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R:~ymontl I). McGratli, the  e x e c n t i ~ e  rice l)resident of Oe~rwnl  .4mr,ric;1n 
I n ~ r s t o r sCo., Itic.. nrgetl tha t  the senior srcnritirs of his ~ ~ I I ; I ~ ) + I I ~Innst bv 
voi1c;iclrrt~tl gootl inwstlncnts because rhe h1111c1s a ~ r d  ylvferrrtl stock of thirt 
c.otilp:lny a r e  :IT 1)rrstwt sellil~g in the ~nar l ie t  nt3nr their (~111 price. Mr. QI I~ I I I I  
of Tri-('c~ntinclrtal ( ' c ~ r l ~ o l ' : ~ t i ~ ~ u  11bjer.tt4 to tht, s t ;~ tcwiwt  by tlw c.oni~rrl fur 
t11t. i~~ves?nr rn t  s ~ o ( ~ l w  : ~ tt r w t  study t1?:1t so~rre p ~ ~ f r r ~ ~ d  (~iuIt1 ~111rcIias(~(11 1 1 s  

30 t ~ w l s1111 tlrr ~ lo l l ;~ r ,  ] )~x~f t~r i . (d;uid t,i'(l(l , s f~v(~~x l  stocks whic.11 11:1d :I 111:1r1<t~t. 
~-:~lnc-)lot wry f a r  firm thr. liclr~itlaring ::rnluc~, to w i t :  

Tri-('oritinental Corl~oration Prpkrrcd ..~.-. .--................ ( M)
. - ~ ~ .  ... ~ o o .  i w. 
linitcii Stares R Fnr~%v~Srcnrirics Corporai.ion Prclcrrrd -................- 1MI. 00 U:i. w 

Capi tnl  Adminisrr,irion Co.. I . td . ,  Prefrrrfd....-...---..--..-.. ;. .-...-..~... 50.00 / li.SO 

I t  will, of c.o~urse. br observed t1r;tt in citiug these conrlta~~it,s these wit~ieases 
11:lvc ~ r l ( s ~ ~ t i o ~ ~ e t l  ~ol11]1:111ies s t ~ v l i s  sritl~d ;1111011# f0111. i l ~ v r s t l n ~ ~ ~ t  \\-110d(' p!~t'fern3~1 
th(, I~igllest ~ J I I  the  111;lrliet ill the rutire i l i v r s tmet~ t - c . o~ l l~~ ) i~~~yind~ls t ry .  The 

1 9 .P7et~n~;r~.y  1WM). i s s w  of B:rrro~i's the  K:~tior~;rlE'in:~uci;il lVt'ckly s t a t t~s  
(t?d~ibit-4 ) : 

"\Vitll rmc or twu notable esceytiol~s,  vu r rwt  1~1'icrs (of  i11vesl111t111t-tr~~st pre-
fvr~.r(l  sto(.lis,I ;ire 20 to  40 lwrcetlt brluvi tht. :~nroulits which liolders of these 
wcwritirs \I-o~iltl recc~ivc if the  assrts of tlrr iwnrpai~ies v ~ r eliquiclntrtl at  pre-twt 
III:I rkrt  prit7rs." 

l~rr fer re t lsto~:ks p r w ~ t ~ t ~ d  1Y1e table of I6 selected inresr1l1r1it-co1ir1,:111y ill this 
l~ul)lic:rtitm slrows :it Drcc~rnbrr 20, 1939, i t  ~ui~r l r e tdiscoui~t fro111 asset r ; ~ l u e  
of 58 p r ~ ~ r ~ ~ ti r ~one ,:() a s r ,  p t w n ~ t  in ;~t~otlrer.a11d 44 prrc.ri~t in ;I r l~irt l  

the 16, tlrr 4 c 'o~r~lrw~~irsinstillwc. That  list ront:ri~ls. ir~no~rgst t.itc~d Jlrssrs. 
AIc(iri~tli nlicl (Inilnl :111t1 shows t l ~ t  tllc1 ( l i s c o ~ l ~ ~ t s  L ) P ~ ~ I I I I I ~ ~on HO, I9::$t. ill 
those very secnritiw wrre : 

P P I . c ~ / I ~  
.,.,Tri-(tontinental c ' o rpor ;~ t io~~  -,pref te~wd-------------------------------. 

