defaulted, shall, on or before the termination of this agreement

among the several Bond Underwriters, at your option, either (a) be sold by

you, at not less than 99% plus accrued interest, for the account of the respec.

tive Bond Underwriters which own such 130nds, or (1)) be delivered to the

respective Bond Underu-riters as nearly as practicable in the ratio that the

principal of Bonds purchased by cach, 130nd Underwriter and so reserved for

8ſtle to institutions and members of the Selling Group bears to the total

principal amount of Bonds of all Bond Under triters so reserved, against pay

ment to you for the respective accounts of the Pond Underwriters which own

such Bonds of 97% plus accrued interest.” [Italics supplied.]

ExIIIBIT No. 20:3

[Excerpt from underwriting agreement between New York State I’lectric & Gas Corpora

tion and the Syndicate headed by The First Iłoston Corporation; Glore, Forgan & Co.]

NEW YOI:K STAIE ELECTRIC & GAs CoI:PortATION

$13,000,000 First Mortgage Ponds, 3% º Series due 1961

Syndicate Managers: The First Boston Corporation; Glore, Forgan & ('o.

Underwriters Agreement dated June 19, 1939.

“In the event that any of the Iłonds reserved for offering to the Bond

Healers or institutions, as above provided, shall not be purchased and paid for

by such dealers or institutions, the Representatives reserve the right either

to deliver such Bonds in whole or in part to the rospective Underwriters of

the Bonds as nearly as practicable in the ratio that the principal amount of

3onds to be purchased by each of the several Underwriters so reserved for

offering to the Bond I)ealers or ſo institutions, as the case may be, bears to the

total principal amount of Bonds to be purchased by all Underwriters, so reserved

for each such offering, or to sell such Bonds in whole or in part for their respective

accounts in the samo ratio.”

ExIIIBIT NO. 20:31

|Excerpt from underwriting agreement, between North, Shore Gas Company and North

Shoro Coke & Chemical Company and the Syndicate headed by A. G. Becker & Co.1

NORTH SHORE (As CoMPANY AND NokT11 SI toºk ('okE & CHEMICAI. CoMPANY

$5,100,000 Joint First Mortgage 4% Bonds Series A, due January 1, 1942

Syndicate Manager : A. G. Becker & Co. Underwriters Agreement dated.

4. “In the event that any of the Bonds reserved for allotment to Dealers as

above provided shall not be subscribed for or shall not be paid for by such
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Dealers, then the respective Underwriters shall take up such Bonds in the

ratio that the principal amount of bonds of the respective Underwriters

so reserved for allotment bears to the total principal amount of such Bonds

of all of the Underwriters so reserved, and the respective Underwriters

agree to pay the Agent for such Bonds at a price of 100% of the principal

amount thereof and accrued interest. The amount so paid shall be used by

the Agent to reimburse the several Underwriters for cost to them of any of

their Bonds so reserved for allotment for which they have not theretofore been

reimbursed, as provided in paragraph 10 hereof.”

ExHIBIT NO. 2032

[Excerpt from underwriting agreement between Pennsylvania Power & Light Company

and the Syndicate headed by Smith, Barney & Co.; The First Boston Corporation:

Bonbright & Company, Incorporated ; Dillon, Read & Co.j

PENNSYLVANIA POWER & LIGHT COMPANY

$95,000,000 First Mortgage Bonds, 3% 7% Series Due 1969; $28,500,000 41.4%

Debentures due 1974

Syndicate Managers: Smith, Barney & Co.: The First Boston Corporation;

Bonbright & Company, Incorporated; Dillon, Read & Co.

Underwriting Agreement dated August 7, 1939.

ART. 2 (3rd par.) “We authorize you, with respect to the Bonds which we

agree to purchase from the Company, to reserve for sale and to sell on our

behalf any and all such Bonds to dealers selected by you, in such amounts as

you shall in your discretion determine * * *. Any Bonds reserved for sale

to the aforesaid dealers but not purchased by them and any bonds so reserved

and purchased but with respect to the purchase of which default is made,

shall, on or before the termination of this Agreement, at your option, either

(a) be sold by you, at not less than 104% ºo plus accrued interest for the

account of the respective Underwriters which own such Bonds or (b) be de

livered to the respective Underwriters, as nearly as practicable in the ratio

that the principal amount of bomds purchased by each underwriter from the Com

pany and so reserved for sale to dealers bears to the total principal amount of

Bonds of all Underwriters so reserved, against payment to you for the respective

accounts of the Underwritors which own such Ponds of 104% 7, plus accrued

interest.” [Italics supplied.]

ExHIBIT NO. 2033

(Excerpt from underwriting, agreement between Public Service Company of Colorad dthe Syndicate headed by Halsey, Stuart & Co., Inc.] o an

PUBLIC SERVICE COMPANY OF COLORADO

$40,000,000 First Mortgage Bonds, 3% ºo Series due 1964

Syndicate Manager: Halsey, Stuart & Co., Inc.

Underwriters Agreement dated November 25, 1939.

ART. 5. “In case any Bonds “ ” * reserved for allotment to selected

dealers * * * shall not be purchased and paid for by the selected dealer

* * *, each Underwriter agrees (1) to accept delivery when tendered by

you of (a) a principal amount of such Bonds reserved for allotment to selected

dealers for the Bonds as nearly as practicable in the proportion which the

amount of Bonds reserved for allotment to such selected dealers for the ac

count of such Underwriter shall bear to the total amount of Bonds, reserved

for allotment to such selected dealers, * * * * -
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ExHIBIT NO. 20.34

[Excerpt from underwriting agreement between Rochester as and Electric Corporation

and the Syndicate headed by The First Boston Corporation and Smith, Barney & Co.

ROCHESTER GAS AND ELECTRIC' ('ORPORATION

$8,323,000 General Mortgage 344% Bonds I)ue 1969 Series J.

Syndicate Managers: The First Boston Corporation; Smith, Barney & Co.

Underwriters Agreement dated June 19, 1939.

“In the event that any of the Ponds reserved for offering to the Selected

dealers, or to institutional purchasers, as above provided, shall not be pur

chased and paid for by the selected dealers or institutional purchasers, as the

case may be, the IRepresentatives reserve the right either to deliver such

Bonds in whole or in part to the respective Underwriters as nearly as prac

ticable in the ratio that the principal amount of Iłonds of the respective Un

derwriters so reserved for offering to the selected dealers or to institutional

purchasers bears to the total principal amount of such Bonds of all Under

Writers so reserved for each particular purpose or to sell such Bonds in whole

Or in part for their respective accounts in the same ratio.”

ExHIBIT NO. 2035

[Excerpt from underwriting agreement between Shell Union Oil Corporation and the

Syndicate headed by Dillon, IRead & Co. and Hayden, Stone & Co. |

SHIELL UNION ()IL CORPORATION

$60,000,000 15 Year 3% (? IDebentures, Due March 1, 1951

Syndicate Managers: Dillion, Read & Co. and Hayden, Stone & Co.

Underwriting Agreement dated March 7, 1936.

“ARTICLE 4. * * * In case the members of the Selling Group shall not

take up and pay for the entire portion of the issue of Debentures with respect

to which the Selling Group is proposed to be formed, each of the Underwriters

shall be severally liable for Debentures not so taken up and paid for by Selling

Group members, in the proportion which the amount of Debentures purchased

by such Underwriter from the Company (after deducting the amount of Deben

tures retained by him as aforesaid) shall bear to the total amount of the issue

of Debentures (after deducting the total amount of Debentures so retained by

till Underwriters).

ExHIBIT NO. 2036

[Excerpt from underwriting agreement between Southern Indiana Gas and Electric

Company and the Syndicate headed by Bonbright & Company, Incorporated. }

SOUTHERN INDIANA GAS AND ELECTRIC COMPANY

85,895 shares 4.8% Preferred Stock

Syndicate Managers: Bonbright & Company, Incorporated.

Underwriting Agreement dated October 23, 1936.

ART. 10. “Upon the termination of the agreement expressed in Exhibit B you

will notify each of the undersigned of any stock purchased by such undersigned

and allotted as dealer shares but not sold to dealers, and of any dealer shares

80 allotted and sold but with respect to the payment for which default has

been made. Any stock not so sold or not so paid for shall be delivered to the

parties hereto, pro rata, as nearly as practicable in the proportion which the

number of shares of stock which each party has agreed to purchase from the

0ompany bears to the entire number of shares to be purchased under said

“Ontract, against payment to you for the account of the party owning such

stock at $101.25 per share, plus an amount cquivalent to dividend from Novem

ber 1, 1936 at 4.8% per annum to the date of such payment, for all stock so

delivered to any party and not therefore owned and paid for by such party:

and all the parties hereto agree to take up and pay for such stock upon such

tender.” [Italics supplied.]

124491–10 - -pt. 24 42
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ExHIBIT NO. 2037

| Except from underwriting a greement between Texas Corporation and the Syndicate

headed by Dillon, Read & Co.]

TEXAS CORPORATION

$40,000,000 3% Debciatures due 1959

Syndicate Managers: Dillon, Read & Co.

Underwriting Agreement dated April 10, 1939.

“ARTICLE 5. * * * In case the members of the Selling Group shall not take

up and pay for the entire amount of Debentures with respect to which the

Selling Group is proposed to be formed, the Debentures not so taken up and

paid for by members of the Selling Group are to be divided among the Under

writers at or prior to the termination of this agreement, each Underwriter

receiving Debentures in the proportion which the amount of Debentures pur

chased by it from the Corporation (after deducting the amount of Debontures

retained by it as aforesaid) shall bear to $40,000,000 principal amount of Deben

tures (after deducting the total amount of Debentures so retained by all

Underwriters).

ExIIILIT NO. 2038

| Excerpt from underwriting agreement between Union Oil Company of California and

the Syndicate headed by Dillon, Read & Co.]

UNION OIL COMPANY OF CALIFORNIA

$30,000,000 3% Debentures, due 1959

Syndicate Managers: Dillon, Read & Co.

Underwriting Agreement dated August 14, 1939.

“ARTICLE 5. * * * In case the members of the Selling Group shall not

take up and pay for the entire amount of Debentures with respect to which

the Selling Group is proposed to be formed, the Debentures not so taken up

and paid for by members of the Selling Group, are to be divided among the

Underwriters at or prior to the termination of this agreement, each Under

writer receiving Debentures in so far as practicable in the proportion which

the amount of Debentures purchased by it from the Company (after deducting

the amount of Debentures retained by it as aforesaid) shall bear to $30,000,000

principal amount of Debentures (after deducting the total amount of Deben

tures so retained by all Underwriters).

ExHIBIT NO. 2039

Excerpt from underwriting, agreement, between West Texas Utilities Company and the[ Syndicate headed by Harris, Hall & Company (Inc.) pany d

WEST TEXAs UTILITIES COMPANY

$18,000,000 First Mortgage Bonds, Series A, 3%º due 1969

Syndicate Manager: Harris, Hall & Company (Inc.)

Underwriters Agreement dated June 2, 1939.

ART. 5. “In case any Bonds reserved for allotment to selected dealers shall not

be purchased and paid for by the selected dealer, each Underwriter agrees (1) to

uccept delivery when tendered by you of a principal amount of such Bonds re

served for allotment to selected dealers as nearly as practicable in the proportion

which the amount of Bonds reserved for allotment to selected dealers for the

account of such Underwriter shall bear to the total amount of Bonds reserved

for allotment to selected dealers, * * * *
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ExHIBIT NO. 2040

[Excerpt from underwriting agreement between Wisconsin, Electric Power Company and

the Syndicate headed by Dillon, Read & Co.

WISCONSIN ELECTRIC PowyR COMPANY

$54,500,000 First Mortgage Bonds 31.2% Series, due 1968

Syndicate Managers: Dillon, Read & Co.

Underwriting Agreement dated October 21, 1938.

“ARTICLE 4. * * * In case the members of the Selling Group shall not take

up and pay for the entire amount of Bonds with respect to which the Selling

Group is proposed to be formed, the Bonds not so taken up and paid for by mem

bers of the Selling Group are to be divided among the Underwriters at or prior

to the termination of this agreement, each Underwriter receiving Bonds in the

proportion which the amount of Bonds purchased by it from the Company (after

deducting the amount of Ponds retained by him as aforesaid) shall bear to the

$54,500,000 principal amount of Iłonds (after deducting the total amount of Bonds

so retained by all Underwriters).”

ExHIBIT NO. 2041

|Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchang

Commission]

Shell Union Oil Corporation Debentures Purchased by Underwriters From Com

pany and Reserved to Underwriters for Retail Distribution by Morgan

Stanley & Co., Incorporated

Names of Underwriters Amount Reserved

Morgan Stanley & Co. Incorporated.----------------------------------------- $10,000,000 ------. - - - - -

uhn, Loeb & Co----------------------------------------- - - - - 5,000,000 $1,750,000

Smith, Barney & Co -------------------------------------- - - - - 4,000,000 3, 250,000

Harriman Ripley & Co., Incorporated.--------------------- - 4,000,000 3, 250,000

The First Boston Corporation.----- - . . . . 4,000,000 2,750,000

Blyth & Co., Inc.--------------------------------------- - - - 3, 500,000 2,800,000

Lehman Brothers--------------------------------------- - 3,500,000 2,000,000

Lee Higginson Corporation-------------------------------- - - - 3,000,000 2,000,000

Hayden, Stone & Co.-------------------------------------- - - - - 3,000, 000 1,250,000

Lazard Freres & Co. -------------------------------------- - 3,000,000 1, 500,000

Dominick & Dominick---------------------------------- . . . 2,000,000 | 1, 250,000

A. C. Allyn and Company, Incorporated 300,000 300,000

Bacon, Whipple & Co - 250,000 200,000

aker, Watts & Company I 250,000 225,000

#: G. Becker & Co., Incorporated.-------------------------------------------- 500,000 500,000

Biddle, Whelen & Co------------------------------------ - - - - 300,000 225,000

Blair & Co., Inc.---------------------------------------------------------- 600,000 600,000

Blair, Bonner & Company---------------------------------- - | 400,000 400,000

Bonbright & Company, Incorporated.------------------------ - i 1, 500,000 700,000

Alex. Brown & Sons.....-------------------------------------- - 00,000 400,000

Central Republic Company----------------------------------- - - - 500,000 500,000

B. W. Clark & Co.------------------------------------------ 400,000 400,000

9|ark, Dodge & Co.---------------------------------------- ---, 1,000.000 750,000

Coſſin & Burr, Incorporated.-------------------------------- 500,000 400, ()())

L. Day & Cº." III.. . . 400,000 400,000

Dick & Merle-Smith-------------------------------------------- - - - - 400,000 400, ()()()

Eastman, Dillon & Co......---------------------------------- - - | 400,000 400,000

Equitable Securities Corporation... -----------------------------. - 300,000 250,000

Estabrook & Co.---------------------------------------------- . . . . 1,000,000 800,000

Fºrris & Hardgrove.-------------------------------------------- - - -- | 250,000 125,000

First of Michigan Corporation-- - - - - 250,000 250,000

Francis, Bro. & Co------------------------------------------------------- - 250,000 225,000

Glore, Forgan & Co.--------------- 900,000 600,000

Goldman, Sachs & Co.---------------------------------------------------- - 1, 500,000 | 1,000,000

Graham, Parsons & Co.------------ - - - - - , 350,000 350,000

Hallgarten & Co.---- - - -- - - - - ------------------ - - - - - - - -- - - - - ----- - - - -- - - - - - - - | 350,000 350,000

Harris, Hall & Company (Incorporated). - - 600,000 600,000

Hayden, Miller and Company.......... 400,000 400,000

Hemphill, Noyes & Co . . . . . . . - 750,000 750,000

J. J. B. Hilliard & Son . . . . . . . . . . . . . . . . . . 250,000 175,000

Hornblower & Weeks. . . . . . . . . . . . . . 750,000 650,000

W. E. Hutton & Co.---- - -----. . . . . . 1, 250,000 1,000,000

The Illinois Company of Chicago.-----------... 250,000 250,000

Jackson & Curtis.------------. .... ... 500,000 450,000

Kalman & Company. 250,000 200,000

400,000 400,000Ke - -

Sean, Taylor & Co.-- 2,500,000 || 2,250,000

Kidder, Peabody & Co
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ExHIBIT NO. 2041—Continued

Names of Underwriters | Amount Reserved

Ladenburg, Thalmann & Co.---------------------------------------------- $750,000 $400,000

Laird, Bissell & Meeds------- 250,000 200,000

Mackubin, Legg & Company- 250,000 250,000

Laurence M. Marks & Co.--- 500,000 500,000

Merrill Lynch & Co. Inc. -- 350,000 350,000

Merrill, Turbon & Co. ------- 250,000 250,000

Mitchum, Tully & Co. ------- 300,000 200,000

F. S. Moseley & Co----------------------------------------------------------- 1,250,000 1,000,000

G.M.-P. Murphy & Co.----- 300,000 300,000

W. H. Newbold's Son & Co-- 300,000 300,000

Paine, Webber & Co. . . . . . . ---- 500,000 500,000

Arthur Perry & Co. Incorporated. 300,000 300,000

R. W. Pressprich & Co.---------- 500,000 500,000

Reinholdt & Gardner. --- 250,000 250,000

Riter & Co.------------------------ 400,000 400,000

E. H. Rollins & Sons Incorporated.-- 750,000 650,000

L. F. Rothschild & Co-------------- 600,000 550,000

Salomon Bros. & Hutzler------------- 750,000 700,000

Schoellkopf, Hutton & Pomeroy, Inc. 500,000 500,000

Schwabacher & Co------------------------------------------------------------ 300,000 250,000

Scott & Stringfellow----------------------------------------------------------- 250,000 150,000

Shields & Company---------------------------------------------------------- 750,000 750,000

Smith, Moore & Co----------------------------------------------------------- 250,000 200,000

William R. Staats Co--------------------------------------------------------- 300,000 200,000

Starkweather & Co. -------------------------------------------------------- 250,000 250,000

Stern Brothers & Co--------------------------------------------------------- 250,000 250,000

Stern, Wampler & Co. Inc.---------------------------------------------------- 300,000 250,000

Stone & Webster and Blodget, Incorporated.------------ -------------------.. 750,000 700,000

Spencer Trask & Co----------------------------------------------------------- 500,000 400,000

Tucker, Anthony & Co------------------------------------------------------- 600,000 500,000

Union Securities Corporatio 1,000,000 1,000,000

400,000 300,000

250,000 175,000

300,000 300,000

---------- 1,§§ 1,000,000- 000

Wisconsin Company---- 750,000 # 000

Dean Witter & Co 750,000 500,000

Total.------------------ ----------------------------------- -------------- 85,000,000 || 56,050,000

Source: Information supplied to Securities & Exchange Commission by Morgan Stanley & Co., Incor
º: in ºnection with Shell Union Oil Corporation offering of $85,000,000 fifteen year%"tºn.

tures, due 1954.

“Exi II BIT No. 2042-1” appears in full in the text, p. 12670.

“Exhibit No. 2042–2” appears in full in the text, p. 12670.

- “Exhibit No. 2042 3" appears in full in the text, p. 12671.

“Exhibit No. 2042–4" appears in full in the text, p. 12671.

“ExHIBIT No. 2042–5

[From the files of Halsey, Stuart & Co., Inc.]

(Stamped :) Wire Div., 1938 Aug 30 PM 2: 56

122 Hough :

On Northern States special sales 10% dealers 45% on Union Elec. No special

sales which is Dillons usual policy. Waiting their reply amt for dealers.

CARLson.
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|Samples of dealer performance record cards used by Morgan Stanley & Co. Incorporated]

Allot. Repur.

1. $19,172,000 Consumers Power Company First Lien and Unifying

Mººse Bonds 3%% Series of 1935, dated Oct. 1, 1935, due May |

2. $20,000,000 The Dayton Power and Light Company First and

Refunding Mortgage Bonds, 3%% Series Due 1960, Dated Octo- |

ber 1, 1935, Due October 1, 1960 --~~~~

3. $43,700,000 Illinois Bell Telephone Company First and Refunding

Mortgage 3%% Bonds, Series B Dated October 1, 1935, Due

October 1, 1970---------------------. --- . - - - - - - - - -

4. $43,963,500 Ohio Edison Company First and Consolidated Mortgage

Bonds 4% Series of 1935 due 1965, dated November 1, 1935 due

November 1, 1965 - - - - -

5. $25,000,000 New York and Queens Electric Light and Power Com

pany First and Consolidating Mortgage Bonds 3} 3% Series of

1935, Dated November 1, 1935 due November 1, 1965 . -

6. $44,000,000 Southwestern Bell Telephone Cornpany First and

Refunding Mortgage 3%% Bonds, Series B, dated December 1,

1935 due December 1, 1964 - - - - - - - -

7. $55,000,000 The New York Edison Company, Inc. First Lien and

Refunding Mortgage 3%% Bonds, Series D, Dated October 1,

1935. Due October 1, 1965– - - - - - - - - - - -- - -

8. $7,178,500 Central Illinois Light Company First and Consolidated

*fºnds 3%% Series Due 1966, Dated April 1, 1936. Due
p y

.

|

|

|

- |

|

----------------

9. §§3.0%&nsumers Power Company First Mortgage Bonds34%

;: of 1936 Due 1970. Dated March 1, 1936, Due November 1, |

(0--------------------------------------- - - - - ------------------

. $9,292,000 Louisville and Nashville Railroad Company First and

# ºf Mortgage 4% Bonds, Series D. Dated August 1, 1931

Due April 1, 2003. Bearing Interest from April 1, 1936-- . . . ----

. $40,000,000 The New York Central Railroad Company Ten Year |
3%% Secured Sinking Fund Bonds Dated April 1, 1936 Due

April 1, 1946 - - - - - - - - - - - - - - - - - - - -- -

. $15,000,000 The New York Central Railroad Company Serial Se

cured Notes Issue of 1936. Due April 1, 1937 to 1941 Inclusive ----

. $70,000,000 Consolidated Edison Company of New York, Inc.

Debentures, $35,000,000 Ten-Year 3%% Series Due 1946, Dated

April 1, 1936, Due April 1, 1946, $35,000,000 Twenty-Year 33.3%

Series Due 1956, Dated April 1, 1936, Due April 1, 1956. . - - --

$30,000,000 ThePacific Telephone and Telegraphº: Refund

ing Mortgage 3%% Bonds, Series B, Dated April 1, 1936, Due

il 1, 196

10

I2

13

14.

April 1, -- - - - - -- - - - - - - - - -

15.sº The Chesapeake and Ohio Railway Company, Refund

ing and Improvement Mortgage 3%% Bonds, Series D, dated

May 1, 1936, due May 1, 1996... . .. . . .------. . . . . . . .------

$24,000,000 The Cincinnati Union Terminal Company First Mort

gage 3%% Bonds, Series D, dated May 1, 1936, due May 1, 1971,-]

... $22,727,000 Chicago and Western Indiana Railroad Company, First

and Refunding Mortgage 4%%, Series D, Sinking Fund Bonds,

Dated March 1, 1936, Due September 1, 1962 . . . . . . . . .

$55,000,000 Brooklyn Edison Company, Inc. Consolidating Mort

fººls. 3%% Series of 1936, Dated May 15, 1936, Due May |

. Standard Oil Company (Incorporated in New Jersey) Twenty-Five |

Year 3% Debentures, Dated June 1, 1936, due June 1, 1961

$12,000,000 Crane Co., Fifteen-Year 3%% Sinking Fund Debentures,

Dated June 1, 1936, Due June 1, 1951

. $32,493,000 The Niagara Falls Power Company First and Refunding |

Mortgage Bonds, 3%% Series of 1966, Dated March 1, 1936 Due

March 1, 1966 - - - - - - - - - - - - - - - - --- - --

. $26,000,000 Louisville and Nashville Railroad Company, First and

Refunding Mortgage 334% Bonds, Series E, Dated August 1,

1921, due April 1, 2003, Bearing Interest from April 1, 1936

$15,300,000 The Chesapeake and Ohio Railway Company, Serial

Notes, Issue of 1936, Dated July 15, 1936, Due $1,530,000 Annually

on July 15, from 1937 to 1946, both inclusive . .

1

19

20

21

22

23.

24

3%% Series Due 1966, Dated July 1, 1936, Due July 1, 1966

$30,000,000 The New York Edison Company, Inc., First Lien and

Refunding Mortgage 3%% Bonds, Series E, Dated April 1, 1936,

Due April 1, 1966----------------- , --, --, -- - - - ; --------------------

$29,500,000 The Chesapeake and Ohio Railway Company Reſund

ing and Improvement Mortgage 3%% Bonds, Series E, Dated

August 1, 1936, Due August 1, 1996. -------------- - - - - - - - - - - - - - -

, $100,000,000 General Motors Acceptance Corporation Debentures,

$50,000,000 Ten-Year 3% Series Due 1946, Dated August 1, 1936,

Due August 1, 1946, $50,000,000 Fifteen-Year 3%% Series Due

1951, Dated August 1, 1936, Due August 1, 1951

$35,000,000 The Cincinnati Gas & Electric Company First Mortgage

*::: 3%% Series Due 1966, Dated August 1, 1936. Due August

1, 1 -

28.

. $13,827,000 Indianapolis Water Company, First Mortgage Bonds, - -

15

50

35

25

35

15

70

35
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29

30

31.

32.

33.

34.

35.

3

37.7

38.

30.

8

40.

41.

42.

43.

44.

45

46.

47.

48.

51.

52

6.

ExHIBIT No. 2043—Continued

November 1, 1966----

Issue º Subs. Allot. Repur.

$150,000,000 American Telephone and Telegraph Company, Twenty

five Year 3)4% Debentures, Dated October 1, 1936, Due October

1, 1961------------------------------------------------------------ 150 |-------- 150 l-------.

. $23,500,000 Argentine Republic, Sinking Fund External Conversion

Loan 4%% Bonds, Dated November 15, 1936, Due November 15, 20 20

1971--------------------------------------------------------------| 20 !--------| 20 !--------

$140,000,000 American Telephone and Telegraph Company, Thirty

Year 3)4% Debentures, Dated December 1, 1936, Due December

1, 1906 ----------------------------------------------------------- 125 |-------- 125 l--------

$12,000,000 Consumers Power Company, First Mortgage Bonds,

33.4% Series of 1936. Due 1966, Dated November 1, 1936, Due

$25,000,000 The Pacific Telepho y, Re

funding Mortgage 3%% Bonds Series C, Dated December 1, 1936.

Due December 1, 1966-------------------------------------------- 35 |-------- 35 I

$26,834,000 Ohio Edison Company First Mortgage Bonds 3%%

Series of 1937 Due 1972, Dated January 1, 1937, Due January 1, 35

1972. ---------------------------------------------------------| 35 l-------- 35 |-------.

$50,000,000 Great Northern Railway Company General Mortgage

354% Bonds, Series I, Dated January 1, 1937, Due January 1, 1967. 50 ||-------- 50 --------

$30,000,000 Government of the Dominion of Canada Seven Year

2.4% Bonds, Dated January 15, 1937, Due January 15, 1044------- 25 !-------- 25 --------

$55,000,000 Government of the Dominion of Canada Thirty Year

3% Bonds, Dated January 15, 1937, Due January 15, 1967--------- 50 |-------- 50 --------

$70,000,000 Argentine Republic Sinking Fund External Conversion -

Loan 4% Bonds, Dated February 15, 1937, Due February 15, 1972. 50 |-------- 50 ------..

$130,000,000 Philadelphia Electric Company First and Refunding

Mortgage Bonds, 3%% Series Due 1967, Dated March 1, 1937,

TXue March 1, 1967------------------------------------------------ 125 |-------- 75 l--------

$35,000,000 Argentine Republic Sinking Fund External Conversion

Loan 4% Bonds Dated April 15, 1937, Due April 15, 1972---------- * !-----------------------.

$42,500,000 Southern Bell Telephone and Telegraph Company

Twenty-five Year 3}.4% Debentures, Dated April 1, 1937. Due

April 1, 1962.--------------------- -------------------- - - - - -- - - -- -- 30 I-------- 30 I--------

$10,000,000 The Cincinnati Gas & Electric Company First Mort

ſº goºds. 3%% Series Due 1967, Dated June 1, 1937 Due June

1907 ----------------------------------------------------------|--------|--------|--------|--------

200,000 Shares Standard Brands, Incorporated $4.50 Cumulative

Preferred Stock (Without Par Value).----------------------------- 250 100 350 l--------

$25,000,000 New York Telephone Company Refunding Mortgage

3%% Bonds, Series B, Due July 1, 1967, Dated July 1, 1937, Due

July 1, 1907------------------------------------------------------- 30 -------- 30 !--------

. $17,029,000. Buffalo Niagara Electric Corporation General and

Refunding Mortgage 3%% Bonds, Series “C” Dated June 1, 1937

Due June 1 1967.------------------------------------------------- 20 l-------- 20

$3,420,000 Buffalo Niagara Electric Corporation Serial Debentures

Series A, B, and C, Dated June 1, 1937, Due each June 1, 1938 to

June ', 1952 inclusive---------------------------------------------

500,000 Shares E. I. du Pont de Nemours and Company Preferred

Stock—$4.50 Cumulative (Without Par Value).------------------

$25,000,000 Westchester Lighting Company General Mortgage

Bonds, 3%% Series Due 1967 Dated July 1, 1937, Due July 1, 1967.

. Ohio Edison Company First Mortgage Bonds 4% Series of 1937. Due

1967 Dated September 1, 1937, Due September 1, 1907 ------------

. $48,364,000 Central New York Power Corporation General Mort

gage Bonds, 3%% Series Due 1962 Dated October 1, 1937, Due

October 1, 1962. ---------

$30,000,000 Consolidated Edison Company of Ne k Inc.

Twenty-Year 3%% Debentures, Series Due 1958 Dated January

1, 1938. Due January 1, 1958 - - -

. $9,000,000 Consumors Power Co ge Bonds,

§§ of 1937 Due 1967 Dated November 1, 1937, Due Novem

CT 1, 190/--------------------------------------------------------

. Duluth Missabe and Iron Range Railway Company First Mortgage

3%% Bonds Due October 1, 1962 Dated October 1, 1937______I_I__

$60,000,000 Consolidated Edison Company of New York, Inc. Ten

}:%pºntuº. Series Due 1948 Dated April 1, 1938 Due

PT11 1, 1948------------------------------------------------------

. $100,000,000 United States Steel Corporation Ten-Year 33.4% Deben

tures Dated June 1, 1938. Due June 1, 1948------------------------

. $27,750,000 The Mountain States Telephone andº Com

fºllºy Year 3%% Debentures Dated June 1, 1938 Due June

- $50,000,000 Standard Oil Company (Incorporated in New Jersey)

Fifteen Year 2%%. Debentures Dated July 1, 1938 Due July 1, 1953.

$31,000,000 Standard Oil Company (Incorporated in New Jersey)

Serial Notes due each July 1, from 1943 to 1947 inclusive_--______

$28,900,000 Southwestern Bell Telephone Company First and

Refunding Mortgage 3% Bonds, Series C, Dated July 1, 1938, Due

July 1, 1968

60. $10,000,000 Public Service Electric and Gas Company First and

Reſunding Mortgage Bonds, 3%% Series Due 1968 Dated July 1,

1938, Due July 1, 1968

-------- 75 -------

-------- 40
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ExHIBIT No. 2043–Continued

t

Part or Subs

|

ISSue oſter. Allot. Repur.

|

61. $27,982,000 New York Steam Corporation First Mortgage Bonds,

3%% Series Due 1963 Dated July 1, 1938, Due July 1, 1963-------- | 25 -------. - 25 --- - - -

62. $25,000,000 Argentine Republic Ten Year Sinking Fund. External -

Loan 4%% Bonds Dated November 1, 1938, Due November 1, 1948. 15 ------.' 15 --------

63. $40,000,000 Government of the Dominion of Canada Thirty Year

3% Bonds dated November 15, 1938 due November 15, 1968 35 i. - - - - - - 35 i--- - - -

|

. $16,000,000 Railway Express Agency, Incorporated Serial Notes,
Series A due each June 1 and Dec. 1, from June 1, 1939 to Dec. 1,

|

64

65. $10,168,000 Consumers Power Company First Mortgage Bonds,

§§s of 1936 due 1966, dated November 1, 1936, due Novem

Cr 1, 1966---- -------- -------

63. $85,000,000 Shell Union Oil Corpor Fifteen Year 2%% IDeben

tures Dated July 1, 1939, due July 1, 1954. -- - - - - - - - - - - - - - - - - - - 60 -------- 33 |------ -

67. $22,250,000 Southern Bell Telephone and Telegraph Company

Forty Year 3% JDebentures Dated July 1, 1939, Due July 1, 1979. 20 |-------- 20 --------

Total syn- | Total syn
Total dicate or Total dicate or

under- selling under- selling

writers group com- writers group com
profits mission & profits mission &

profit profit

|

i

| $1,106.58 || 1937 ----------------------|------------ $4,993.75

9,415.00 || 1938----------------------|------------ 2, 556.25

»

ISSuc º: Subs. Allot. IRojºul.

-- - ---- - -——— -----
--— ——-

–––

- --

1. $19,172,000 Consumers Power Company First Lien and Unifying

¥º Bonds3%% Series of 1935, dated Oct. 1, 1935 due May 1,

5----------------------------------------------------- - - - 10 || - - - - - - 10 |_ _ _ _

2, $20,000,000 The Dayton Power and Light Company First and Re

funding Mortgage Bonds, 3%% Series Due 1960 Dated October 1,

1935, Due October 1, 1960------------. ----------------. . . . . . 10 - - - - - 10 |- - - - - - - -

3. $43,700,000 Illinois Bell Telephone Company, First and Refunding

Mortgage 3%% Bonds, Series B Datcd October 1, 1935, Duc Octo

15 --> ---- 15 |-------er 1, 1970-------------------------------------------------------

4. $43,963,500 Ohio Edison Company First and Consolidated Mortgage

Bonds 4% Series of 1935 due 1965, dated November 1, 1935 due

November 1, 1965------------------------------------------ - - - - 15 |-------- 15 --------

5, $25,000,000 New York and Queens Electric Light and Power Com

pany First and Consolidating Mortgage Bonds3%% Series of 1935,

I)ated November 1, 1935 due November 1, 1965- - - - - - - - - - - -

6. $44,000,000 Southwestern Bell Telephone Company First and Re

funding Mortgage 3%% Bonds, Series B, dated December 1, 1935

due December 1, 1964 -- - - - - - - - - - - - - - - - - - 15 ------- 1

7. $55,000,000 The New York Edison Company, Inc. First Lien and

Refunding Mortgage3%% Bonds, Series I), Dated October 1, 1935

Due October 1, 1965- - - - - - - - - - - , . . . . . . . . . . . - - - 20 - - - 20 | . . . . .

8. $7.178,500 Central Illinois Light Company First and Consolidated

Mortgage Ponds 3%% Series Due 1906, Datcd April 1, 1936 1)ue

April 1, 1966 --------------------------------------- - - - - - - - -- - - - - - - - - - - - - - - - -- - - -- - - - -

9. $55,830,000 Consumers Power Company First Mortgage Bonds3%%

Series of 1936 Duc 1970. Datcd March 1, 1935, Due November 1,

70-------------------------------------------------------- 2ſ) - - - - 20 --

10. $9,292,000. Louisville and Nashville Railroad Company First and

Itofunding Mortgage 4% Bonds, Series D. Dated August 1, 1931

Duc April 1, 2003. Bearing interest from April 1, 1936. - - - - ----|-------|- - - - - - - - - - - - -

11. $40,000,000 The New York Central Railroad Company Ten Year

3}4% Secured Sinking Fund Bonds Dated April 1, 1936 Due April

20 | - - - - - - 20 | -1, 1946--------------------------. - - - - - - - - - - - -

12. $15,000,000 The New York Central Railroad Company Scrial So

cured Notes, Issue of 1936. Duo April 1, 1937 to 1941 inclusive . - - -- - - - - - - - -- - - - - - - - - - - - - - - - -

13. $70,000,000 Consolidated Edison Company of New York, Inc. De

bentures, $35,000,000 Ten-Year3%% Series Due 1946, Dated April

1, 1936. Due April 1, 1946, $35,000,000 Twenty-Year 3' 3% Series

IDiſc 1956. I )ated April 1, 10:36, Duo April 1, 1956 | 20 | . . 20
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ExHIBIT No. 2043—Continued

Issue .." Subs. Allot. Repur,

14, $30,000,000 The Pacific Telephone and Telegraph Company, Re

funding Mortgage3%% Bonds, Series B, Dated April 1, 1936, Due

April 1, 1966---------- ---------------- - - -- - - ---------------------- ------------------------

15. $40,362,000 The Chesapeake and Ohio Railway Company, Reſunding

and Improvement Mortgage 3%% Bonds, Series D, dated May 1,

1936, due May 1, 1996------------------------------------------- - 20 ! -------- 20 ----

16. $24,000,000 The Cincinnati Union Terminal Company First Mort

gage 3%% Bonds, Series D, dated May 1, 1936, due May 1, 1971-, --------|-------- ------------

17. $22,727,000 Chicago and Western Indiana Railroad Company, First

and Refunding Mortgage 44%, Series D, Sinking Fund Bonds,

Dated March 1, 1936, Due September 1, 1962.--------------------. 10 2n 35 l......

1s. $55,000,000 Brooklyn Edison Company, inc. Consolidating Mort

gage Bonds, 394% Series of 1936, Dated May 15, 1936, Due May 15,

-------- ------------------------ - - - -- - - -------- -- - - --- - -- 25 |------- 25

10. Standard Oil Company (Incorporated in New Jersey) Twenty-Five

Year 3% Debentures, Dated June 1, 1936, due June 1, 1961.- . 15 l-------- 15 1.--

20, $12,000,000 Crane Co., Fifteen-Year3%%Sinking Fund Debentures,

Dated June 1, 1936, Due June 1, 1951---------------- 10 !--...---- 10 :

21. $32,493,000 The Niagara Falls Power Company First and Reſunding

Mortgage Bonds, 3%% Series of 1936, Dated March 1, 1936 Due

March 1, 1966.------------------------------------------ ------ 15 l-------- 15 l---...- .

22, $26,000,000 Louisville and Nashville Railroad Company, First and

Izofunding Mortgage 334% Bonds, Series E, Dated August 1, 1921,

due April 1, 2003, Bearing interest from April 1, 1936------------ 15 24 39 l-...--

23. $15,300,000 The Chesapeake and Ohio Railway Company, Serial

Notes, Issue of 1936, Dated July 15, 1936, Due $1,530,000 Annually

on July 15, from 1937 to 1946, both inclusive---------------_-------

24. $13,827,000 Indianapolis Water Company, First Mortgage Bonds,

3%% Series Due 1966, Dated July 1, 1936, Due July 1, 1966------

25. $30,000,000 The New York Edison Company, Inc., First Lien and

Refunding Mortgage 3%% Bonds, Series É, Dated April 1, 1936,

Due April 1, 1966-------------------------------------- ------ 25 |-------- 25 |---....