(';ipit:tl i l t l ~ ~ ~ i l ~ i s t r a t i o ~ ~('0.. I,td., 1)rrfrrrrd 20 
Stirtt~s& Fureigtl Srcwir j rs  Corl)or:ltio~~ I ' n i t~~ l l  ~>refrrrrd----------------- I ( i  





1!W.  3 . S  11twwrt; 3938, 3 percent; 1939: 3.8 l ~ r c e n t .  
'Slip t'lltirr lrrt ortlin;~ry incolnt. wi13 ~ ~ ~ s n l t i c i n l t  to pay the rcqnirerl dicitlernls 

011 'ht. ~xefwrotl stocks in any of thew 3 ye:~rs. 
C:o., i ~ ~ v e s t ~ ~ l e u l .  ~Hiiii~t(t('icl~itttl . \dnl i~ris t r i~t io~~ I.ttl., :111o111(~r ( ' I I ~ I I ~ ) ~ I I I ~  of 

('or1101.:1tio11 :I' r r i - ( , ( b ~ ~ t i ~ ~ e ~ ~ t i ~ l  whiel~ 11:~s 1)rt~ferredstork wit11 :I (lividei~d mte vf 
e:trned N net ordinary i ~ ~ r o n l r  t i  l)t*rce~~t, Ilearing the fvllowing pcrcenti~ge relit- 

alssets : 1!):3 i .  4 ~ ) C I X Y I It : 1 !,:{& 2.7 I I ~ I Y W I ~tiot~slripto :I ver:~g(~ : 193!+.:3.6 ~ W C P I I ~ .  

As rhc~ di\-itlrl~tl rtyluirrn~cnts 011 itr 1m.f(wwl stock tot;~lrd o111y %130,"00,tlw 
111~1 or(lill;~ryinrome \ \ - IS hufticie~lt to 1)iI)' tll:tt ~~ i \ - i ik l~c l .  

( ~ I I ( ~ I X I. in~eriwu 111\-c,stors L'k)., 1111... whose ])referred stork l1:1(1 t h b  11iglitwt 
111i~rkt~t ofsti111di11g.eur11e(l :IS th t~  per~+~rt:~g(> r~e t  ordiuary ~IICOII IP  to :~v(~r:I&!e 
mxets: I!):iT. 3.6 lwrwnt: I.Y3S, 2.5 l)erc.twt: 1!J3!), 2.8 percent. 

' ~ Y I v  11c.t ordi11:irg incoue was i11rnffic4rnt to rover tile liwd chrrges ill l ! W  
nut1 sutfic+r~~l ill 1!):3'i :111(119::!). 

17nitt'd State> :111tl Forvigl~ Securitit's (lorporittion, which wils ~~it!ntio~w(l 11$ 
Nr. ()nirln :rs ollc. of t 1 1 ~c.o~nl):~~~icsnhoscb pwfrrrril stock 11:tcl :I particnlnrly 

e:ir11ed : 1 9 3 i ,  4 3  p e r ~ ~ ~ t  ; I!E!), 3.:)11igl1 111:~rket sti11111i11g. ; 193% 3..i p t ~ ~ ~ e n t  
Iwrcwi t. 