26. $29,500,000The Chesapeake and Ohio Railway Company Reſunding

and Improvement Mortgage 3%% Bonds, Series E, Dated August

1, 1936, Due August 1, 1996---------------------------------------|--------|--------|--------

27. $100,000,000 General Motors Acceptance Corporation Debentures,

$50,000,000 Ten-Year 3% Series Due 1946, Dated August 1, 1936,

Due August 1, 1946, $50,000,000 Fifteen-Year 3%% Series Due 1951,

Dated August 1, 1936, Due August 1, 1951------------------------ 40 ! -------- 40

28. $35,000,000 The Cincinnati Gas& Electric Company First Mortgage

º 3)4% Series Duo 1966, Dated August 1, 1936. Due August 1,

1

29. $150,000,000 American Telephone and Telegraph Company,Twenty

ſº Year 33.4% Debentures, Dated October 1, 1936, Due October 1,

30, $23,500,000 Argentine Republic, sinking Fund External Conversion

#" 4%% Bonds, Dated November 15, 1936, Due November 15,

$140,000,000 American Telephone and Telegraph Company, Thirty

Yºkº Debentures, Dated December 1, 1936, Due December 1.

31.1

32. $12,000,000 Consumers Power Company, First Mortgage Bonds,

3%% Series of 1936. Due 1966, Dated November 1, 1936, Due

November 1, 1906----------------------------------------------- -------

33. $25,000.000 The Pacific Telephone and Telegraph Company, Re

funding Mortgage 3%% Bonds Series C, Dated December 1, 1936.

IDue December 1, 1966------------------------------------------ 25 ! ------- 25 ..

34. $26,834,000 Ohio Edison Company First Mortgage Bonds.3%% Series

of 1937. Due 1972, Dated January 1, 1937, Due January 1, 1972----- 20 10 20 !--.

35. $50,000,000 Great Northern Railway Company General Mortgage

3%% Bonds, Series I, Dated January 1, 1937, Due January 1, 1967- 150 -------- 150

36. $30,000,000 Government of the Dominion of Canada. Seven Year

2%% Bonds, Dated January 15, 1937, Due January 15, 1944--- - - 20 -------- 20

37. $55,000,000 Government of the Dominion of Canada Thirty Year 3%

Bonds, Dated January 15, 1937, Due January 15, 1967--------- 40 -------- 40 --- - -

50

38. $70,000,000 Argentine Republic Šinking Fund External Conversion

Loan 4% Bonds, Dated February 15, 1937, Due February 15 1972. 50 5

39. $130,000,000 Philadelphia Electric Company First and Refunding

§: fººds.3%% Series Due 1967, Dated March 1, 1937, Due

M1Bren 1, 1967------------------- ----------------------------------

40. $35,000,000 Argentine Republic Sinking Fund External Conversion

Loan 4% Bonds Dated April 15, 1937, Duc April 15, 1972--- - -

41. $42,500,000 Southern Bell Telephone and Telegraph Company

Twenty-Five Year 33.4% Debentures, Dated April 1, 1937. Due

April 1, 1962-- -- - 25 !-------- 25

42. $10,000,000The Cin Gas & Electric Company First age

Bonds,3%% Series. Due 1967, Dated June 1, 1937. Due June 1, 1967---------

43. 200,000 Shares Standard Brands, Incorporated $4.50 Cumulative

Preferred Stock (Without Par Value).----------------------------- 300 35 335

44. $25,000,000 New York Telephone Company Reſunding Mortgage

3.3% Bonds, Series B, Due July 1, 1967, Dated July 1, 1937,;
July 1, 1967------------------------------------------------------- 25 !-------- 25 !--------

-
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l

Issile I#!" Subs. | Allot. Irepur.

t -

45. $17,029,000. Buffalo Niagara Flectric Corporation General and , t -

Reſunding Mortgage 3%% Bonds, Series “C” Dated June 1, 1937 - |

Due June 1, 1967------------------------------------------------ - 15 '-------- - 15 --------

46. $3,420,000 Buffalo Niagara Electric Corporation Serial Debentures

Series A, B, and C, Dated June 1, 1937, Due each June 1, 1938 to |

June 1, 1952 inclusive -- -- - - - - - - --- - - - - - - - - - - - - --------- -------! -------|--------

47. 500,000 Shares E. I. du Pont de Nemours and Company Preſerred - :

Stock—$4.50 Cumulative (Without Par Value) - - - - - - - - - - - - - - - - 600 - - - - -- - - 600 - - - - - - - -

48. $25,000,000 Westchester Lighting Company General Mortgage - -

Bonds, 3%% Series Due 1967 Dated July 1, 1937, Due July 1, 1967. 20 '- - - - - - - - 20 - -----.

49. Ohio Edison Company First Mortgage Bonds 4% Series of 1937 Due

1967 Dated September 1, 1937, Due September 1, 1967- - - - - 15 -------- 15 || - - - - - -

50. $48,364,000 Central New York Power Corporation General Mortgage

#. 3%% Series Due 1962 Dated October 1, 1937, Due October 3( i

* * v-v- - - -- - - - - - - - -------------------------------------_-_- - - - - - - - - ) ------- 30 - - - - - - - -

51. $30,000,000 Consolidated Edison Company of New York, Inc.

Twenty-Year 3%% Debentures, Series Due 1958 Dated January

1, 1938. Due January 1, 1958. ------------------------ - - - - - - - - - - - - 25 |-------- 25 ||--------

52. $9,000,000 Consumers Power Company First Mortgage Bonds,3%% |

jº of 1937 Due 1967 Dated November 1, 1937, Due November 1, |

53. Duluth Missabe and Iron Range Railway Company First Mortgage |

3%% Bonds Due October 1, 1962 Dated October 1, 1937- - - - - - - - - 75 -------- 75 --------

54. $60,000,000 Consolidated Edison Colmpany of New York, Inc. Ten- |

Year 3%% Debentures, Series Due 1948 Dated April 1, 1938. Due

April 1, 1948---------------------------------------------------- 35 ----- 35 | -- - - - - - -

55. $100,000,000 United States Steel Corporation Ten-Year 3'4% De

bentures Dated June 1, 1938, Due June 1, 1948-- - - - - - - - - - -------- 65 || ------- 65 !--------

56. $27,750,000 The Mountain States Telephone and Telegraph Com

}*śsThirty Year 34% Debentures Dated June 1, 1938. Due June 25 2

y a vvº.---------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ** 1 - - - - -- - - 5 --------

57. $50,000,000 Standard Oil Company (Incorporated in New Jersey)

Fifteen Year 2%% Debentures Dated July 1, 1938 Due July 1, 1953 35 |-------- 35 |--------

58. $31,000,000 Standard Oil Company (incorporated in New Jersey)

Serial Notes due each July 1, from 1943 to 1947 inclusive ----------- - - - - - - - - - -- - - - - - - - - - -- - - - - -- - - - -

59. $28,900,000 Southwestern Bell Telephone Company First and Re

funding Mortgage 3% Bonds, Series C, Dated July 1, 1938, Due

July 1, 1968--------------------- - - --------------------------- 25 !-------- 25

60. $10,000,000 Public Service Electric and Gas Company First and

Reſunding Mortgage Bonds, 3%% Series Due 1968 Dated July 1,

1938, Due July 1, 1968 ----------------------------------------- - - - - - - ---- - -- -- - - - - - - - - - - - -- - - -- - - - -

61, $27,982,000 New York Steam Corporation First Mortgage Bonds,

3% Series Due 1963 Dated July 1, 1938, Due July 1, 1963-------- 25 -------- 25 - - -

62. $25,000,000 Argentine Republic Ten Year Sinking Fund. External
£oaº Bonisi)ate'ſ Novemberi, iº98, iſſue November 1, 1948 20 5 25 i--------

63. $40,000,000 Government of the Dominion of Canada Thirty Year

3% Bonds dated November 15, 1938 due November 15, 1968------- 30 -------- 30 --------

64. $16,000,000 Railway Express Agency, Incorporated Serial Notes,
; Alºue each June 1 and Dec. 1, from June 1, 1939 to Dec. 1,

, 1001------------------------------------------------_-------|--------|--------|-------|--------

65. $10,168,000 Consumers Power Company First Mortgage Bonds,

§§olºguelº dated November ºut Novem.er 1, 1966-------------------------------------------------------|------------------------|--------

66. $85,000,000 Shell Union Oil Corporation Fifteen Year 2%% Deben

- , tures Dated July 1, 1939, due July 1, 1954: -...- : - -------, - ----- -- 75 10 85 --------

67. $22,250,000 Southern Bell Telephone and Telegraph Company i

Forty Year 3% Debentures Dated July 1, 1939, Due July 1, 1979.- 20 |-------- 20 --------

| I

Total Syn- Total syn

Total dicate or Total dicate or

under- selling under- selling

writers group com- writers group coin

profits mission & profits mission &

profit profit

*----------------------------------- $592. 57 $5,293.75

1980----------------------------------- 3,936.25 2,818.75
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ExHIBIT NO. 2043–Continued

Part.

Issue or Subs. Allot. Repur.

offer.

1. $19,172,000 Consumers Power Company First Lien and Unifying

Mortgage Bonds, 3%% Series of 1935, dated October 1, 1935, due

May 1, 1965----------------------------------------------------- 200 1-------- 200 1--------

2. $20,000,000, The Dayton Power and Light Company First and Re

funding Mortgage Bonds, 3%% Series Due 1960 Dated October 1,

1935, due October 1, 1960. . . --- ------------------------------- 200 1-------- 200 ----....

3

4.

S

16

. $43,700,000 Illinois Bell Telephone Company First and Reſunding

$25,000,000 New York and Queens Electric Light and Power

. $44,000,000 Southwestern Bell Telephone Company First and Re

. $55,000,000 The New York Edison Company, Inc., First Lien and

-
sº Central Illinois Light Company First and Consolidated

. $55,830,000. Consumers Power Company First Mortgage Bonds3%%

1970
- - - - - - - - - - - - - - ----------

. $9,202,000. Louisville and Nashville Railroad Company First and

. $40,000,000 The New York Central Railroad Company Ten Year

1, 1946------ - - - - - - - - - - --------- - - -----------------

. $15,000,000 The New York Central Railroad Company Serial Se

. $70,000,000 Consolidated Edison Company of New York, Inc., De

. $40,362,000. The Chesapeake and Ohio Railway Company, Refund

... $24,000,000 The Cincinnati Union Terminal Company First Mort

- $22,727,000 Chicago and Western Indiana Railroad Company, First

. $55,000,000 Brooklyn Edison Company, Inc. Consolidating Mort

. Standard Oil Company (Incorporated in New Jersey) Twenty-Five

$32,493,000 The Niagara Falls Power Company First and Refunding

. $15,300,000

$13,827,000 Indianapolis water Company, First Mortgage Bonds,

$100,000,000 General Motors Acceptance Corporation Debentures,

Mº,3%% Bonds, Series B Dated October 1, 1935, Due Octo

er 1, 1970 --- - -------------------------------------------

$43,963,500 Ohio Edison Company First and Consolidated Mortgage

Bonds 4% Series of 1935 due 1965, dated November 1, 1935 due

November 1, 1965...
-

r Com.

any First and Consolidating Mortgage Bonds3%% Series of 1935, |
ated November 1, 1935, due November 1, 1965

funding Mortgage 3%% Bonds, Series B, dated Decembsr 1, 1935,

due December 1, 1964--------------------------------------------

Reſunding Mortgage 3%% Bonds, Series D, Dated October 1,

1935, Due October 1, 1965----------------------------------------

Mortgage Bonds, 3%% Series Due 1966, Dated April 1, 1936, Due

April 1, 1966-----------------------------------------------------

Series of 1936, Due 1970, Dated March 1, 1936, Due November 1,

Reſunding Mortgage 4% Bonds, Series D, Dated August 1, 1931,

April 1, 2003. Bearing interest from April 1, 1936-- ... --- - - - - -

3%% Secured Sinking Fund Bonds Dated April 1, 1936, Due April

cured Notes, Issue of 1936, Due April 1, 1937 to 1941 Inclusive------

bentures, $35,000,000 Ten-Year 33.4% Series Due 1946, Dated April

1, 1936, Duoº 1, 1946, $35,000,000 Twenty-Year 3%% Series,

Due 1956, Dated April 1, 1936, Duo April 1, 1956.------------------

$30,000,000 The Pacific Telephone and Telegraph Company, Re

funding Mortgage 33.4% Bonds, Series B, Dated April 1, 1936,

Due April 1, 1966----------------------------------------------

ing and Improvement Mortgage3%% Bonds, Series D, dated May

1, 1936, due May 1, 1996

gage 3%% Bonds, Series D, dated May 1, 1936, due May 1, 1971---

and Reſunding Mortgage 44%, Series D, Sinking Fund Bonds,

Dated March 1, 1936, Due September 1, 1962

i. Bonds, 34% Series of 1936, Dated May 15, 1936, Due May 15,

Year 3% Debentures, Dated June 1, 1936, due June 1, 1961--------.

12,000,000 Crane Co., Fifteen-Year 3%% Sinking Fund Debentures,

Dated June 1, 1936, Due June 1, 1951 -

Mortgage Bonds, 3%% Series of 1936, Dated March 1, 1936, Due

March 1, 1966-----------------

$26,000,000 Louisville and Nashville Railroad Company,

Reſunding Mortgage 334% Bonds, Series E, Dated August 1, 1921,

due April 1, 2003, Bearing interest from#. 1, 1936-------------

The Chesapeake and ohio Railway' Company, serial
Notes, Issue of 1936, Dated July 15, 1936, Due $1,530,000 Annually
on July 15, from 1937 to 1946, both inclusive--------

3%% Series Due 1966, Dated July 1, 1936, Due July 1906.----------

$30,000,000 The New York Edison Company, Inc., First Lien and

Refunding Mortgage 3%% Bonds, Series E, Dated April 1, 1936,

Due April 1, 1966----------------------------------------------

$29,500,000 The Chesapeake and Ohio Railway Company Reſund
ing and Improvement Mortgage 3%% Bonds, Series E, Dated

August 1, 1936, Due August 1, 1996------------------------------

$50,000,000 Ten-Year 3% Series. Due 1946, Dated August 1, 1936,

Due August 1, 1946, $50,000,000 Fifteen-Year 394% Series Due 1951,
Deted August 1, 1936, Due August 1, 1961
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ExHIBIT No. 2043—Continued

Part.

Issue }. Subs. Allot. Repur.

O11er.

28. $35,000,000 The Cincinnati Gas & Electric Company First Mort

gage Bonds, 3%% Series Due 1966, Dated August 1, 1936, Due

August 1, 1966---------------------------------------------------- 450 -------- 450 --------

29. $150,000,000 American Telephone andº Company, Twenty- P

five Year 344% Debentures, Dated October 1, 1936, Due October 4,000 |I| 3,000 |III.
1, 1961 * ****v || -------- , ºvº --------

30. $23,500,000 Arge Republic, Sinking Fun nal Conversion P

#.4%% Bonds, Dated November 15, 1936, Due November 15, 1,250 |I| `500 |III.

31. $140,000,000 American Telephone and Telegraph Company, Thirty P

º 3}4% Debentures, Dated December 1, 1936, Due December 3,200 |I| 3,000 |III.

32, $12,000,000 Consumers Power Company, First Mortgage Bonds,

394% Series of 1936 Due 1966, Dated November 1, 1936, Due No

vember 1, 1966---------------------------------------------------- 300 |-------- 300 ||--------

33. $25,000,000 The Pacific Telephone and Telegraph Company, Re

funding Mortgage 3%% Bonds Series C, Dated December 1, 1936,

Due December 1, 1966--------------------------------------------- 300 100 350 |--------

34. $26,834,000 Ohio Edison Company First Mortgage Bonds 33.4% } P ------------------------

Series of 1937 Due 1972, Dated January 1, 1937, Due January 1, 1972-1ſ 1,100 121 400 12

35. $50,000,000 Great Northern Railway Company General Mortgage ãº --------------------------

3%% Bonds, Series I, Dated January 1, 1937, Due January 1, 1967. 'Söö

36, $30,000,000 Government of the Dominion of Canada Seven Year P

2%% Bonds, Dated January 15, 1937, Due January 15, 1944-------- 706

37. $55,000,000 Government of the Dominion of Canada Thirty Year } P

3% Bonds, Dated January 15, 1937, Due January 15, 1967--------- ſ 1,294
38. $70,000,000 Argentine Republic Sinking Fund External Conversion } P

an, 4% Bonds, Dated February 15, 1937, Due February 15, 1972-ſ 3,000 250 | 1,300 66

39, $130,000,000 Philadelphia Electric Company First and Refunding Taken up. 40

Mortgage Bonds, 3%% Series Due 1967, Dated March 1, 1937, Due P

March 1, 1967---------------------------------------------------- 3,000

40. $35,000,000 Argentina Republic Sinking Fund External Conversion } P

Loan 4% Bonds Dated April 15, 1937, Due April 15, 1972 ---------- 1,500

41. $42,500,000 Southern Bell Telephone and Telegraph Company P

Twenty-Five Year 3%% Debentures, Dated April 1, 1937. Due 1, 000
April 1, 1932-3--------------------------------------------------- y

42. $10,000,000The Cincinnati Gas & Electric Company First Mortgage
Bonds, 3%% Series Due 1967, Dated June 1, 1937. Due June 1, 1967__ 200 -------- 200 --------

43, 200,000 Shares Standard Brands, Incorporated $4.50 Cumulative } P ----------------|--------

Preferred Stock (Without Par Value).----------------------------- 10,000 30 3,500 500

44. $25,000,000 New York Telephone Company Refunding Mortgage

3%% Bonds, Series B, Due July 1, 1967, Dated July 1, 1937, Due

July 1, 1967------------------------------------------------------- 450 -------- 450 11

45. $17,029,000, Buffalo Niagara Electric Corporation General and Re

funding Mortgage 3%% Bonds, Series “C” Dated June 1, 1937

Due June 1, 1967------------------------------------------------- 275 -------- 275 5

46. $3,420,000 Buffalo Niagara Electric Corporation Serial Debentures

Series A, B, and C, Dated June 1, 1937, Due each June 1, 1938 to

June 1, 1952, Inclusive--------------------------------------------

47. 500,000 Shares E. I. du Pont de Nemours and Company Preferred

Stock—$4.50 Cumulative (Without Par Value).-------------------

48. $25,000,000 Westchester Lighting Company General Mortgage

Bonds, 3%% Series Due 1967 Dated July 1, 1937, Due July 1, 1967--
49. Ohio Edisonº, First Mortgage Bonds 4%, Series of 1937 Due

1967 Dated September 1, 1937, Due September 1, 1967_____________

50, $48,364,000 Central New York Power Corporaton General Mortgage

Bonds3%%SeriesDue1962 Dated October 1, 1937, Due October 1, 1962.

51. $30,000,000 Consolidated Edison Company of New York, inc.

Twenty-Year 3%% Debentures, Series Due 1958 Dated January 1,

1938, Due January 1, 1958-----------------------------------------

52. $9,000,000 Consumers Power Company First Mortgage Bonds,

%sº of 1937 Duo 1967 Dated November 1, 1937, Due Novem

er 1, 1967--------------------------------------------------------

53. Duluth Missabe and Iron Range Railway Company First Mortgage

3%% Bonds Due October 1, 1962 Dated October 1, 1937-----------

54. $60,000,000 Consolidated Edison Company of New York, Inc. Ten

Year 3%% Debentures, Series Due 1948 Dated April 1, 1938 Due

April 1, 1948------------------------------------------------------

55. $100,000,000 United States Steel Corporation Ten Year 3%% Deben

tures Dated June 1, 1938, Due June 1, 1948------------------------

56. $27,750,000 The Mountain States Telephone and Telegraph Com

pany Thirty Year 3%% Debentures Dated June 1, 1938. Due June

Fifteen Year 234% Debentures Dated July 1, 1938 Due July 1, 1953--

58. $31,000,000 Standard Oil Company (incorporated in New Jersey)

Sorial Notes due each July 1, from 1943 to 1947 inclusive----------
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ExHIBIT NO. 2043—Continued

Issue or | Subs. Allot. Repur.

offer.

59. $28,900,000 Southwestern Bell Telephone Company, First and Re- P

funding Mortgage 3% Bonds, Series C, Dated July 1, 1938, Due 600 |I| 500 I.I.I.

funding Mortgage Bonds, 3%% Series Due 1968 Dated July 1, 1938,

Due July 1, 1908--------------------------------------------------

61. $27,982,000 New York Steam Corporation First Mortgage Bonds,

3%% Series Due 1963 Dated July 1, 1938, Due July 1, 1963---------

62. $25,000,000 Argentine Republic Ten Year Sinking Fund External

Loan 4%% Bonds Dated November 1, 1938, Due November 1, 1948

63. $40,000,000 éovernment of the dominion of Canaja’iſhirty Year 3%

Bonds, dated November 15, 1938 due November 15, 1968----------

64. $16,000,000 Railway Express Agency, Incorporated Serial Notes,

Series* each June 1 and Dec. 1, from June 1, 1939 to Dec. 1,

1948, incl---------------------------------------------------------

$10,168,000 Consumers Power Cornpany First Mortgage Bonds,

; Series of 1936 due 1966, dated November 1, 1936, due Novem

or 1, 1906--------------------------------------------------------

66. $85,000,000 Shell Union Oil Corporation Fifteen Year 2%% Deben

tures Dated July 1, 1939, due July 1, 1954-------------------------

67. $22,250,000 Southern Bell Telephone, and Telegraph Company

Forty Year 3% Debentures Dated July 1, 1939, Duc July 1, 1979-1

65.5

Total syn

Total dicate or

under- selling

writers group com

profits mission &

profit

1935----------------------- $42,168.52 $10,856.70

1936----------------------- 354, 433.21 33,412.50

MEMORANDA

Jan. 2, 1937. Mr. called to say that his firm was established January 1, 1930 and requested partici

pations in issues which we underwrite. Their capital is $75,000 of which $50,000 is in cash-balance in

Securities. They now have 8 salesmen, 3 of whom devote their entire time to the distribution of corporat,
bonds in and around Philadelphia. For the past year their bond yolume has been approximately 75%

torporates–25% municipal issues. In addition to covering the large institutional accounts in the city they

have many. Priyatº investor, clients. 4M Philadelphia Electric 3%s repurchased below the offering prº
aſter removal of price restrictions.

Dec. 13, 1937. Mr. called to advisº that in connection with their allotment of 15M Philadelphia

Electric 3%s, they had distributed the bonds to six different accounts. Mentioned the fact that they now

also receive participations from a number of other underwriters.

Feb. 11, 1938, Visited this firm and talked with Mr. HandMr.H. Capital remains unchanged.
Now have 10 salesmen, 4 of whom devote most of their time to the distribution of high-grade tebonds.

hasbeenStated that private investors were practically out of the market ſor low coupon bonds but thatt

Some buying by Trust Funds. Stated that with their increased distribution and sales force they woujjī.

*****{{***:::::::ating that ſh had l Thereec. 2, 1938. - wrote, s g that they recently opened an office in Wilmington

will be one salesman in this office who will cover Wilmington,#. and Washington. Mr.—

who had left this firm in 1937 has now rejoined them as a vice president. He sells mostly to trust accounts

in the larger banks in Philadelphia.

Feb. 3, 1939. Messrs. —— and called. Stated that the distribution in 1938 of corporate bonds

had been approximately $3,000,000—mostly to institutions. Capital remains $75,000.

Aug. 10, 1939. Mr. called and after discussing present bond markets said they had declined 20x1

Shell Union Oil Debentures due to the fact that they had been unable to distribute them to their clients ar.
º º,feelºned in retaining the bonds for their own account inasmuch as the selling commissiºn º

only point.
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ExHIBIT No. 2044

(Sample of dealer performance record card used by Kidder, Peabody & Co.)

GRAHAM, PARsons & Co.,

14 Wall St., New York, N. Y.

10/22/35—Stone & Webster—175 M Virginia E. & P. 4s.

7/1/35—First Boston—150 M So. Calif. Ed. “B” 3%.

7/18/35— “ “ —300 M Duquesne L. 3%.

12/5/35—Brown Harriman—750 shs. Virginian Rwy. 6% Pfä.

1/3/36—K P & Co.—300 shs. Food Machinery Corp. 4% Pfä.

6/15/36– 4 & –lºſſ shs. Commercial Credit 4% Pfä.—200 shs. repur

chased.

10/8/36— & 4 —500 M Commercial Credit 3%% Debs. 1951—Under

writer.

Sept. 1936—Coffin & Burr–50 M Detroit Edison 3% 1966.

10/21/36–Brown Harriman—Declined Distillers Seagrams 5% Pfd.

2/3/37—Lazard Freres—26 M Kingdom Norway 4s 1963.

June 1937—K. P. & Co.—Underwrote 500 M Commercial Credit 2%. 1942.

Aug. 1939—A. C. Allyn—25 M Iowa Public Service 3%. 1969

ExHIBIT NO. 2045

[Sample of dealer performance record card used by White, Weld & Co.]

DISTRIBUTING ABILITY: Fair. 2/15/24

CREDIT STANDING:

JANUARY 1935—Registered under the Code RATING ––––––––

REMARKS: 2/15/24: Formerly ––––––––––––. In Feb. 1923, this latter firm

succeeded ------------. Correspondents of ------------. 2/24/26: Interviewed

------------- Also met –––––––––––– at ------------. Specialize in Utilities

having good marketability. Are very keen on --__________ Stocks. Also like

certain Industrials. Oct. 1926: – and visited with me

during the IBA Convention held at Quebec. 3/3/31: Probably the second best

dealer distributor in ------------. Very close to ------------. Sold to date

------------- ------------, a good friend, and best man in the organization.

May 17, 1935: Acquired Seat on the New York Stock Exchange. 5/31/39: An

nouncement received to the effect that -------_____ formerly partner in ------

------ is now associated with ____________.
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ExHIBIT No. 2045 (Continued )

9/18/39: $1,600,000 DUREZ PLASTICs & CHEMICALs, INC. Ten Year 44.3% Con

vertible Debentures due Sept. 1, 1949 (conversion rights expire at latest on

5/31/49)—Group headed by W. W. & Co., Mgr., together with __________... ---.

and the above in which our underwriting commitment was $67.5M prin. amt. of

which we gave up to S. D. S.;75M prin. amt. at 100' (2' , s.c. payable inter),

purchased issue from the company at 9.5% ºf +*. S. (". 2% with no reallowance.

We retained for retail $400M prin. amt. of IDebs, divided New York $180M and

Boston $120M. Pub. Offg. Price 100%--. Underwriting compensation 2%º

Reception: Good.* Plus Accºl. int. from Sept. 1, 1939 to date of delivery.

ExHIBIT No. 2046

|Sample of dealer performance record cards used by Mellon Securitics Corporation |

SYN 111 ("ATE I: I’.si NFss .\ I LOCATED

Joh N H Joº & CoM 1'ANY

(Name of dealer)

| Dealers participation

Issuer Title of issue Und | Gross profits Remarks

"nolor- - -

| writing º Selling

–––––- - - --! --

| - - - - - -—

- --

ions & Laughlin is Mig. 4:45 of 1,000 ſo wo
Steel Co. | 1961.

Eastern Gas & Fuel. I 1st Mtg. 4s of 1956 |1,500,000 |. 1,000,000 | Joint Mgr. with

| | First Boston.

Koppers Company. 1st Mtg. As of 1951 500,000 |. . . . . . . .300.00() ,

I}ethlehem Steel----| Conv. Deb. 3%s, 750,000 |-- . | 600,000 ! Joint Mgr. with

| of 1952. | (() ('casion- Smith and Kuhn

ally gross Loch.

San Antonio Public 1st Mtg. As of 1963 |1,000,000 - - - 400.000 profits are Joint Mgr. with

Serv. : entered in Dillon, Read &

! this col- !o.

Lone Star Gas. -- - - - 3) 4'ſ IJel, of 1953 |1, 500,000 100,000 | 500,000 umn).

Michigan Cons-----| 1st. Mtg. As of 1963 200,000 | ... ... 100,000 Joint M gr. with

| - | IDillon, Read &

| | Co.

Saguenay Power . . 414s of 1966 . . . . .-------!... ... 100,000 50,000 declined.

Lone Star Gas ... 3%% Deb. of 1953 - ....... ------|------- | An additional

| | | hundred taken.

l

ExHIBIT NO. 2047--1

|Sample of dealer perſorinance record card used by Harriman Ripley & Co., Incorporated]

(Specimen copy)

X, Y & Z Co. | class Date changed Rate

Specialty: M br. NYSE

- r
|

10 Wall Street, , ... ------ ----------------|----

New York Cily B-Und 10/20/38 2

(1928) A- Und 1

Contact: Mr. X No. Salestmen Namc Dale

15 Mr. X 6/38

Capital (Est.): $250,000 IDate: 12/31/37 Mr. Z 4/39

$275,000 Date: 1 1/30/38

Oſſicos

Distribution: 40–100

Phila.

Clientole: Inst. X Bks. X Country Bks. Boston

- Indiv. X. In v. Trs. Hartford

Territory: Urban Rural

| |

('haracter and Reputation:

listory: Formerly Y Z Co. Mr. N formerly with A B (' ('o.
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[Specimen copy)

Repurchases
Under

Accept- Addi- || Total
Date Issue writing Offered

:--4- cd tional sales
interest. P. N. P.

193;

11/26 Finland 4s, 1936–40----------|-------- S -------- 20 -------- 20 ----------------

1935

5 Atl. Coast Line 5s, 1945----- -3

12/5 Virginian Rwy. 6% Pfä ----

12/20 | Sou West Gas & El 4s, 1960

3|6 || Virginian Rwy 334s, 1966.--|

4/7 Norway 44s, 1965------ ---

5/1 B. M. T. 4%s, 1966----------

5/1 B. M. T. Ser. 3s, 1937/41

3%s 42–51-----------------

10/21 | Dist Scag 5% Pſd-----------

3|8 || Spegel Inc. $4.50 Pſd ---

12/8 est Va P&P 4%s, 1952.

7/20 Ind Rayon 1st 4%s, 1948. ---

10/26 Fºnº T&R Deb 3%s,

1948.

1939

3/21 Natl Dist Deb 3%s, 1949----|--------|---- 75 75 -------- 75 l------------

Dealer: X, Y & Z Co. -----------------nº - - - | A. ------ B. l.------ New York City.

|

ExHIBIT No. 2047–2

[1'repared by Harriman Ripley & Co., Incorporated]

Memorandum of October 16, 1939

THE SYNDICATION OF NEW Issues of CoRPORATE SECURITIEs

No clear-cut rules-of-thumb can be followed in the formation of selling groups.

The circumstances surrounding each offering usually vary, and all factors must

be considered in arriving at decisions concerning the composition of a group

No more than a few of these factors can be discussed in this memorandum, which

outlines the general principles underlying the formation of selling groups and
reviews some of the specific problems encountered.

GENERAL PRINCIPLES

Those responsible for the formation of selling groups must give primary con

sideration to three basic factors when a new issue of securities is about to he

offered to the public. These three basic factors are:

(a) The state of the then existing market for securities,

(b) The character of the issue to be offered—whether investment or specula

tive characteristics predominate—whether it is an issue of bonds, preferred stock

or common stock, and -

(c) The size of the total commitment about to be undertaken.

Each of these three basic factors may profoundly affect the syndication of an

issue. Those responsible for syndication must plan the arrangements with respect

to each issue in the light of these factors and, in so doing. determine the identity

and aggregate number of dealers to be included in the selling group. The objec

tive is to achieve distribution with a broad group of ultimate investors who, under

the market conditions prevailing at the time, represent the most desirable market

for an issue of the quality, type and size of the issue to be offered.

It is seldom an easy matter, to determine the number and identity of the

dealers to be included in the selling group for an issue of a particular size, type

and quality and under a given set of market conditions. The selling group should

generally include a substantial number if the issue is large, and a smaller number
if the issue is small, but market conditions or other factors frequently are such

that this customary procedure may be inadvisable.

–



CONCENTRATION OF E(YONOMIC POWER 12979

Managing underwriters endeavor to select as members of a selling group those

dealers Who, under the circumstances then prevailing, appear best qualified to

assist in successful distribution of the offering. The managing underwriter of

an issue reaches decisions in this respect on time basis of information which he

has collected concerning the Special qualifications of each dealer.

It merits emphasis that the success with which a managing underwriter syndi

cates issues is in large measure due to the experience developed by the olficers or

partners of the house over a period of years in the selection of members of selling

groups, for a variety of issues and under a variety of market conditions. It is

this background of experience which really counts. The syndicate lists, syndicate

records and classification systems built up by the syndicate departments of the

leading underwriting houses are merely tools to assist the othicers or partners of a

managing underwriter in arriving at decisions with respect to the composition of

selling groups. The tools should not be considered as automatic in their opera

tion. They prove useful only in the light of the experience and judgment of those

lilaking use of the tools.

T] II. Sy Niji ("ATE LIST

A typical syndicate Jist provides a working jist from which dealers to be offered

participations in selling groups are selected.

A typical syndicate list will include the names of virtually all of the leading

investment banking houses of the country which have suſlicient capital to

engage in underwriting on a sizable scale. In addition, such a list will include

the names of those who are believed to be the leading dealers in each of the

luore important financial centers throughout the country. It will also include

a number of smaller dealers both in the large cities and smaller cities and towns,

Who have demonstrated their ability to distribute issues. In general, it can be

said that syndicate managers are always glad to talk with dealers who wish

to be placed on syndicate lists and to hear from them the reasons why they

think they should be included in selling groups. Careful consideration is given

to the facts made available by dealers in the course of such discussions and

in general practice names are added if it appears that the applicant-dealers

“an make a real contribution to the success of the distribution of issues, always

provided, of course, that the syndicate manager consulted is satisfied that the

applicant-de: llers are of good character and reputation.

A dealer whose name appears on a typical syndicate list is by no means

tissured that he will be offered a selling group participation in all issues pub

licly offered by the underwriter concerned. Most selling groups range in size

hetween one-quarter and three-quarters of the aggregate number of dealers whose

names appear in a typical list. The size of the group in any particular instance

depends upon the quality, type and size of the issue and on market conditions

]]TeVajjing at the time of offering. Dealers are chosen on the basis of their

ability to contribute to successful solution of the distribution problem presented

by the issue.

It is generally the case when a selling group is formed that a number of

dealers who had not previously appeared in a typical syndica to list will he

included in the group. Some of these may subsequently remain on the syndi

cate list. Other names will be removed. Many well-established husinesses de

pend for their effectiveness on the ability of one man. When ho retires, dies

or is incapacitated, the business no longer occupies the same position in the

Industry. Other dealers go down-hill for other reasons. Newer and more

vigorous organizations replace them and over a period of time additions to a

typical syndicate list will be about as numerous as removals. The numbor of

names on a typical list remains fairly constant.

Information concerning dealers becomes available to a managing underwriter

in various ways of which the most important are conversations between the

syndicate manager and doalers, and inspection of the record of past nerformance

by dealers on issues managed by the underwriter. Fach managing underwriter

has his own sysform for gathoring this information into its syndicate records

in a form convoniont ſor instant use when the occasion arises. In this memo

randum we are discussing a typical list and the system employed in keeping

it up to date.

TITE SYNDI("ATF RFCORDS

In the case of the typical list under discussion, information about dealers

obtained by the syndicate department is condensed into a brief record which is

entered on “Syndicate Record Cards” and revised from time to time as new

124491–40–pt. 24—43
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information becomes available. Part of this information is obtained during

business calls at the principal office of the underwriter by dealers and their

representatives, during business trips by the partners or officers of the under

writer in charge of syndicate operations to various financial centers, and from

reports by managers and representatives of branch offices. The most impor.

tant portion of the information is a record of the past performance of each

dealer in the distribution of issues made available to him from time to time.

A syndicate department must know the answers to the following questions

about dealers: To what extent does a dealer succeed in finding buyers in his

territory for various types of securities? Is he a specialist in bonds suitable

for institutional investment and is he outstandingly successful or only moder.

a tely so in meeting the demands of this market? Has the dealer developed

good business with country banks and individuals in bonds below first grude!

Does the dealer reach the market among individuals and others in his terri.

tory for more speculative high-return preferred and common stocks? How

alert is the dealer in obtaining his share of the business available in his

territory?

The following summary shows the information entered on a typical syndicate

record card to disclose the answers to these questions:

On a separate card for each dealor an entry is made of the dealer's record of

past performance on issues offered to him. This card shows the date of the

issue; the title of the issue; the amount of underwriting interest, if any, of the

dealer; the type of offering, either firm or subscription; the amount offered to the

dealer in the selling group; the amount accepted by the dealer; the amount of

his additional sales, if any; his total sales of the issue on selling group terms:

and the amount of open-market repurchases by the syndicate manager of Seºul.

ities sold to the dealer, divided into securities repurchased with penalty and

without penalty.

The card described above is the basic record with respect to each dealer. All

other information is entered on a second card, which contains:

1. The name of the dealer and the address to which communications are to be

sent.

2. The name of the individual with whom business contacts are maintained on

matters relating to syndicate operations.

3. A brief history of the dealer and a summary of information relating to his

character and reputation.

4. A list of the cities in which the dealer maintains offices. This list gives the

geographical scope of the dealer's activities.

5. The number of salesmen employed by the dealer. This figure gives some idea

of the intensity and breadth of the dealer's operations.

6. A notation whether the dealer's territory is predominantly urban or rural

7. Notations concerning the types of investors reached by the dealer—institu.

tions, banks in the larger centers, country banks, individuals, etc.

8. A note on the securities, if any, in the distribution of which the dealer makes

a specialty, such as municipal bonds, local utility preferred stocks, investment

trusts, etc. This data frequently gives an especially accurate lead on the dealefs

ability to reach certain markets in his territory.

9. An estimate of the capital resources of the dealer. Inasmuch as participants

in selling groups have an opportunity to place their participations before deciding

to accept or decline the offer, the capital resources of selling group members are

not of major importance to the managing underwriter in deciding whether such

dealers should be included in a selling group. Nevertheless, information con:

cerning the capital resources of dealers is of interest to managing underwriters

as an indication of the conservatism with which the dealer conducts his opera.

tions and as in some degree a measure of the success with which the dealer has

conducted his business.

10. A notation (either 1, 2 or 3), which indicates the quantity of day to day

trading business, using the size of the dealer as a base, in other than new issues,

ºf each dealer, with the underwriter concerned in the latter's capacity as a

dealer. A small dealer who does the same volume of trading business with the

underwriter concerned as a larger dealer, might be noted under (1) whereas the

larger dealer would be noted under (2). These notations give a further ind

.." the ability of a dealer to meet the supply-demand conditions in his

market.

11. A notation of the approximate minimum and average amounts which a

dealer might be offered in a selling group. This notation is by no means rigidly

adhered to when the participations of selling group members are worked out for

a specific issue, but it is useful as a guide.
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It will be noted that Iuuch of the information on the syndicate record cards is

of a confidential nature and that the records are maintained solely for the infor

mation of the officers or partners of the underwriter concerned who are respon

sible for the formation of selling groups. In general, the record cards Serve two

purposes. These are, first, to provide a ready reference source from which to

answer the questions most likely to arise in discussions, which are usually pro

longed, preceding the formation of selling groups, and, second, to provide a basis

by which dealers may be classified in an orderly manner to lighten the work of

selecting selling group members best qualified to distribute a specific issue in the

light of the type, size and quality of the issue and the market conditions pre

Wailing at the time of offering.

All names in the typical syndicate list under discussion are divided into three

classification groups (called the A, B and C groups) and the classification into

which each dealer is placed is noted on the syndicate record card relating to

the dealer. There has also been marked after the letter symbol of certain of

the dealers, the note “Und.”. This has been done to mark clearly dealers who

are believed to have sufficient capital and distribution to warrant their inclusion

in underwriting groups from time to time. The classifications are intended to

convey a measure of the consistency of the distributing ability of each dealer

with respect to various types of issue.