Its 11vt or(1im1r.v i11vo111v W : I ~  s11ftkie111to w v t ~  ll~c, senior security r e q ~ ~ i l x -  
I I K A I I ~ Sill I!):;?, hilt i ~ ~ s ~ ~ f l i c i e ~ ~ t  : I I I ~1!):39.  'I?IIP 11et or(Ii11;iry ~III;O~IIV. ~ I II!W 

was insnfticie~~tilwlncling cal)it:rl g i ~ i ~ ~ s .  to c.ovrr thr fisecl charges in 19:18 
:utd 1<,:in. 

fikiltvl to  t3irrll :III irggreg*tcL v r d i ~ ~ i ~ r y  'l't~t. 17 caonlp;Initv rcmhi~~ed  ~ I I ( . ~ I I I ~ ~  
ill :myruflic.iwt tv I I I P C ~  their tot:tI smior r e q u i r ( ~ ~ ~ w ~ ~ t s  o11e of these ywrs.  

Their :tggl'eg:ite nrt ~ I I ~ V I I I ~inclnding c.:lpital gains i~lso fell far short of ineethg 
illrir tott~l st.ni11r rrquirr~rw~lts.' '  

r ,I he c l : ~ t i ~show \-erg cleal.lg thict tllc Ierrri~gc. i~~rest intwt  comp:inies ulnmst 
at  21inwri:~hIy f11i1 lo e:1r11 :I rv~nlixr~ I I ~ ~ I I I ~r:itc s~~fjicieutto justify the 

O I I  t h ~wi~ior  st~x~.~~ritic,s. would a111w:w that the foregoi~~g1.11:irgt~s It is :I 
wlul(I(~r rx]) lw~;tr io~~ why thr. prrferrrd s11:11w of i r~rwtmrut  c.on~punies c o ~ ~ s t i -  
trltrh thc, forgottr~t srcwity ~II : III  the' t11rol.y that it is tluc. to tllc fact that invest- 
nlmt coml)ur~ies ba\-e I)eeu st110itd hy the, Sec~lrities aud E:sc.l~:lngc ( 'o~n~~~iss io l~ .  
:IS snggrstcvl by onebof tht, witncssc.~ 1wfot.e tlw Con~mittee. The public disfavor 

the. ~~rc>f(wotl ( * O L I I ~ ) ~ I I I ~ ~ L Si111c1n-l~ic.l~ stoc.ks of i ~ ~ ~ r s t n l t w t  l ~ \ - eS:IIIPII illity 11r 
in 1):krt :~ttribnted to the I~eavy Iosat~s sntY~~vtl by lweferlwl stoclrlloltlers 
i l l  thek ye:~rs f1111owi11g 1!W, : I I I ~  m11imtio11by >I grcfiatpr 1)iIrt of tlw p111)Iit: t l ~ c ~  

ofof Illis I~mic ( V O I I O I I I ~ ( .  I I I I S O I I I I ~ ~ I I W Sof the s(mior s t ~ c ~ ~ r i t i w  l e w r ; ~ ~ ~  
(.I)III~:IIIivs. 

It. ~1ig11t tIr:~t, if t l ~ ( ~ r c ~  j ~ W i t i c : ~ t i o ~ ~bt. :~ddtvI 11(~re is I I O  e(w11111nic i l l  tl1e1 r:~tt: 
11ower for ,stwior s c ~ c ~ ~ r i t i w  i ~ ~ \ - c % t ~ ~ w n tof ~ > : I Y I I ~ I I ~  of compa~iic-s, tt~erv is :I 

l )ern~it t i l~g of senior secwritiwlogic.;~l I\:rsis for I I ~ I ~  the is.sn:~~lc.t~ :~tlditio~i:~l 
ix t l~er  t11a11 lil~litillg the r t x l : ~ t i ~ c ~  of 11l)roportio~~ smior sev~~ri t ies  the (.:111it:il- 

i11)l~twr to lw no Iwsoll why an inrt~st~rrentiz:i:iim. 'I'llt~c* \vo~~ltl  COIII~ : I I I J -
sllo~lltl Ile l)wll~ittetl. ill rffcv.t. to lwo~nisv to the. c t l ~ ~ t r i l ) ~ ~ t o r sof rrou one-third of 