The A group includes those dealers who are believed to be consistently able

to place amounts of any issue which meets a moderately receptive market.

These are the dealers to whom the underwriter concerned is most likely to turn

in forming a selling group. The larger dealers who frequently act as under

Writers are almost without exception included in this group and any dealer who

is believed to be actively in touch with all phases of the market in his territory

is also included. Size is not necessarily a controlling criterion, although the

average size of the dealers in the A group is probably considerably

larger than the average size in the B and C groups. The A group, in fact, will

be found to include several one-man firms who have been particularly successful

in conducting business in their cities. Likewise, capital resources are not a

controlling criterion, although the bottom limit on the capital resources of a

dealer in the A group is probably in the neighborhood of $10,000. Consistency

of past performance is the major criterion in the classification of dealers. The

amounts or the size of the dealer's expected distribution are a secondary con

sideration.

The B group includes dealers whose performance records are for one reason

or another not as good as the records of the dealers in the A group. For example,

a dealer whose customers are largely country banks might be expected to do a

good job in selling a public utility bond issue yielding 4.50% but might not be

able to sell any shares of a high grade preferred stock issue yielding 4.00%. He

probably would be classed as a B dealer. Several old-line houses of the highest

reputation, who decline all participations ('xcept those in issues rated “Aa” and

“Aaa” by the statistical services, are also classed as B dealers. The B classifica

tion shows a less consistent performance record and dealers in this classification

are generally offered participations in selling groups only after consideration

has been given to the special qualifications of the dealer to handle each issue.

Even more consideration is given to the qualifications of dealers in the C group

before they are offered participations in selling groups. These are dealers whose

performance record is less satisfactory than the records of the B dealers. Many

of the C dealers have not yet had an opportunity to demonstrate over a period

of years their ability to contribute to the successful distribution of now issues.

Many of these dealers are unseasoned in the business.

Changes in classification for dealers are made from time to time as conditions

Warrant, but the number of dealers in each of the three groups tonds to remain

fairly constant.

The A, B and C classifications are in no sense a measure of the financial

probity of the dealers. The underwriter concerned is not likely to have any

reason to doubt the financial or business integrity of any dealer on his syndi

Cate list.

The typical syndicate list, the syndicate record cards and the classifications

represent a condensation into written form of the judgments reached by those

responsible for the Operation of the syndicate department of the underwriter con

Cerned relating to the qualifications of each dealer. The cards and classifica

tions are nothing more than a ready reference system for use in discussions.

Each selling group presents a different problem which must be met in the best
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possible manner on the basis of the available information and in the light of the

type, size and quality of the issue to be offered and the market conditions exist

ing at the time.

FORMATION OF SIELI.ING GROUPR

When a managing underwriter offers a group of dealers fixed purticipations

(as distinguished from subscription participations) in a new issue, his hope is

that each dealer receiving an offer will accept 100% of the offer. A certain

portion of the bonds of each new issue will customarily be reserved for retail

distribution by underwriters. The remainder will be offered through the sell

ing group. In the aggregate, the amount of securities offered to underwriters

and selling group dealers may be slightly in excess, but less than 110%, of the

total amount of the issue with a view to minimizing the effect of non-acceptances

from dealers who have received offerings. If dealers receiving offers of, say,

25% of the issue decline, the offering is not successful until underwriters and

the remaining selling group members make additional sales to a point where

the entire issue is placed.

Good syndication may be defined as selecting a high percentage of dealers who

accept selling group participations up to the full amount of each offer.

Notwithstanding the use of great care in selecting Selling group dealers for an

issue which meets an unresponsive market, an issue is frequently destined to

be unsuccessful because of market conditions. Likewise, careless selection of

selling group members may not prove to be a handicap if an issue meets a

nation-wide demand from many different types of investors. But in the majority

of cases, careful selection of selling group members is an important and essen

tial factor in the successful distribution of an issue.

In recont years, it is not probable tinat any imanaging underwriter has offered

selling group participations in an issue of highest grade public utility bonds to

be sold at a price to yield 3.00% to dealers whose business is restricted to the

sale of open-end investment trusts to individual customers, since such individu

als have not been in the market for bonds yielding 3.00%. Nor is it likely that

a managing underwriter would include in the selling group for an issue of

convertible preferred stock, dealers whose business transactions are solely with

insurance companies and banks in one of the larger financial centers, since these

institutions are not in the market for speculative Securities.

The backbone of a syndicate list consists of those dealers in various parts of

the United States who are keenly alert to the opportunities to do business in all

types of securities: those who can find the demand for an issue if the demand

exists in their territories. There is an intermediate group which can be counted

upon to do good work in distribution of special types of issues and there is a

third group which is not So alert and cannot be counted upon for consistent

performance. Chief reliance is necessarily placed on the dealers included in the

A group in a typical syndicate list.

It has previously been indicated that the basic factors which should govern

the composition of a selling group are market conditions and the size, quality

and type of issue. Some of the problems which may arise in this connection can

be illustrated by a few examples. -

An issue of $10,000,000 of medium-grade industrial ten-year debentures, to be

offered at a price to yield 4.00%, is expected to prove unattractive to insurance

companies and individuals, but to be moderately attractive to national banks

The issue is small but the distribution problem is difficult. Under these cir.

cumstances, it is probable that the selection of selling group dealers wonid be

restricted to the majority of dealers in the A group plus a selection of B and ſº

dealers who had demonstrated an ability to handle similar pieces of business

As the list of dealers in this instance are fewer and selective, many of the

dealers would receive relatively larger offerings. -

An issue of $10,000,000 of preferred stock of an industrial company, to be

offered at a price to yield 4.50%, is expected to find its market primarily with

individual investors interested in income, rather than price appreciation. The

issue would probably be offered to a larger number of dealers and the partici -

tions offered each dealer might be considerably smaller than customary. wº.
the proportion of non-acceptances might be quite high, the hope would be that

several dealers on the A, B and C lists would find purchasers for larger amounts

than had been offered to such dealers and that additional sales to these dealers

together with acceptances by other dealers, would be sufficient to result in sale

of the entire issue. By scattering his shots, the manager succeeds in this cas.

in finding an ultimate market for the preferred stock. -
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Geographical considerations are frequently of prime importance. An issue

Inay be expected to be in great demand in the state in which the issuer is

situated but is expected to lack appeal in other states. In this case, the selling

group contains a relatively large number of dealers in the home state of the

issuer. Sometimes too, tax refunds in Pennsylvania or legality for savings

banks in certain states have an important bearing on the composition of a

Selling group.

In those few instances where no special problems exist in connection with the

formation of Selling groups, first consideration is given to the dealers who have

had a good record of past performance on issues managed by the underwriter

concerned.

It is frequently not possible to include certain dealers in selling groups who

might logically expect to be included. Some of the larger underwriting houses

never accept selling group participations in all issue of which they are no an

underwriter for an amount less than a fixed minimum, say $250,000 or $100,000.

When inclusion of such a dealer in the selling group with a participation

acceptable to him would not be practical because of the size of the issue or

because of the type of distribution desired, the managing underwriter usually

olnits such dealer.

The purpose of distribution through a nation-wide selling group is to obtain

broad distribution, in small blocks, with a large number of ultimate investors.

An issue is Said to be well-placed if it is distributed in this manner. I)is

tribution in large blocks is generally considered undesirable because a large

block may upset the secondary market for the issue when the holder decides

to sell. At tinies, however, it is virtually necessary to distribute issues in

relatively large blocks because of the condition of the market.

In general, it may be said that the best Way to obtain wide distribution with

ultimate investors is to make offerings through a large number of dealers who

maintain close contact with all types of investors in their territory.

FX HIBIT NO. 2048

STIPULATION

It is hereby stipulated and agreed that the documents listed on the attached

sheets are true copies of Original communications or carbon copies in the

files of Morgan Stanley & Co., Incorporated, and that they wore received or

sent, as the case may be, by Morgan Stanley & Co., Incorporated.

GEORGE A. BROWNELL,

(George A. Brownell)

("ounsel to Morgan Stanley & Co., Incorporated.

1936

"...;* To From Date

Letter ----- Morgan Stanley & Company. ... ;-- - Harper Joy of Ferris & Hardgrove ----| May 20, 1936

“ ------| Messrs. Ferris & Hardgrove. Att: John M. Young, Vice-Pres., of Mor- June 3, 1936

Harper Joy, Esq. gan Stanley & Co., Incorporated.

“ ------ R. W. Dooly, Esq., of Bainberger | John M. Young, V. P----------------- June 12, 1936

and Company, Inc.

“ ------ Morgan Stanley & Company-------- R. W. Dooly, Esq., of Bamberger and June 5, 1936

Company, Inc.

“ ------ Mr. John M. Young. --------------- J. C. Wampler, Vice-Pres., Lawrence Oct. 21, 1936

Stern and Company, Incorporated.

“ ------ John M. Young, of Morgan Stanley | E. O. Dorbritz, of Moore, Léonard & Oct. 24, 1936

& Company, Inc. Lynch.

* ------ E. O. Dorbritz, Esq., of Moore, John M. Young, of Morgan Stanley || Oct. 26, 1936

Leonard & Lynch. & Co., Incorporated.

“ ------| E. C. Wampler, Esq., of Lawrence John M. Young, of Morgan Stanley || Oct. 26, 1936

Stern and Company, Incorporated. & Co., Incorporated.

“ ------ John M. Young, of Morgan, Stanley | W. S. Gilbreath, Jr., of First of Michi- Nov. 5, 1936

and Company. gan Corporation.

“ ---- -] W. S. Gilbreath, Jr., Esq., . V. P. John M. Young, V. P., of Morgan | Nov. 13, 1936

First of Michigan Corporation. Stanley & Co., Incorporated.

“ . . . . Mºjº Stanley & Co., Att: John E. A. Straw, of E. A. Straw, Inc. . . . . . Dec. 4, 1936

. Young.
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1937

Telg. orLotter To From Date

Letter------ John M. Young, Morgan Stanley & Gºgº V. Rotan, of George V. Rotan Jan. 14, 1937

Co. O.

“ ------ George V. Rotan, Esq.--------------- Jº M. Young, Morgan Stanley & Jan. 19, 1937

O.

“ ------ John M. Young, Morgan Stanley & Gºe V. Rotan, of George V. Rotan Jan. 25, 1937

O. 0.

“ ------ George V. Rotan, Esq., Messrs. John M. Young, V. P., Morgan Stan- || Jan. 29, 1937

George V. Rotan Co. ley & Co., Incorporated.

“ ------ John Young, Morgan Stanley & Co-- Alſº, R. Meyer, Hornblower & Feb. 1, 1937

coks.

“ ------ Alfred R. Mcycr, Esq.--------------- John M. Young, Morgan Stanley & Feb. 4, 1937

O.

1938

Letter. -- Mr. John M. Young, of Morgan, John C. Legg, Jr., of Mackubin, Legg June 2, 1938

Stanley & Company, Inc. & Company.

-- - rºy #all, of Morgan Stanley & T. B. Eastland, of Eastland & Co.---- June 6, 1938

O., Inc.

“ . - William L. Day, of Morgan Stanley | Carey, J. Chamberlin, of Townsend, June 9, 1938

& Co., Inc. Anthony and Tyson.

“. . . . .] Sumner B. Emerson, Esq., V. P. of Edgar Scott, of Montgomery, Scott || June 10,193,

Mººn Stanley & Co., Incorpo- & Co.

rated.

-- - Edgar Scott, Esq., of Montgomery, Sumner B. Emerson, V. P. of Morgan June 13, 1938

Scott & Co. Stanley & Co., Incorporated.

-- John Young, of Morgan Stanley & J. Lyle Osborne, of Schwabacher & Co- June 21, 1938

O.

-- Morgan Stanley and Co., Inc.-------- C. S. Ashmun, of C. S. Ashmun Com- || July 7, 1938

pany.

-- Morgan, Stanley & Co., Inc. Att: | L. B. E., of Woodward-Elwood & Co - July 9, 1938

John M. Young, Esq.

-- ---- º Young, of Morgan Stanley & J. Lyle Osborne, of Schwabacher & Co. July 14, 1938

0.

“. ...----|John M. Young, of Morgan Stanley || Alfred, R. Meyer, of Hornblower & July 15, 1938

(and Enc.) & Co., Inc. Wecks.

1939

Letter------ Morgan Stanley & Co. -------------- Truman A. Surdain, of Surdam & Co. July 12, 1939

“ ------ Ms. º & Co. Att: T. A. W. L. D., Morgan Stanley & Co. -- July 14, izº

urdam, Esq.

“ ------| Messrs. H. B. Cohle & Co. -- -- Sumner B. Emerson, V. P., Morgan JulStanley & Co., Inc. r g y 18, 1939

ºn-§ś & &: Inc.--- . § B.º:#".------------------- July 18, 1939

letter______ organ Stanley & Company. A pencer, Swain & Co. By: Earle F.Mº;Yº L. º: Inc. Att Fº; y July 19, 1939

" ------ organ, Stanley O., Inc. Att: . L. Dabney & Co. (W. T. G.)------S ...?".#. Esq. f M Philip H. G (W ) July 19, 1939

" --- undner E. Ernerson, 0. Organ ilip H. Gerner, of George D. B. -jºy & Čompany, iº. Bºbright& Co. g July 19, 1939

rated.

" --- Sumner B. Emerson, of Morgan | Leland M. Bell, of Kerr & Bell_______Mºśćºč. º d hur Ei - July 19, 1939

“ ------| Morgan Stanley o., Incorporated- Arthur H. Bosworth, of Bosworth, Jul
Perry Hall of M sºley & cº;ºś. - y 20, 1939

" ------ rry organ ey ... H. Hyams, 3rd, O ams, G. -*ºnes & c - tº ºf dbee yams, º: July 21, 1939

“ ------| Morgan, ey ompany, Inc. Jenkins, Whe & Poeper GresAšsººfte s H. Poe. E pe July 21, 1939

“ ------| Arthur P. Nauman, Esq., of Cray, Sumner B. Emerson, of Mor Stan

.#;...[...].”“ ------ John M. Young, o organ ey ucio Cichler, of Bate , E
sº E f M I." §§ man, Eichler July 2, 1929

“ ------| Sumner B. Emerson, o organ . S. Dickson, of R. S. Dic
S Stanley &Çº. ºf.M Hº: kson & July 26, 1939

“. . ------ Sumner B. Emerson, o organ arry Riter, of Riter & Co--------
(and Enc.) Stanley & Co., Inc. ---- July 27, 1932

Letter------| Morgan, Stanley & Co--------------- º H. Lewis III, of Justus F. Lowe July 23,120

ompany.

“ ------| Rudolph Eichler, Esq., of Bateman, Sumner B. Emerson, ofMorgan -J. ºlº º: r C r A. r s ley & Co., Incorporated. Stan- || Aug. 1,129

“ ------| Justus F. we Company. Att: Sumner B. Emerson, of Morgan -

John H. Lewis III, Esq. §§ºnstan. Aue. Liº

" ------ Hºy G. Riter 3rd, Esq., of Hiter & Sumner B. £merson, of Morgan Stan-I Aug. 1,193,

0. -

ley & Co., Incorporated.
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EXHIBIT No. 2049

[From the files of Morgan Stanley & Co. Incorporated |

11—Cincinnati, Ohio, 18

MORGAN STANLEY & Co., INC., 1939 July 18

2 Wall St. V. Y

Would like to receive offering and participation in Shell Union Syndicate.

II. H. ("OIII.E & Co.

ExHIBIT No. 2): ()

[From the files of Morgan Staniey & Co. I incorporated J

JMY

WLD

MORGAN STANLEY & Co., INCOI:PokATED,

July 18, 1939.

Messrs. H. B. COBILE & Co.,

Union Trust Building, Cincinnati, Ohio.

GENTIEMEN : We acknowledge your telegrain of July 18th requesting an offer

ing of Shell Union Oil Debentures. While we are noting the interest of your

firm, we do not know whether or not we shall find it possible to make your firm

an offering.

Our files have no information with regard to your firm and its distributing

ability. If you care to do SO, we should be glad to have you tell us of the size

of your firm, the type of business in which it specializes, the previous connec

tions of its principals and any other information you may feel to be pertinent.

Very truly yours,

MORGAN STANLEY & Co. INCORPORATEI),

SUM NEIt ſº. EM LIts, N, Vice-Presiden [.

AIR MAIL

SIBE : HH

ExHIBIT NO. 2051

[Frºm the ſiles of Morgan Stanley & Co. Incorporated]

JMY MoRGAN STANLEY & Co., INCORPORATED

SBE July 14, 1939.

Messrs. Surdam & Co.,

Mears Building, Scranton, Pat.

Attention—T. A. Surdain, Esq.

DEAR SIRs: We wish to acknowledge your letter of July 13, 1939, in which you

express an interest in the Shell Union Oil Corporation 2% 9% Debentures of 1954.

We have noted your request but doubt that we shall be able to include you.

Our records contain very limited information about your firm. We should like

to obtain from you any information you may care to present showing your dis

tributing ability, territory served, etc.

Very truly yours,

MORGAN STANſ EY & Co. IN control: A rºl)

3y ––––- - - ---.

WILD : JP,
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ExHIBIT No. 2052

[From the ſiles of Morgan Stanley & Co. Incorporated]

MEMBERS NºyAğı
New York Stock Exchange s Angeles

Chicago Board of Trade º
New York Curb IXchange §"e -

(Associate) anta Barbara

Del Monte

SCH WABACHFR & Co.

INVESTMEN”. SECURITLics

600 Market Street at Montgomery Telephone SUtter 5600

SAN FRANCIsco, July 14, 1938.

Mr. JOHN YOUNG.

MoRGAN STANLEY & Co.,

2 Wall Street, New York, N. Y.

DEAR MR. YoUNG: The writer would like to take this opportunity to express his

appreciation on behalf of our firm for our recent inclusion in the new financing

of Standard Oil Company of New Jersey.

In connection with our participation in new underwritings we make it a

practice to apprise underwriters of the character of our distribution to the end

that we may continue to justify their favors in further new issues.

In the Standard Oil Company of New Jersey 15-year debentures we participated

to the extent of $125,000 in the Selling Group. These bonds were distributed in

our various offices in the following manner:

No. of trans

actions Par Value

Banks, insurance companies and other institutions---------------------- 20 $102,000

Individual customers--------------------- - - - ------------------------ 8 23, two

Total.------------------------------------------------------------- 28 $125,000

In the Serial note issue of the same company we participated to the extent of

$75,000 in the Selling Group. Those bonds were distributed in our various

offices in the following manner :

No. of trans

actions Par Value

Banks, insurance companies and other institutions-- - - - - - - - ------------- 10

Individual customers----------------------------------- - - - ----------- 5 *::::::

Total.---------------------------------------
- -- - - - - - - -- - - ------ 15 $75,000

Trusting this information will prove of value, we are,

Very truly yours,

Schwabacheſ: 8: Co.

J. LYLE Osborne.

JLO G.

“Exiiibit No. 2053” appears in full in the text, p. 12683
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EXHIBIT No. 2054–1

[From the files of Morgan Stanley & Co. Incorporated j

GEORGE W. Ito'TAN Co.

INVESTMENT SECURITIES

(EORGE W. ROTAN

LOVETT ABERCROMBIE

(Stamped :) Morgan Stanley & Co., Incorporated, Jan. 189: 58 A. M., 1936

ESPERSON BUILDING, Houston, January 14, 1937.

MoRGAN STANLEY & Co.,

#2 Wall Street, New York, N. Y.

(Attention: Mr. John M. Young.)

Re: Great Northern Railway, Gen. Mtg. 3s., 1967.

DEAR Joh N : We appreciate very much your offering us the 25M bonds today

and regret exceedingly to have felt obligated to decline. Of course we are in

debted to you for special consideration in many cases and we are ready to

stay in there and pitch whenever there is any chance for us to do business.

On the other hand as you undoubtedly recall we are poor on rails and our

customers will not buy them except in special cases. In this particular instance

I regret that I failed to notify you in advance that we would not be interested.

We have been extremely busy and to be truthful I overlooked the issue entirely.

I sincerely hope that our standing with you is not impaired by declining an

offering. I figure that we are not paid for any underwriting risk but are expected

to do a selling job. If we make an honest effort to sell and do not succeed accord

ing to my understanding you would prefer to have us decline rather than to buy

the bonds and throw them back in to the nuarket later on.

An expression from you on the subject will be appreciated.

With best regards,

Very truly yours,

GWR : G.

(Handwritten: Ans. J. M. Y. 1/19/37.

GEORGE W. ROTAN.

ExHIBIT No. 2054–2

[From the files of Morgan Stanley & Co., Incorporated. Letter from J. M. Young to

George W. Rotan]

MORGAN STANLEY & Co., INCORPORATED

January 19, 1937.

GEORGE W. RotAN, Esq.,

Messrs. George V. Rotan Co., Esperson Building,

Houston, Teacas.

DEAR GEORGE: I have received your letter of January 14, 1937, with reference

to Great Northern Railway Company General Mortgage 3%. 76 Bonds. We were

glad to have these Bonds back as we had substantial orders in other markets

which we could not fill unless we were able to obtain unsold Bonds.

Railroad Bonds have demonstrated themselves to be the most difficult issues

to distribute under present day circumstances. However, the Great Northern

has made great progress in the past few years and this is a type of Bond that

can be sold well if real effort is put on it.

You are correct in saying that you are not paid for an underwriting risk but

are expected to do a selling job. While a single instance of this type will not

affect your record with us, yet frankly I cannot understand why a Bond of this

character would not be attractive to investors in your market.

Sincerely yours,

JMY : MA.

“ExIIIHIT No. 2055” appears in full in the text, p. 12685

“Ex 111BIt No. 2050” appears in full in the text, p. 126S5
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ExHIBIT No. 2057

[From the files of Morgan Stanley & Co. Incorporated]

lºgº, ExchLos Angeles Stock Exchange Telephone Trinity 4081

KERR & BELL

629 South Spring Street, Los Angeles

JULY 19, 1939.

Mr. SUMNER B. EMERSON,

Vice President, Morgan Stanley & Co., Inc.,

Two Wall Street, New York City.

DEAR MR. EMERSON : After thoroughly canvassing our customers it was very

disappointing to us to be unable to sell any of the Shell Union Oil 2%% De

bentures which you offered us today at Selling Group terms.

As Mr. Kerr and I told you when you called to see us, it is not our policy to

take bonds from any syndicate unless we are able to sell them to our legitimate

customers. It has come to our attention that some of our competitors have

taken down these particular bonds even though they have no prospects of selling

them at the offering price, fearing that if they did not do so they would jeopardize

their position with you as syndicate managers. We feel our policy is better for

the syndicate rather than to take the bonds and immediately dump them in the

so-called bootleg market at a loss to ourselves, or to have them on our shelves

as an undistributed, unknown quantity to the syndicate managers. We think

the syndicate managers should at all times know exactly where we stand.

Needless to say, if our efforts to date bring results, we shall wire you to see

upon what basis you could supply the bonds.

We enjoyed your friendly visit with us and hope that when you are in Los

Angeles again you will have more time to give us.

Very truly yours,

LELAND M. BELL,

KERR & BELL.

Loland M. Bell.

of.

ExHIBIT No. 2058

[From the files of Morgan Stanley & Co. Incorporated]

(, FoRGE D. P. Box Brig HT

WILLIAM W. HIBBARD

JoBIN fi KitCHEN

RAY Moxid J. BANTEI,

IIART W. Eli, P. Morsº

KENNETH. C. Townsox

CHARLEs C. LEE. Eacchangc member

Rochester

Binghamton

New York City

GEORGE D. B. BoNBRIGHT & Co.

Members: New York Stock Exchange, Chicago Board of Trade

Associate members: New York Curb Exchange

100 Powers Building, Rochester, New York. Telephone Main 4830

(Handwritten :) PEH ; Jr Y; WLD; File. Noted on card. No answer WEC.

JULY 19, 1939.
Mr. SI: MNER B. EMERSON, 93.9

Vice President, Morgan Stanley & Company. Incorp.,

2 Wall Street, New York, N. Y.

DEAR SUMNER: I am sorry to say that we have done what appears to be a

very poor job in the distribution of the new Shell Union bonds offered this

morning. We actually had orders for 30M bonds, but of course, should have

sold 3 or 4 times that many. We found that the chief objection to the bonds

was not the quality but the price. There was no question in my mind of the

thoroughness of our job because we covered at least 50 banks and as many

individuals in western New York and Pennsylvania.
- -
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A few of the banks that did buy the bonds placed their orders at least 10

days ago. I sincerely hope that you will not think we have fallen down on the

job in the distribution of one of your deals for lack of real work on it, and

that you will not hold this particular record against our future participation

in other deals.

Kindest regards, I remain

Cordially yours,

PBILIP H. GERNER.

PEIG/c

“ExHIBIT No. 2059” appears in full in the text, p. 126S6

ExHIBIT NO. 2060

[From the files of Morgan Stanley & Co. Incorporated]

(Handwritten :) Acknowledged. SoBell. Decl. 15. Shell, Decl. 15. Misc.

HYAMS, GLAs & CAROTHERS

INVESTMENT SECURITIES

610 Common Street, New Orleans, La.

JULY 21, 1939.

Mr. PERRY HALL,

% Morgan, Stanley & Co., Inc.,

2 Wall Street, New York, New York.

DEAR PERRY: I certainly feel badly about not being able to sell any of the

Shell Union or the Southern Bell Telephone issues. However, people down

here simply don't seem to buy those securities. I am sure we could have used

some of the Southern Bells if the premium had not been so great, but as it

happens, the very day those came out we bought an issue of State of Louisiana

Pension 2.30's, 2.50's and 3.00's due in 12 years and reoffered the 3.00's on a

2.65 basis. The issue is one of the very best in the State and still nobody

thought that the issue was offered at a bargain price.

I certainly hope that some day this market will catch up to yours so that

We can participate in national syndicates the way we did several years ago,

but this does not seem to be feasible right at the present. Meanwhile, I am

delighted that you won your point in that particular issue in regard to com

petitive bidding and hope that this present agitation for it will die down.

I have written to Mr. Ripley to ask for a copy of the pamphlet that Harri

man, Ripley is issuing on the subject and shall bring it with me to the next

Times-Picayune meeting.

With best regards and hoping to see you in California this Fall, I am

Yours sincerely,

CHAPPY,

CHH3rd : MM C. H. HYAMs, 3rd.

ExHIBIT NO. 2061

[From the files of Morgan Stanley & Co. Incorporated]

(Initialed :) W. L. D.

[Letterhead of]

Bosworth, CHANUTE, LOUGHRIDGE & CoMPANY

INVESTMENT BANKERS

DENVER, CoLoRADo, July 20, 1939.

Corner 17th and California Streets

Air Mail

MORGAN STANLEY & Co., INCORPORATED,

2 Wall Street, New York, N. Y.

GENTLEMEN: Please find herewith enclosed signed acceptance of the Selling

Group letter on both the SHELL UNION OIL CORPORATION Debentures and the

SouTHERN BELL TELEPHONE & TELEGRAPH COMPANY Debentures.

We very much appreciate your kindness in including us in these two selling

groupS.
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In view of the fact that we only accepted $50,000 SHELL UNION OIL CoRPoh"

rion Debentures, as compared to the $85,000 Debentures which you held for us,

we would like to explain that we made every possible effort to use these debentures.

We canvassed our private investors, the Colorado banks, and other institutions.

As a matter of fact, we had very poor success and our efforts resulted in selling

only $15,000 debentures. One bank in Colorado Springs, which on the previous

day had indicated that they would be interested and to whom we expected to sell

either $15,000 or $25,000 debentures, told us early yesterday that they had bought

bonds in Chicago at 97. They asked us not to cause any trouble over the matter

but they were explaining to us why they did not place the order here. The official

of the bank stated he realized that somebody was breaking the selling group

agreement but he thought he was justified in taking advantage of the price. We

were unable to learn the name of the firm from whom he made the purchase but

we inferred that it was one of the trading houses there. You may be interested

in hearing that our salesmen have reported to me that two local dealers had told

them that they had purchased debentures at list less 1%. I think we might have

had better success if it had not been for this price situation.

We infer that there were special reasons in relation to both issues why the

debentures had to be priced at what appears to the investor as a pretty high

price, and we appreciate the fact that your firm has been the champion for the

entire investment banking business. We certainly shall continue to put forth

our best efforts on both issues.

Sincerely yours,

ARTHUR H. Rosworth, Pres,

Encs.

AHB ELK

ExHIBIT No. 2062

(Prepared by the staff of the Investment Banking Section, Monopoly Study, Securitics

and Exchange Commission]

Securitics Offered for Cash' by Type of Offering, January 1934– June 1939

|Estimated Gross Proceeds in Thousands of Dollars)

Registered Issues Unregistered Issues

Year Total Exempt Privately Off trastate
Publicl Privately i.1. y ered #Unascer

Offere Offered º tained

Offer Exempts Other Offerings

$5,022,426 $120,810 $9,833 || $4,795,661 $1,206 016

6,915, 501 | 1,882,312 68,321 4,581,544 80,898 ::::::: º:
10, 184,229 || 3,442,493 129,636 6,221,030 85,888 291,768 14,414

5,380,428 1,783, 136 8,666 3,133, 533 110,423 331,929 12.74.

5,956,778 1,446,250 63,288 3,755,865 - 655,839 5,490

2,666,935 647,457 4, 124 1,661,478 44,073 306,700 3,103

Total.-------|36, 120,297 || 9,322,458 283,868 24, 149, 111 || 352,534 1,972,012 4,314

Source: Data on file with the Research and Statistics Section, Trading and Exchange Division, Securities

and Exchange Commission.

Reported as offered in the financial press or in records of the Commission. Data exclude issues having

maturities of less than one year; issues with gross proceeds of $100,000 or less; offerings which do not apper

in the financial pressiClargely those sold through continuous offering, such as sales of securities of open-end

ºnent companies); and intra-corporate transactions. Figures subject to revision as new data are re

ceived.

* Includes offerings by the United States Government and agencies, and by Un and

territorial possessions; by states, municipalities, and other *:::::::::::: su.Hº: Cat

riers; by banks; and by charitable, religious, educational, and other non-profit institutions.

• Exempt unregistered private issues are those which in the event of a public offering would not havebeen

required to be registered underthe Securities Act of 1933. These data are believed to beincom -Do

exhaustive search for issues of that type (which are outside the juris
Co n) was made. pe jurisdiction of the Securities
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EXHIBIT NO. 2063

|Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Securities Offered for Cash by Type of Security, January 1934–June 1939

[Estimated Gross Proceeds in Thousands of Dollars)

Bonds
Year Total Notes, and Fººd Cgºn

- Debentures C C

$5,022, 426 $4,995,477 $7,224 $19,725

6,915, 501 6,808, 531 85,423 21,547

10, 184,229 9,637,077 269,775 277, 377

5,380,428 4, 694,781 402,019 283,628

5,956, 778 5,846, 802 85, 600 24, 376

2,666,935 2, 553,219 56, 391 57, 325

36, 126, 297 34,535,887 906, 432 683,978

Source: Data on file with the Research and Statistics Section, Trading and Exchange Division, Securities

and Exchange Commission.

"Reported as offered in the financial press or in records of the Commission. Data exclude issues having

maturities of less than one year; issues with gross proceeds of $100,000 or less; offerings which do not appear in

the financial press (largely those sold through continuous offering, such as sales of securities of open-end

ºnt companies); and intra-corporate transactions. Figures subject to revision as new data are

received.

ExHIBIT No. 2064

(Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Amount and Percent of Registered Bond and Preferred Stock and Common Stock

188wes Managed by Selected Investment Banking Firms,” January 1934–June

1939

- [Amounts in Thousands of Dollars)

Bonds Preferred Stock | Common Stock All Issues

Per- Per- Per- Per
Amount Cont Amount cent Amount cent Amount Cent

Morgan Stanley & Co. Inc.” ---- $2,014,716 || 25.9 , 280 9.2 $38,699 8.0 $2,141, 695 || 23.2

The First Boston Corporation --- 7,090 | 12.0 49, 139 5.1 ! -------|------ 6, 22 10. 7

Kuhn, Loeb & Co - - - 595,833 7.7 1,671 0.2 20, 497 4.3 618, 001 6, 7

Dillon Read & Co--- 572, 500 7.4 99, 171 10.3 7,969 1.7 679, 640 7.4

Smith Barney & Co.3. - 353,892 4.5 94,040 9.8 24, 160 5.0 472,092 5. I

Blyth & Co., Corporation ------- 337,378 4.3 38, 253 4. () 13, 112 2.7 388,743 4, 2

Total: 6 New York City

--------- - - - - - - -- - - - 4,811, 409 || 61.Firms 370, 554 38.6 | 104,437 21.7 5, 286,400 57. 3

14 Other New York City Firms 4 - 1, 557,000 20.; 279,450 29.1 133,860 27.7 | 1,970,310 || 21.3

-------------------- 6,368,409 || 81.8 || 650,004 || 67.7 || 238,297 || 49.4 7,256,710 || 78.6

-------------------------- 1,000, 132 | 12.8 50,719 5.3 63,379 || 13.1 1, 114,430 12.1

Total: 38 Firms------------ 7,368,541 94.6 700,723 | 73.0 || 301,676 || 62.5 8,371, 140 90.7

All Other Firms------------------| 421, 189 5.4 259,872 27.0 | 181,233 37.5 862, 094 9.3

All Firms------------------------ 7,789,730 |1 00.0 960,595 || 100.0 || 482,909 || 100.0 9, 233,234 100.0

Source: Data on ſile with the Research and Statistics Section, Trading and Exchange Division, Securities

and Exchange Commission.

1 The selection of the leading 38 firms was based upon the total amount of underwriting participations in

registered issues during the period January 1, 1934, to June 30, 1938, as presented in Table 31 of “Sclected

Statistics on Securities and Exchange Markets”, a report to the Securities and Exchange Commission by

its Research and Statistics Section, August, 1939.

* From date of organization, September 16, 1935.

* Data are for Edward B. Smith & Co. prior to the merger with Charles D. Barney & Co., December

1937, and for the new firm thereaſter. - . . -

* These fourteen firms are: Bonbright & Co., Inc.,; Harriman Ripley & Co., Inc. (Brown Harriman &

0., Inc. changed to Harriman Ripley & Co., Inc., January 1939); Lazard Freres & Co.; Stone &

Webster and Blodget, Inc.; Hayden, Stone & Co.; Lehinail Brothers; Glore, Forgan & Co. (formerly

Field, Glore & Co., name changed to Glore, Forgan & Co., January, 1937); Goldman, Sachs & Co.; Salomon

Bros. & Hutzler; W. G. Langley & Co.; White, Weld & Co.; Kidder, Peabody & Co.; Lec Higginson

Corporation; E. H. Rollins & Sons, Inc. - -

* These firms are: Halsey, Stuart & Co., Inc.; Mellon Securities Corporation; Coſlin & Burr, Inc.; Harris,

Hall & Company; Otis & Co.; Paine, Webber & Co.; A. G. Becker & Co.; H. M. Byllesby and Company;

Dean Wittor & Co.; Central Republic Company; Estabrook, & Co.; A. C. Allyn and Company, Inc.;

Cassatt & Co. Incorporated; F. S. Moseley & Co.; Hayden, Miller and Company; Jackson & Curtis; F.

§: Clark & Co.; Lawrence Stern and Company, Inc., (succeeded by Stern, Wampler & Co., Inc., in

ay 1938).
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ExHIBIT NO. 2065

[Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Distribution. Among Bonds and Preferred Stock and Common Stock in Registered

Issues Managed by Selccted Investment Banking Firms,” January 1934–June

1939

[Amounts in Thousands of Dollars)

Bonds Preferred Stock | Common Stock | Total:All Issues

Per- Per- Per- Per
Amount cent Amount gºt |Amount cent Amount cºnt

Morgan Stanley & Co., Inc.” $2,014, 716 94.1 $88,280 4.1 $38,690 1.8 |$2,141,695 100.0

The First Boston Corp 937,000 95.0 49, 139 5.0 l---------|------- 986,229 100.0

Kuhn, Loeb & Co- 595,833 90.4 1, 671 0.3 20,497 3.3 618,001 || 100.0

Dillon Read & Co. 572, 500 | 84.2 99, 171 14.6 7,969 1.2 679,640 100.0

Smith Barney & Co. - 353,892 75.0 | 04,040 | 19.9 24, 160 5.1 472,092 || 100.0

Blyth & Co., Inc.---------------- 337,378 86.8 || 38,253 9.8 13, 112 3.4 388,743 || 100.0

Total: 6 New York City

Firms-------------------- 4.811, 409 | 91.0 370, 554 7.0 | 104,437 2.0 5, 286,400 100.0

14 Other New York City Firms “... 1, 557,000 || 70.0 279,450 14.2 133,860 6.8 1,970, 310 || 100.0

-------------------- 6,368,409 || 87.7 650, 004 9.0 238,297 3.3 || 7, 256,710 || 100.0

City'-------------------------- 1,000, 132 | 89.7 50,719 4.6 || 63,379 5.7 | 1, 114,430 100.0

Total: 38 Firms------------ 7, 368,541 88, 0 || 700, 723 8.4 || 301,676 3.6 8,371, 140 100.0

All Other Firms------------------ 421, 189 || 48.9 259,872 30.1 | 181,233 21.0 862,094 || 100.0

All Firms------------------ 7,789,730 | 84.4 960, 595 || 10.4 || 482, 909 5.2 || 9, 233,234 || 100.0

1 The selection of the leading 38 firms was based upon the total amount of underwriting participations

in registered issues during the period January 1, 1934, to June 30, 1938, as presented in Table 31 of§.
Statistics on Securities and Exchange Markets”, a report to the Securities and Exchange Commission by

its Research and Statistics Section, August, 1939.

* From date of organization, September 18, 1935.

* Data are for E. B. Smith & Co. prior to the merger with Charles D. Barney & Co., December, 1937, and
for the new firm thereafter.

* These fourteen firms are: Bonbright & Co., Inc.; Harriman, Ripley & Co., Inc. (Brown Harriman &

Co., Inc. changed to Harriman Ripley & Co., Inc.,łº 1939.); Lazard Freres; Stone & Webster and

Blodget, Inc.; Hayden, Stone & Co.; Lehman Brothers; Glore, Forgan & Co. (Formerly Field, Giore &

Co., name changed to Glore, Forgan & Co., January, 1937.); Goldman, Sachs & Co.; Salomon Bros. &

Hutzler; W. C. i.angley & Co.; White, Weid & Co. Kidder, Peabody & Co.; Lee Higginson Corporation

J. H. Rollins & Sons, Inc.

* These firms are: Haisº, Stuart & Co., Inc.; Mellon Securities Corporation; Coffin & Burr, Inc.; Harris,

Hall and Company; Otis & Co.; Paine, Webber & Co.; A. G. Becker & Co.; H. M. Byllesb and Com

pany; Dean Witter & Co.: Central Republic Company; Estabrook & Co.; A. C. Allyn ...Y Company.
Inc.; Cassatt & Co., Inc.; F. S. Moseley & Company; Haydon Miller and Company; Jackson & Curtis,

§Yº & Co.; Lawrence Stern and Company, Inc., (succeeded by Stern, Wampler & Co., Inc. ii.
ay, -

Source: Data on ſile with the Research and Statistics Section, Trading and Exchange Division, Securi
ties and Exchange Commission.
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ExHIBITNO.2066

[Chartbasedonfollowingstatisticaldataappearsintextonp.12694.]

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

QualityofBondIssues1Managedby88InvestmentBankingFirms,”AllIndustries,January1984–June1989

[Amountsinthousandsofdollars]

|l

|FirstGradeSecondGradeThirdGradeFourthGradePºrthAllGrades

-

|

AmountPercent.AmountPercentAmountPercentAmountPercentAmountPercent.Amountrecent

-

–

---

|

Morgan,Stanley&Co.,Inc$850,78065.0$734,66531.4$206,45111.3$169,85610.9||$43,96414.6$2,014,71627.3

TheFirstBostonCorp------213,00016,1381,99016.3217,10011.S123,6257.91,3750.5937,00012.7

Kuhn,Loeb&Co--------------------------------------------------------------------|--------279,83315.22SS,25018.427,7509,2595,833S.1

Dillon,Read&Co----55,0004.2324,50013.S133,7507.350,2503.29,0003.0572,5007.S

Smith,Barney&Co.39,7650.763,7942.7154,583S.47S,0005.047,75015.8353,8924,8

Blyth&Co.,Inc.--------------------------------------|------------|--------210,0009.012,5530.793,3256.020,0006.0335,8784.6

Total,6NewYorkCityFirms------------------1,137,545S6.0|1,714,94973.2|1,004,27054.7803,30651.4149,83949.74,809,90965.3

14.OtherNewYorkCityFirms4----------------------185,59514.0317,45113.5487,20926.5478,49130.686,25428.61,555,00021,1

.Total:20NewYorkCityFirms----------------1,323,140100.02,032,40086.71,491,47981.21,281,797S2.0236,09378.36,364,909|86.4

18FirmsOutsideNewYorkCity8–1------------------|------------0.0311,23213.3344,50018.82S1,60018.065,50021.7|1,002,832|13.6

Total-------------------------------------------1,323,140100.02,343,632100.01,835,979100.01,563,397100.0301,593||100.07,367,741100.0

*Qualityratingsweretakenfromthereportsoftheratingagencies.Theratingsdesignatedasfirst,second,andthirdgradecorrespondtothethree“A”gradesgenerallyused;

thefourthgradecorrespondstothehighest“B”grade.

*ThistabledealswiththetotalamountofbondissuesmanagedduringtheperiodJanuary1,1934,toJune30,1939.Theselectionoftheleading38firmswasbaseduponthetotalamountofunderwritingparticipationsinregisteredissuesduringtheperiodJanuary1,1934,toJune30,1938,aspresentedinTable31of“SelectedStatisticsonSecuritiesand

ExchangeMarkets”,areporttotheSecuritiesandExchangeCommissionbyitsResearchandStatisticsSection,August,1939.

*DataareforE.B.Smith&Co.priortothemergerwithCharlesD.Barney&Co.,December,1937,andforthenewfirmthereafter.

*Thesefourteenfirmsare:Bonbright&Co.,Inc.;Harriman,Ripley&Co.,Inc.(BrownHarriman&Co.,Inc.changedtoHarriman,Ripley&Co.,Inc.,January1939);Lazard
Freres;Stone&WebsterandBlodget,Inc.;Hayden,Stone&Co.;LehmanBrothers;Glore,Forgan&Co.(formerlyField,Glore&Co.,namechangedtoGlore,Forgan&Co.,
gº1937);Goldman,Sachs&Co.;SalomonBros.&Hutzler;W.C.Langley&Co.;White,Weld&Co.;Kidder,Peabody&Co.;LeeHigginsonCorporation;E.H.Rollins&

OnSlnC.

*Thesefirmsare:Halsey,Stuart&Co.,Inc.;MellonSecuriticsCorporation;Coffin&Burr,Inc.;Harris,HallandCompany;Otis&Co.;Paine,Webber&Co.;A.G.Becker

&Co.;H.M.ByllesbyandCompany;DeanWitter&Co.;CentralRepublicCompany;Estabrook&Co.;A.C.AllynandCompany,Inc.;Cassatt&Co.,Inc.;F.S.Moseley&

Company;HaydenMillerandCompany;Jackson&Curtis;E.W.Clark&Co.;LawrenceSternandCompany,Inc.(succeededbyStern,Wampler&Co.,Inc.,inMay1938).

Source:DataonfilewiththeResearchandStatisticsSection,TradingandExchangeDivision,SecuriticsandExchangeCommission..
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ExHIBITNO.206S

(Chartbasedonfollowingstatisticaldataappearsintextonp.12697)

[PreparedbythestaſtofInvestmentBankingSection,Securities&ExchangeCommission)

Qualityofbondissuesmanagedby38investmentbankingfirms”—Manufacturingcompanies,January1934–June1939

[Amountsinthousandsofdollars)

FirstGradeSecondGradeThirdGradeFourthGradeBcº,ºrthAllGrades

-

--

-

AmountPercentAmount|PercentAmount|PercentAmountPercentAmountPorcentAmount|Percent

|

-$112,00015.7||$41,3565.6$264,35613.6
------------25,0003.514,5002.039,5002.0 223,3331.2269,00036.06.520,08326.8 5003.330,0004.05.162,5008.4

SmithBarney&Co.3---7.860,0008.0S.240,08312.4

Blyth&Co.,Inc.---------------------------------|----------|----------|-----------65,8258.89.82,0254.2

Total:6NewYorkCityFirms-105,00069.1511,16671.5480,68164.4100,70060.51,308,54767.4

14OtherNewYorkCityFirms4------50,000-147,00030.914S,54520.7|198,77226.6,95415.0469,27124.2

Total:20NewYorkCityFirms161,000100.0|152,000100.0659,71192.2679,45391.0|125,65475.51,777,81891.6

18FirmsOutsideNewYorkCity----------------------------------55,5337.S67,5009.040,75024.5163,7838.4

Total.---------------------------------------161,000100.0152,000100.0||715,244100.0||746,953100.0|166,404100.n|1,041,601100.0

*Qualityratingsweretakenſromthereportsoftheratingagencies.Theratingsdesignatedasfirst,second,andthirdgradecorrespondtothethree“A”gradesgencrallyused;

thefourthgradecorrespondstothehighest“B”grade.

:ThistablodealswiththetotalamountofbondissuesmanagedduringtheperiodJanuary1,1934,toJune30,1939.Theselectionoftheleading38firmswasbaseduponthetotalamountofunderwritingparticipationsinregisteredissuesduringtheperiodJanuary1,1934,toJune30,1938,aspresentedinTable31of“SelectedStatisticsonSecuritiesand

ExchangeMarkets",areporttotheSecuritiesandExchangeCommissionbyitsResearchandStatisticsSection,August,1939.

*DataareforE.B.Smith&Co.priortothemergerwithCharlesD.Barney&Co.,December,1937,andſorthenewfirmthereafter.

*Thesefourteenfirmsare:#:&Co.,Inc.;Harriman,Ripley&Co.,Inc.(BrownHarriman&Co.,Inc.changedtoHarrimanRipley&Co.,Inc.;January,1939);Lazard

Freres;Stone&WebsterandBlodget,Inc.;Hayden,Stone&Co.:LehmanBrothers;Glore,Forgan&Co.(FormerlyField.Glore&Co.,nameShangedtoGlore,Forgan§:º:Goldman,Sachs&Co.;SalomonBrºs.&Hutzier;'W.,&fangley&bo.White,Weld&Co.Kidder,Peabody&Co.;LeeHigginsonCorporation;E.H.Ro

ons,Inc.

nrmsare:Halsey,Stuart&Co.,Inc.;Mellonsecuritiescorporation;Comin&Burr,Inc.;Harris,HallandCompany,Otis&Co.:Pain:Wobber&Co.;A.

*Thosey>º:

&co;ii.Mºyiesbºni’óombºn.Wittººutsii.Sompany.Estabrook&Co.:A&Ailynanºnpany,Inc.;Cassatt&Soy.Inc.;Rºy

Öompany;łłº.Millerand§ºJacksonº:§ºgº§§§&Co.;}ºsternandCompany,foc.succeededbystern,warmpler&Co.,fnc.inNſay,igºs).

source:DataonnuewiththeResearchandstatisticssection.TradingandExchangepivision,securitiesandExchangeCommission



ExHIBITNo.2069

(Chartbasedonfollowingstatisticaldataappearsintextonp.12699)

[PreparedbythestaffoftheInvestmentBankingSection,MonopolyStudy,SecuritiesandExchangeCommission]

QualityofBondIssues1Managedby88InvestmentBankingFirm;*—ElectricLightandPower,GasandWaterCompanies,January1984–

une1939

[AmountsinThousandsofDollars]

FirstGrade:SecondGradeThirdGradeFourthGradeIBelowFourthGradeAllGrades

Amount|PercentAmount|PercentAmountPercentAmountPercentAmount|PercentAmountPercent

'—i

-

MorganStanley&Co.,Inc.---------------------$409,68052.0$291,91518.5$69,4517.6|----------|----------$43,96442.2$815,01021.7

TheFirstBostonCorp------195,5008290,18.4192,10021.171,62519.61,3751.3751,59020.0

KuhnLoeb&Co-----------------------------------------|----------------------|----------------------------------------------------------------------------------------
DillonRead&Co.-189,50012.0|110,2501315,2501.4360,0000.6

SmithBarney&Co.3--58,7943.718,0002.0|.To-nºl5'--86,5592.3

Blyth&Co.,Inc.-------------------------------210,00013.310,5031.1|9,7002.7230,2936.2

Total:6NewYorkCityFirms-----------669,94585.0|1,041,199£5.9400.3%43.9S6,57523.72,243,45259.8

14OtherNewYorkCityFirms4---------------118,09515.0233,05114.8255,76428.1125,200|34.2768,71020.5

.Total:20NewYorkCityFirms----------|788,040100.01,275,15080.7656,15872.0211,77557.981,03917.7||3,012,16280.3

18FirmsOutsideNewYorkCity5--------------|----------|----------,23219.3255,51728.0|154,100|42.123,25022.3738,09919.7

Total:38Firms---------------------------788,040100.01,580,382100.0911,675100.0365,875100.0104,289100.03,750,261100.0

1Qualityratingsweretakenfromthereportsoftheratingagencles.Theratingsdesignatedasfirst,second,andthirdgradecorrespondtothethree“A”gradesgenerallyused;

thefourthgradecorrespondstothehighest“B”grade.

*ThistabledealswiththetotalamountofbondissuesmanagedduringtheperiodJanuary1,1934,toJune30,1939.Theselectionoftheleading38firmswasbaseduponthetotal
amountofunderwritingparticipationsinregisteredissuesduringtheperiodJanuary1,1934,toJune30,1938,aspresentedinTable31of“SelectedStatisticsonSecuritiesandEx

changeMarkets”,areporttotheSecuritiesandExchangeCommissionbyitsResearchandStatisticsSection,August,1939.

*DataareforE.B.Smith&Co.priortothemergerwithCharlesD.Barney&Co.,December,1937,andforthenewfirmthereafter...

*Thesefourteenfirmsare:Bonbright&Co.,Inc.;Harriman,Ripley&Co.,Inc.(BrownHarriman&Co.,Inc.changedtoHarrimanRipley&Co.,Inc.,January,1939);Lazard
Freres;Stone&WebsterandBlodget,Inc.;Hayden,Stone&Co.;LehmanBrothers;Glore,Forgan&Co.(FormerlyField,Glore&Co.,namechangedtoGlore,Forgan&Co.
º1937.);Goldman,Sachs&Co.;SalomonBros.&Hutzler;W.C.Langley&Co.;White,Weld&Co.;Kidder,Peabody&Co.;LeeHigginsonCorporation;E.H.Rollins

OnS,InC.

*Thesefirmsare:Halsey,Stuart&Co.,Inc.;MellonSecuritiesCorporation;Coffin&Burr,Inc.;Harris,HallandCompany;Otis&Co.;Paine,Webber&Co.;A.G.Becker&
Co.;H.M.ByllesbyandCompany;DeanWitter&Co.;CentralRepublicCompany;Estabrook&Co.;A.C.AllynandCompany,Inc.;Cassatt&Co.,Inc.;F.S.Moseley&Com

pany;HaydenMillerandCompany;Jackson&Curtis;E.W.Clark&Co.;LawrenceSternandCompany,Inc.,(succeededbyStern,Wampler&Co.,Inc.,inMay,1938).

Source:DataonfilewiththeResearchandStatisticsSection,TradingandExchangeDivision,SecuritiesandExchangeCommission.
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ExHIBIT NO. 2073

| Prepared by the staff of the Investment Banking Section, MonopolyL y
-

Exchange Commission )

Study, Securities and

Amount and Percent of Participations of Selected Investment Banking Firus

in Issues Managed or Co-Managed by Those Firms, June 14, 1934–June 30,
1939

[Amounts in thousands of dollars)

PART I–MORGAN STANLEY & CO. INC.

Morgan Stanley & Co., | Participations by Indi

Inc., Participations cated Firms in Issues

in Issues Managed Managed or Co-Man

or Co-Managed by aged by Morgan Stan

Indicated Firms ley & Co., Inc.

Amount | Pºnt of Amount | Peºent of
Total Total

Morgan Stanley & Co. Inc.!------------ - - - - - - - - - - - - 522,001 88.7 522,991 21.7

Kuhn.Loeb & Co.--------------------------- 26,750 4.5 155,943 6.5

The First Boston Corporation ---------------- - - - - -- - - - 139, 615 5.8

Blyth & Co., Inc.----------------------------- 10,000 1.7 99,711 4. 1

Dillon Read & Co.--------------------------- 7,500 1.3 61, 101 2.5

Mellon Securities Corp----------------------- 4,500 0.8 81,605 3.4

Harriman, Ripley & Co., Inc.---------------- 9,000 1.5 165, 157 6.8

Smith, Barney & Co----------------------------------- 4,750 0.8 182,489 7.6

Total: Morgan Stanley & Co., Incorporated Par
ticipations in Originations of Eight houses: - - - - 585,491 99.3 |------------------------

Totaſ: Morgan Stanley & Co. Incorporated Par

ticipations in Originations of All Houses. ...... 589, 516 100.0 ------------|------------

Total: Participations by Eight Houses in Mor
gan Stanley & Co. Incorporated Originations.--|------------|------------ 1,408, 612 58.4

Total: All Issues Managed or Co-Managed by

Morgan Stanley & Co. Incorporated.----------|------------|------------ 2,413,646 100.0

PART II—KUHN, LOEB & CO.

Kuhn, Loeb & Co.

Participations in Is

sues managed or Co

Managed by Indi

Participations by In

dicated Firms in IS

sues Managed or Co

Managed by Kuhn,
cated Firms Loeb & Co.

Percent of Percent of
Amount Total Amount Tota

Morgan Stanley & Co. Inc.!------------ - - - - - - 155,943 22.0 26,750 2.5

Kuhn, Loeb & Co----------- - - - - - - - - - - 419,654 59.2 419,654 39.8

The First Boston Corporation- - - - - - - 7,217 1.0 61, 523 5.8

Blyth & Co. Inc.-------------- 12, 100 1.7 25,851 2.5

Dillon Read & Co.------------------ 23, 250 3.3 7,300 0.7

Mellon Securities Corp.------------- 6,938 1.0 14,323 1.4

Harriman, Ripley & Co. Inc.-------- -- 20, 401 2.9 103,058 9.8

Smith, Barney & Co.---------------------------------- 20, 435 2.9 36,453 3.4

Total: Kuhn, Locb & Co. Participations in

Originations of Eight Houses-------.------------ 665,604 04.0

Total: Kuhn, Loeb & Co. Participations in

Originations of All Houses:------------- 708, 110 100.0

Total: Participations by Eight Houses i

Loeb & Co. Originations---------> ------- --- - - - - - - - - - -- - - - 694,578 65.9

Total: All Issues Managed or Co-Managed by

Kuhn, Locb & Co----------------------------|-- - ----|------------ 1,053,603 100.0

Footnotes at end of table.
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A mount and Percent of Parlicipations of Selected Investment Banking Firms

in Issues Managed or ('o-Managed by Those Firms, June 14, 1934–June 30,

/0.30–Continued

[Amounts in thousands of dollars]

PART III--FIRST BOSTON CORPORATION

The First Boston Corp.

Participations in

sues Managed or Co

Participations by In

dicated in

Kuhn, Loeb & Co

The First Bos

#. & Co. I

Dillon Read & Co.--

Mcllon Securities Corp -

Harriman Ripley & Co., Inc. . . .

Smith, Barney & Co.”.---------------------------------

Total: The First Boston Corporation Participa

tions in Originations of Eight H

Total: The First Boston Corporation Participa

tions in Originations of All Houses-------------

Total: Participations by Eight Houses in The

First Boston Corporation Originations

Total: All Issues Managed or Co-Managed by

The First Boston Corporation.---------.

Managed by Indi- Managed by the

catcd Firms First Boston Corp.

Percent Percent
Amount of Total Amount of Total

139,015 19.7 ---- --

01, 523 8.7 7,217 0.7

241,016 34.0 241,016 2L:

25,750 3. 6 29, 335 4.0.

40,641 5.7 G, 717 0.7

13,092 1.4) 14, 312 1.4

10,750 1.5 50,886 5.1

, 238 4.0 58,704 5.9

500,625 79.1 !------------|------....

709,045 100.0 -------- - ------

- - - - - - - -- -- - - -
--------------------- 418, 187 42

--------------------------------- 992, 786 100 0

PART IV-BLYTH & CO., INC.

Blyth & Co., Inc., Par

ticipations in es

Managed or Co

Managed by indi

In

irms in Is

Sucs Managed or Co

Managed by Blyth &

c.

Participations by
dicated F

Morgan Stanley & Co. Inc.. . .

Kuhn, Loeb & Co...---------------------

The First Boston Corporation.

Blyth & Co., Inc.--------------

Dillon Read & Co.------ - - - - - - - -

Mellon Securities Corp-----------. . . . . . . . . . . -

Harriman Ripley & Co., Inc

Smith, Barney & Co.”

Total: Blyth & Co., Inc. Participations in

nations of Eight Houses

Total: Blyth & Co., Inc. Participations in Origi

nations of All Houses---------------------------

Total: Participations by Eight Houses in Blyth

& Co., Inc. Originations------------------------

Total:All Issues Managed or Co-Managed by

Blyth & Co., Inc

cated Firms 0.,

Percent of Percent of
Amount Total Amount Total

- - - - -- 99,711 21.4 10,000 2.4

25,851 5.5 12.100 2.9

30,335 8.4 25,750 f."

114,011 24.5 114,011 2.9

29, 144 6.2 7, 1.4

7, 540 1.0 2,250 th.*
2,529 5.7 30, 100 7.1

- - - - - 13.827 3.0 31,708 7. ,

1-- - - - ---

Origi

355,948 70.3 |------------|--------...

466,796 100.0 ------------ ---------

---------- ------------- 233,419 * -

------------------------- 423,592 10. U

Pootnotes at end of table.
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4 mount and Percent of Purticipations of Sclected In rest ment Banking Firms

in Issues Managed or (’o Iſu maard bu Those Firms, June ( , 10.3% June 30.

A ſo.30 Continued

[.Amounts in thousa

PART V--DILI,ON

nus of dollars, I

READ & CO.

Dillon Read & Co.

Participations in Is

sues Managed or Co

Managed by Iludi

cated Firms

Participations by Lu

dicated Firins in

Issues Managed or

Co-Managed by Dil

lon Read & Co.

| Percent of

T

Percent of
Amount otal Amount Ota

Morgan Stanley & Co. Inc. --------------------------- 61, 101 24.0 7,500 1. 1

Kuhn, Loeb & Co.----------. 7,300 2.9 23, 250 3.4

The First Boston Corporation. 6, 717 2 6 40, 641 5.9

Blyth & Co., Inc.------------ 7, 500 2.9 29, 144 4.3
Dillon Read & Co. ------- 158,864 t;2.4 158. 864 23.3

Mellon Securities Corp --- 2,000 0.8 16, 139 2.4

Harrinnan, Ripley & Co. Inc. 1,800 0.7 30, 842 4.5

Smith, Barney & Co.”----------------------------------
------ - - - - - - - - - - - - 23,864 3.5

Total: Dillon Read & Co. Participations in

Originations of Eight Houses.------------------ 245,282 96.3 - - - - -- - - - - - -- -

Total: Dillon Read Co. Participations in

Originations of All Houses----------------...--- 254, 718 100.0 || --------- -

Total: Participations by Eight House in Dillon

Read & Co. Originations-----------------------|--|-- - ------|------------ 330, 244 48. A

Total: All issues Managed or Co-Managed by

Dillon Read & Co 682,070 100.0

PART WI–MELLON SECURITIES CORP.

Mellon Securities

Corp. Participations

in Issues Managed

or Co-Managed by

Indicated Firius

Participations by Indi

cated Firms in Issues

Managed or Co

Managed by Mellon

Securities Corp.

|

Percent of Percent of
Amount total A mount total

| |

Morgan Stanley & Co. Inc.'---------------------------- 81,605 | 30. 1 4,500 2. 1

Ruhn, Loeb & Co.------------------------------- | 4:3; 5.3 6,938 3.3

The First Boston Corporation ................. ." 14, 312 5.3 13,002 6. 1

Blyth & Co., Inc.--------------------------------- 2, 0.8 7, 540 3.5

#ºai'ºo.........I. 16, 139 6. () 2,000 0.9

Meilon Securities Corp-------------------------- 75.3i 28.0 75,816 35. 6

Harriman Ripley & Co 6,902 2.5 9,831 4.6

smith, Barney & Co.”---- 15,265 5.6 13, 117 6.2

Total: Mellon Securities Corporation Participa

tions in Qriginations of Eight Houses.---------- 226, 612 83.6 l-----------|-----------

Total: Mellon Securities Corporation Participa

tions in Originations of All Houses------------- 271, 100 100.0 ------------|-----------

Total: Participations by Eight Houses in Mellon

Securities Corporation Originations-------------|--------
- - - - - - 132,834 62.3

Total: All issues Managed or Co-Managed by

Mellon Securities Corporation------------------|------
--- 212, 844 100.0

Footnotes at end of table.
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A mount and Percent of Parlicipations of Selected Investment Banking Firms

in Issues Managed or Co-Managed by Those Firms, June 14, 1934–June 30.

10.30–("On finued

[Amounts in thousands of dollars l

PART VII–HARRIMAN RIPLEY & CO., INC.

Harriman Ripley & Pºłº, #.
Co., Inc. Participa- Issues Managed or

tion; in Issºs Man; ºfanºj .
… ag y Har

aged or Co-Managed riman Ripley & Co
by Indicated Firms Inc pley --

Percent of Percent of
AImount Total Amount Total

165,157 23.4 9,000 2.7

Kuhn, Loeb & Co------------ 103,058 14.6 20, 401 tº. I

The First Boston Corporation- 50, 886 7.2 10,750 3.3

Blyth & Co., Inc.-------------- 30, 100 4.3 26, 529 8.0

Dillon Read & Co. ----- 30,842 4.4 1,800 0.5

Mellon Securities Corp------ ,831 1.4 6,902 2.1

Harriman Ripley & Co. Inc. 110,895 15.7 110,895 33.4

Smith, Barney & Co.”.-------------------------- 37,822 5.4 7, 5.3

Total: Harriman Ripley & Co., Incorporated

Participations in Originations of Eight Houses. 538,591 704 ------------------------

Total: Harriman Ripley & Co., Incorporated

Participations in Originations of All Houses---- 704, 872 100.0 ------------|-----------.

Total: Participations by Eight Houses in Harri

man Ripley & Co., Incorporated Originations--|------------|------------ 203,910 61.4

Total: All Issues Managed or Co-Managed by

Harriman Ripley & Co., Incorporated --------|------------|------------ 331,638 100.0

PART VIII—SMITH, BARNEY & CO.

Smith, Barney & Co. Participations by in
Participations in Is- dicated Firms in Is.

sues Managed or Sues Managed or Co

Co-Managed by In- Managed by Smith,

dicated Firms Barney & Co.

Percent of Percent of
Amount Total Amount Total

Morgan Stanley & Co. Inc.1------------- 182,489 28.8 4,750 0.9

Kuhn, Loeb & Co. --------- 36,453 5.7 3.7

The First Boston Corporation- 58,704 9.2 5.

Blyth & Co., Inc.----------- 31,708 5.0 2.

Dillon Read & Co-- - - - - ,864 3. 8 - --

Mellon Securities Corp------ 13, 117 2.1

Harriman Ripley & Co., Inc 17,633 2.8

Smith, Barney & Co.”----------------------- 193,851 30.6

Total: Smith, Barney & Co. Participations in

Originations of Eight Houses------------------- 557,819 88.0 -----------. ---

Total: Smith, Barney & Co. Participations in - - - - --

Originations of All Houses - - ----------------- 634, 120 100.0 ------------|---

Total: Participations by Eight Houses in Smith, | | | | TTTTTTTTTT| "T"--------

Barney & Co. Originations------------------ --------------------------- 314, 188 sº tº

Total: All Issues Managed or Co-Managed by

Smith, Barney & Co---------------------------|------------|------------ 555,274 10-0

:; dateº§4% 1935.

ata are ſor Edward B. Smith & Co. Prior to the merger with Charles D. Barney & -1937, and for the new firm thereafter. g y & Co., December,

NotE: In those issues in which there were co-managers, the amounts of the issu equallamong the co-Imanagers. es were divided y

Source: Compiled from data supplied by the respective firms to the Investment Banki - -

Monopoly Study of the Securities and Exchange Commission. Revised after jan. 12, º #:::::::::
gº! *onal data submitted, except in the cases of Morgan Stanley & Co. Inc. and Harriman Ripe;
& Co., Inc.
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IXHIBIT NO. 2074

(Chart based on following statistical data appears in text on p. 12708)

(Prepared by the staff of the Investment Banking Section, Monopoly Study, Securities and Exchange

Commission]

Distribution of Sales to Various Classes of Purchasers by the Distributing

Group—Sia, Bond Issues, 1936–1938

(Percentage of each issue]

Percentage of Issue Sold to:

Issuer Issue Insur. º Secu

Banks | 2009 tional rity | Indi
Com- F.A. | Deal- |viduals

panies tions ers

1. Toledo Edison Co---------- 1st Mtge. 3%%–1968-- - - - 55.4 26.7 3.5 6.7 7.7

2. Atlantic Refining Co------- Debenture 3%–1953 -- 58.5 29.6 4. S 3.9 3.2

3. Chesapeake & Ohio Rail- | Ref. & Impt. 3, 4%–1963-- 18.8 74. 0 1.5 3.3 2.4

way.

4. U. S. Steel Corp---------- Debenture 334%–1948 --- 60.9 16.5 6.2 5.5 10. 9

5. U. S. Steel Corp----------- Debenture 334%–1948 ---| 61.0 16.5 6.6 4, 3 11.6

6. American Telephone & Debenture 3%%–1966.---- 48.6 36.0 2.8 2.4 10. 2

Telegraph Co.

7. Philadelphia Electric Co.--| 1st Mtge. 3%%–1067------ 36.7 45.8 3.5 9.4 4. 6

* Average"------------------|--------------------------- 46.5 38. 1 3. 8 5. 1 6.6

* In computing the averages for all the issues the distribution used for U. S. Steel Corp. was the average

of the two distributions set forth.

Source: Lines 1–4, Securities and Exchange Commission Questionnaire; lines 5–7, Morgan Stanley & Co.,

Inc., Questionnaire.
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(Percentage of each issue]

ExHIBIT No. 2075

| I'repared by the staff of the Investment Banking Section, Monopoly Study, Securitics and

Exchange Commission]

Distribution by States of thc Sales Made by the Distributing Group of Sia, Bond

Issues, 1936–1938

[Percentage of each issue]

Phila

Toledo ç.4.9. § 3; 9.5, Aſºº lº:
Aver- || Edison | Atlantic Ry. Co. Steel Steel can Tel: *.

State age of Co. 1st Ref. Co. Reſ. & Corp. Corp. and Tel.
ºl Six Migº Deº imp, Bº, Beş, Cº. Bºb. *

Issues 3%% 1953 3%% 3%% 3%% | 3%%

1968 1963 1948 || 1948 1966 ;

1967

1. New York City ---------- 34.9 25.1 22.3 63.2 30.2 30.3 30.3 38.3

New York, excl. N. Y. C- 3.2 4.1 2.5 0.9 3.8 3.9 3.7 4.1

Total: New York----- 38.1 29.2 24.8 64. 1 34.0 34.2 34.0 42-4

2. Massachusetts------- --- 8.6 13.5 8.2 2.4 10.3 10.2 9.6 7.9

3. Pennsylvania---- 14.4 11.2 25.2 7.8 13.3 13.3 12.0 17.0

4. New Jersey---- 8.6 4.8 11.3 10.6 6.6 6.8 0.8 a-2

5. Illinois.------- --- 4.8 8.6 5.9 1.2 6, 2 6.4 4. 1 2.6

6. California.-- 2.5 4.0 2.4 0. 5 3.2 3.2 3.2 1.6

7. io------- 3.4 3.3 2.9 5.7 3.1 3.5 2.9 2.0

8. Wisconsin--- 2.2 4. 5 2.9 1.4 1.7 1.7 1.7 1.3

9. Connecticut. 2.8 2.2 1.9 0. 5 3.5 3.4 3.3 5.6

10. Missouri----- 1.1 1.1 2.4 (*) 1.3 1.4 1.4 0-2

11. Minnesota.----- 1.4 1.3 1.9 0. 5 2.0 2.0 1.4 1.1

12. Rhode Island-- -- 1.1 1.9 1.5 0.1 1.1 1.0 1.4 0.7

13. Maryland---------------- 1.1 1.5 1.1 0.2 1.7 1.8 1.4 0.6

Total: 13 States ------ 90.1 87.1 92.4 95.0 88.0 88.9 86.2 91.3

Balance of U.S. & Foreign. 9.9 12.9 7.6 5.0 12.0 11.1 13.8 8.7

Total ----------------- 100.0 100.0 100.0 100.0 100.0 100.0 100.0 10-0

* In computing the average distribution by states for the six issues, the distribution of United States Steel

Corporation bonds was taken as the average of the distributions disclosed by the questionnaires of the

Securities and Exchange Commission and of Morgan, Stanley & Co.

* Less than 0.1%.

Source: The distributions of the issues of the Toledo Edison Company, Atlantic Refining Co y.

C. & O. Railway Company, and the first column of United States Steel Corporation were com jº: -

questionnaire sent by the Investment Banking Section of the Securities and Exchange$º. to the

respective distributing groups. -

he distribution of the issues 9ſ the American Telephone & Telegraph Co., Philadelphia Electric Com

pany, and the second column of the United States Steel Corporation were compiled from the resmits of a

questionnaire sent to the members of the distributing groups by Morgan, Stanley & Co., Inc., the Inanager

of these issues, on February 10, 1930.



SUPPLEMENTA I, D.A.T.A

The following letters are included at this point in connection with

Mr. Hancock's testimony, supra, pp. 12:350, 12354, 12359, 12364, 12366,

12369, 12371, 12373, 12390, and 12408.

JANUARY 27, 1940.

Mr. JoHN M. LIANCOCK,

Lehman Brothers, 1 William Street, New York, N. Y.

DEAR MB. HANCOCK : An examination of the transcript of the hearings before

the Temporary National Economic Committee on January 8, 1940, indicates that

'at Several points you promised to make available material which you did not

then have in hand, and that in other cases you accepted certain statements

Subject to later correction.

These instances are listed in this letter for your convenience:

1. In connection with the financing in 1924 which resulted in the creation

of the National Dairy Products Corporation, you explained that Lehman Broth

ers and Goldman, Sachs & Company had had equal participations in that

underwriting. You were not certain of this, however, and promised to correct

the record, if your recollection of this matter proved to be incorrect.

2. The question was asked, “Do you recall any instances in which Lehman

Brothers afforded Goldman, Sachs an opportunity for oral argument, so to

Speak, before a corporation covered by the list?” Your recollection was not

clear about more than one such instance, but you suggested that you would

prepare a memorandum for the Committee setting forth such instances.

3. In connection with the participations in various trading accounts in

Securities of the Archer-Daniels-Midland Company between 1927 and 1933, it

Was suggested that Lehman Brothers and Goldman, Sachs & Company each

had a one-third interest in these accounts. During the course of the hearings

you accepted this statement subject to verification.

4. During the course of the hearings there was a discussion of the practice

of dividing commissions in trading or brokerage accounts involving securities

of a company where there was a banker-issuer relationship and where the

transactions were for the account of the company, its officers, or principal

stockholders. The question was asked, “Do you know of any instance where

the members of a syndicate, other than the manager or managers, have ever

shared in the comunission derived from a trading account?” You answered,

“I haven’t thought of your question before and I don't think of a case at the

moment,” but you suggested that you would prepare a memorandum for the

Committee on this point.

5. Later there was discussion covering the sharing of commissions between

Lehman Brothers and Kuhn Loeb & Company in connection with purchases

of the 3%9% sinking fund debentures of 1952 for the account of Tidewater

Oil Company; and of the sharing of commissions in connection with the pur

chases of securities for the account of Aviation Corporation with Brown Broth

Crs, Harriman & Company. You agreed to submit data dealing with why coin

missions were divided and what services each of the houses performed in con

llection with these transactions in consideration of the shared commissions.

6. You were not clear whether Lehman Brothers refused to accept a joint

managership of the issue by General Foods Corporation in 1938, subject to the

condition that they do the actual work without receiving a management ſee.

Your reply was, “I will have to verify; my recollection is not clear.”

Your cooperation in completing the record with respect to those maſters

would be greatly appreciated.

Sincerely yours,

PETER R. NEHEMRIs, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

OL.Altman : all)

13()07
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LEHMAN BROTHERs,

ONE WILLIAM STREET, NEw YobK, February 16, 1940.

Mr. PETER R. NEHEMIXIS, Jr., - -

Special Counsel, Investment Banking Scotion, Monopoly Study,

Securities and Earchange Commission, Washington, D. C.

MY DEAR MB. NEHEMRIs : With reference to your letter of January 27th,

and taking up the six numbered matters upon which you asked for material,

which I assume is to be added to the present record, I submit the following

statements, each numbered in accordance with the points as numbered in your

letter.

1. The interests of Lehman Brothers and Goldman, Sachs & Co. in the financ

ing which resulted in the creation of the National Dairy Products Corporation

early in 1924 were identical.

2. We have no record of any case arising since January 5, 1926, where it has

been necessary to follow the procedure outlined in the memorandum of Janu

ary 5, 1926 which provided that “if any of the listed companies refuses in

the future to have either firm participate in a piece of financing, the other firm

will endeavor to have such excluded firm afforded a full opportunity of present

ing its case”. The incident concerning R. H. Macy & Co., Inc. financing arose

three years before the memorandum was signed, when R. H. Macy & Co., Inc.

expressed the wish not to have Goldman, Sachs & Co. appear but had no

objection to our sharing any profit with them.

3. Lehman Brothers and Goldman, Sachs & Co. each had a one-third interest

in the original offering of the Archer-Daniels-Midland Company, and the various

trading accounts involving stock of that company during the years from 1927

to 1933 were formed On the same basis.

4. A division of stock exchange commissions resulting from the operation

of trading accounts of the type which was under discussion, namely those in

volving Securities of corporations where we had acted as one of the managers

of an issuing Syndicate, has, in Our Case, So far as I can find, not been ex

tended to include any stock exchange members who were members of the syndi

cate but not one of the managers thereof, or to other stock exchange houses

not connected with the business, such divisions being in all cases confined to

co-managers of the account who were stock exchange members, or possibly

curb members if the security was listed on that exchange.

As a general comment on this situation, may I mention that the corporation

concerned is, of course, free to place its brokerage orders with whatever ex

change members it may select or with non-members if it wishes, the usual

practice being to choose member firms as their charges consist of the standard

brokerage charge without any additional charge such as a non-member would

customarily add to cover his added expense beyond the brokerage charge. If

the company decides to have such transactions handled by two member firms,

it has the choice of three procedures.

(a) Permit the two firms to divide orders between themselves in such a way

that the commissions obtained by each one will be equal; -

(b) Give the whole order to one firm to place buying and selling orders

the firm handling the business to divide the commissions equally with the other

firm :

(c) For the company to place buying and selling orders from time to time

with one or the other of the two firms in such a way that they would not

come into competition with one another in the market and that the com

missions would be equal.

It seems obvious that (a) or (b) are more convenient for the company.

5. As to the purchases of Tide Water Oil 3%º Sinking Fund Debentures

by Kuhn, Loeb & Co. for account of the company and their division of the New

York Stock Exchange commissions with us, I believe, on the facts now avail

able, that procedure (b) outlined above applied in this case.

In the case of the orders placed by The Aviation Corporation for the pur

chase of market securities for its portfolio, the same condition prevailed as

to the Services rendered by the bankers, as Lehman Brothers and Brown Bros.

Harriman & Co. had jointly managed the group in connection with the original

issue and marketing of shares of the Corporation's stock and both firms were

represented. on the company's directorate. In this case, procedure (b) was

followed with a slight variation—orders for certain securities being given to

Lehman Brothers and orders for certain other securities being given to Brown

Bros., Harriman & Co., who divided the commissions each wi
using this method for equalization. th the other,
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6. With reference to your point numbered 6, I think your letter does not cor

respond with the question left open in the testimony and the following is sub

mitted to complete the record, though it will not appear to be an exact reply to

the question numbered 6 in your letter. At page 498, second column, in answer

to your question, “Mr. Hancock, your firm refused that?”, my answers indicated

that I did not recall and would have to verify. I have now discussed the matter

with one of my partners, and I find that the answer should be as follows: “My

firm did not refuse to accept the proposal of February 1, 1938.”

The foregoing is in reply to your letter of January 27th, and I submit the

following comment to invite attention to a few minor errors in the verbatim

record, together with a few suggestions as to clarification and completion of the

record where it appears lacking.

Page 482, second column, line S : I believe my name belongs in place of yours.

Page 483, first column, 22nd line from bottom: 1923 should be changed to 1924.

Page 483, third column, line 27 : First word, “not”, should be omitted. My

answer following the last word should be completed so as to read “correct”.

Page 488, third column lines 6 and 23, typographical error, the word in the

record being “findings”. Presumably, “finder's fee” was used.

Page 489, first column, end of the first answer: I think it would be a more

understandable answer if the following words were added, though I think it is

not vital that they be added. “In certain cases long positions were taken over

from syndicate accounts to permit the closing of the syndicate accounts”.

Page 489, first column, 25th line from the bottom of the page now reads: “Apply

to trading and outstanding securities”. I think your question was “apply to

trading in outstanding securities”.

Page 489, first column, second line from bottom of page, the word “who" is

probably in error, the word “to" probably being the word used.

Page 489, second column, line 9, where I refer to “large holders”, it will be

correct to refer to “large stockholders”.

Page 490, second column, 10th line from bottom, the expression should be “were

stock exchange commissions”.

Page 490, second column, your question at the foot of the page: I think there

is some error in transcription. From my answer it would appear that your ques

tion had two parts, first whether the manager of an issue had an obligation to

share profits with important stockholders, and also whether he had an obliga

tion to share with co-managers. It may be that your question was general and

was expressed in a double barreled form as to whether there was an obligation

generally to share stock exchange commissions with stockholders or with co-man

agers. It was my intention to answer clearly that as between Lehman Brothers

and Goldman Sachs & Company there is such an expressed obligation.

º 490, third column, 11th line from bottom: The word “with" should be

or”.

Page 491, first column, last three lines of my second answer should read: “was

specifically covered with regard to our two firms, and the reason for the obliga

tion in our case was that it had been specifically stated in the agreement.”