I Wi ls  cxpit;tliz:~tion th:rt it will pay thtw t i  ~ r c ~ r c ~ i l t5th prrce~lt for the use t ~ f  
111t~ir \v11e11 the i ~ ~ ~ ~ s t i n f w t  1 x 1 1  r ~ ~ ; ~ s t ~ ~ ~ : ~ l ~ l gto V:II,II I I I O I I ~ ~ ~ ,  ( v m p a ~ ~ y  bt, ~ ~ s ~ ) v ( ~ t e d  
1111 tll? il\-(~l~ilgv 011ly2 or :3 per(Tl1t 011 tllilt ll1lllleg. 

fro111 tllc1 illtln.41.y iIp11f~r to hare ;~rsiui~etl S('\-t.i.;ll w i l ~ ~ t w c s  tl~irt tlrt, aolt~ 
IWI<OII fo1. I , ~ ( , ~ ) I I I I I I ( > ~ I ( ~ ~ I I ~  of w~riortllv 11rt,!-c>11tii111thi, iss~~:irrct: o f  :~( l ( l i t io~x~l  

( . o ~ I I ~ I : I ~ I ~wc'uriticv ill the inwxt~~l (~r l t  field is the tlcsirv to 1)rotec.t the senior 



secnrity holder. As a matter of fact, i t  is  the weakness of t he  connnon stock 
of the  1ever:rge investment comyany, the  extreme dangers to which that stock 
i s  exposed, aud the lack of investment merit  in that  secnrity t h a t  requires 11 

prohibition ulmn the possihlc expansion of the  multiple-security i n v e s t m e ~ ~ t  co~n-
1)ang. The elid sought by section 18 in preventing the further i s s n a n c ~  of senior 
securities i s  a t  least a s  luuch the prevention of the lmrket ing of ildditional 
leverage connnon stocks a s  th r  senior securities of leverage i n v e s t m e ~ ~ t  conq~nuies. 
I t  is  t rue  tha t  existing leverage c o m l ~ a ~ ~ i e s  have the right to issue i~dditionnl -
'oinn~on stock, Imt i s s n a ~ ~ c e  of additional common stock by existing leverage 
cornpanes serves to retlnce the .  (lnngers to both the existing colnnlolr stock uud 
renior secrlritirs of those con~lx~nies  senior; whereas t l ~ c  issni~nce of i~d(li t ion;~l 
wcwit ies  wonlcl incre:~se the dangers of 110th types of secnrities. 

If one i s  t u  scrutinize the investment merit of the securities of Ievernge (*om- 
llnnies, i t  is not adequiite to e s ; ~ ~ ~ ~ i ~ l e  the  status n~erelp  of the preferred stock of 
such companies, i ~ s  some of the  wit~lesses before the subcommittee h a r e  doue ; 
Ibut i t  i s  ilecwsary to investig:ltc tlle Ilistorg : I I I ~  stiltus of the c o n ~ n ~ n n  stock of 
1ever:lge i ~ ~ v e s t n ~ e ~ ~ t  cotl~pnnic~s.Since snch ec~mpanies issue these different liiucls 
of bec.nl.ities to the ein:rll inwstor-of w11on1 so IIIUCII h a s  t1ee11 said-in e s ~ ~ l i a n g e  
for h i s  savii~gs,  it wo11lt1 swul  t h ; ~ (  these cct~nl~alnies 11ave ;I wsllonsil~ilitg also 
to t l ~ tpart  of tllc 11nl)lic wllic.h ru t rus ts  i t s  funds to tl1e111 iu re turn  for  the 
comnmi stock. 

The Comn~ission brlicrcs that  it has  beell clearly showu that  i t  is  the  leverage 
wllect of the senior-juuior capital structure in inres tn~ent  conq);n~ies-a condi-
tion which, of course, does not exist in the single stock company-which may  
I I V  heltl accountable fbr a 1;lrge p l r t  of the losses which h a r e  been suffered by 
the  investor ~ 1 1 o  pnrchnsed the  common stoclr of the  leverage company. 

The comnlon st,ock of ;I leverage i i ~ v e s t n ~ e t ~ t  company is ;I very vol:~tile 
:~nd hirzardons security. W11en tlic securities market i s  r i a i ~ ~ g .t l ~ e  c o ~ l r i n o ~ ~  
stoc,li has the i~clvilntt~cc! of tra(1i11~ on the scwior se(.urity w l ~ i t a l  ant1 receiviug 
the major par t  of the nlarket appre(.ir?tii~n. This ~ ~ i ~ t u r i ~ l l y7:xuses i~ great 
rise in asset v ~ l u e  inld ge~ier ;~l ly  in the  lnarket l~rict' of the  (.onunotl stock. If 
:in investment coinpaup which h : ~ s  bceu c'apitalized a t  a 3 to 1 levcrnge ratio 
ti. e.. when the  senic~r srcurities regresent $(i00,000 anrl the  cc~nnnon stovk 
relwesruts $300.000 of thv wntributcd capital) iniil;es a profit wit11i11 t l ~ e  iirst 
gcxr of operations of 10 percent on i t s  total  'assets ( to  wit, $90,000 over the  
tisetl c.h;~rges), this entire incwirsc. in assets i n ~ ~ r e s  stoc.1~. \vllicl~ to  the  ~ Y I I I ~ I I I O I I  

thns e : ~ r ~ r ( ~ d  l ~ i ~ s  30 1.1ercrnt 011 i t s  inwst t~t l  cal~itol .  011 the other 11;1n<l, a 10 
l ~ c w e n t  loss on the  a h o l e  fnnd. af ter  fixetl charge:^. is  rt~flected in a 30 l ~ e r ~ r n t  
loas on the conrllloll stock cal~i ta l  i~~ves t l l~~~ i t -he r~cc ' ,  ~41l:rtility is  ;rln-uys l,i'c'snlt, 
wit11 leverage. 

I h t h  the  611:11'1I rises :111(1 the s l r ;~~*p  tlrc.lines in : w e t s  will Itaye :I rel~r.rc.nssic~n 
of the  levtwgc, iut1ucwr.t.. ;Lcln the market 1jric.e of the. conlrnoll s tock H e c ; ~ ~ r ~ e  

snlwti~ntial s v i ~ ~ g  of th r  sf>c.nritirs market i s  likely to tlelrive the coullntm stoc.1~ 
nf \-:~ln(x.of ;I Irveragt~ i n r w t n ~ r n t  C O I I I ~ ~ I I I ~  tlotl~ its asset i ~ n d  n ~ i l r k ~ t  

The volatility of thf> common stock of leverage investment cwnpanies :~ccounts 
for a consideri~l)le part  of t l ~ c  losses swtaincd hy i~~ves to r s .  The  stntistics on 
11u1rliet prices art. w r y  eloquent on tbia point. The :Irerag(? tlollnl. invcstrd ill 
Ju ly  1Y29 in t l l ~comrnoll stoclr of leverage illvestment co~npnnies had tlecliue~l 
ttr ; ~ l ~ r ~ u t2 cents in ~ i i l u e  in J u ~ w  1932. At tlle em1 of 1937 it was  worth 5 
c.el~ts, and was  worth approsimntcly 5 cents a t  the end of 1939. On the  other 
I~i~ncl.the arer;lge tlollwr investrd in  the  conunoll stock of no111erer:lge investment 
companies fell only to 21 cents in J U ~ P  1932. was worth 48 cents a t  t h e  end of 
10:37. and ahout 47 ccsnts a t  tllc end of 1939. While the investor who bought n 
sl1;irr of commr~n stock of a leverage investment in July  1929, had. on 
the averape, lost 95.1 prrceut on his investment, the pnrcl~astxr of :l share  of 
rronlavernge c o ~ n m o ~ ~  stock h:rtl h ~ s t  only 52.7 pevccnt. (Exhibit  I).) Tt mag 
he r e l ~ m n t  to 1)oint out that  llatl investment companies Iwen sirnl)le structure -
compitnies c sc l~~s iv r ly ,  ~c1.y  snl)stanti:kl piart of the losses sustained by invrs- n 
to^^ ill r11c c o n ~ ~ n o ~ l  stock would have heen avoitled. 