Page 491, first column, Mr. O'Connell's last question and two following ques

tions in next column, I think it should be indicated that this was not a trading

account but commission orders for the purchase of various market securities.

Page 492, third column, starting with your third question from the bottom of

the page, the name in the third line should be E. H. Betts. Where Carl Conway's

name is referred to, it should be “CARLE”. Though on this point you were inter

rogating Mr. Sachs and not me, I suggest that you verify the initials of the

Mr. Cluett referred to. I think the initials were G. A.

Page 498, first column, your last question, first line, should be: “This is a letter

from Mr. Robert Lehman” rather than “to Mr. Robert Lehman”, as it now

appears.

Page 498, second column, after the exhibit of Robert Lehman's letter: I think

that you were addressing me and that I answered the two questions rather than

Mr. Sachs. From the text it appears quite certain that I answered the first

question, and I may have answered the second one.

it.” 500, first column, 27th line from the bottom: The date 1936 should be

Page 502, first column, my first answer: I do recall that I didn't quite catch

your question quickly, but that I answered to the effect that it must have been

Mr. Weinberg; that I knew of no one else referred to in general terms.

Page 503, second column, first answer—should be “I did understand at that

time he had" rather than “hadn't.”.
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Page 504, third column, my first answer, last few words should read: “at that

stage of the transaction”.

Page 504, third column, my last answer is inaccurately reported. I think the

changes I suggest are only to correct errors in the record and I believe the

answer would be better if it read this way: “The outside interest of the banker

is two points. Now iſ by competitive bidding we forced the banker to purchase

the security from the issuer at 101, and if the two points spread was fair value for

the services rendered by the banker, the result would be a price to the public of

103.” The following sentence should read: “Now who is wise enough to say what

is wise or right at that moment?”

Page 505, first column, my last answer should be: “It has been so found".

I’age 505, first column, after your suggestion that my firm had contradicted

everything I had said about competitive bidding, I think that in fairness to you

the record should show that you said there was a difference of opinion about

that. Unfortunately, we didn't go back to the point and I would have been glad

to have taken the position which I have all along that my views about competitive

bidding are not contradicted by the competitive bid for the Cincinnati Union

Terminal Company security. After a decision has been made by proper and

final authority that securities are to be sold by competitive bidding I believe that

a firm like ourselves does not surrender its views by entering a competitive bid.

Page 505, third column, fifth line from the bottom: I probably used the word

“tabulations” but quite obviously I meant “items”.

Page 506, Mr. Henderson's question at the start of the first column: I think

the word “peg” as used in the third line should be “pay”.

Regarding Page 485, your long question in the middle of the first column: I

wasn't asked the question but it may be important to an understanding of the

facts to have these additional facts inserted into the record in such a position

as suits your purpose. During the period from 1926 through 1939, a compilation

from our records indicates that the firm of Lehman Brothers managed a total

of corporate and municipal underwritings aggregating approximately $1,425,

(00,000. Out of this total $1,250,000,000. represented issues in which Goldman

Sachs & Company had no interest, their interest being limited to a share in under

writings aggregating $175,000,000. during the fourteen year period.

Sincerely,

imh--mf Jori N. M. Hancock.

Jm h--n)

The following letters are included at this point in connection with

Mr. Sach’s testimony, supra, pp. 12346, 12354, 12359, and 12367.

JANUARY 27, 1910.

Mr. WALTER SACHIs,

Goldman, Sachs & Co., 30 Pine Street, New York, N. Y.

DEAR MR. SACTIs: An examination of the transcript of the hearings before

the Temporary National Economic Committee on January 8, 1940, indicates that

at several points you lyromised to make available material which you did not

then have in hand, that in other cases you accepted certain statements subject to

later correction, and that in one case a statement appears in the record, Drobably

through some error in transcription, which you might like to correct. -

These instances are listed in this letter for your convenience.

1. It was suggested that the corporations covered by the memorandum of

1926 issued approximately $200,000,000 of securities during the next decade.

You replied that, “I can't substantiate your figure because I haven't gone back

to the record. There was a very substantial amount done by some, not all.

of these companies in the subsequent years.” Would you care to make anº

further comment at this time? -

2. The question was asked, “Do you recall any instances in which Goldman

Sachs & Co., afforded Lehman Brothers an opportunity for oral argument º

to speak, before a corporation covered by the list?” Your recollection was no

clear on this point, but you suggested that you would prepare a memorandum

detailing such instances.

3. During the course of the hearings it was stated that there wº i.

tion of 50,000 shares of stock of Sears, Roebuck & Company fºr". *:::::::.
Julius Rosenwald in 1933, and of 26,000 shares of the same stock for the Rosen

wald Fund later in the year. You accepted these figures subject to ruin.
correction.
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4. It was suggested during the course of the hearings that the 1906 financing

for the company that later became the General Cigar Company was under

taken by a 3/3 account, in which the members were Goldman, Sachs & Co.,

Lehman Brothers and Kleinwort & Co. The transcript indicates that you were

not clear whether Kleinwort & Co. were a member of this underwriting group,

and that you promised to correct the record in the event that they were not

members.

5. In discussing the size of selling groups, you stated that, “We sometime

have as many as three or four, perhaps five or six or seven dealers to become

members of this selling group * * *” You apparently meant in this connec

tion a selling group of from three to seven hundred dealers. Would you care

to make a correction to this effect?

Your cooperation in completing the record with respect to these matters

would be greatly appreciated.

Sincerely yours,

PETER. R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study.

OLAltman: alb

B

GOLDMAN, SACHS & Co. §,
Phi -

30 Pine Street §ºlphia

NEW YORK, February 6, 1940.

WES : RVH

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section, Monopoly Study, Securities

and Earchange Commission, Washington, D. C.

DEAR ME. NEHEMKIS: I have your letter of January 27 and I am glad to

comment about the various points which you raise. I understand also that

Art Dean has a few obvious instances of incorrect transcription of the testimony

which he will be passing on to you in due course.

As to your first point, let me state I feel certain that although it is not correct

that “the issuance of these securities was governed by the memorandum of 1926,”

nevertheless the corporations listed certainly issued in the aggregate at least

$200,000,000 of securities. The sale of many of these issues was handled by

Goldman, Sachs & Co. and Lehman Brothers in accordance with the memorandum.

Of course Goldman, Sachs & Co. itself headed offerings of far more than

$200,000,000 of other securities during the period, and in the offerings which

I have in mind Lehman Brothers did not participate either under the provisions

of the memorandum or otherwise. Furthermore, as you know, $200,000,000 is

a minute item in comparison with the $50,000,000,000 of new security offerings

during the same period, as tabulated by Standard Statistics Company.

I am content to let the record stand as it is with regard to your second point

inasmuch as the Pillsbury instance is the Only item of this kind which comes

to mind, and inasmuch as formal operation under the memorandum would not

ordinarily be necessary in view of the acquaintance of both firms with most

of the companies. -

Your third point is entirely clarified by exhibits 1784, 1785, 1786 and 1787,

which you offered in evidence.

Examination of our records indicates that Kleinwort, Sons & Co. were not

associated with us as originating bankers in the financing in 1906 of United

Cigar Manufacturers. •

Öbviously, the word “hundred” was inadvertently omitted from the stenographic

record with regard to the number of dealers who have a part in “selling

oups.”

*†. you very much for calling these matters to my attention.

With best regards,

Very trul OllrSy y y y WALTER E. SACHS.

(Walter E. Sachs.)

124401–40–pt. 24–45
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The following letters are included at this point in connection with

Mr. Hancock's testimony, supra, p. 12402.

Cable Address: “LADYCount,” New York

SULLIVAN & CROMWELL

48 Wall Street, New York

JANUARY 22, 1940.

PETER. R. NEHEMKIS, Jr., Esq.,

Special Counsel, Investment Banking Section, Monopoly Study, Securities

and Earchange Commission, Washington, D. C.

DEAR PETER: I am sorry not to have replied to your letter of January 15, 1940

earlier but I was in Washington for several days last week at another hearing

before the S. E. C.

I realize that some of Mr. Hancock's testimony is based upon Mr. Palmer's

reply of May 25, 1937 but inasmuch as the other correspondence appears

verbatim in the record we feel, after a discussion, that it would be better to

have the letter of May 25, 1937 appear in verbatim form also inasmuch as the

record is not really complete without it. You will recall that Mr. O'Connell,

in particular, was interested in the so-called “threat” to resign, which is covered

fully in Mr. Palmer's letter.

Sincerely yours,

ARTHUR EI. DEAN,

[From the Files of Lehman Brothers]

[Copy]

C. R. PALMER

President

CLUETT, PEABODY & Co., INC.

10 East Fortieth Street, New York, N. Y.

MAY 25, 1937.

Mr. JoEIN M. EIANCOCK,

Lehman Brothers, 1 William Street, New York City.

DEAR John : Due to my absence from the city on a business trip my reply to

your letter of May 18th has been delayed a few days.

Due either to misinformation or a lack of information, it seems to me you

have arrived at some conclusions and some assumptions that are just not in

accordance with the facts.

To begin with, you ask whether there was any reason why the proposed

financing should not be handled on a basis of equality for the two banking

firms. I think you know the reasons for this just as well as I do. It is just

because the two banking firms are not working together, which certainly makes

it very unpleasant for us and puts us in a position which I do not think we

have any right to be put in.

The problem of the new financing is not a new one and you may recall that

I rather casually discussed it with you the day that I had luncheon with you

several months ago. That is, I told you then that the way our business was

growing it would appear as though, we would need additional working capital

some of these days and I felt the time to do it was when we could. Further

more, the plan was arrived at by members of the Executive Committee in con

nection with Mr. Green and later with Mr. Weinberg. The entire matter had

been discussed with the Board at various times, although not in detail as to

the plans. That, naturally, was left to the Committee and the proposed plans

submitted to the Board at the meeting on May 11th. Up until that time no

definite agreement had been reached. No matters of importance are entered

into without submission to the Board . . . and by the Board I mean the working

Board and those who attend our regular meetings, so your assumption, that this

whole thing was done without any previous discussion of the 'Board ls

erroneous.

Your question of calling the preferred stock is a very natural one. It not

only should have been considered, but it has been carefully considered for over

a year, and the only reason that nothing was done about it is because either

through oversight or poor judgment at the time the stock was originally issued
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the Company finds itself “hung up” with what might be called a non-callable

stock. It can be called only at the rate of 2% a year and we are way ahead

of that program already.

Naturally a great deal of study has been made by me because I do not think

any one could be more interested than I am that we do the right thing. I can

not speak for Mr. G. A. Cluett and Mr. E. H. Cluett whom you mention in your

letter to me, but speaking for myself, I should say that the reason the financing

could not be handled on an equality basis is because of the relationship of the

firms.

Over the telephone on May 11th I informed the Board that if it seemed wise

to them to postpone action, that that could be done. Then when I found this

could necessitate am additional audit and that we could not use our figures as

of December 31st, I saw no reason why we should be put to that ea'pense and

trouble.

The facts were gone into very thoroughly before any decision was reached,

and, furthermore, John, this is not the first case of this kind that has come up

in the past year or SO.

Another assumption that I seem to read in your letter is a threat of resigna

tion on the part of another banker. There was no such threat made. As a

matter of fact, he told me when we were having this discussion over the phone

on May 11th that he would gladly step aside and let your firm take the whole

thing and that it would not in any way cause any change in his feelings towards

our Company or in his relationship to the Company, so I see in this no attempt

at a threat or control of the Board.

Our change in position was due naturally to our desire to go on with our

plans in order to be able to use our December 31st audit.

Personally I feel that the financing plans that we have in mind are sound

and to the best interests of the Company, otherwise we would not go through

With them.

It was most embarrassing to me, and I know it was to other members of the

Board, to be put on the spot because of a quarrel between banking houses, and

I think it is most unfair that we should be made in any way to suffer because

of this. I personally have suffered a great deal myself, and I have no desire

to do anything that would hurt anybody, but apparently here is a case where

somebody had to be hurt, and not through any fault of mine.

I should like to talk with you, of course, as I deeply regret the unpleasant

ness that this matter has caused, and naturally it is my earnest hope that the

entire Board will be in agreement on Our plans.

Sincerely yours,

/s/ C. R. PALMER.

The following documents are included at this point in connection

with the testimony of Monday, January 8, 1940, supra, pp. 12343 to

12415.

LEHMAN BROTHERs,

One William Street, New York, January 30th, 1940.

Mr. PETER. R. NEHEMKIS, Jr.,

Special Counsel, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMKIS : Mr. Hancock has handed me for reply your letter of

January 27th addressed to him, as he has just returned after an absence from .

the Office of several WeekS.

In accordance with your request, I enclose herewith a signed stipulation as to

the four letters mentioned by you, additional copies of which I enclose in order

that there may be no misunderstanding as to the letters referred to. You will

note that I have corrected the initials of Mr. Chester's name in the stipulation

to read “C. M. Chester.”

We wish to thank you for permitting us to identify these letters by stipula

tion rather than having to appear in person to identify them.

º Very truly yours,

IJDWIN GIBBS.

EG : S

STIPULATION

It is hereby. stipulated and agreed that the documents listed below are true

copies of Original communications or carbon copies from the files of Lehman
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Brothers and that they were received or sent, as the case may be, by Lehman

Brothers.

Date Description To From

Dec. 22, 1937 | Letter---

Feb. 1, 1938

May 19, 1937

Aug. 20, 1937

__| Mr. C. M. Chester

-| Lehman Brothers---

__| Mr. Sanford L. Clu

-| Cluett Peabody & Co.

-| Mr. Robert Lehman.

- General Foods Corp.

Mr. R. O. Kennedy.

- Mr. John M. Hancock.

(Signed) LEHMAN BR08.

The following letter from Robert Lehman to C. M. Chester is

included at this point in connection with Mr. Hancock's testimony,

supra, p. 12389.

DECEMBER 22, 1937.

Mr. C. M. CHESTER,

General Foods Corporation,

250 Park Avenue, New York City.

DEAR CLARE: I want to tell you that I deeply appreciate the very fair way

in which you handled the matter which we discussed today. As I told you, I

feel that the suggestion which you made is thoroughly satisfactory to me and

my firm.

In order that there may be no misunderstanding as to what should be con.

sidered “an equal basis,” I am giving you the following notes which cover the

more important points so that you may have them before you.

Your suggestion that G. S. & Co. should handle the business in their office

is entirely satisfactory to me although, of course, I consider that that is a real

privilege.

1. Both firms to share equally in the profits and to take the same commit.

ment. Any step-up to be shared equally by both firms.

2. Both firms to be syndicate managers and both signatures to appear on all

syndicate and selling group letters and letters of confirmation.

3. Both names to appear on the same line in all newspaper advertising and

any Syndicate, selling group and other letters. Both names to be included

on a parity basis in newspaper publicity as jointly heading the business.

4. Syndicate, and selling groups to be formed jointly as to who should be
included therein.

Yours sincerely,

TIC

The following letter from General Foods Corporation to Lehman

Brothers, and the attached copy of a resolution are included at this

point in connection with Mr. Hancock's testimony, supra, p. 12390.

FEBRUARY 1, 1938.
Messrs. LEHMAN BROTHERs, 938

1 William Street, New York, N. Y.

Attention: Mr. Robert Lehman.

DEAR SIRS: Enclosed is a copy of a resolution adopted by our fDirectors on Thursday, January 27, 1938. y Board 0

The purpose of this letter is to make to your firm the offer c temin the first clause of this resolution. on plated

The expression “without fee” in the resolution is not intended to apply to out

of pocket expenses.

Will you please consider the matter, and let me have your decision with

respect to it promptly?

Enclosed also is a copy of my letter of this date of Goldman, Sachs & Com

pany, which is self-explanatory.

Very truly yours,
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Resolved that the proper officers of this corporation be and they are hereby

authorized and empowered, in their discretion, to offer to Goldman, Sachs &

Company and Lehman Brothers the joint syndicate managership of the proposed

issue of preferred stock of this corporation, the work to be done, without fee,

in the office of Goldman, Sachs & Company;

Further resolved that, in the event said offer shall be made and shall not be

accepted promptly thereafter by both firms, the said officers shall offer Lehman

Brothers and Goldman, Sachs & Company the joint syndicate managership of the

proposed issue of preferred stock of this corporation, the work to be done,

without fee, in the office of Lehman Brothers;

Further resolved that, if both offers shall be made by said officers and neither

One shall be accepted by both firms, then neither of said firms shall be selected

as syndicate manager or as joint syndicate manager for such preferred stock

ISSue.

The following letter from C. M. Chester, General Foods Corpora

tion, to Goldman, Sachs & Co. is included at this point in connection

with Mr. Sachs’ testimony, supra, p. 12390.

C. M. CHESTER,

Chairman of the Board

GENERAL FOODS CORPORATION

Postum Building, 250 Park Avenue

NEW YORK, I'ebruary 1, 1938.

Messrs. GOLDMAN, SACHS & COMPANY.,

30 Pine Street, New York, N. Y.

Attention: Mr. Sidney J. Weinberg.

DEAR SIRS : Enclosed is a copy of a resolution adopted by our board of directors

On Thursday, January 27.

The purpose of this letter is to make to your firm the offer contemplated in

the first clause of this resolution.

The expression “without fee” in the resolution is not intended to apply to out

of pocket expenses.

Will you please consider the matter and let me have your decision with respect

to it promptly 2

Enclosed also is a copy of my letter of this date to Lehman Brothers, which

is self-explanatory.

Very truly yours,

C. M. CHESTER.

The following letter is included at this point in connection with

Mr. Hancock's testimony, supra, p. 12396.

COPY OF LETTER FROM MR. R. O. KENNEDY TO MR. SANFORD L. CLUETT

MAY 19, 1937.

Thank you a lot for telling me about Mr. G. A. Cluett's letter. I can under

stand exactly Mr. Cluett's reaction. I feel sure that he does not understand

the situation, just as we did not in the very beginning.

What did hurt me about his letter, though, was the implication that some

thing is being done that would mar the long record of fair and honorable

dealings. As you know the Board faced a situation that was not only em

barrassing, but most upsetting. Naturally our inclination was to have both

of these houses work together as they always have. We have always felt

very close to each one, and particularly so to the representatives on our

Board. But there has grown up between the two houses an antagonism that

we simply could not break through. As you know I had dinner twice with

Mr. Hancock and met with Sidney two or three times. We told them how we

felt, what we wanted, but we just could not get it. Goldman, Sachs just would

not work with Lehman Brothers, and for reasons which to them seem sound,

although to an outsider they seem just a little childish, and Mr. Weinberg

admitted that they might be so.
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The feeling is so intense, however, that in all recent financing they have

not shared, even though it be for companies in which they are both represented.

(Written by hand:) Not represented on Endicott Johnson or Continental Can.

Sears, Roebuck would not have Lehman Brothers. (By hand :) No.

National Dairy gave all of the work to Goldman, Sachs.

Endicott-Johnson had Goldman, Sachs do it alone.

Continental Can was recently re-financed with Goldman, Sachs cooperation.

(Written by hand :) How about Macy—Gimbel-General Tire who had old rela

tionships and many others who had the choice.

We pleaded and put all the pressure we could, requesting that they overlook

their differences, but those differences were too fundamental and we could

do nothing about it. As late as last Friday night, Mr. Weinberg said he would

think it over again and see if they could not make an exception. As you know,

he has already offered Lehman Brothers full participation as to the amount

that each is to have, but he called me up yesterday and said that he could

not consent to go along with Lehman Brothers' name appearing along with

theirs.

Mr. Weinberg did suggest that we drop Goldman, Sachs altogether and

give it all to Lehman Brothers. He promised he would do everything he

could to help if we did. Lehman Brothers gave us no such assurance and have

not today. Lehman Brothers feel that Goldman, Sachs have taken the position

that they would have it all or would not play. That is not the case, whereas

I do believe that Lehman Brothers up to now are taking the position that they

will not go along if not offered all that they want—half of the participation

and the prestige of being a joint principal.

As you know, the Board felt that Goldman, Sachs were in a position to do

a better job in this particular instance than Lehman Brothers could alone.

We have been supported in this by the examples of other companies who have

had similar work to do. Also it is true that Lehman Brothers have been

helpful to us, but it is quite as true that Goldman, Sachs have. Goldman,

Sachs' interest has been a warm and very cordial one during the last few

years, and particularly during the dark years of 1932 and 1933, where on the

other hand, I have an impression that Lehman Brothers were willing to drop

us altogether back in 1932 and 1933.

It is most unfortunate that this has happened. I know that it has bothered

Mr. Palmer, as it has bothered all of us, all out of proportion to its importance.

But what can we do? Goldman, Sachs will give Lehman Brothers much of

which they ask, but will not accept their name as cooperator. No one could

have tried harder to bring about the cooperation than have we. If Mr. G. A.

Cluett would talk to Mr. Weinberg for just a few minutes, I am sure he

would appreciate that our situation is a difficult one, and that our decision

has not been an altogether unwise or unfair one.

Signed by: OAKLEY.

The following letter from John M. Hancock to Cluett, Peabody &

Co. is included at this point in connection with Mr. Hancock's testi

mony, supra, p. 12410.

AUGUST 20, 1937.

(Handwritten :) Cross Ref. made for Statistics.

Messrs. CLUETT, PEABODY & Co.,

10 East 40th Street, New York City.

Attention Mr. C. R. Palmer.

GENTLEMEN: With great regret I hereby resign as a Director of Cluett, Peabody

& Company. After careful consideration of all the facts before me and in the

light of Mr. Palmer's letter I see no choice but to take this action, recognizing

that there may be matters unknown by me but known to your officers that

explain your action.

(Handwritten :) Not Sent to File.

After such long service on your board on the part of myself and Mr. Lehman

there cannot longer be any obligation on our part toward the stockholders who

bought the stock from us at the time of the original underwriting. Though

feeling free of any obligation I have delayed resigning so that the underwriting

should be completed and I would be free of any possible charge of harming the
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company. My firm did not take any interest in the underwriting as it was

desirous of making it clear that a possible profit does not affect our view of the

principles involved in this case.

I think it will be admitted that my being on the Board was primarily for the

advice of myself and my firm on financing problems. In this recent matter my

advice was not asked for in advance of your decision and in connection with

that decision two of your principal officers believed inaccurate and incomplete

statements about my firm and did not feel under any obligation to discuss these

statements with me before accepting them as facts. I would condemn such

procedure on the part of a corporation or its management even if I were not

involved in their acts.

I ask that this letter be incorporated in the minutes of the meeting of the

Board of Directors when it is presented to the Board.

Sincerely,

JMH-MG JOHN M. HANCOCK.

The following letter is included at this point in connection with

Mr. Fuller's testimony, supra, p. 12602.

SCHRODER RoCKEFELLER & Co., INCORPORATED

48 Wall Street, New York

JANUARY 24, 1940.

Mr. PETER R. NEHEMKIS, Jr.,

Special Counsel, Investment Banking Section,

Securities and Earchange Commission, Washington, D. C.

DEAB MR. NEHEMKIS : In connection with my testimony before the Temporary

National Economic Committee on January 11, 1940 and your letter of January

22, 1940, I wish to advise you that Messrs. Sullivan & Cromwell did not furnish

any written opinion in connection with the agreement dated August 24, 1936

between Schroder Rockefeller & Co., Inc. and J. Henry Schroder & Co. which

was introduced into evidence as Exhibit 1964.

It is my recollection, which is confirmed by inquiry of Messrs. Sullivan &

Cromwell, that prior to the time of the execution of the agreement, the question

which you raised was given consideration in consultation with Messrs. Sullivan

& Cromwell and it was concluded that under all the circumstance J. Henry

Schroder & Co. were not “underwriters” as that term is defined in Section 2

Subdivision 11 of the Securities Act of 1933 and that therefore no mention of

the agreement dated August 24, 1936 need be made in the registration statements.

You will note that the agreement provided that J. Henry Schroder & Co.

would take no part, directly or indirectly in the underwriting or disposition of

the securities which Schroder Rockefeller & Co., Inc. might underwrite, or

assume any responsibility, liability or commitment in connection therewith, it

being understood that Schroder Rockefeller & Co., Inc. was to be solely liable

with respect to the total amount of its underwriting commitments without any

recourse against J. Henry Schroder & Co. or its associates. You will also

note that the payment to be made to J. Henry Schroder & Co. was not based on

a percentage of any underwriting profits and in fact bore no relation to under

writing profits since under the agreement the sum was payable even though

there were losses and was payable with respect to issues in which we might have

participated if we had desired to do so even though we elected not to participate.

Under the circumstances, it was felt that J. Henry Schroder & Co. did not buy

from or sell any securities for an issuer; that it did not participate or have any

participation in the direct or indirect underwriting “of any such undertaking”

since they were under no circumstances to receive any of the securities under

written, and Schroder Rockefeller & Co., Inc. had no right to ask them to take

up any part of the securities underwritten or to ask them to compensate us in

any way, directly or indirectly, for any losses sustained by us as an underwriter.

I should like to point out also that Schroder Rockefeller & Co., Inc. never took

over the securities referred to in paragraph one of the agreement, and that the

whole agreement was cancelled on the 26th day of January 1937.

I trust that this will give you the additional information which you requested.

Very truly yours,

/s/ C. P. FULLER.
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Extracts from the following exhibit were read in the course of the

testimony of Carlton P. Fuller and Victor Emanuel, supra, pp. 12621

12622.

[From the ſiles of Smith, Barney & Co.]

Confidential Memorandum for Record : July 17, 1934.

CROSS INDEX

XPhiladelphia Company

—Equitable Gas Company

—Pittsburgh Railways Company

XDuquesne Light Company

XNorthern States Power Company

XOklahoma Gas and Electric Company

XLouisville Gas and Electric Company

XSan Diego Consolidated Gas and Electric Company

XWisconsin Public Service Corporation

–Southern Colorado Power Company

—The California Oregon Power Company

—Mountain States Power Company

—Kentucky West Virginia Gas Company

—Market Street Railway Company

—Empresa de Servicios Publicos de los Estados Mexicanos, S. A.

—Deep Rock Oil Corporation (now in receivership)

—Deep Rock Oil and Refining Company

(NotE.—X and minus signs (–) above are handwritten.)

GENERAL ARRANGEMENTS PURSUANT TO WHICH INVESTMENT BANKERS ARE SELECTED

FOR COMPANIES COMPRISING THE STANDARD GAS AND ELECTRIC COMPANY SYSTEM

The Standard Gas and Electric Company system, which includes the companies

named in the above-cross-reference, is jointly controlled (through Standard

Power and Light Corporation) by United States Electric Power Corporation and

H. M. Byllesby and Company. U. S. Electric Power Corporation is, in turn,

controlled by the United Founders group (in which David M. Milton's Equity

Corporation group has a substantial interest). (Handwritten:) Not true since

Dec. 1, 1935.

As of March 2, 1933, U. S. Electric Power Corporation had demand bank loans

totaling $12,500,000 (of which Chase National held 50% or $6,250,000; Guaranty

Trust held 33% 7% or $4,166,666.67; and Chemical Bank & Trust Company held

1624% or $2,083,333.33) which were secured; part of the security consisted of all

of U. S. El. Pr. Corp.’s stock holdings in the Standard Power and Light Corpora

tion. Those $12,500,000 U. S. Electric Power Corporation secured demand notes

(dated March 1, 1933) were given to the three banks pursuant to a written agree

ment between U. S. Electric Power Corporation and the banks dated and executed

On* 1, 1933, and all but a small part of them are still outstanding and

unpald.

Among other things, that March 1 agreement contained a provision that U. S.

Electric Power Corporation would furnish the banks with a certified list of all

contracts to which they were then a party (except those covering ordinary

current operations) and agree (so long as any of the $12,500,000 demand notes

remained unpaid) not to change any such contracts without the consent of the

banks. The March 1, 1933 agreement also provided that U. S. Electric Power

Corporation (recognizing that those contracts were assets which should be

available to creditors) agreed in so far as possible to give the three banks the

benefit of such contracts and pay over to them any consideration received by

U. S. Electric Power Corporation therefrom.

*: :k :k + * 4. -

One contract covered by the foregoing provisions is a Memorandu

cember 21, 1929, signed by H. M. Byllesby and Company, U. S. #...".
Corporation and Ladenburg, Thalmann & Co., which sets forth the manner in

which investment bankers to handle security issues of the Standard Gas and

Electric Company system are to be selected. Subject to certain exceptions

(including particularly the financing of the Philadelphia Company and sub

sidiaries) the general arrangement contemplates that financing shall be under.

taken as to interest and liability, at original cost, as follows:
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U. S. Electric Power Corporation--------------------------- 75%

H. M. Byllesby and Company – 25%

and if those two mutually agree to permit other banking houses to join with

them in particular pieces of financing, the respective interests of such other

houses shall be provided for ratably out of the basic interests of those two,

provided that Byllesby's interest in any piece of financing involving

Northern States Power Company

Louisville Gas and Electric Company

Oklahoma Gas and Electric Company, and

San Diego Consolidated Gas and Electric Company

shall be not less than 20%, irrespective of any interests granted in such

financing to other banking houses.

In connection with the March 1, 1933 bank loan negotiations Mr. Louis H.

Seagrave, Chairman of the Board of U. S. Electric Power Corporation, verbally

confirmed to R. L. Garner, Vice-President and Treasurer of the Guaranty Trust

Company, that U. S. Electric Power Corporation would consult the banks

(which are parties to the March 1, 1933 bank loan agreement) in connection

with subsequent financing of the Standard Gas and Electric Company system.

In connection with specific financing for any part of the Standard Gas and

Electric Company system, reference should be made to the December 21, 1929

Memorandum signed by H. M. Bylleshy and Company, U. S. Electric Power

Corporation and Ladenburg, Thalman & Co., but the more important provisions

of that Memorandum are summarized in a general outline set forth on the

following page hereof.

In the following outline: A= H. M. Byllesby and Company; B =United States Electric Power Corpora

tion; C = Ladenburg, Thalmann & Co.; and D = Harris Forbes & Company and Harris Trust and Savings

Bank.

Leadership
which carries

with it the syn

dicate man

agership

Interest and Liability on
Original terms Second Place

A=25% B=75% each

Standard Power and Light Corporation---|{ gives up pro rata to) | Selected by B- A.

any others.

A=25% B=75% each

Standard Gas and Electric Company----- gives up pro rata to)|A------------- Selected by B.

any others.

before Jan.

Philadelphia Co. & Subsids.

before Jan.

17, 1935

after Jan.

17, 1935

Northern States Power Co. and Subs------

Duquesne Light Co---------

Oklahoma Gas and Electric Company----

Louisville Gas and Electric Co. and sub

sidiaries.

San Diego Consol. Gas & El. Company---

Wisconsin Public Service Corporation----

Southern Colorado Power Company------

The California Oregon Power Co

Mountain States Power Co-------

Kentucky West Virginia Gas Co--

Market Street Railway Company

California Power Corporation-------------

Empresa de Servicios Publicos de los Es

tados Mexicanos S. A.

Deep Rock Oil Corporation (now in re

ceivership)

Deep Rock Oil and Refining Company---

C’s old group§º
A=50% B+D=50%

B=65% A=25% C-10%

(°, old group including

A=50% B+D=50%

B=65% A=25% C=10%

A=25% B=75% but A)
at least 20%.

{*::::: B=75% but A)
a 20%.

B= }
{ at least 20%.

A=25% B=75% but A)
at least 20%.

A=25% B=75% each

gives up pro rata to

any others.

44

4 4.

--

44

44

44

44

44

A (3rd place=C).”

A.

C (3rd place=A).

A.

A.

Selected by B.

1 Nothing precludes financing without bankers or by direct offering to stockholders or customers. It was

contemplated that all customer ownership campaigns should be conducted by A as theretofore but without

substantial profit to them.

* Applies to Philadelphia Company, only; Dec. 21, 1929. Memorandum provides that in case of sub;

sidiaries of Philadelphia Company (other than Duquesne Light Co.) A and C are to alternate in second

and third places in accordance with their then-existing arrangement.
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Another contract covered by the provisions of the March 1, 1933 bank loan

agreement is another Memorandum dated December 21, 1929, signed by H. M.

Byllesby and Company and U. S. Electric Power Corporation, which provides,

among other things that:

“* * * It is contemplated that whenever any issue of securities shall

be made by Standard Gas and Electric Company or by any subsidiary or

sub-subsidiary thereof, and sold to Bankers, counsel selected by U. S. Electric

Power Corporation will represent the bankers * * *.””

also

“* * * It is contemplated that whenever any issue of securities shall

be made by Standard Power and Light Corporation, or by any subsidiary or

sub-subsidiary thereof (other than Standard Gas and Electric Company or

any subsidiary or sub-subsidiary of Standard Gas and Electric Company)

and sold to bankers, counsel selected by H. M. Byllesby and Company will

represent the bankers * * *.”

W. W.

WW/EF Webb Wilson.

º-a--- a--

The following letter was submitted by Mr. Hall in connection with

his testimony, supra, p. 12663.

MoRGAN STANLEY & Co., INCORPORATED

Two Wall Street, New York

NEw York, February 5, 1940.

PETER. R. NEHEMKIS, Jr.

Special Counsel, Investment Banking Section,

Monopoly Study, Securities and Earchange Commission,

Washington, D. C.

DEAR MR. NEHEMRIs : As you know, I have been in Washington for the past

few weeks which accounts for my delay in replying to your letter of January 23,

1940.

As I testified in Washington, I have not any list of suggestions of underwriters

made by the Shell Union Oil Corporation. However, in going over the list of

underwriters again, I can add to the names mentioned in my testimony the fol

lowing as having been suggested by the Company:

Blair, Bonner & Company, Chicago, Illinois.

Glore, Forgan & Co., Chicago, Illinois.

G. H. Walker & Co., St. Louis, Missouri.

Very truly yours,

PERRY E. HALL,

Vice President.

*Pursuant to this provision, it will be remembered that in connection with the issu
ance o

$6,000,000 Louisville Gas and Electric Company (Kentucky) First an ding

*; #'s Series C, due 1961 which were publicly offeredºr; *::::fun
aS Well as the

$35,000,000 and $10,000,000 Northern States Power Company (Minneso -

#. Mortgage, 4% 7% Series due 1961, which were publicly offered inº:

by syndicates headed by Harris Forbes & Company (and in each of which th uaran

§º #. al p."g º #: well*N. * º: §. original #5 *::::::: #
ankers Were Messrs. Seiber ggs, Of New York, Who are uU. S. Electric Power Corporation. y - regular counsel for the

- - ----

*
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A Supplement by Dr. Oscar L. Altman of the Securities and Ex

change Commission to his testimony on “Concentration in the Man

agement, Underwriting, and Sale of Registered Bond Issues since

1934.”

THE ROLE OF COMMERCIAL BANKS IN THE DISTRIBUTION OF REGIS

TERED BOND ISSUES, AND SOME ASPECTS OF BOND ACQUISITIONS

BY LIFE INSURANCE COME’ANIES.

This memorandum is a supplement to the testimony presented to the Tem

porary National Economic Committee on January 12, 1940, on “Concentration

in the Management, Underwriting, and Sale of Registered Bond Issues since

1934.” Data were there presented on the distribution and sale of six bond

issues.” In summary, it was shown that:

(1) Banks, insurance companies, and charitable and educational institutions

together accounted for 88.4% of the sales by the distributing group, while

individuals accounted for only 6.6%.

(2) Thirty-eight per cent of all sales by the distributing group were made

within New York State; thirteen states, including New York, accounted for

90% of all sales.

This memorandum attempts to deal with three additional problems:

(1) The role of commercial banks in the distribution of bonds.

(2) The manner in which life insurance companies acquire their bonds.

(3) The relative importance of the holdings by life insurance companies of

five bond issues.

1. ROLE OF BANIKS IN THE DISTRIBUTION OF BONDS

Since part of the purchases of bonds from the distributing group by banks and

trust companies is re-sold, an attempt, was made to determine the amount re

sold and the nature of the purchasers.” A questionnaire was addressed to one

hundred of the largest banks and trust companies by the Investment Banking

Section of the Securities and Exchange Commission on March 27, 1939, request

ing data on the disposition of the four bond issues covered by the earlier

questionnaire of February 25, 1939.”

The coverage of the responses to the questionnaires was as follows:

1 Infra, p. 12688.

2 The bond issues discussed, and the sources of the data, were as follows:

(a) From questionnaires by the Investment, Banking Section, of the Securities, and

Exchange Commission—four issues: (1) Toledo Edison Co., 1st mtge. 3%'s of 1968

principal amount, $30,000,000. (2), Atlantic Refining Co., deb. 3's of 1953, principal

amount $25,000,000. %) Chesapeake & Ohio Railway Co., ref. & impt. 3%'s of 1963,

principal amount $30,000,000. (4) United States Steel Corp., deb. 3%'s of 1948, principal

amount $100,000,000. -

(b) From questionnaires, by Morgan. Stanley & Co., Inc.—three issues, including the

U. S. Steel issue : (1) United_States Steel Corp., deb. 3%'s of 1948, principal amount

$100,000,000. (2) American Telephone & Telegraph Co., deb. 3%'s of 1966, principal

amount $140,000,000. (3) Philadelphia Electric Co., 1st mtge. 3%'s of 1967, principal

amount $130,000,000. - -

3 This section, together with portions of Dr. Altman's testimony of January 12, 1940

complement the remarks made by the Hon. A. A. Berle, Jr. on the distribution of

securities. See Hearings before the Temporary National Economic Committee : Savings

and Investment, Part 9, § 3817.

4 Listed in footnote 2, above.
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TABLE 1.-Coverage of the responses to two questionmaires concerning the distri

bution of four bond issues: the first, submitted to the distributing group; and

the second, to one hundred of the largest banks and trust companics

Chesa
Toledo | Atlantic U. S.

Edison | Refining 3. ** Steel

3%'s, '68 3's, '53 3%’s º 334's, '48
r

1. Amount of the issue (in millions)--------------------------- $30 $25 $30 $100

2. Members of the distributing group reported: 1

A. An analysis of their sales for these amounts (in mil

lions)---------------------------------------------- $12.5 4 $25.3 $21.7 $90.7

B. Showing these amounts sold to banks and trust com

panies (in millions)-------------------------------- $8.6 $14.5 $4.1 $57.9

3. Members of the distributing group thus reported an analysis

of the sales of these percentages of each issue (2A+1)------- 42% All 72% 97%

4. Some banks and trust companies reported: ” -

A. An analysis of these purchases from the distributing

group (in millions)--------------------------------- $5.5 $6.4 $.7 $34.5

B. On basis of reports from these numbers of banks----- 66 50 35 80

5. The amounts for which some banks and trust companies re

ported an analysis thus constituted these percentages of the

purchases by all banks and trust companies (4A-4-2B)------- 64% 44% 17% 60%

1. According to the questionnaire of Feb. 25, 1939, by the Investment Banking Section of the Securities

and Exchange Commission.

* According to the questionnaire of March 27, 1939, to 100 banks and trust companies by the Investment

Banking Section of the Securities and Exchange Commission.

* This issue showed relatively the smallest sale to banks and trust companies and the largest sale to in

surance companies. See the discussion immediately following, and footnote 6.

• The sales reported by the distributing group were greater than the amount of the issue. It is possible

that this discrepancy is the result of reporting sales in secondary distribution. The nature of the data made

it impossible to correct for this over-reporting.

Three of the issues showed a large initial distribution to banks and trust

companies, followed by a substantial re-sale. The fourth issue—Chesapeake &

Ohio Railway Co.—showed a different pattern. The issue was unusual in that

the initial bank purchases were small, only 19 per cent of the total. The

manager of the underwriting group sold 45 per cent of the issue to a group of

insurance companies, with each underwriter selling an amount in proportion to

his underwriting commitment." In all, the distributing group sold 74 per cent

of the issue directly to insurance companies." Moreover, in view of the limited

response by banks and trust companies to the second questionnaire—only 17

per cent of bank purchases being accounted for—the results with respect to this

issue are inconclusive.

TABLE 2.-The percentage of three registered bond issues bought from the dis

tributing group by banks and trust companies, and re-sold within three

months

Amount, resold by banks

Percentage and . trust companies

of issue within 3 monthsas

purchased

§º: Pand trus ercentage

companies º |Percentage of

purchases | total issue

Toledo Edison, 3%'s, '68-------------------------------------- 55.4 79.6 º

Atlantic Refining,3's, '53. #4% #% #;"
United States Steel, 3%'s, '48--------------------------------- 61.0 45.9 2-0

* For an illustration of the mechanics and procedure involved in such tra

the memorandum by The First Boston Corporation, in connection with theºº::
ºrn California Edison, Co., Ltd., ref; 3%'.9ſ, 1960, offered April 22, 1935 (Hearings:
Inyestment Banking, Part 22, Exhibit No. 1639–14, page –).

* Moreover; it was stated that, a substantial, part of the issue was not sold by the

principal underwriters until more than a year after public offering. The New York Times

repºrted, (January 3, 1940), that Halsey, Stuart & Company and Otis & Com any con

cluded this $30,000,000 bond financing by disposing of $7,600,000 of bonds on#
1940, to a group of insurance companies.
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The re-sales by banks and trust companies were rapid. Sixty-two per cent

of their purchases of Toledo Edison bonds were re-sold within one week, and

39 per cent of Atlantic Refining Co. bonds were disposed of within the same

time. Even in the case of the United States Steel Corp. issue—regarded by

the “trade” as primarily a “banking issue” by reason of the industry involved

and the short maturity of the bond—29 per cent of the bank and trust company

purchases were re-sold within one week. More detailed data on the rate of

disposition may be found in Table 3.

TABLE 3.-Disposition by banks and trust companies of their purchases of four

bond issues from the distributing group

[Amounts in thousands]

Toledo Atlantic Chesapeake

Edisºn Rºſining §.9big º
Purchases and their disposition 3%'s, '68 3's, '53 3%'s, '63

Amount % Amount 76 Amount 9% Amount 96

1. Purchased by or through reporting

banks or trust companies under

orders dated not later than one

week after initial public offering-- $5,525 100.0 $6,376 100.0 $670 100.0 || $34,943 100.0

2. Disposition of these purchases:

a. Sold under orders dated not

later than one week after

initial public offering------ 3,412 61.8 2,448 39.0 95 14.2 10,088 29.2

b. Sold under orders dated

later than one week, but

not later than one month,

after initial public offerng- 245 4.4 450 7.1 !---------------- 1,366 4.0

c. Sold under orders dated later

than one month, but not

later than three months,

after initial public offering- 741 || 13.4 909 || 14.2 |---------|------- 4,375 12.7

d. Remainder, not reported as

sold under a, b, and c----- 1, 127 | 20.4 2, 529 || 39.7 575 || 85.8 18,864 || 54.1

Source: Compiled from a questionnaire submitted by the Investment Banking Section of the Securities

and Exchange Commission, March 27, 1939.

From the foregoing it is clear that banks and trust companies acted as one

of the most important cogs in the distribution of these registered bonds to

the ultimate investors.

To whom do the banks and trust companies sell? And at what prices? The

data submitted on the questionnaires throw some light upon these questions.

The greatest part of the sales made by banks and trust companies, under

orders dated not later than one week after public offering, was made at the

initial public offering price; just as the greatest part of their security purchases

from the distributing group was made at the public offering price:

TABLE 4.—Purchases by banks and trust companies from the distributing group

at the public offering price, and re-sales by these banks and trust companies

at the same price—Four bond issues

[Both sets of transactions under orders dated not later than one week after public offering]

[Amounts in thousands]

Re-sales at initial

public offering price

Purchases at initial

public offering price

ISSue

Percentage Percentage

Amount | of all their Amount | of all their

purchases re-Sales

Toledo Edison, 3%'s, '68--------------------------- $4,246 77 $2,463 72

Atlantic Refining, 3's, '53-- - 4,780 75 2, 145 86

C. & O. Ry., 3%'s, '63--- 600 90 95 100

U. S. Steel, 3%'s, '48------------------------------- 28,794 83 8,990 89

More complete data on purchases and re-sales are contained in Table 5.
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TABLE 5.—Prices paid the distributing group by banks and trust companies, and

prices received by them on re-sales

[Both under orders dated not later than one week after public offering]

[In thousands]

At initial
At initial

- - - public of- trans

Issue and its disposition Pºlºg! .# * A.
rice price IeSS
p concession

1. Toledo Edison Co., 3%'s, '68

A. Purch $4,246 $1,014 $295 $5,525

2,463 178 771 3,412

4, 780 1,243 353 6,376

2, 145 112 231 2,488

600 70 ------------ 670

95 -------------------------- 95

28,704 542 5, 157 34,493

8,990 -------------- 1,098 10,088

Source: Compiled from a questionnaire of the Investment Banking Section of the Securities and Exchange

Commission.

The data thus indicate that banks and trust companies generally received

no compensation in the form of a price differential for buying and re-selling

these registered bond issues. They may have rendered this service to their

customers free of charge, hoping to benefit by receiving compensating balances

and by providing other, profitable services.” Or, they may have received com:

missions or fees different in form from the dealers' concession or the 4 point

concession to banks. The questionnaire throws no light on these possibilities.

The sales by banks and trust companies were made largely to institutional

customers. The most important customers were life and other insurance

companies, with other banks and trust companies, including savings banks,

second in importance. Individuals were responsible for only a relatively

small part of the sales:

TABLE 6.—Percentage of total sales by banks and trust companies, under orders

dated not later than one weck after public offering, to insurance companies,

other banks, and individuals, of four bond issues purchased from the dis.

tributing group

Life and Other

Issue other banks Individ

insurance & trust uals

companies companies

Toledo Edison, 3%', '88------------------------------------------- 43% 21% 70

Atlantic Refining, 3's, '53-- 48% 16% 3%

C. & O. Ry., 3%'s, '63---- - 74% 16% 10%

United States Steel, 3%'s, '48---------------------------------------- 7% 39% 9%

A more detailed analysis of sales is contained in Table 7. It should be

noted that a significant volume of sales was made to security dealers. Ap

proximately 13 per cent of total sales, amounting to more than $2,100,000,

was made to dealers.

* For example, see the testimony of Charles E. Mitchell of Blyth & Co., Hearings, Part 22,

ſºlº ; and of Mr. B. A. Tompkins of the Bankers Trust Co., *:::: pp.
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TABLE 7.-Analysis of sales by banks and trust companies, under orders dated

not later than ome week after public offering, by classes of purchasers, of four

bond issues purchased from the distributing group

[In thousands]

Toledo | Atlantic

Class of purchaser Edison | Refining §§ % º:sº
3%'s, '68 || 3's, '53 p 4 S,

Life insurance companies---------------------------------- $1,454 $1,000 $70 $75

Other insurance companies 25 100 ----------- 613

Investment cos. (excl. personal holding cos.)----------------|-----------|-----------|----------- 121

Charitable, educ. and relig. foundations as to which report

ing bank or trust company is trustee--------------------- 15 ---------------------- 56

Other charitable, educational, and religious foundations---- 5 125 ----------- 1,950

Other trusts and estates as to which reporting bk. or trust

Co. acts in fiduciary capacity----------------------------- 131 204 964

Savings banks------------------------------------- - 100 10 129

Other banks and trust compani 611 398 3,796

Individuals---- 93 920

Security dealer 840 497 741

thers.--- 138 |----------- 723

Total------------------------------------------------ 3,412 2,488 95 10,088

Source: Compiled from a questionnaire of the Investment Banking Section of the Securities and Ex

change Commission.

2. PURCHASES OF FIVE REGISTERED BOND ISSUES BY LIFE INSURANCE COMPANIES

An analysis was made of purchases of registered bond issues by life insurance

companies to determine (a) the number and the size of the separate purchases

made; (b) the rate of acquisition of such purchases; and (c) the sources of

such purchases. The data were taken from Part 3 of Schedule D of the annual

reports prepared by the life insurance companies on the Convention Form.

This Form requires insurance companies to list all purchases of bonds and

stocks during the current year, with date of acquisition, name of vendor, price,

and other details.

The basic sample for the analysis consisted of the twenty-six largest legal

reserve life insurance companies domiciled in the United States." Since not

all of the companies purchased bonds of each issue studied, and not all reported

in the required detail, the samples used consist of from seven to eighteen

Companies.

Five of the six issues listed in Footnote 2 were studied ; the sixth, C. & O. Ry.

Co. ref 3%'s of '63, was eliminated since it was offered in December, 1938,

which was too late for any purchases to be included in the reports for that year.

(a) The size and number of insurance company purchases.—Although the

Convention Form calls for a listing of all security purchases, some companies

lumped in one entry their purchases from two or more dealers or for two or

more days. These companies were excluded from the tabulation.

It is possible that some of the companies included lumped two or more pur

chases from the same dealer on the same day, for it was noticed that some

companies listed the same vendor more than once in One day, while other com

panies did not show similar entries. To the extent that a company combined

two or more purchases in a single entry, it understated the number of purchases.

The number of purchases is, of course, roughly related to the size of the issue.

For the two smallest issues, the seven insurance companies studied required a

total of 463 ($30,000,000 Toledo Edison issue) and 471 ($25,000,000 Atlantic

Refining issue) separate transactions to acquire their holdings. The seven

companies thus required an average of 66 purchases for the former and 67

purchases for the latter. For the two largest issues, the fourteen companies

studied required a total of 1,301 ($140,000,000 A. T. & T. issue) and 1,409

($130,000,000 Philadelphia Electric issue) separate transactions, an average of

93 purchases for the former and 101 purchases for the latter. More complete

data on the size and number of transactions are presented in Table 8.”

7a. These are the same twenty-six companies covered in the tables of Part 10–A of the

Hºgs before the Temporary National Economic Committee : Life Insurance: Operating

esultS.

8 The questionnaire by . Morgan Stanley & Co., Inc., (see footnote 2) requested each

dealer to state the number of his transactions for each issue. The total number of

transactions for all dealers was as follows: for the U. S. Steel 334’s of 1948, 17,096; for
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TABLE 8.—Number of purchases made by selected life insurance companies in

acquiring their hondings of five registered bond issues from date of issue to

December 31, 1938

Toledo Atlantic Philadel

É. fl. ºft.*.*.*.*.*.*.*.*.3%'s, '68 3's, '53 4 S, - 394's, '67

1. Date of Public Oſfering- 8–10–38 0–15–38 6–2–38 12–2–36 3-11-37

2. Amount of Issue (000)--- $30,000 $25,000 $100,000 $140,000 $130,000

3. Number of Companics Analyzed- - 7 7 8 14 14

4. Amount of Purchases (000)------- - $8,983 $7,210 $11,574 $64,489 $60,866

5. Number of Purchases---------- - 463 471 650 1,301 1,409

6. Average Number of Purchases- -- 66 67 81 93 101

7. Average Size of Purchases--------------- $19,400 $15,300 $17,800 $40,600 $43,200

Source: Compiled from Part 3 of Schedule I) of the annual reports prepared on the Convention Form.

The insurance companies included in the tabulations are listed in the table constituting Appendix I.

Most of the individual purchases were made for relatively small amounts. A

detailed table of purchases arranged in a frequency distribution by size of pur

chase constitutes Appendix I to this memorandum, but the findings may be

summarized here for the largest and the smallest issues studied.

TABLE 9.–Condensed frequency distribution of insurance company purchases,

by size of purchase, of Atlantic Refining and A. T. & T. bonds

$25,000,000 Atlanticº $140,000,000 A.T. & T.

Refining purchases purchases

Size of Individual Purchase

Percent | Percent Percent | Percent

of total of total of total of total

number | amount number aulount

29.0 2.8

46.2 16.7

9.9 12.1

13.7 53.2

1.2 15.2

100.0

Source: See Appendix I.

The analysis disclosed a total of 4,294 separate purchases by the major life

insurance companies for the five issues studied. There were 1,479 transactions

(more than one-third of the total) in blocks of $5,000 or less, including 32

purchases in blocks of $1,000 and 142 in blocks of $2,000. More than three

quarters of the total number of purchases were in amounts of less than $30,000

though this group accounted for only 21 per cent of the total purchased. Ríost

purchases were for round amounts. With 1,136 purchases at $5,000, 842

at $10,000, 247 at $15,000, 195 at $20,000, and 353 at $25,000, a total of 2,773

purchases, almost two-thirds of the total number of purchases, is accounted for.

(b) The rate of insurance company purchases.—The annual reports prepared

by insurance companies on the Convention Form require the date of acquisition

for all security purchases. The analysis shows that the date of acquisition re

ported seems to have been in almost all cases the date on which the securities

were delivered. Fºr the five issues covered, a comparison of the date of acqui.

sition reported by the twenty-six companies with the offering date (as shown by

the prospectus), and the delivery date (as reported in the daily press), indicates

that (a) in no case did the acquisition date coincide with the offering date, (b)

in only one case, and then only for one company, was the acquisition date earlier

than the delivery date, and (c) in all the other cases the first acquisition dates

correspond with the delivery dates. The available data do not indicate the

date of payment by the life insurance companies. It thus appears that the

the A. & T. 334’s of 1966, 17,786; and for the Philadelph -

8,450. here is no indication that the total number ######".%. ##";
dealers and the total number of acquisitions as compiled from insuran po by

records are on the same basis. ce company
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companies define securities acquired as securities delivered, rather than as

ordered or paid for.”

A definitive study of the rate of insurance company purchases is, therefore,

impossible. For there is no correspondence between orders and deliveries; one

day's deliveries may include several days' orders, and conversely. Further

more, the time between the date of offering and the date of delivery varies for

different issues. The difference was sixteen days for the A. T. & T. bonds and

only two days for the Toledo Edison bonds. The data do indicate, however,

the importance of insurance company sales in making and supporting a

market for publicly offered securities.

(i) During the first week after the first delivery date—the purchase orders

may well have been much more concentrated—the insurance companies in the

sample studied purchased from 9 per cent of the U. S. Steel bonds to 33 per

cent of the A. T. & T. bonds.

TABLE 10.—Purchases by selected insurance companies of five registered bond

issues within the first week after public offering

Per cent of
Number of Number of -

Issue total issue

companies | purchases purchased

Toledo. Edison.------------------------------------------------------ 7 344 19.2%

Atlantic Refining------------------------------------- 7 462 28.5

U. S. Steel---------------------------------------------- 7 579 9.2

A. T. & T------------------------------------------------ 13 1,072 32.9

Philadelphia Electric----------------------------------------------- 13 1,079 24.4

Source: See Appendix II.

As has already been mentioned, the U. S. Steel bonds were regarded

as a “banking issue.” Therefore, if this offering be excluded, the sample of

insurance companies studied took within one week of the offering date 19 from

One-fifth to One-third Of the issues.

(ii) The size of the individual purchases during the first week appears to

be smaller than purchases consummated in later weeks.

TABLE 11.—Size of purchases of five registered bond issues at various times after

public offering

[Thousands of dollars)

- Remainder
First Second Third

Issue week #: quarter | Quarter

Toledo Edison----------------------------------------------- $16.8 $24.0

Atlantic Refining--------------------------------------------- 15.4 8.9

U. S. Steel---------------------------------------------------- 15.9 77.7

. T. & T---------------------------------------------------- 43.0 90.6

Philadelphia Electric----------------------------------------- 29. 5 89.7

Source: See Appendix II.

• The dates for the five issues were as follows:

First acqui

Date of R. of de- ºº

- Ivery men- reported by
ISSuo #is tioned in ad- any insur

prosp Vertisement ance Com

pany

Toledo Edison-------------------------------------------- 8–10–38 8–12–38 8–12–38

Atlantic Refining- - 9–15–38 9–19–38 9–19–38

U. S. Steel---- 6- 2–38 6– 7–38 *6- 7–38

A. T. & T-------- - 12- 2–36 12–18–36 12–18–36

Philadelphia Electric------------------------------------- 3–11–37 3–19–37 3–19–37

• Except that the Pacific Mutual Life Insurance Company reported a purchase on June 3rd.

124491–40—pt. 24—46
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The explanation for the small size of purchases during the first week probably

rests upon the fact that the insurance companies spread their purchases among

the members of the distributing group.

(c) The source of insurance company purchases.—It has been indicated in

Section 1 that re-sales by banks and trust companies which bought directly

from the distributing group constituted a substantial part (28 percent to 44

percent) of the respective issues. Examination of life insurance company

purchases shows that:

(i) Purchases from banks were larger than purchases from dealers and

underwriters.

(ii) The smaller insurance companies make a larger percentage of their

purchases from banks and trust companies than do the largest insurance com

panies falling within the sample of the 26 largest legal reserve life insurance

companies.

(iii) The sales by banks to the life insurance companies within the sample

of insurance companies studied were highly concentrated. Only eighteen banks

were represented. These eighteen banks made 116 sales aggregating $10,189,000.

Five of these banks accounted for more than 70 percent of the total; and two

of them—the New York Trust Co. and the Bankers Trust Co.—for 48 percent.

The position of the New York Trust Co. is due entirely to its nine sales of

A. T. & T. debentures to the New York Life Insurance Co. in the amount of

$2,519,000. The sales by the Bankers Trust Co., on the other hand, were more

widely distributed. Bankers Trust Co. made thirty-one sales amounting to

$2,212,000, and dealt in all five of the issues.

TABLE 12.-Number and amount of sales of five registered bomd issues by banks

to life insurance companies from date of offering to Dec. 31, 1938

Number of sales Amount of sales

Bank

Number % Amount %

New York Trust Co------------------------------------------- 10 8.6 $2,647 25.0

Bankers Trust Co-------------- 31 26.7 2,212 21.7

First National Bank of Chicago 14 12.1 882 8.7

Chase National Bank------------------------ 10 8.6 714 || 7.0

Anglo-California National Bank of California- 8 6 9 850 8.3

Total: 5 Banks------------------------- - 73 62.9 7,305 71.7

Sales by 13 Other Banks--------------------------------------- 43 37.1 2,888 28.3

Total: All Banks----------------------------------------- 116 100.0 10, 193 100.0

Source: Compiled from Part 3 of Schedule D of the annual reports on the Convention Form of the same

life insurance companies covered by Appendix I.

3. AMOUNT OF INSURANCE COMPANY HOLDINGS OF FIVE REGISTERED BOND ISSUES

ON DECEMBER 31, 1938

There has been much discussion of the extent of holdings of securities by

institutions, and particularly by life insurance companies.” Earlier sections of

this memorandum indicated the importance of institutional purchases of the

registered bond issues studied. In particular, they indicated the role of the

insurance companies as final investors. After the banks, insurance com

were the largest purchasers from the distributing group of the registered bond

issues studied, accounting for an average of 38.1 per cent of all sales. They

added to these holdings immediately. The banks and trust companies that had

purchased from the distributing group almost immediately disposed of a sub

stantial part of their holdings, with insurance companies as the largest cus.

tomers. Buying in relatively small lots, life insurance companies engaged in a

large number of separate transactions. They continued to purchase these issues

after the public offering. The amounts of their holdings at various dates may

be shown as follows: -

* See, for example, Part 10—A of the Hearings Before The Temporary Nation -

Committee: Life Insurance: Operating Results, p. 125. It º ºre #.Hº:
twenty-six largest legal reserve life insurance companies domiciled in the United States

purchased almost one quarter of the total amount of corporate bonds and notes
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TABLE 13.-Percentages of five registered bond issues bought or held by insurance

companies at selected dates

Percentage of Percentage of

issue pur. "| issue piº.” Pfººt
Issue chased from chased from | ...";

distributing banks and 9” º: p

groups trust COS.

Toledo Edison $30,000,000 3%'s of '68-------------------------- 26.7 4.9 46.1

Atlantic Refining $25,000,000 3's of '53---------- - 29. 6 4.8 40.6

U. S. Steel $100,000,000 394's of '48------ - 16.5 0.7 20. 9

A: T. & T. $140,000,0003%'s of '66---------- - 36.0 (2) 56.2

Philadelphia Electric $130,000,0003%’s of '07------------------ 45.8 (2) 58.6

1 Under orders dated not later than one week after public offering.

* Not available.

The distribution of these holdings by insurance companies is shown in Table

14. The twenty-six largest legal reserve life insurance companies held from

70 per cent (U. S. Steel) to 88 per cent (Philadelphia Electric) of the total

amounts held by all insurance companies. -

TABLE 14.—Amounts and percentages of five registered bond issues held by

insurance companies on December 31, 1938

[Amounts in thousands of dollars)

Toledo Atlantic Philadelphia

Edijº's i.; ; ;...}} | .Holders of '68 3's of '53 | "7 3%’s of ’67

Amount 96 |Amount % |Amount 96 |Amount % Amount| 97,

5 largest life insurance com

anies "-------------------- $5,000 |16.7 $5,354 |21.4 || $4,345 4.3 || $49,886 35.6 || $44,676 || 34.4

21 other large life insurance

companies------------------ 5, 533 |18.4 2, 501 10.0 9, 559 9.6 | 15,642 |11.2 22,653 17.4

Total: 26 selected life

insurance companies”. 10, 533 35.1 7,855 31.4 13,904 |13.9 65,528 46.8 67,329 || 51.8

All other life insurance com

anies---------------------- 2, 206 || 7.3 1,023 4.1 936 0.9 9,036 6.5 6,025 || 4.6

Aſ other insurance Com

panies---------------------- 1,100 || 3.7 1, 264 5.1 6, 126 6.1 4,078 2.9 2,887 2.2

Total: all insurance

companies------------ 13,839 |46. 1 10, 142 |40.6 20, 966 [20.9 78,642 |56.2 76,241 58.6

1 Metropolitan Life Insurance Company, Prudential Insurance Company, New York Life Insurance

Company, Equitable Life Assurance Society, and Mutual Life Insurance Company of New York.

* See Part 10-A of the Hearings Before the Temporary National Economic Committee: Life Insurance:

Operating Results, pp. III, IV.

Source: Compiled from Poor's Institutional Holdings of Securities (1939).

in the years 1934 to 1936, inclusive; and that they purchased almost one-half of all the

bonds and notes issued in the years 1937 and 1938.

A compilation was made by Merrill Lynch & Co., Inc., on August 2, 1939, of institu
tional holdings, based upon Poor's Institutional Holdings Of Securities (1939). Only

securities issued since 1935 were studied. Institutions were found to hold 52.5 per cent

of the 87 electric power and §: company bond issues studied ; 54.3 per cent of the 10

telephone issues, studied ; and 28.3 per cent of the 37 industrial issues studied. The data

are "incomplete because many institutions do not report or itemize their holdings. The

percentages, therefore, understate the relative importance of institutional holdings.
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ThesevencºmpaniesincludedinthetabulationſortheToledoEdisonCo.1stmtg.3%'sof1968were:NewYorkLifeInsuranceCo.,TheEquitableLifeAssuranceSocietyoftheUnitedStates,TheMutualLifeInsuranceCo.ofNewYork,TheNorthwesternMutualLifeInsuranceCo.,TheMutualBenefitLifeInsuranceCo.,MassachusettsMutualLife

InSuranceCo.,andProvidentMutualLifeInsuranceCo.

*FortheAtlanticRefiningCo.deb.3'sof1953,thesevencompaniesincludedwere:MetropolitanLifeInsuranceCo.,ThePrudentialInsuranceCo.ofAmerica,TheMutualLife#:8.ofNewYork,JohnHancockMutualLifeInsuranceCo.,TheMutualBenefitLifeInsuranceCo.,TheUnionCentralLifeInsuranceCo.,andProvidentMutualLife

InSuranceUO.

*FortheU.S.SteelCorp.deb.3%'sof1948,theeightcompaniesincludedwere:ThePrudentialInsuranceCo.ofAmerica,TheTravelersInsuranceCo.,JohnHancockMutual
LifeInsuranceCo.,ThePennMutualLifeInsuranceCo.,MassachusettsMutualLifeInsuranceCo.,AetnaLifeInsuranceCo.,ProvidentMutualLifeInsuranceCo.,TheLincoln

NationalLifeInsuranceCo.

*FortheAmericanTelephoneandTelegraphCo.debenture3%'sof1966,thefourteencompaniesincludedwere:MetropolitanLifeInsuranceCo.,ThePrudentialInsuranceCo.
ofAmerica,NewYorkLiſeInsuranceQo.,TheEquitableLifeAssuranceSocietyoftheUnitedStates,TheMutualLifeInsuranceCo.ofNewYork,TheTravelersInsuranceCo.,JohnHancookMutualLifeInsuranceCo.,ThePennMutualLifeInsuranceCo.,TheMutualBenefitLifeInsuranceCo.,MassachusettsMutualLifeInsuranceCo.,AetnaLifeIn

SuranceCo.,TheUnionCentralLifeInsuranceCo.,ProvidentMutualLifeInsuranceCo.,TheLincolnNationalLifeInsuranceCo.-

*ForthePhiladelphiaElectricCo.1st.mtg.3%'sof1967,thefourteencompaniesincludedwere:MetropolitanLifeInsuranceCo.,ThePrudentialInsuranceCo.ofAmerica,
NewYorkLifeInsuranceCo.,TheEquitableLifeAssuranceSocietyoftheUnitedStates,TheMutualLifeInsuranceCo.ofNewYork,TheNorthwesternMutualLifeInsuranceCo.,JohnHancockMutualLifeInsuranceCo.,ThePennMutualLifeInsuranceCo.,TheMutualBenefitLifeInsuranceCo.,MassachusettsMutualLifeInsuranceCo.,AetnaLife

InsuranceCo.,TheUnionCentralLifeInsuranceCo.,ProvidentMutualLifeInsuranceCo.,andTheLincolnNationalLifeInsuranceCo.

Source:CompiledfromPart3ofScheduleDoftheannualreportsof26selectedlifeinsurancecompaniesontheConventionForm.These26companiesarethesameasthose
includedinPart10-AoftheHearingsBeforetheTemporaryNationalEconomicCommittee:LifeInsurance:OperatingResults,February12,1940.Thenumberofcompaniesin

cludedineachtabulationislessthan26,sincenotallthecompaniesfurnishedthedatainuseableform,andnotallthecompaniespurchasedcachissue.

s



à

APPENDIXII

Numberandamountofpurchasesoffiveregisteredbondissuesbydateofpurchase,byselectedlifeinsurancecompanies,fromdateofoffering

toDecember31,1938

[Amountspurchasedinthousandsofdollars)

ToledoEdisonCo.AtlanticReflningU.S.SteelCorp.AmericanTel.&Tel.PhiladelphiaElectric

$30,000,0001stIntg.$25,000,000deb.$100,000,000deb.$140,000,000deb.Co.$130,000,0001stTotal

3,4'sof19683'sof19533%'sof19483%’sof1966mtg.332'sof1967

NumberAmountNumberAmountNumberAmountNumberAmountNumberAmountNumberAmount

DateofAcquisition1ofpur-pur-ofpur-pur-ofpur-pur-ofpur-pur-ofpur-pur-ofpur-pur

chaseschasedchaseschasedchaseschasedchaseschasedchaseschasedchaseschased

->

->

-->

-->

->

->

->

->

->

->

-->

-->

->

-

-

->

-->

-

-->
E|E|EE|E|EccGcCC.cR-E.E.G3g§|3||3g3||3||35~ca~E.oºnºgºº~5o

#|||||#|||3||3||3||||3|##|||3||3||3||||3||3||3||3|#É#

O|pq|<|ºn|O||Piº|<|ºn-O|PH<ºn-O|P--:P-||O|P--:P-||O|*<!P+

DateofOſſering---------------------------8/10/389/15/386/2/3812/2/363/11/37-----|-----|-------|-----

NumberofCompanies--------------------773413"|----------------------

DateofAcquisition:||

stday------------------------------39|8.442.2718;56.2S32,8431.1|42130.2$11,330,18.71,617|38.4S53,23235.0

Secondday---|(*)-----33.1*110.9,"1450.2*67|4.81.560014.36,8964.5

Thirdday----_l166||35.94.0290.22.7|8,66813.5444,31.9/11,245.18.6956.22.722,65014.9

Fourthday---||30,6.51.1|342.7:2,853.4.568,4.9|1,045.1.7|145|3.45,8843.9

Fifthday---||106]22.00.4||17|1.3|1,5452.4|120.9|2850.5.144||3.413,9552.6 Sixthday-----------------------------3|0.60.920.1740.1|674.8;6,960.11.5741.8;7,3864.8

Firstweek--------------------------344;74.3.71,07283.946,12871.8|1,07977.531,78552.53,536,84.0/100,00365.7Secondweek4|0.9.0131.12,323|3.625418.322,41337.0|291|6.9,25,966]17.1

Thirdwoe7.8.05|0.4185|0.39|0.6595.1.0||59|1.4|2,4101.6

Balanceoffirstmonth---0.6.29|0.7|706|1.220.1|2850.5|160.4|1,2040.8

Secondmonth0.6l12511-4----|-----|-----|-----|---------|------|-----29|2.21,9463.04|0.3|833|1.4||36||0.9|2,904|1.9

Thirdmonth12.6/1,056]11.7l----|-----|-----|-----|----|-----|------|-----29|2.22,480,3.91|0.11000.2|882.1]3,6362.4

Firstquarter96.896.9|1,15790.553,82883.8|1,349.96.956,011|92.64,02895.7|136,213|89.5Secondquarter---3.23.1|201.62,550.4.0|29|2.1|2,815,4.7|671.66,4324.2
Thirdquarter-------------------------|----|-----|-----|-----|----|-----|-----|-----|----|-----|------|-----80.61,174|1.860.4|665.1.1|14||0.3|1,839|1.2

Fourthquarter------------------------|----|-----|-----|-----|----|-----|-----|-----|----|-----|------|-----31|2.43,5045.450.4|760.1.2|36||0.9|4,264.2.8

tyear---------------------------100.0100.0.1,21695.161,05695.0.1,389,99.860,25199.64,14308.5148,74897.7Socondyear------------------------------------------------------------------------------------------------62.4.9,3,209|5.0||30.20.41.5|3,474|2.3

Total.------------------------------|463100.08.083|100.0,471,100.07,210100.0604100.011,248.100.0.1,278woº.”100.0.1,392www.sº100.04,208/100.0152,222,100.0
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APPENDIX III

Number and amount of purchases of five registered bomd issues by selected life

insurance companies from date of offering to December 31, 1938

[Amounts in thousands of dollars)

Toledo Atlantic | U. S. Steel | American | Philadel

Edison Co. Refining Co. Corp. Tel. & Tel. Iphia Electric

$30,000,000 || $25,000,000 || $100,000,000 || $140,000,000 |$130,000,000 Total

1st mtg. deb. 3's of deb. 3%’s deb. 3%'s 1stmtg.3%’s

3%’s of 1968 1953 of 1948 of 1966 of 1967

Purchaser 1 - - - - - - - - - - - -

o ºn E c 5 o ºn E C 5 o ºn 5 o ºn 5

#|##|##|##|##|##|i.
#| ##|##| ##|##| ##|##| ##|##| ##|##| #
B 3 | E E E | E E 5. f E 5 | E P 5. 5 F = | E

Z -: Z <! Z Z. <! Z Z -:

Metropolitan-- 69| $1,628|-----|------- 121| $9,591. 187|$10,295 377|$21,514

Prudential----- 743. 25,980

New York Liſe-- 429. 26,857

Equitable, N. Y- 298 24, 222

Mutual, N. Y. 487 10,168

Northwestern- 44, 1,548

Travelers---- 2, 106 3,000

John Hancock- 6, 3,500 336|| 13,038

Penn Mutual-- 2,000 4,000. 255 6,515

Mutual Benefit- --| 46 780. 47 79| 2,000. 105 2,985 277. 6,265

Massachusetts Mutual----| 69| 1,000|----- - 3 250 122 2,500 277 4,775

r 31|| 1,000 77| 1,500 172, 3,500

------- 24 198] 37 500 85 8,8

1,005| 78 947| 03 510 322; 3,962

3 23 224 17 50 so 900

11,574|1,301 64,489.1,409wº 153,122

1 The names of the various life insurance companies included have been abbreviated. For their full names,

see footnotes to Appendix I; ſor complete names with addresses, see Hearings, Part 10-A, p.III. The

companies are arranged in approximate order of size.

Source: Compiled from Part 3 of Schedule D of the annual reports of selected life insurance.com an

the Convention Form. The basic sample consisted of the 26 life insurance companies included in Part

10A of the Hearings Before the Temporary National Economic Committee: Life Insurance: o g

Results, The number of companies in, thºse tabulations is less than 26, since not all the companies fur.
nished the data in useable form, and not all the companies purchased each issue
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APPENDIX IV

Purchases of five registered bond issues by Selected life insurance companies

from investment bankers' and from banks from date of offering to December

31, 1938

[Amounts in thousands of dollars]

Purchased from dealers Purchased from banks Total: All vendors

Number of Amount pur- || Number of Amount pur- |Number of Amount pur

Issue purchases chased purchases chased purchases chased

Num- Per- Per- |Num-|Per- Per- |Num-| Per- Per

her gent|Amount gent| her ent Amount |&et tº eit Amount ent

1. Toledo Edison Co.”

1st mtg. 3%'s of

'68---------------- 446 96.3| $8,268|92. 5 17| 3.7 $715| 7.5 463|100.0 $8,983|100.0

2. Atlantic Refining

Co.3 Deb. 3's of '53– 446 94.7 5,955. 82.6 25| 5. 3 1, 255] 17.4| 471|100.0 7, 210|100.0

3. U. S. Steel Corp.4

deb. 334’s of '48--- 645| 99.2 11,434|98.8 5| 0.8 140|| 1.2. 650|100.0 11, 574|100.0

4. American Tel. &

Tel. Co.5 deb.

3%’s of '66-------- 1, 257. 96.6 59,363 92.1 44| 3.4 5, 126 7.9| 1,301|100.0| 64,489|100.0

5. Philadelphia Elec

tric Co.6 1st Intg.

3%’s of ’67--------- 1,384. 98.2 57,913 94.8 25| 1.8 2,953| 5.2 1,409|100.0 60,866|100.0

Total.--------- 4, 178 97.3| 142,933| 93.2 116 2.7| 10, 189| 6.8|4, 294.100.0|| 153, 122100.0

1 Including security dealers.

1 The seven companies included in the tabulation for the Toledo Edison Co. 1st mtg. 3%'s of 1968 were:

New York Life Insurance Co., The Equitable Life Assurance Society of the United States, The Mutual

Life Insurance Co. of New York, The Northwestern Mutual Life Insurance Co., The Mutual Benefit

Life Insurance Co., Massachusetts Mutual Life Insurance Co., and Provident Mutual Life Insurance Co.

* For the Atlantic Refining Co. Deb. 3's of 1953, the seven companies included were: Metropolitan Life

Insurance Co., The Prudential Insurance Co. of America, The Mutual Life Insurance Co. of New York,

John Hancock Mutual Life Insurance Co., The Mutual Benefit Life Insurance Co., The Union Central

Life Insurance Co., and Provident Mutual Life Insurance Co.

* For the U. S. Steel Corp. deb.3%’s of 1948, the eight companies included were: The Prudential Insurance

Co. of America, The Travelers Insurance Co., John Hancock Mutual Life Insurance Co., The Penn Mutual
Life Insurance Co., Massachusetts Mutual Life Insurance Co., Aetna Life Insurance Co., Provident Mutual

Life Insurance Co., and The Lincoln National Life Insurance Co.

* For the American Telephone and Telegraph Co. Debenture 3%'s of 1966, the fourteen companies in

cluded were: Metropolitan Life Insurance Co., The Prudential Insurance Co. of America, New York Life
Insurance Co., The Equitable Life Assurance Society of the United States, The Mutual Life Insurance Co.

of New York, The Travelers Insurance Co., John Hancock Mutual Life Insurance Co., The Penn Mutual

Life Insurance Co., The Mutual Benefit Life Insurance Co., Massachusetts Mutual Life Insurance Co.,

Aetna Life Insurance Co., The Union Central Life Insurance Co., Provident Mutual Life Insurance Co.,

The Lincoln National Life Insurance Co.

* For the Philadelphia Electric Co. 1st mtg. 3%'s of 1967, the fourteen companies included were:

Metropolitan Life Insurance Co., The Prudential Insurance Co. of America, New York Life Insurance Co.,

The Equitable Life Assurance Society of the United States, The Mutual Life Insurance Co., of New York,

The Northwestern Mutual Life Insurance Co., John Hancock Mutual Life Insurance Co., The Penn

Mutual Life Insurance Co., The Mutual Benefit Life Insurance Co., Massachusetts Mutual Life Insurance

Co., Aetna Life Insurance Co., The Union Central Life Insurance Co., Provident Mutual Life Insurance

Co., and The Lincoln National Life insurance Co.