In this conncsc-tion. \ve n'oulfl like to ~ ~ o t ethe  difference in the percentage of 
shrit~kiipe of the asset \:nlues of tile ~ Y I I I I I I I I I ~stock of 1cwr ;~ee  trntl noulevc'r;lp~ 
cn~npanics. Of course, the equity of the  conlmon stock of I~oth  leverirge and 
~ ~ t ~ ~ r l e v r r n g e  1929 ant1 193.5: but  the shrinknge in the conlpanics shrank h e t w e e ~ ~  
asset r i ~ l u r  of a dollar invested in thc c ~ r ~ n ~ n o nstock of 1ercr:tge c~~my;lnit?s 
W;IS 79 centv, wlrile that  of the nonlererage companies WIS 28 c7ents-or over 
t l~ rcv~rimes I~rttrlr fnl  nonlrwr;rpe. 







' \Vr vaunot g e t  away 1 ' 1 m r r  I P : I ~ ~ S I ~ - : I  sL~l~kl lo l ( l t~t~I ~ I . C ~ I T I . P ~  is  ess~i1tii1llv (:~ltl lmylt 
n t ~ tI+wllyJ n lendel. of money witho~lt  :I durb tl:ite I~vat isr~  ht*I X I V I S  is :1110\\-&11litn.e rli:tn 
tlw fiwil divid+~id. 



Banks a r e  segrrgntctl from other incinstries, in the  matter of restr;iillt, 
becanse they accept. Illone)- ffrrn the public: n-ithoot that  moliey Iwing dedicated 
to a specific industrial enterprise, ant1 the recipient wonld hence be freth to 
i~t i l ize  the fund in any nucnuCr it wishes. Insnrnnce comp:tnirs a re  nndcr 
restraint  becanse money i s  mtrns tcd to  them to be continuallq- Ii'i11~I1t.d by 
them ;is money and iwt to be dcrotecl to sotno iridustriwl cl~rteriwise. I n  sliort, 
tlie continuons h:mdling of moneq- of others is a ground of tlifferentiation he-
twern institutions engaged primarily in this 1~ractic.e a n d  the nrdi r~ary  intlns- 
trial enterprises, ant1 i t  is in the fornier class that  the  Unnunission ht.lievc.s " 
in restirlent companies belong. 

Thus  there is  ;I r t ~ a s o ~ ~ : ~ i ) l ~  \rl1i(41t~as i s  for n~icint:iining t1111t o r g a ~ r i z a i i o ~ ~ s  
holtl thelnselres ont :IS thc~ In:rn:rgers of f1111ds ~vlric~h will 1w wt rns t ed  to thrw 
shall he restrictcvl in the  terms t l ~ t  they offcr to  their i ~ ~ r r s t o r s ;  to  justify the 

i t  is  ulllirtwsary tc~ show t l ~ : ~ t  above ~ ' e s tdc t io i~  organisiitions wl~iclr :ire olwr- 
ating a pi~rti( .ul:~rindwtri:11 enterprise sho111cl si~niI:~rlq- h~ rrstricte(1 in the 
terms which t1it.q- in;ls mah-c. with t l~ose  who wi41 ~ I I]);~rtiril);lte ill tluit 
enterprise. 