Source: Compiled from Part 3 of Schedule D of the annual reports of 26 selected life insurance companies

on the Convention Form. These 26 companies are the same as those included in Part 10–A of the Hearings

Before theº National Economic Committee: Life Insurance: Operating Results, February 12,

1940. The number of companies included in each tabulation is less than 26, since not all the companies

furnished the data in useable form, and not all the companies purchased each issue.
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Adams, Charles True---------------------------------------- 12469–12473

Addinsell, Harry M.:

Activities in financing of:

Shell Union Oil Corp.–conversation with Dean Mathey – 12652–12656,

2013–2

Wilson & Co.------------------------------ 12525–12527, 1880–1881

Other Companies---------------------------------- 1862–2, 1892–2

Advertisement of security issues:

Position in, discussed.------------------------------------------ 12393

Preparation of----------------------------------------------- 1887–2

Aetna Life Insurance Co------------------------------------- 13030–13035

Agreements and understandings for the division of securities business:

Between Goldman, Sachs & Co. and Lehman Brothers------- 12344–12413,

12612, 1773–1817

Between Kuhn, Loeb & Co. and Guaranty Co. of N. Y. on American

Smelting and Refining Co. financing----------------- 12494, 1848–1851

Between Lehman Bros. and First Boston Corp. on Associated Gas &

Electric Co. financing-------------------------- 12475, 1857–4–1857–5

Between Lehman Brothers, Goldman, Sachs & Co. and First Boston

Corp. on Utilities Power & Light financing-- 12471–12472, 1854–1–1854–3

Cleveland-Cliffs Iron Co. securities------------------------ 12455–12458,

12462–12463, 12476, 12494–12495, 1833–1834, 1836, 1839–1841

Enforceability of, discussed.--------- 12609–12624, 1966, 1967–2–1968, 1970

General discussion of------------------------------------- 12494–12496

Standard Gas & Electric System financing -- - - - 12560–12561, 12573–12576,

12606–12624, 13019–13020, 1931, 1935, 1965–1966, 1967–2–1970

Summary of previous testimony on------------------------ 12343–12344

Agreements for future financing between issuer corporations and under

writers:

Enforceability of---------------------------------------- 12616–12621

Examples of.---------- 12494–12496, 12546–12547, 1887–2, 1897–1926, 1931

Agreement among underwriters:

Example of -------------------------------------------- 1988–2, 2015

Preparation of----------------------------------------------- 1887–2

Airplane Manufacturing & Supply Corp. financing---------------- 12547, 1897

Alexander, J. S.----------------------------------------------- 12378, 1797

Alison & Col.III-III-Tſ. 1903

Allyn, A. C., and Company, Inc.:

Originations of, and participations in Security issues, and negotia

tions therefor:

Securities of:

Shell Union Oil Corp--------------- 12662, 1973, 2011, 2015, 2041

Standard Gas & Electric System------------------------ 12563,

12606, 1932, 1940–1, 1940–3, 1940–4, 1965

Total originations, 1934–June 1939, referred to------------ 2064–2071

Stock interest in United States Electric Power Corporation--------- 12560

Altman, Oscar L.:

Correspondence concerning exhibits-------- 13007, 13010–13011, 1838, 1988

Testimony of—------------------------------------------ 12688–12711

Supplement to-------------------------------------- 13021–J 3035

Amalgamated Leather Companies, Inc. financing------------------ 1783, 1817

“Ambulance chasing” in legal profession------------------------ 12491, 12508

American Exchange Securities Co------------------------------------ 1781

American Founders Corporation------------------------------------- 12559

NoTE.—Figures in roman, type refer to text page numbers; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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American Light & Traction Company financing------------------- 1783, 1817

American Metal Company financing----------------------------- 1783, 1817

American Rolling Mill Company, The, financing------------ 12478, 12509, 1861

American Smelting and Refining Company financing--------- 12494, 1848–1851

American Telephone & Telegraph Co.:

Distribution of $140,000,000 deb. 3%'s of 1966, analyzed.---------- 13021,

13025–13035, 2074–2075

American Telephone & Telegraph System financing-------------------- 12344

American Water Works and Electric Company, Inc.--------------- 12565, 1971

American Wholesale Corporation financing---------------------------- 1783

Ames, -------------------------------------------------------- 1975

Ames, Emerich & Co., Inc.-------------------------------------- 1796, 1923

Anderson, Arthur, & Co.------------------------------------------- 1862–2

Anglo-California National Bank of California------------------------- 13028

Anglo-Chilean Consolidated Nitrate Corp. financing--------------- 1783, 1817

Appenzellar, Paul-----------------------------------------> 1866–1–1866–2

Archer-Daniels-Midland Company financing---- 12366, 13007–13008, 1783, 1817

Ardrey, Alexander--------------------------------------------- 1820, 1828

Armour & Co. financing---------------------------------------- 1868, 1883

Armstrong Cork Company financing----- 12478–12484, 12500–12508, 1858, 1860

Associated Gas & Electric Company financing----- 12475, 12547, 1857–4–1857–5

Atlantic Refining Co.:

Distribution of $25,000,000 deb. 3's of 1953, analyzed.------- 13021–13035,

2074–2075

Atlas Corporation, relations with Utilities Power & Light Co---- 1854–1–1855–4

Atlas General and Industrial Investment Trust------------------------ 12601

Austin, Chellis---------------------------------------------------- 1936

Austin, C. Lee----------- 12389, 12511–12515, 1809, 1862–2–1866–1, 1877, 1879

Authorization to sell securities, example of ---------------------------- 1785

Aviation Corporation, The, financing--------------- 12369–12371, 13007–13008

Babcock & Wilcox Company---------------------------------------- 12432

Bacon, Whipple & Co------------------------------------- 2011, 2015, 2041

Bailey, ------------------------------------------------------- 1862–2

Baker, Hugh.------------------------------------------------------ 1859

Baker, Watts & Company--------------------------------- 2011, 2015, 2041

Bancamerica-Blair Corporation------------------------------- 12512, 12514,

12598, 12606, 1863, 1882–2, 1885, 1965, 1985, 1991–2

Bank of America.--------------------------------------------------

Bank of the Manhattan Company----------

Bank of New York & Trust Company 1889

Bankers Company of New York-------------------------------- 12433, 1850

See also Bankers Trust Co. of N. Y.

Bankers Trust Company of New York:

Cleveland-Cliffs Iron Co. financing:

Activities as agent or underwriter in, discussed.---------- 12435–12437,

12442–12455, 1825–1826

Agreement of January 30, 1935----------- 12419–12425, 12433–12436,

12456, 12460–12461, 1819–1820, 1822, 1826–1829, 1837

Agreement regarding brokerage transactions------------- 12466, 1846

Bank loans to company--- 12416, 12431, 12461–12463, 1818, 1843–1844

Compensation for services in.------------------------- 12422–12423,

12430–12431, 12451–12452,12456, 12461, 1819, 1823, 1833–1835, 1844

Discussions between bank and company- 12417–12418, 1820, 1822–1833

Hayden, Stone & Co.'s request to bank for a participation- 12439–12448,

1827, 1830

Section of underwriting group, bank's part in----------- 12429-12:30,

12438–12441, 12459, 1828, 1830, 18.4%

Compliance with Banking Act of 1933.--------------------------- 12417,

12419–12421, 12436–12437, 12442–12453, 1825–1827

Day-loan grants to E. B. Smith & Co- - - ----------------------------- 1889

Goodrich, B. F., Company financing-------- 12356, 12363, 1773–1776, 1791

Sale of security issues to life insurance companies------------------ 3628

Testimony of B. A. Tompkins----------------------------- 12432–12468

Youngstown Sheet & Tube Co. financing-------------------- 12487, 1859

NoTE.—Figures in roman type refer to text page numbers: figures innumbers. For pages on which exhibits appear, see Schedule of Exhibits. italic are exhibit
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Banking Act of 1933: Page

Compliance with, by Bankers Trust Co. of N. Y - - - - - - - - - - - - - - - - - 12417,

12419–12421, 12436–12437, 12442–12453, 1825–1827

Meaning of underwriting under---------------------------- 12444–12447

Banks Huntley & Co----------------------------------------------- 1906

Barcelona Traction Light & Power Co- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12575

Barney, Charles D., & Co.-------------------------------- 12459, 1781, 1842

See also, Smith, Barney & Co.

Beal, G. F------------------------------------------------------- 12564,

12588, 12614–12615, 1932, 1950–1951, 1954–1–1954–2, 1960, 1968

Becker, A. G., & Co. Incorporated.----- 12429, 1796, 2011, 2015, 2041, 2064–2071

Belden, William Patch------------------------ 12431, 12439, 1820, 1822, 1830

Belden, Young & Veach---------------------------------- 1847–1–1847–2–3

Belither, S-------------------------------- 1975, 1994, 2001, 2003–2004, 2010

Bell Aircraft Corp. financing---------------------------------------- 1909

Bell, Leland M---------------------------------------------------- 2057

Bender Body Co. financing----------------------------------------- 1904

Bent, Maurice----------------------------------------------------1882–2

Bermingham, E. J.------------------------------------------------- 1798

Bernhard, Scholle & Co.-------------------------------------------- 1781

Bethlehem Steel Corporation financing-------------------------- 12478, 1889

Betts, E. H------------------------------------------------- 12375, 13009

Biddle, Whelen & Co.------------------------------------- 2011, 2015, 2041

Bing & Bing, Inc. financing------------------------------------- 1783, 1817

Binghamton Light Heat & Power Co-------------------------------- 1901

Blair, Bonner & Company--------------- 13020, 1985, 1991–2, 2011, 2015, 2041

Blair & Co. Inc - - - - - - - 12513, 12525, 12529, 1865, 1880, 1882–2, 2011, 2015, 2041

Blazer, Paul----------------------------------------------------- 1862–2

Blue-Sky Laws--------------------------------------------------- 1887–2

Blyth & Co., Inc.

Originations of, and participations in security issues, and negotiations

therefor:

Interparticipations in issues managed by selves and seven other

firms, 1934–June 1939, amount---------------------------- 2073

Securities of:

Shell Union Oil Corp-------------- 1985, 1991–2, 2011, 2015, 2041

Other companies- - - - - - 12469, 12671, 1862–2–1863, 1940–1, 2042–4

Total originations, 1934–June 1939, amount and quality - - - - - - 12691–

12703, 2064–2071

Bonbright & Company, Incorporated.--- 1863, 1922, 2011, 2015, 2041, 2064–2071

Bonbright, George D. B., & Co--------------------------------- 12686, 2058

Bosworth, Arthur H------------------------------------------ 12686, 2061

Bosworth, Chanute, Loughridge & Company--------------------- 12686, 2061

Bovenizer, George-------------------------------------- 12495, 12496, 1859

Bowers, H. S.------------------------------------------ 12383–12384, 1804

Brashears, G., & Co.------------------------------------- 12547, 1897, 1905

Brereton, Arthur------------------------------------------------- 1862–2

Brewster, Aeronautical Corporation---------------------------------- 1921

Briggs, Joseph H----------------------------- 12525, 12526, 1877, 1880, 1931

Testimony of ------------------------------------------- 12547–12561

Broad River Power Company financing------------------------------ 1898

Broekman, ---------------------------------------------------- 2003

Brooklyn Trust Company------------------------------------------ 1889

Brown, Alex, & Sons-------------------------- 1985, 1991–2, 2011, 2015, 2041

Brown, E. E.-------------------------------------------------- 1820, 1837

Brown Brothers Harriman & Co------------------------------- 12368–12372

Brown Harriman & Co., Incorporated.------------------------------- 12469,

12509, 12629, 1804, 1863, 1862–1, 1985, 1991–2, 2064–2071, 2064–2071

Brown-McLaren Manufacturing Co---------------------------------- 1903

Brown, Montgomery & McMichael---------------------------------- 1970

Brown Shoe Co. financing----------------------------------- 12380–12382,

12404–12405, 1783, 1798–1803, 1817

Brownell, F. H---------------------------------------------------- 1851

Brownell, George A------------------------------------------------ 12683

Bruce, Conrad, & Co.---------------------------------------- 1985, 1991–2

NOTE.-Figures in roman, type refer to text page. numbers; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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Brunswick-Balke-Callender Co. financing------------------------- 1783, 1817

Brickley, J. J.----------------------------------------- 12529, 1877, 1882–2

Buethe, W. C.---------------------------------------------------- 12515,

12528, 1868, 1877, 1882–2–1883

Burd Piston Ring Co---------------------------------------------- 1920

Burns, Garrett--------------------------------------- _ _ 1862–2

Burroughs, Fred S----------------------------------------- __ 1857–2

Burwell, W. R.---------------------------------------------------- 1822

Butler's, Inc.------------------------------------------------------ 1917

Buying department work sheet form, example of--------------------- 1887–4

Byllesby Engineering & Management Corporation--------------- 12573, 12604

Byllesby, H. M., and Company:

Organization as operator of utility properties---------------------- 12548

Originations of, and participations in security issues, and negotiations

therefor--------------------------------------------- 12525–12526,

1877, 1880–1882–1, 2064–2071

Standard Gas & Electric System financing activities:

Activities re return of collateral pledged by U. S. E. P. Corp--- 12584,

12597, 12611, 1945, 1948–1949, 1954–1–1954–2, 1958, 1967–2, 1969

Agreement on future financing, 1929------------------ 12560–12561,

12606–12624, 13018–13019, 1931, 1965–1966, 1967–2–1970

Agreements with Ladenburg Thalmann & Co. 1924–1926-- 12551–12554,

12560–12561, 12614, 12618, 12622, 13018, 1926–1928, 1969

Participations in S. G. & E. Security issues.---------------------

Stock control over S. G. & E. System------------------------- 12549,

12556–12557, 1926–1927, 1935

Surrender of half control to Emanuel-Loewenstein inter

ests-------------------- 12555–12558, 12570–12574, 1933, 1935

Testimony of Joseph H. Briggs----------------------------- 12547–12561

California Oregon Power Company financing-------------------- 13018–13019,

- 1940–1–1940–2, 1952–2

See also Standard Gas & Electric System.

California Power Corporation financing------------------------------- 13019

Campbell, James A-------------------------------------------- 12487, 1859

Campbell Soup Co. financing---------------------------------------- 1783

Canada, Government of the Dominion of, financing-------------------- 1895–2

Canons of Legal Ethics, The----------------------------------------- 12491

Capital, importance of, in selecting underwriting groups----------- 12661–12662

Carlson, ----------------------------------- 12670–12671, 2042–1–20/2–5

Carpenter, L. E., & Co---------------------------------------------- 1913

Cassatt & Co., Incorporated.------------------------- 1985, 1991–2, 2064–2071

Catchings, Waddill--------------------- 12348, 12350, 12353, 1782, 1795, 1815

Central Illinois Light Company-------------------------------------- 1923

Central Hanover Bank & Trust Company-------------------- 1815, 1850, 1889

Central Republic Company--------------- 1862–2, 2011, 2015, 2041, 2004–2071

Central States Electric Company------------------------------------- 1934

Central Union Club------------------------------------------------ 1773

Central Union Trust Company of New York-------------------------- 1796

Central United National Bank of Cleveland---------------------- 12461, 1818

Certificate of incorporation of investment banking firm, example of ----- 1526

Champion Paper & Fibre Company financing------------------------- 1804

Charitable and educational foundations, purchase of securities by, amount- 12707,

13021

Chase Harris Forbes Corporation---------------- 1857–4–1857–5, 1861, 1940–1

Chase National Bank of the City of New York, The:

Day loan procedure in financing underwriting transactions---------- 1889–

1890, 1894, 1895–2

General loan and collateral agreement used by, example of -------. 1891

Negotiations for release of collateral under loan to U. S. E. P. Corp- 12579,

12592–12594, 12606, 12622, 13018, 1944, 1949, 1952–2–1953,

1954–1–1954–2, 1955–1956, 1965.

Sale of security issues to life insurance companies by--------------- 13028

Trusteeship in N. Y. State Electric and Gas Co. financing--------- 1857–2

Chase Securities Corporation-- 1792, 1850, 1861, 1865, 1880, 1929, 1940–1, 1940–3

NQTE-Figures in roman type refer to text page numbers; figures in italnumbers. For pages on which exhibits appear, º: Schedule of Exhibits. talic are exhibit
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Chemical Bank & Trust Co------- 12577, 12606, 13018, 1889, 1926, 1952–2, 1965

See also under U. S. Electric Power Corp.

Chesapeake and Ohio Railway Company, distribution of $30,000,000 deb.

3%’s of 1963, analyzed.--------------------------- 13021–13025, 2074–2075

Chester, C. M------------------------------- 12389–12391, 13015, 1810–1811

Cheston, Charles S------------------------------------ 12510, 1860, 1862–2

Cincinnati Union Terminal Co. financing----------------- 12407–12408, 13010

Cinecolor, Inc.----------------------------------------------------- 1905

City National Bank and Trust Company of Chicago.------------------- 1890

Clark, Benjamin------------------- 12516–12517, 12533, 1867, 1877–1879, 1886

Clark, Dodge & Co.---------------------- 1974, 1985, 1991–2, 2011, 2015, 2041

Clark, E. W., & Co----------------------------- 2011, 2015, 2041, 2064–2071

“Clearing”, See under Investment Banking, competition in.

Cleveland-Cliffs Iron Co.:

Bank loans of --------- 12416, 12431, 12433, 12460–12462, 1818, 1842–1843

Defendant in injunction suit against Republic Steel-Corrigan-McKin

Dey Inergeſ-------------------------------------------- 12450, 1820

Financing of:

Agreements for future financing----------------------- 12455–12458,

12462–12463, 12476, 12494–12495, 1833–1834, 1836, 1839–1841

Agreement of January 30, 1935 with Bankers Trust Co------- 12419–

12425, 12433–12436, 12456, 12460–12461, 1819–1820, 1822, 1826–

1829, 1837.

Agreement with underwriters concerning management of com

Pany---------------------------- 12462–12466, 12476, 12494, 1824

Agreement with underwriters regarding brokerage transactions-- 12466,

1845—1847–3

Bankers Trust Co., activities of in C. C. I. Co. financing:

Appointed as agent-------------------- 12434–12438, 1825–1826

Compensation paid to--------------------------------- 12456,

12461, 12422–12423, 12430–12431, 12451–12452, 1819, 1823,

1833–1835, 1844.

Discussions with------------------ 12417–12418, 1820, 1822–1823

Management fee---------------------- 12451–12453, 1833, 1839–1841

Participations in issue of December 1935. ---- 12458–12459, 1839–1841

Pricing----------------------------------------- 12456, 1823, 1835

Request of Hayden, Stone & Co. for a participation---------- 12439–

12448, 1827, 1830

Statement by John F. Fennelly------------------------------ 12476

Underwriting group, selection of---------------------------- 12426–

12430, 12438–12441, 12451, 12459, 1828, 1830, 1834, 1842

Underwriting terms------------------------ 12450–12456, 1831–1835

Proposed merger with The Cliffs Corporation-------------------- 12418,

12420, 12451, 12458, 1819–1820, 1822, 1826, 1831, 1833, 1837

Stock interests in other companies-------- 12416, 12418–12419, 12460, 1843

Testimony of Edward B. Greene -------------------- 12415–12432, 12434

Cleveland Trust Company-------------------------- 12416, 12461, 1818, 1848

Cliffs Corporation, The:

Loan to Cleveland Cliffs Iron Co-------------------------------- 1818

Proposed merger with Cleveland Cliffs Iron Co------------------- 12418,

12420, 12451, 12458, 1819–1820, 1822, 1826, 1831, 1833, 1837

Stock interests in---------------------------------------------- 1820

See also Cleveland-Cliffs Iron Co.

Cluett, B. H------------------------------------------- 12398, 13013, 1814

Cluett, G. A.------------------------------------------------------ 12375,

12396, 12398, 12405, 12412, 13013, 13015–13016, 1814–1816

Cluett Peabody & Co. financing----------------- 12375, 12385, 12395–12402,

12405–12406, 12410–12412, 13013, 13015–13017, 1783, 1814–1817.

Cluett, Sanford L.---- 12395–12396, 12398, 12405, 12412, 13015–13016, 1815–1816

Coffin & Burr, Inc.------------------------------ 2011, 2015, 2041, 2064–2071

Cohle, H. B., & Co.-------------------------------------- 12683, 2049–2050

Coleman, L. H--------------------------------------------------- 1862–2

Collateral agreement, example of.------------------------------------ 1891

Columbia Broadcasting System financing----------------------------- 12368

Columbia Gas & Electric Corporation---------------- 12533–12534, 1867, 1886

NotE.-Figures in roman, type refer to text page, numbers; ſigures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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Columbia Steel Company------------------------------------------- 1861

Commercial banks:

Agents in underwriting under Banking Act of 1933---------- 12442–12455

See also Cleveland-Cliffs Iron Co., financing ot.

Control by, over management of companies financed--------- 12462–12466

Day-loan procedure in financing an underwriting transaction-- 12539–12543

Forms and agreements used by, examples of:

Collateral agreement--------------------------------------- 1891

Day loan agreement----------------------------------- 1890, 1893

General loan agreement------------------------------------ 1891

Trust receipt---------------------------------------------- 1890

Role of, in distribution of registered bond issues:

Disposition of bank purchases------------------------- 13022–13025

Purchases of securities from the distributing group----------- 12707,

13021, 13024, 2074

Commercial Credit Company financing------------------------------- 189

Common, Frank--------------------------------------------- 12572, 12623

Commonwealth Power Corporation financing---------------------- 1922, 1924

Commonwealth Power Railway & Light Co. financing------------------ 1922

Competition in investment banking--------- 12403–12405, 12409–12410, 12492–g

12494, 12498–12599, 12426–12527, 12535–12538, 1880–1882–1

Distinguished from competitive bidding-------------------------- 12538

Element of price in-------------------------- 12598–12499, 12505–12506

Seeking assurance of severance of previous banking relationships- - - 12481–

12488, 12501–12503, 12654, 1858–1859, 1860

See also Professional character of investment banking.

Competitive bidding for security issues, advantages and disadvantages of-- 12406–

12408, 12537–12538, 12632–12633

Concentration in management, underwirting and sale of registered issues,

1934–June 1939--------------------------------- 12688–12711, 2062–2075

Condeteck, See Shell Union Oil Corporation

Continental Can Company, Inc. financing --------------------------- 12375,

12385–12386, 12388–12389, 1783, 1806–1809, 1817

Continental and Commercial Trust Savings Bank--------------------- 12513–

12514, 12525, 1859, 1865, 1880

Commonwealth Securities Company----------------------------- 1822–1823

Continental Illinois National Bank & Trust Co. of Chicago.------------ 12461,

1818, 1844, 1890

Continental Motors Corporation------------------------------------- 1916

Continental Shares Corporation--------------------------------- 1822–1823

Contract between issuer and underwriters, preparation of-------------- 1887–2

Conway, Carle---------------------------------------------- 12375, 12388

Coronet Phosphate Company--------------------------------------- 12432

Corrigan-McKinney Steel Co.:

roposed merger with Republic Steel Corp

Stock interest in, of Cleveland Cliffs Iron Co---------------- 12416, 12418

Costello, P. J.---------------------------------------------------- 1895–2

Coulson, William H---------------------------------------------- 1889

Testimony of—------------------------------------------ 12539–12543

Cox, Oscar L----------------------------------------- 1820, 1847–2–1847–3

Cravath, de Gersdorff, Swaine & Wood---------------------- 1832, 1839–1841

Creech, Harris---------------------------------------------------- 1820

Creely, Walter J----------------------------------------------- 1800–1801

Creighton, W. J.--------------------------------------------------- 1864

Crispell, Reuben B-------------------------------- 12614–12615, 1968, 1970

C-T Securities Company, The-------------------------------------- 1792

Cudahy Packing Company financing------------------------ 1877, 1879, 1883

Cummins, Roemer & Flynn.------------------------------------ 12554, 1928

Cutler, John W., activities in financing of: -

Wilson & Co
------------------------------------------- 12517–12518,

12521–12525, 12533-12534, 1866–1, 1867, 1877, 1879, 1886

Armstrong Cork Company-------- 12501–12504, 12507–12508, 1860, 1862–1

Cuyamel Fruit Co. financing------------------------ 12376-13377.1

Pabney, F. L., & Co------------------------------------------ 1%;%

NQTE.—Figures in roman, type refer to text page numbers; figures in itali exhibnumbers. For pages on which exhibits appear, see Schedule of# C are it
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Dalton, ------------------------------------------------------- 1859

Dauphinot, Clarence------------------------------------------ 12350, 1782

Davis, Pierpont V------------------------------------------------- 1859

Davis, Polk, Wardwell, Gardiner & Reed----------------- 12683, 1862–2, 2048

Davison, Henry P------------------------------------------------- 12344

Dawes, Henry---------------------------------------------- 12510, 1862–2

Day loan agreements, examples of ----------------------------------- 1890

Day-loan procedure in financing an underwriting transaction-- 12539–12543, 1889

Day, R. L., & Co.----------------------------------------- 2011, 2015, 2041

Day, William L----------------------------------------- 12685, 2055–2056

Dealer performance record card, example of.-------------------------- 1888

Dean, Arthur H------------ - 12372, 12394, 12406, 12475, 13012, 1857–1, 2013–1

Deep Rock Oil Corporation financing-------------------------- 13018–13019

Deep Rock Oil & Refining Company financing------------------ 13018–13019

de Kok, J. E. F--------------------------------------------------- 2001

Denton, Frank R.-------------------------------------------------- 1864

Deterding, See Shell Union Oil Corporation -

Detroit City Gas Company financing----------------- 12350, 1777–1779, 1783

Detroit Edison Company------------------------------------------- 12532

Dick & Merle-Smith-------------------------------------- 2011, 2015, 2041

Diefenbach, E. G--------------------------------------------- 12606, 1965

Dillon, Clarence----------------------------------- 12631, 12648, 1983, 1992

See also Dillon, Read & Co.

Dillon, Read & Co.:

Originations of, and participations in security issues, and negotiations

therefor:

Interparticipations in issues managed by selves and seven other

leading firms-------------------------------------------- 2073

Securities of:

Shell Union Oil Corp---------------------------------- 12629–

12642, 12648–12657, 1975–1976, 1978–1980, 1982–1989, 1991–1–

1992, 1994–1999.

Other companies - - - - - 12671, 1855–1, 1862–2–1863, 2042–3, 2042–5

Total originations, 1934–June 1939, amount and quality------- 12691–

12703, 2064–2071

Underwriting agreement, form of, in issues managed by - - - - - - - - - - - 12658–

- 12659, 12676–12677, 1988

Testimony of Dean Mathey------------------------------- 12651–12657

Dimond, Douglas-------------------------------------------------- 1843

DiPalina, D----------------------------------------------------- 1887–2

Distributors Group, Inc.-------------------------------------------- 1918

Dittrich, J. A.---------------------------------------------------- 1887–2

Dixie-Homes Stores financing--------------------------------------- 1908

Dixon, R. S., & Co.------------------------------------------------ 1917

Doan, Murray M------------------------------------------------- 1862–2

Dominick and Dominick ------------ 1974, 1985, 1991–2–1992, 2011, 2015, 2041

Dorbritz, Ernest---------------------------------------- 12683–12684, 2053

Dow Chemical Company financing--------------------------- 12509, 1862–1

Pow, W. H------------------------------------------------ 12509, 1862–1

DuBois, Wilbur C------------------------------------------------- 1988

Duhig, Stanley W.:

Activities in Shell Union Oil Corp. financing-... -- - - - - - - - - - - - - - - - - - 12632–

12633, 12643, 1972, 1976, 1978, 1982, 1984, 1986, 1989, 1993,

1996–1998, 2002–2003, 2005.

Testimony of------------------------------------------- 12626–12651

Dulles, Allen Welch:

Activities in Standard Gas & Electric System financing------------ 12569,

12592–12593, 12610–12613, 1933, 1954–1–1954–2, 1958, 1966

Testimony of ------------------------------------------- 12607–12624

Duquesne Light Company financing-------------------------------- 13.018–

13019, 1929–1930, 1940–1, 1940–3–1940–4, 1952–2

See also Standard Gas & Electric System.

Purell, -------------------------------------------------------- 1856

Eastern Gas & Fuel Associates financing------------------------ 1863, 1895–2

NOTE.-Figures in roman, type refer to text page. numbers; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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Eastman, Dillon & Co.------------------------------------ 2011, 2015, 2041

Eaton, Cyrus----------------------------------------------------- 1822

Eberstadt, F. & Co------------------------------------------------ 1911

Ebasco Corporation------------------------------------------------ 1889

Educational and charitable foundations, purchases of securities by,anº, 12707,

1 1, 2074

Egly, Henry H----------------- --------------------- 12636, 1991–1–1991–2

Emanuel, Albert, Company. See Emanuel, Victor.

Emanuel & Co. See Emanuel, Victor.

Emanuel, Victor:

Acquisition of interests in Standard Gas & Electric System-- 12558–12574,

12602–12604, 1931–1935, 1971

Directorships of ----------------------------------------- 12561–12562

Efforts to regain collateral of U. S. Electric Power Corp. from banks-- 12577–

12615, 12622–12623, 1944, 1949–1951, 1952–2–1959, 1966–1970

Testimony of ------------------------------------------- 12561–12624

Emerich, Melvin L--------------------------- 12523–12524, 1867, 1877, 1886

Emerson, Sumner B--------------------------------- 12683, 2050, 2057-2058

Empresa de Servicios Publicos de los Estados Mexicanos, S. A. See Public

Service Co. of Mexico.

Endicott Johnson Corporation:

Labor policy of—----------------------------------------------- 1804

Security issues of -------------------- 12380, 12383, 1783, 1798, 1804, 1817

Equitable Gas Company. See Standard Gas & Electric System.

Equitable Life Assurance Society of the United States, The:

Purchase of Shell Union Oil Corp. security issue-- 12643–12647, 2002–2005

Purchases of other security issues.-------------------------- 13027–13035

Equitable Securities Corporation--------------------------- 2011, 2015, 2041

Equitable Trust Company-------------------------- 12461–12462, 1844, 1936

Erskine, ------------------------------------------------------- 12376

Erwin, ------------------------------------------------------- 1862–2

Estabrook & Co-------------------- 1985, 1991–2, 2011, 2015, 2041, 2064–2071

Evans, Lewis N., testimony of -------------------------------------- 12685

Ewing, William ----------------------------------------- 12647, 2005–2006

Federal Securities Corp----------------------------------------- 1922–1925

Fennelly, John:

Activities in security issues - - - - 12451, 12453, 12470–12471, 1883, 1837, 1853

Testimony of ------------------------------------------- 12469–12476

Ferris & Hardgrove.--------------------------- --- 12662, 2011, 2015, 2041

Fidelity Union Trust Co. of Newark, New Jersey---------------------- 1889

Field, Glore & Co.: -

Originations of, and participations in Security issues, and negotiations

therefor:

Securities of:

Cleveland Cliffs Iron Co- 12425–12427, 12440–12442, 12450–12451,

12476, 1823, 1831, 1833–1834, 1836, 1839–1841, 1846–1847–3

Wilson & Co.------ 12512–12514, 12525–12528, 12532, 12534, 1867,

1877, 1880–1881, 1882–2–1883, 1885

Other companies--------------------------- 1861, 1862–2, 1863

Total originations, 1934–36, referred to------------------- 2064–2071

See also Glore, Forgan & Co.

Field (Marshall), Glore, Ward & Co---------------------------------- 1861

Fields, Morris J.--------------------------------------------------- 1838

Fifth Avenue Bank------------------------------------------------ 1889

Financing.

See names of companies financed.

Finch Telecommunications, Inc.------------------------------------- 1918

First Boston Corporation, The:

Agreement with Lehman Brothers and Goldman, Sachs & Co. on

Utilities Power & Light financing---------- 12471-12472, 1854–1–1854–3

Agreement with Lehman Bros. on Associated Gas & Electric Co.

financing------------------------------------- 12475, 1857–4–1857–5

Attitude toward competition------------------ 12525–12527, 1880–1882–2

Day loan procedure in financing underwriting transactions-- 1895–1–1895–2

NoTE.—Figures in roman, type refer to text page numbers; figures in italicnumbers. For pages on which exhibits appear, see Schedule of# are exhibit



INDEX IX

First Boston Corporation, The-Continued. Page

Originations of, and participations in security issues, and negotiations

therefor:

Interparticipations in issues managed by selves and seven other

firms---------------------------------------- 12705–12706, 2073

Securities of:

Shell Union Oil Corp---12652–12656, 1985, 1991–2, 2011, 2015, 2041

Standard Gas & Electric System------------------------- 12596,

12608–12609, 1940–1, 1940–4, 1957–1959, 1962, 1967–1

Wilson & Co., Inc.------------------------------------- 12512,

12514, 12525–12527, 12532, 1877, 1880–1882–2, 1885

Other companies-------------- 12469, 12472, 12475, 12511, 12671,

1804, 1854–1–1855–1, 1857–3–1857–4, 1862–2–1863, 2042–3

Total originations, 1934–June 1939, amount and quality- 12691–12703,

2064–2071

Succession to underwriting interests of Harris Forbes companies---- 12475,

- 1857–4–1857–5

First of Michigan Corporation----------------------------- 2011, 2015, 2041

First National Bank of Chicago, The---------------- 12461, 13028, 1818, 1843

First National Bank, New York-------------- 12551, 1870, 1889, 1929, 1940–1

First Security Company-------------------- 12551, 1926, 1929, 1940–1, 1940–3

First Trust and Savings Bank, Chicago-------------------- 12525, 1865, 1880

Fisher, C. L.------------------------------------------------ 12566–12569,

12571, 12578–12579, 12583–12584, 1933, 1939, 1945, 1947, 1951

Fiske, F. S.-------------------------------------------------------- 12376

Flintkote Co------------------------------------------------------ 12432

Ford, Nevil----------------------------------------------- 1895–1–1895–2

Forgan, J. Russell------------------------------------ 12451, 12453, 12457,

12470–12471, 1833, 1836–1837, 1853, 1882–9

Forrest, ------------------------------------------------------- 1856

Forrestal, James M--------------------------------------- 12654, 1862–2

Francis, Bro. & Co - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12662, 1801, 2011, 2015, 2041

Franklin Simon & Company, Inc. financing----------------------- 1783, 1817

Fraser, A--------------------------- 12646, 1976, 1978, 1994, 2001, 2003–2004

Freeman, Halstead G- - - - - - 12518, 12525, 1857–2, 1867, 1874, 1882–2–1883, 1886

Freeman, M. L.--------------------------------- 12480–12484, 12489–12491,

12516–12518, 1858–1859, 1862–2, 1867–1877, 1879, 1886

Fried, Krupp, Ltd. financing---------------------------------------- 1783

Fuller, Carleton P.:

Activities in Standard Gas & Electric System financing--- - - - - - - - - - 12577–

12579–12587, 12591–12600, 12609–12610, 12615, 1934, 1943, 1953,

1954–2, 1958, 1961–2, 1967–1, 1968–1970.

Supplementary information submitted by------------------------- 13017

Testimony of------------------------------------- 12565, 12568–12624

Fuller Cruttenden & Co.-------------------------------------------- 1915

Garner, R. L.------------------------------------------------ 12622, 13019

Gatch Bros.------------------------------------------------------- 1801

Geffine, V. P--------------------------------- 12427–12428, 1821–1822, 1837

General American Transportation Corporation financing---------------- 12701

General Cigar Company financing------------------- 12346, 13011, 1783, 1817

General Foods Corporation financing----- - - - - - - - - - - - - - - - 12385, 12389–12393,

º 13007, 13014–13015, 1810–1811, 1817

General Gas & Electric Corp------------------------------------ 1900, 1902

General Plastics Incorporated.--------------------------------------- 1915

Gerner, Philip H-------------------------------------------------- 2O58

Gernon, F. E.----------------------------------------------------- 1981

Gibbs, Edwin----------------------------------------------- 12372, 13013

Gillespie, ------------------------------------------------------ 1815

Gimbel Brothers, Bankers------------------------------------------ 1781

Gimbel Brothers, Inc. financing---------------------- 12374, 1783, 1789, 1817

Glore, Charles F--------------------------------------- 12471, 1853, 1882–2

NOTE.-Figures in roman type refer to text page numbers ; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.



X INDEX

Glore, Forgan & Co.: - - - - - - - -

Originations of, and participations in security issues, and negotiations

therefor:

Securities of Page

N. Y. State Electric & Gas Corp- - - - - 12475, 1856, 1857–2, 1857–4

Shell Union Oil Corp-------------------- 13020, 2011, 2015, 2041

Indianapolis Power & Light Co--------------- 12469–12471, 1853

Other companies-------------------------------------- 1877.

Total originations, 1934–June 1939, referred to ------------ 2004–2071

Regional division of business------------------------------------ 12474

Testimony of John F. Fennelly---------------------------- 12469–1247t;

See also Field, Glore & Co.

Godber, F-------------------- 12634–12636, 1973, 1986–1987, 1990, 1992, 1994

Goldman, Henry-------------------------------------------------- 1234.7

Goldman, Sachs & Co.: - --- - -

Agreement with Lehman Brothers and First Boston Corp. on Utilities

Power & Light financing---- - - - - - - - - - - - - 12471–12472, 1854–1–1854–3

Changes in personnel after World War--------------- - - - - - -- - - - - - 12348

Commissions shared on trading and brokerage accounts by--- 12367–12373,

13007, 1788

Companies allotted to, in 1926 agreement with Lehman Broth

ers---------------------------------------------- 12354–12356, 1783

Competition for accounts covered by agreement---------...---- 12403–12405

Directorships in companies financed by--------------------- 12356–12359,

12398–12403, 12408–12412, 1814–1815

Originations of, and participations in security issues, and negotiations

therefor:

Securities of

Brown Shoe Company, Inc.------------------------ 12380–12382,

1783, 1798–1803, 1817

Cluett, Peabody & Co-- - - - - - - - - - - - ------------------- 12385,

12395–12402, 12405–12406, 12410–12412, 13013, 13015–13017,

12385–12386, 12388–12389, 1814–1817.

Continental Can Company, Inc --- - - - - - - - - - - - - - - - 12385–12386,

12388–12389, 1783, 1806–1809, 1817

Cuyamel Fruit Company-- - - - - - - - - - - - - - 12376–12377, 1783, 1796

Detroit City Gas Co- - - - - - - - - - - - - - - - - - - 12350, 1777–1779, 1783

Endicott Johnson Corporation 12380, 12383, 1783, 1798, 1804, 1817

General Cigar Company-------------------------- 12346, 13011

General Foods Corporation - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12385,

12389–12393, 13007, 13014–13015, 1783, 1810–1811, 1817

Gimbel Brothers, Inc - - - - - -------------- 12374, 1783, 1789, 1817

I3. F. Goodrich Company------- - - - - - - - - - - - - - - - - - - - - - - - - 12349,

12356, 12374, 12385, 1773–1776, 1783, 1791–1793, 1817

Indianapolis Power & Light Coll___ 12469–12472, 1854–1–1855–1

Lehn & Fink Products Co - - - - - - - - 12351, 12367, 1782–1783, 1817

R. H. Macy & Co. -- - - - - - - - - 12359, 12385, 1780–1781, 1783, 1817

The May Department Stores Company_____________ 12374–12375,

1783, 1790, 1817

National Dairy Products Corp-------------------- 12393–12395,

13007–13008, 1782–1783, 1798, 1812–1813, 1817

Pet Milk Company - - - - - - - - - - - - - - 12378–12379, 1783, 1797, 1817

Pillsbury Flour Mills, Incorporated__________________ ___ 12359.

12374, 1783, 1794–1795, 1817

Sears, Roebuck & Co - - - - - - - 12357, 12367, 12385, 1783–1787, 1817

Wilson & Co -- - - - - - - - - - - - - - - - - 12512, 12527–12528, 1882–2, 1885

Other companies------------------------------------ 12365,

12368–12373, 13007–13011, 1783, 1817, 1863
Total originations, 1934–June 1939, referred to -----______ 2064–2071

Organization as commercial paper house----------____ _ _ _ _ _ _ _ _ _ 12345

Relations with Lehman Brothers 12344–12413, 12612, 1773–1817

Agreement of 1938-------------------------- 12412–12413, 1817

Appearance in advertisement of security issues_-_ _ _ _ _ _ _ 12364. 1783

Attempts to obtain sole managements and management fees_ _ _ 12

- 12382, 12389–12391, 12394–12395, 1798, 1810, 1812, 1514
Joint financing from 1906 to 1920 III. T.I.T.T. 12346–12347

Nº-Figures in roman, type refer to text page numbers: figures in italicnumbers. For pages on which exhibits appear, see schºiui, of Éxhibit. are exhibit
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Goldman, Sachs & Co.—Continued.

Relations with Lehman Brothers—Continued. Page

Memorandum of 1926 defining relations--------------------- 12350–

12356, 12359–12366, 12373–12375, 1782–1783, 1788

Abrogation of, in 1936- - - - - 12379–12381, 12384–12385, 1798, 1805

Handling financing under--------------------- 12374, 1789–1795

Relations after abrogation of---------------------- 12385–12386

Total financing under---------------------------- 13010–1301.1

Violations of, alleged by Lehman Brothers----- 12380–12382, 1798

Oral hearings for firm excluded from financing -- - - - - - - - - - - - - - 12359–

12360, 13007–1008, 1783

Participation in trading accounts--------------------------- 12364–

12372, 12375–12378, 13007, 1783, 1788

Sharing of profits--- - - - - - - - - - - - 12349, 12360, 13007–13008, 1773–1781

Julius Rosenwald Fund, sale of securities held by - - - - - - - - - - - - - - - - - 12367,

13010–13011, 1784–1787

Stockholder and officer participation in underwriting syndicates

headed by---------------------------------- 12376–12378, 1796–1797

Testimony of Walter E. Sachs----------------------------- 12344–12413

Goldschmidt, H. P., & Co.------------------------------------------ 1781

Goodrich, B. F., Co. financing------------------------------------- 12349,

12356, 12374, 12385, 1773–1776, 1783, 1791–1793, 1817

Grace, -------------------------------------------------------- 1970

Graf, R. W------------------------------------------------------- 1927

Graham, -------------------------------------------- 12425, 1820, 1823

Graham, Parsons & Co.----------------------- 12671, 2011, 2015, 2041, 2042–3

Granbery, ------------------------------------------- 12559, 1945–1948

Greene, Edward B.:

Activities in Cleveland-Cliffs Iron Co. financing. See under Cleve

land Cliffs Iron Co.

Testimony of ------------------------------------- 12415–12432, 12434

Guaranty Company of New York:

Agreement with Kuhn, Loeb & Co. on American Smelting and Re

fining Co. financing-------------------------------- 12494, 1848–1851

Originations of, and participations in security issues, and negotia

tions therefor:

Securities of

Armstrong Cork Co-------- 12478–12484, 12500–12503, 1858, 1860

Wilson & Co - - - 12478, 12513–12515, 12525–12526, 1880–1881, 1886

Other companies -- 12478, 12509–12512, 1859, 1861, 1863, 1940–1, 1974

Succession to underwriting interests of, by Edward B. Smith

Co---------------------- 12478–12484, 12501–12503, 12509–

12514, 12519–12523, 1858, 1860, 1862–2, 1863–1864, 1877

See also Guaranty Trust Co. of New York.

Guaranty Trust Company of New York:

Access of E. B. Smith & Co. to files of - - - - - - - - - - - - - - - - - - - - - 12513–1251

Day-loan procedure in financing underwriting transactions-------- 12539–

12540, 12543, 1889, 1893–1894, 1895–2

Negotiations for release of collateral under loan to U. S. E. P. Corp - 12577,

12593, 12606, 12622, 13018, 1955–1956, 1965

See also under U. S. Electric Power Corp.

Participations in security issues.--------------------------------- 12356,

12363, 12502–12503, 1776, 1860, 1940–1

Wilson & Co. Inc. financing—discussions with E. B. Smith & Co---- 12515–

12516, 12520–12524, 1866–1–1866–2, 1867, 1877

See also Guaranty Co. of N. Y.

Guggenheim Bros. financing---------------------------------------- 1783

Guinness, B. S.---------------------------------------------------- 1926

Gutman, Monroe C.:

Activities in Cleveland Cliffs Iron Co. financing------------------ 12425,

12451, 12453, 12457, 1820, 1828, 1833, 1836–1837, 1846

Activities in other financing---- 12349, 1798, 1855–3, 1857–2–1857–3, 1857–5

Hackett, ------------------------------------------------------ 1809

Hagerty, H. C.---------------------------------------------------- 1870

NOTE.—Figures in roman type refer to text page numbers ; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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Hall, Perry E.:
Page

Activities in security issues.---------- 12647, 12654, 12686, 2006, 2014, 2060

Supplementary information submitted by------------------------- 13020

Testimony of ------------------------------------------- 12667–12686

Halle & Stieglitz--------------------------------------------------- 1781

Hallgarten & Co.:

Participations in security issues and negotiations therefor:

Securities of:

R. H. Macy & Co.------------------------------------- 1781

Shell Union Oil Corp-------------- 1985, 1991–2, 2011, 2015, 2041

Wilson & Co----------------------------------------- 12512–

12514, 12518, 12523–12525, 12527, 1865, 1867, 1877, 1880, 1882–

2–1883, 1885–1886

Halsey, N. W., & Co.----------------------------------------------- 1902

Halsey, Stuart & Co., Inc.:

Agreements with issuer corporations for future financings---------- 12547,

1898–1902, 1907

Procedure in financing underwriting transactions------------------ 1896

Originations of, and participations in security issues, and negotiations

therefor:

Securities of:

Detroit City Gas Co------------------------- 12363, 1777–1779

Shell Union Oil Corp--- 12641, 12662, 1985, 1991–2, 2000–1–2000–2

Other companies 12469

12670–12671, 1862–2–1863, 1940–1, 2042–1–2042-3

Total originations, 1934–June 1939, referred to------------ 2064–2071

Procedure in financing underwriting transactions------------------ 1896

Hammerslough, William J.------------------------------------------ 1798

Hanauer, Jerome J------------------------------------------- 12486, 1859

Hancock, John M.:

Activities in security issues-------------------------- 12348, 12386, 12395,

12398–12401, 12410–12411, 13012–13013, 1799, 1806–1807, 1812–1816

Resignation from board of Cluett Peabody & Co------------ 12410–12411,

13016–13017, 1814

Supplementary information submitted by------------------- 13007–13010

Testimony of- - - - - - - - - - - -------------------------------- 12344–12413

Hancock, John, Mutual Life Insurance Co---------------------- 13030–13035

Harding, J. Horace------------------------------------------------ 12375

Harriman Ripley & Co., Incorporated:

Participations in Shell Union Oil Corp. financing--------- 2011, 2015, 1031

Performance records kept by---------------- 12682–12683, 2047–1–2047–2

Total originations, 1934–June 1939, referred to
- - - :- - - - ---> ----, -------------------------- 2064–2071

Interparticipations in security issues managed by selves and seven

other firms-------------------------------------------------- 2073

Harriman, W. Averell---------------------------------------------- 12370

Harris, Forbes companies:

Participations in security issues and negotiations therefor:

Securities of:

American Rolling Mill Co------------------------------ 1861

Standard Gas & Electric System------------------ 12559, 12608,

13019, 1931, 1936, 1940–1, 1940–3

Succession to underwriting interests of, by The First Boston Corp- 12475,

- 1857–4–1857–5

Harris, Hall & Company------------------------ 2011, 2015, 2041, 2064–2071

Harris, Norman W------------------------------------------------

Harris Trust & Savings Bank------------------------ 13019, 1856, 1929, 1931

Harrison, ------------------------------------------------------ 1859

Hartley, Rogers & Co---------------------------------------------- 1804

H*Yºy, T.I.:--------------------------------------------------- 1862–2

Haskins & Sells-------------------------------------------------- 1862–2

Hayden, Charles- - - ------------------ 12425, 12427,12461–12462, 12633, 1844

Hayden, Miller and Company

NQTE-Figures in roman type refer to text page numbers; figures in itali exhnumbers. For pages on which exhibits appear, see Schedule of #it. c are ibit
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Hayden, Stone & Co.: Page

Agreement with Commonwealth Power Corp. on future financing --- 1922

Originations of, and participations in Security issues, and negotiations

therefor:

Securities of:

Cleveland Cliffs Iron Co------------------------- 12425–12426,

12439–12448, 12448–12451, 12457, 12461–12462, 12476, 1823,

1827, 1830–1831, 1833–1834, 1836, 1839–1941, 1844.

Shell Union Oil Corp---------------------------- 12628–12633,

12637, 12639, 12652, 12659, 12662, 1973–1974, 1979, 1981,

1984–1985, 1988, 1991–2–1992, 1995–1996, 1999, 2011, 2015,

2041.

Standard Gas & Electric System------------- 12551, 1929, 1940–1

Other companies---------------------------------- 1781, 1863

Total originations, 1934-June 1939, referred to - - - - - - - - - - - - 2064–2071

Hayes Body Corporation------------------------------------------- 1919

Haystone Securities Corporation:

Participations in Standard Gas & Electric System financing- 1940–1, 1940–3

Stock interest in Pittsburgh Utilities Corporation 1996

Heinemann, --------------------------------------------------- 1970

Hemphill, Noyes & Co.------------------------ 1985, 1991–2, 2011, 2015, 2041

Hempstead, Clark------------------------------------------------- 1795

Henderson, Commissioner Leon:

Introductory statement by-------------------------------- 12343–12344

Heinz, H. J., Company financing------------------------------------ 1783

Hertz, John------------------------------------------------------- 1798

Herzog, B. H---------------------------------------------- 12671, 2042–3

Hibbs, Sherlock------------------------------------------ -- - -- --- 1862–2

Hibernia Bank & Trust Company----------------------------------- 1796

Higbee, Carlton M., Corp------------------------------------------ 1904

Higginson and Company (London).---------------------------------- 1947

Hilliard, J. J. B., & Son----------------------------------- 2011, 2015, 2041

Historical relationship in selecting underwriting groups---------------- 12525–

12529, 12660–12661

See also Succession to underwriting interests.

Hitler, Alolf------------------------------------------------------ 12572

Hoffman, W. D.--------------------------------------------- 1882–2–1883

Holmes, R. C---------------------------------------------------- 1862–2

Hopson, ------------------------------------------------------- 1856

Hornblower & Weeks---------------------------------------------- 12512,

- 12528, 1866–1, 1882–2–1883, 1885, 2011, 2015, 2041

Horton, Robert W--------------------------------- 12384, 12394, 1799, 1801

Hough, J. E---------------------------------- 12670, 12671, 2042–1–2042–5

Houston Oil Field Material Co-------------------------------------- 1912

Huff, Charles H., testimony of -------------------------------- 12682, 12687

Huffman, Oscar L--------------------------------------- 12386, 1806–1808

Hutton, E. F., & Co.----------------------------------------------- 1781

Hutton, James M--------------------------------------- 12534, 1867, 1886

Hutton, W. E., & Company--------------------- 1804, 1861, 2011, 2015, 2041

Hyams, C. H., 3rd------------------------------------------------- 2060

Hyams, Glas & Carothers------------------------------------- 12686, 2060

Hydro-Electric Securities Corporation------------------------------- 12558,

12567–12568, 12572–12573, 12579, 12588–12590, 12593–12596,

12599, 12613, 12619, 1944, 1946–1951, 1953, 1956–1957, 1960,

1961–2–1963, 1966, 1967–2, 1970.

See also Loewenstein, Alfred, interests; Standard Gas & Electric

System.

Iglehart, Joseph A. W----------------------------------------- 12475, 1856

Illinois Company of Chicago, The -------------------------- 2011, 2015, 2041

Illinois Electric Power Company financing---------------------------- 1924

Illinois Merchants Trust Co------------------------ 12513, 12525, 1865, 1880

Illinois Power Company financing----------------------------------- 1925

Independent Steel Company---------------------------------------- 1859

Indianapolis Power & Light Company financing---- 12469–12472, 1852–1–1856

Institutional Holdings of Securities, (Poor's) -------------------------- 13029

NoTE.—Figures in roman, type refer to text page, numbers; figures in italic are exhibit

numbers. For pages on which exhibits appear, see Schedule of Exhibits.
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Insurance company purchases of securities: Page

Purchase of six bond issues from the distributing group, amount---- 12700

12708, 13021–13022, 2074

Purchase of five bond issues by selected life insurance companies,

analyzed --------------------------------------------- 13025–13035

Purchases from banks------------------------------------ 13024–13025

International Paper & Power Company------------------------------ 12432

Investment bankers:

Directorships in companies financed--------------------> 12356–12359,

12398–12403, 12408–12412

Relation to the investing public-- 12497–12498, 12530–12532, 12535–12536

See also Investment banking.

Investment banking:

Attitude in, toward clients who “shop around”-----------> 12485–12486,

1250.4–12506, 1860

!ommissions on trading and brokerage accounts in ---------- 12367–12373

Competition in----------------------------> 12403–12405, 12409–12410,

12492–12494, 12498–12499, 12526–12527, 12535–12538, 1880–1882–1

Distinguished from competitive bidding---------------------- 12538

Element of price in ---------------------- 12498–12499, 12505–12506

Seeking assurance of severance of previous banking relation

ships--------------------------- 12481–12488, 12501–12503, 12654

See also Investment banking, professional character of.

Competitive bidding in, advantages and disadvantages_of_--- 12406–12408

iž537.12538, 12632-12633
Concentration in management, underwriting, and sale of registered

issues, 1934-1939---------------------------- 12688–12711, 2062–2075

Control of underwriting groups over management of companies
financed------------------------------------------ 12462–12466, 1824

Day-loan procedure in financing underwriting transactions- 12539–12543, 1889

Definition of
terms-------------------------------------------- 12689

Documents used in, examples of:

Agreements among underwriters----------------------- 1988–2, 2015

Agreements for future financing between issuer corporations and
underwriters---------------------------- 1887–2, 1897–1926, 1931

Authorization to sell securities------------------------------ 1785

Day loan agreements--------------------------------------- 1890

Loan and collateral agreements used by commercial banks-- 1891-1893

Purchase
contract----------------------------------------- 2011

Purchase group letters------------------------------------- 1776,

1780, 1789–1790, 1792, 1796–1797, 1839–1841, 1850

Selling group letters------------------------------- 1786, 2011, 2015

Underwriting agreements.------------------------------- 1988, 2015

See also Performance record cards.

“Finders” or middlemen in -- 12480–12484–12489–12491, 12516–12518, 1867

“Frozen accounts” in ------------------------------------ 12494–12497

Geographical concentration in------------------------------ 12710, 2075

Institutional character of the securities market:

Commercial banks, role of, in distribution of registered bond

1SSuCS ––––––––––––––––––––––––––––––––––––––– 13021–13025, 2074

Insurance company purchases of securities, analyzed.----- 13025–13035

Sale of securities by distributing groups, analyzed.------- 12706–12708,

- 13021–13022, 2074
Management fees in - - - - - - - - - - - - - 12380–12382, 12451–12453, 12664–12665

Management of security issues - - - - - - - - - - - - - --------------- 12689–12691

Moral commitment resulting from membership in an account- 12470–12474,

1853

National scope of.--------------------------------------- 12386–12388

Operations followed by Smith, Barney & Co.:

As manager or co-manager in flotation of issues.--------- 12534–12535,

- - - - 1887–1–1887–2

As underwriter in issues managed by others------ 12534–12535, 1887–4

Investigation of industrial issues.---------------- 12534–12535, 1887–3

Performance records kept in-- 12661–12662, 12681–12683, 1888, 2043-2047–?

Preparing registration statements under Securities Act of 1933______ 1887–2

NOTE.-Figures in roman type refer to text page numbers: figures in ital
numbers. For pages on which exhibits appear, see Schedule of #ºit. alic are exhibit
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Anvestment banking—Continued. Page

Pricing in----------------------------------- 12531, 12634–12635, 12638

Professional character of -- - - - - - - - - - - - - - - - - - - - - - - - - - 12405, 12482–12484,

12491–12493, 12496–12498–12535–12538, 12654–12655

Public interest in - - - - - - - - - - - - - - - - 12497–12498, 12530–12532, 12535–12536

Rating services for security issues.-------------- - - - - - - - - - - - - 12692–12693

Reciprocity in-------------------------------------- 12593–12594, 1955

Risk in-------------------------------------- 12497, 12599–12600, 1963

Trading accounts in-------------------------------------- 12364–12372

See also Agreements, etc., underwriting groups.

Irving Trust Company------------------------------- 1848, 1850, 1889, 2011

Jackson & Curtis------------------------------- 2011, 2015, 20/1, 2064–2071

Jaynes, B. H---------------------------------------------- 1847–1–1847–3

Jesup, Edward N---------------------------------------- 12639, 1981, 1996

Jewel Tea Company, Inc. financing----------------------------- 1783, 1817

Johnson, George W------------------------------------------ 12383 1804

John Hancock Mutual Life Insurance Co-- - - - - - - - - - - - - - - - - - - - - - 13030–13035

Johnston, O. C--------------------------------------------------- 1852–2

Jones & Laughlin Steel Corporation financing------------------- 12388–12389,

12511–12512, 1809, 1864

Kahn, Otto H., testimony before Pecora committee, quoted------------ 12498

Kalman & Company-------------------------------- 12662, 2011, 2015, 2041

Kean, Taylor & Co.--------------------------------------- 2011, 2015, 20/1

Keidel, Louis------------------------------------------------- 1820, 1828

Kellogg Manufacturing Company---------------------------------- 1862–2

Kellogg, Morris----------------------------------- - - - - - - - - - - - - - - - 1862–2

Kelly, Dana---------------- 12425, 12427–12428, 12458, 1820–1821, 1823, 1837

Kelly-Springfield Tire Co. financing---------------------------------- 1783

Kelsey Wheel Co. financing------------------------------------- 1783, 1817

Kennard, C. W--------------------------------------------------- 1877

Kennedy, R. O.----------------------------- 12395–12396, 13015–13016, 1814

Kentucky West Virginia Gas Company financing - - - - - - - - - - - - - - - 13018–13019

Kerr & Bell-------------------------------------------------- 12685, 2057

Kidder, Peabody & Co. (old firm) - - - - - - - - - - - - - - - - - - - - - - - - - 12344, 1781, 1861

Kidder, Peabody & Co. (new firm):

Day loan procedure in financing underwriting transactions - - - - - - - - - 1894

Originations of, and participations in security issues, and negotiations

therefor:

Securities of:

Shell Union Oil Corp-------------- 1985, 1991–2, 2011, 2015, 2041

Other companies----------------------- 12479, 1804, 1860, 1863

Total originations, 1934–June 1939, referred to------------ 2064–2071

Performance records kept by------------------------------- 12682, 2045

Kirchofer & Arnold------------------------------------------------ 1917

Kleinwort Sons & Co.---------------------------------- 12346, 12363, 13011

Klepper, A. B.-------------------------------------------- 1793, 1802–1803

Knickerbocker Ice Company financing--------------------------*- - - - - 1783

Kooney, J. D.--------- 12517–12518, 12528, 1867, 1872, 1874, 1882–2–1884, 1886

Koppers Company financing----------------------------------- 12511, 1863

Krayer, Fred----------------------------------------------- 12509, 1862–1

Kress, S. H., & Company financing------------------------------ 1783, 1817

Kuhn, Loeb & Co.:

Agreement with Guaranty Co. of N. Y. on American Smelting and

Refining Co. financing----------------------------- 12494, 1848–1851

Attitude toward competition-------------- 12481, 12485, 12503, 1858–1860

Originations of, and participations in security issues, and negotiations

therefor:

Interparticipations in issues managed by selves and seven other

firms---------------------------------------- 12705–12706, 2073

Securities of:

Armstrong Cork Co----------------------------------- 12479–

12481, 12500–12503, 12507–12508, 1858, 1860

Cleveland Cliffs Iron Co------------------------------ 12426,

12440, 12442, 12450–12452, 12457, 12476, 12494–12495, 1823,

1831–1834, 1839–1841, 1845—1847–3.
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Kuhn, Loeb & Co.—Continued.

Originations of, and participations in security issues, and negotiations

therefor—Continued.

Securities of Continued. Pagº

Shell Union Oil Corp-------------------------------- 12639–

12640, 12652, 1993, 1995, 1998, 2011, 2015,80ſ!

Wilson & Co.------ 12512, 12514, 12528–12532, 1882–8–1883,188

Youngstown Sheet & Tube Co--- 12486–12487, 12489–12491, 1850

Other companies---------- 12368–12370, 12372–12373, 1804, 1863

Total originations, 1934–June 1939, amount and quality------ 12691–

12703, 2004-2011

Payments to M. L. Freeman------------------------------ 12489–12491

Sharing of commissions with Lehman Brothers-- 12368–12370, 12372–12373

Testimony of John M. Schiff------------------------------ 12477-12508

Testimony of Lewis L. Strauss---------------------------- 12;

Kuppenheimer, B., & Company, Inc. financing-------------------- 1783, 181

Ladenburg, Thalmann & Co.: - 2554

Agreement on Standard Gas & Electric Co. System financing- 12551-1 º

- - 12560–12561, 12614, 12618, 12622, 13018, 1926,tº:
Stock interest in Standard Gas & Electric *-------isºis; 1926

Bought out by Emanuel-Loewenstein interests----.12576:1357. 12603

Originations of, and participations in security issues, and negotiations

thgº; fecurities of:

Standard Gas & Electric System------------------º

1929, 1931, 1%;1.1%;"|
Other companies------------------------ 1781, 2011,% 20/

Laffey, Meredity C-------------------------------------- 1;;

Laird, Bissell & Meeds------------------------------------ 2011, 20 'Isis

Lake Superior and Ishpening Railroad Company---------------------- 1907

Land & Sea Investment Col------------------------------------ 2504, 1880

#. James N.----------------------------------------------- 1 '779;

Hºº &ºint---------------…:i;Langley, W. C., & Co--------------------------- 12559–12560, 12606–1 I

1970-1, 1570-3-1970%igoś, 1967-1.4%#

Lawyers Title & Trust Co. financing---------------------------------

Lazard Freres & Co.: iations

Originations of, and participations in security issues, and negotiatio

thgº;Securities of: 7,

Shell Union Oil Corp----------------------ſº
ig;7, 1976, 1633, 1934–1985, 1991–2–1992, 1994, 2011, §138

Wilson & Co.------------------- 12512, 12528, 1883–; 1860

Other companies--------------- 12469, 12479, 1781, 1 ºil

Total originations, 1934–June 1939, referred to------7222- 1961-1, 1%

Leadenhall Securities Corpl.-------- 1258.25%ºf
Lee, Higginson & Co----------- 13551. 13635–12629, 1929, 1940-1, 194"

See also Lee Higginson Corporation.

Lee Higginson Corporation: -

Originations of, and participations in security issues,

*gº; 2ecurities of: -
- -12642.

Sheli (inion Oil Corp---- 12628–12631, 12633.2%; 20||

12652, 1973, 1979, 1931, 1991–2, 1994-1996,§f. 1885

Other companies---------- 12512, 12528, 1863, 188 gº-M1

Totalºff. 1934–June 1939, referred to------------

See also Lee, Higginson & Co. 1944

Pegh-Jones. G------------------------------------------------
". 1793

Lehman, Allan S--------------------------------------z-z-zzº’ſ 3.18%

#.É.-------------------
-------------- ***

ehman Brothers: in Co.

Agreement with First Boston Corp. on Associated Gas & º;%lsº
financing 12475, 18 ſº

º, in italie “”
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Lehman Brothers—Continued. Page

Agreement with Goldman, Sachs & Co. and First Boston Corp. on

Utilities Power & Light financing--------- 12471–12472, 1854–1–1854–3

Commissions shared on trading and brokerage accounts by--- 12367–12373,

13007, 1788

Companies allotted to, in 1926 agreement with Goldman, Sachs &

Co---------------------------------------------- 12354–12356, 1783

Competition for accounts covered by agreement------------- 12403–12405

Competitive bidding on Cincinnati Union Terminal Co., security

issue------------------------------------- - - - - - - 12407–12408, 13010

Directorships in companies financed by-------- 12356–12359, 1239S-12503,

12408–12412, 1814–1815

Originations of, and participations in security issues, and negotiations

therefor:

Securities of:

Brown Shoe Co., Inc.---------------------------- 12380–12382,

12404–12405, 1783, 1798–1803, 1817

Cleveland Cliffs Iron Co------------------------------- 12425,

12427–12430, 12438, 12440–12442, 12447–12454, 12466–12467,

12476, 1820–1821, 1831–1834, 1836, 1839–1842, 1845—1847–8

Cluett, Peabody & Co.--------------------- 12385, 12395–12402,

12405–12406, 12410–12412, 13013, 13015–13017, 1814–1817

Continental Can Company, Inc.------------------- 12385–12386,

12388–12389, 1783, 1806–1809, 1817

Cuyamel Fruit Company--------------- 12376–12377, 1783, 1796

Detroit City Gas Co-------------------- 12350, 1777–1779, 1783

Endicott Johnson Corporation- 12380, 12383, 1788, 1798, 1804, 1817

General Cigar Company-------------------------- 12346, 13011

General Foods Corporation----------------------------- 12385,

12389–12393, 13007, 13014–13015, 1783, 1810–1811, 1817

Gimbel Brothers, Inc ------------------- 12374, 1783, 1789, 1817

B. F. Goodrich Company------------------------------ 12349,

12356, 13274, 12385, 1773–1776, 1783, 1791–1793, 1817

Indianapolis Power & Light Co-------- 12469–12471, 1852–1–1856

Lehn & Fink Products Co--------- 12351, 12367, 1782–1783, 1817

R. H. Macv & Co - - - - - - - - - - - 12359, 12385, 1780–1781, 1783, 1817

The May Department Stores Co- - - 12374–12375, 1783, 1790, 1817

National Dairy Products Corp-------------------- 12393–12395,

13007–13008, 1782–1783, 1798, 1812–1818, 1817

N. Y. State Electric & Gas Corp------ 12475, 1856, 1857–2–1857–4

Pet Milk Company--------------- 12378–12379, 1783, 1797, 1817

Pillsbury Flour Mills, Incorporated---------------------- 12359,

12374, 1783, 1794–1795, 1817

Shell Union Oil Corp---------------------------------- 12630,

12639, 12662, 1973, 1978–1979, 1985, 1991–2–1993, 1995–1996,

1998, 2011, 2015, 2041.

Other companies-------------------------------------- 12365,

12368–12373, 13007–13011, 1783, 1817, 1858

Total originations, 1934–June 1939, referred to------------ 2064–2071

Organization of------------------------------------------------ 12345

Relations with Goldman, Sachs & Co. See entries under Goldman,

Sachs & Co., relations with Lehman Brothers.

Stipulation concerning exhibits---------------------------------- 1838

Stockholder and officer participation in underwriting syndicates

headed by---------------------------------- 12376–12378, 1796, 1797

Testimony of John M. Hancock--------------------------- 12344–12413

Lehman, Herbert H-------------------------------- 12352–12353, 1782–1783

Lehman, Philip-------------------------- 12347, 12386, 1798, 1806, 1808, 1815

Lehman, Robert-------------------------------------------------- 12345,

12348, 12370, 12389–12390, 12451, 12453, 1798, 1811–1813, 1833,

1852–1–1852–3, 1855–1–1855–9

Lehn & Fink Products Company financing------- 12351, 12367, 1782–1783, 1817

Leib, George----------------------------------------------------- 1869–9

Leness, George----------------------------------- 12526, 1862–9, 1880–1881

Lexington Water Power Company----------------------------------- 1900
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Lietz, Leonard, A. G. financing-------------------------------------- 1783

Lincoln National Life Insurance Co., The----------------------- 13030–13035

Linsley, Duncan R------------- 12525–12526, 12532–12533, 1880, 1882–1, 1885

Lipper, Arthur, & Co.---------------------------------------------- 1781

Loan and collateral agreements used by commercial banks, examples of -- ".
189

Loewenstein, Alfred, acquisition of interests in Standard Gas & Electric

System------------------ 12558, 12562–12573, 12602–12604, 1932–1933, 1971

See also Hydro-Electric Securities Corporation.

Loewenstein, Robert----------------------------------------- 1947, 1961–2

Long-Bell Lumber Company financing--------------------------- 1783, 1817

Loree, L. F------------------------------------------------------- 1926

Loring, A. C------------------------------------------------------ 1795

Louisville Gas & Electric Company financing------------------------- 12602,

13018–13019, 1940–1, 1952–2, 1961–2

See also Standard Gas & Electric System.

Lynch, B. W------------------------------------------------------ 1927

Lyons, Barrow, testimony of ---------------------------------- 12682–12683

Mackubin, Legg & Company------------------------------- 2011, 2015, 2041

Macy, R. H., & Company, Inc. financing--- 12359, 12385, 1780–1781, 1783, 1817

Management fee in investment banking - 12380–12382, 12451–12453, 12664–12665

Management of security issues by single firm, advantages of ------ 12390–12392

Manhattan Shirt Company financing----------------------------- 1783, 1817

Manufacturer's Trust Co. of New York------------------------------ 1890

Marine Midland Trust Co------------------------------------------ 1889

Marks, Laurence M., & Co.-------------------------------- 2011, 2015, 2041

Market Street Railway Company, See Standard Gas & Electric System -- 13018

Marshall, ----------------------------------------------------- 1856

Martin, ------------------------------------------------------ 1862–2

Massachusetts Mutual Life Insurance Co----------------------- 13030–13035

Mather, Samuel---------------------------------------------- 12487, 1859

Mather, William G------------------------------------------------ 12425,

12439–12440, 12462, 12476, 1818, 1820, 1822, 1824, 1830

Mathers, Lloyd, testimony of --------------------- 12475–12476, 12528, 1267.1

Mathey, Dean:

Activities in Shell Union Oil Corp. financing--- 12639, 12652–12656, 2013–2

Testimony of ------------------------------------------- 12651–12657

Matthiessen, -------------------------------------------------- 1896

May Department Stores Company, The financing- 12374–12375, 1783, 1790, 1817

May, Florence G-------------------------------------------------- 12375

May, Rosa.------------------------------------------------------- 12375

Mazur, Paul M--------------------------------------------------- 1798

McCarthy, E. R.--------------------------------------------------- 1799

McCarski, ---------------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - 1947

McCurliſſe, T. F.-------------------------------------------------- 1794

McDonnell & Co.-------------------------------------------------- 1781

McEldowney, ----------------------------------------------- 1859

McEldowney, Howard V------------------------------------------- 2014

McInnerney, Thomas H---------------------------- 12394–12395, 1812–1813

McKesson & Robbins, Inc. financing--------------------------- 12485–12486

McKinney Steel Holding Company 1847–2–1847–3

McRoberts, Samuel------------------------------------------------ 1870

Meakins, B. A.---------------------------------------------------- 1819

Mellon National Bank--------------------------------------------- 1861

Mellon Securities Corporation:

Participation in security issues.----------------- 12389, 1809, 1863, 1940–1

Interparticipations in issues managed by selves and other firms - 3073

Performance records kept by------------------------------- 12682, 2046

Total originations, 1934–June 1939, referred to----------______ 2064–2071

Merck & Company, Inc. financing------------------------------- 1783, 1817

Merica, Wm. J., & Co--------------------------------------------- 1904

Merill Lynch & Co. Inc.------------------------ 13029, 1781, 2011, 2015, 2041

Merrill, Turben & Co------------------------------------- 2011, 2015, 2041

Metropolitan Edison Company-------------------------------------- 1899
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Metropolitan Life Insurance Co., purchases of security issues by -- 13029–13035,

1870, 2005

Middle West Utilities Company------------------------------------- 1971

Miller, -------------------------------------------------------- 1823

Minsch Monell & Co., Inc.------------------------------------------ 1912

Mitchell, Charles E------------------------------------------ 12494, 12496

Mitchell, Sidney A------------------------------------------- 12343–12344

Mitchell, Steele------------------------ 12439, 12442–12443, 1822, 1830, 18/4

Mitchum, Tully & Co.------------------------------------- 2011, 2015, 2041

Mode O’Day Corporation financing---------------------------------- 1906

Moody's Investors Service--- - - - - - - - - - - - - - - - - - - - - 12672, 12692–12693, 1887–2

Moore, Leonard & Lynch-------------------------------- 12683–12684, 2053

Morgan, J. P. & Co------------------------------------------ 12344, 12384

Morgan, J. Pierpont----------------------------------------------- 12344

Morgan Stanley & Co. Incorporated:

Attitude of investment bankers toward---------------- 12383–12384, 1804

Originations of, and participations in security isues, and negotiations

therefor:

Interparticipations in issues managed by selves and seven other

firms---------------------------------------- 12705–12706, 2073

Securities of:

Shell Union Oil Corp---- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12634,

12640–12650, 12653–12654, 12658–12660, 12667–12669, 1985,

1991–2–1992, 1998–1999, 2000–2–2015, 2041.

Other companies---------------------------------- 1804, 1864

Total originations, September 1935–June 1939, amount and

quality--------------------------------- 12691–12703, 206/–2071

Practices followed by, in issues managed:

Familiarity with distributing ability of dealers --- - - - - - - - 12661–12662,

12681, 12683–12686, 2048–2061

Performance records kept by---------------- 12661–12662, 1268, 2043

Procedure in notifying underwriters of securities reserved for

them--------------------------------------------- 12671–12672

Relations with dealers---- - - - - - - - - - - - - - - - - - - 12681–12686, 2048–2061

Underwriters, criteria used in determining the amounts reserved

for--------------------------------- 12669–12671, 20/2–1–20/2–5

Underwriting agreement of, discussed_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 12664–12667

Disposition of unsold bonds under Article VIII----- 12665–12667,

12673–12679

Overoffering to selling group - - - - - - - - - - - - - - - - - - - - - - 12667–12668

Questionnaire covering distribution of three security issues. 12706, 13021, 2074

Testimony of:

Perry E. Hall--------------------------------------- 12667–12686

Harold Stanley-------------------------------------- 12658–12686

John M. Young------------------------------------- 12681–12686

Morris, ------------------------------------------------------- 1859.

Morris, Richard L.----------------- 12451, 12453, 12457, 1833, 1836–1837, 1844

orrison, M. A.--------------------------------------------------- 1926

Moseley, F. S. & Company -- - - - - - - - - - - - - - - - - - - - - 2011, 2015, 20/1, 2064–2071

Mountain States Power Company financing ------------. 13018–13019, 1952–2

See also Standard Gas & Electric System.

Mulligan, R. L. Lll ill---------------------- 1862–2

Munsingwear, Inc. financingll 12375, 1783, 1817

Murphy, G.M.-P., & Co. - - - - - - - - - - - - - - - - - - - - - - - 1909, 2011, 2015, 2041

Mutuai Benefit Life Insurance Co., The -- - - - - - - - - - - - - 13030–13035

Mutual Life Insurance Co. of New York, The_--_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 13029–13035

National Aviation Corporation l lII. 12432

Național Bank of Commerce ... I 12378, 1861

National City Bank of New York, The_-_ _ _ _ _ _ _ _ _ _ _ _ _ _ 12462, 1889–1891, 1894

National City Company----------------------------- 12344, 1859, 1861, 1974

National Cloak & Suit Company financing---------------------------- 1783

National Dairy Products Corporation financing----------------------- 12350,

Nati 12380, 12393, 12395, 13007–13008, 1783, 1798, 1819–1813, 1817
\ºſional Electric Power Company---------------------------------. 1971

National Enameling & Stamping Company financing--------------- 1783, 1817
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National Recovery Administration----------------------------------- 12493

National Securities Association-------------------------------------- 12538

National Shawmut Bank------------------------------------------- 1889

Naumburg, E., & Co.----------------------------------------------- 1781

Nehemkis, Counsel Peter R., Jr.:

Correspondence concerning exhibits----------------------- 13007–13014,

13017–13020, 1809, 1838, 1857–1, 1895–1–1895–2, 1972, 2014

Summary of Standard Gas & Electric System testimony by--- 12602–12604

Newberger, Henderson & Loeb.-------------------------------------- 1781

Newbold's, W. H., Son & Co.------------------------------- 2011, 2015, 2041

Newborg & Co---------------------------------------------------- 1781

Newman, Saunders & Co., Inc.-------------------------------------- 1796

Newton, Maurice--------------------------------------- 12523, 12525, 1877

New Jersey Power & Light Co-------------------------------------- 1902

New York City:

Concentration of security sales in--------------------------- 12710, 2075

Security issues managed by firms in-------- 12691–12704, 12710, 2062, 2071

New York Clearing House------------------------------------------ 1889

New York Life Insurance Co---------------------------------- 13029–13035

New York State Electric & Gas Corporation financing----- 12475, 1856–1857–4

New York Stock Exchange---------------------------------- 12506, 1887–2

New York Trust Co., The-------------------------------- 13028, 1850, 1889

North American Power & Light Company------- 12578–12579, 1944, 1946, 1948

See also Williams, Harrison.

Northern States Power Company financing--------------------- 13018–13019,

1863, 1907, 1940–1, 1952–2

See also Standard Gas & Electric System.

Northwestern Mutual Life Insurance Co----------------------- 13030–13035

Norwich Pharmacal Co--------------------------------------------- 1911

Nye, George L.-------------------------------------------- 1866–1–1866–2

O'Brien, John J.----------------------------------- 12558, 12570, 1926, 1934

O'Connor, ----------------------------------------------------- 1877

Odlum, Floyd B------------------------------------------- 1854–1–1855–4

Oklahoma Gas & Electric Company financing 12602, 13018–13019, 1940–1, 1952–2

See also Standard Gas & Electric System.

O'Reilly, C. H--------------------------------------------------- - 1926

Osborne, J. Lyle------------------------------------------------- 2052

Otis & Co.------------------------------------- 1792–1793, 1863, 2064–2071

Otis Elevator Company-------------------------------------------- 12432

Otis Steel Company, The-------------------------------------- 12460, 1843

Pacific Gas & Electric Company financing---------------------------- 12343

Paine, Webber & Co.---------------------------- 2011, 2015, 2041, 2064–2071

Palmedo, Roland-------------------------------------------------- 1837

Palmer, C. R._ _ _ _ _ _ _ 12396–12399, 12410, 13012–13013, 13016–13017, 1814, 1816

Pam, Albert------ 12590, 12607, 12611, 1954–1–1954–2, 1959, 1962, 1966–1967–2

Panhandle Eastern Pipe Line Company financing-------------------- 1894

Paris-Lyons Mediterranean Co. financing----------------------------- 1783

Parrish & Co.------------------------------------------------------ 1863

Passmore, Roy----------------------------------- 12501–12502, 12507, 1860

Payne, Paul--------------------------------------------- 1981, 2002, 2004

Pecora, Ferdinand--------------------------------------- - - ---- - -- - 12498

Penn Mutual Life Insurance Co., The-------------------------- 13.030–13035

Pennsylvania Power & Light,Co---------------------------------- - - 1889

Performance records kept by:

P. B. Smith & Co.--------------------------------------------- 1888

Harriman, Ripley & Co., Inc.---------------- 12682–12683, 2047–1–2047–2

Kidder, Peabody & Co------------------------------------ 12682, 2044

Mellon Scourities Corporation------------------------------ 12682, 2046

Morgan Stanley & Co. Inc -------------------- 12661–12662, 12681, 2043

Smith, Barney & Co.-------------------------------------- 12682, 1888

White, Weld & Co.---------------------------------------- 12682, 2045

Perry, Arthur, & Co. Incorporated 2011, 2013, 2041

Pet Milk Company financing-------------- 12378–12379, 1783, 1796–1797, 181;
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PeW, J. M------------------------------------------------------- 1862–2

Philadelphia Company

Absorption into Standard Gas & Electric Co-- - - - - - - - - 12573–12574, 1935

Security issues of -- - - - - - - - - - - - - - - 13018–13019, 1929–1930, 1940–1, 1940–3

See also Standard Gas & Electric System.

Philadelphia Electric Company:

Distribution of $130,000,000 1st mtge. 3%'s of 1967, analyzed.------ 13021,
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Pillsbury Flour Mills, Inc. financing------ 12359, 12374, 1783, 1794–1795, 1817
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Pressprich, R. W., & Co----------------------------------- 2011, 2015, 2041
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Pritchard, H. T------------------------------------------- 1852–1, 1852–3

Professional character of investment banking--- - - - - - - - - - - 12405, 12482–12484,

12491–12493, 12496–12498, 12535–12538, 12654–12655
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Prosser, Seward--------------------------------------------- 12486–12487

Provident Mutual Life Insurance Co--------------------------- 13030–13035
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Purchase contract, example of.-------------------------------------- 2011
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Redmond & Co.--------------------------------------------------- 1781
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Reed, Smith, Shaw and McClay-------------------------------- 12554, 1928

Registration statements, See Securities Act of 1933.

Reinholdt & Gardner------------------------------- 12662, 2011, 2015, 2041

Reis, Robert, & Company financing---------------------------------- 1783
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Rich, Charles----------------------------------------------------- 1237
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