J~c.rcxlr~rc)rtco~rcptrrf!/ tesar,tk f.r,r~euirf liqrrid pool.~.-'l'l~n.: it :t])llr;lrs t11;lt the 
Inrr irnd at;itntr tend to cmict~ ;I greater fiduciary oh1ig:ltiou f t o n ~  intliric!u:tls crr 
orgimiz:ltioils which ;1rts supl)owcl to preserve the liquid forni of thc inonry 

th:rn from incliridn;~ls or i~~s t i tn t ionswhic:h ii. ent ros t td  to t l ~ r n ~  wliit.li imn~c-
di;~tclly t ransforn~ rlic. cxpiti~l cvntrihntion into :rn : ~ g w r t l - ~ ~ l ) o n  orprodnc~livt~ 
operiltii~g e~itrrprise.  The re:~(lily liqnid:r'l~le ch ;~ r :~c t r r  of tilt, nssc>ts of invrst-
luent colnpanic~s i s  :I I 'ratnrr which vit:~ll$ tlisting~~isl~e!: thc'rc* con!~:niic.~ f~ ,oin  
the  ri~ilroatl c2c~inl)ani(~s :rntI int111sti'i:rl entc~rprisrs wit11 whic.11 it is  snnght to  

e of Iiqnidity of a swts  111:1lies tlie snl)rr\-ision ~ n r t l .  This ~h~rnc tc , r i s t i r  
of then relationships of the sponsor to the inrcstor p:~rticnl:~rI$ nrcrss:1rq- in rlie 
c.:%st> of inrestmtwt comganies. In  the first phc r ,  tile inrrstihlr  furttls. the 
t rus t  res, so to spt.;kl;. is  sul,jec.t to rwtly ; t l i c w ~ t i o ~ ~ .  or~~cy$)ti ;~tiol~.s p o l i i ~ t i ~ ~ ~ ~ .  
n-herens in  tlie ortlinxry rnterprise the  greater pnrt of the :~sst,ts rousirts I I ~ 

property in :I st;~blv form such ;IS refinrriw. sn~cltc.rs, y l i~ss  f~wi~;~cr ,s .  stvan~ihips,  
r m l  rstnte, whic.11 a r e  11rotec.tetl lyi c loc~inic~~~ts  of t i t lr ,  tlifficnlt of renu~vul or 
rsrliaiige, and easy of iclentific.;~tion. 111tlw s rwnd  ~11;tc.v. hrcxnsc the. r ;~~onzc~ i~  
o r  manage1 itlwt~ys has  a large liquid 11oc11 of n ~ o n e ~a t  his .:lispos:11 i ~ n d  11e is 
not hen~rned in t)q- thp l i i ~ ~ i t : ~  indnstri :~l wteq)r ise .  tIwrta is tion of ;I p ~ r t i c n l : ~ ~  
p m r t i c a l l ~  no rrstrictiou 11po11 the uses or purposes to whic41 IIP can pnr the 
fnntl. The fact of the liquidity of the itssets of thr. i ~ ~ r c ~ s t n l f ~ n t  cmlp:wic.~; I I I ~  
the  further f;icdL that the activiticSr of the i ~ ~ r c ~ s t n ~ r n t  c.on~l):ruirs i jw nnf6.ttriwi. 
mnke the conflirt of intwest h e t ~ w e n  the junior :1l1(1 srnior s('cnl.ities of invest- 
~ n e n tcmq);~nies;I f a r  ~liffercnt 1 n a t 1 1 ~  th:)n the  ronfli(.t hctwefw sii(41 se<!i~ritivs 
in other corpor:~tions. 

Conflicts of inloc.rt  co1iti111roe~a (1m1 fl('ifte in i ~ r l ~ f ~ ~ t ~ t t ~ ! f t t  ~ ) C C O -(:orrt1)(1ifir~---0~~I~ 
siorfnl ill irr,dust~'inl corrrprotic8.-Mr. Quinn's arglunmt c!ontinnes us follows: 

"They n r s t  sax that  they wrrnt to eliminate senior stvwrities in the  fu tu re  
hecsnsr tliere is an inhercnt conflict of i ~ ~ t e r e s tbetwenr the junior 8rc:urity 
holders and tlrc senior s r m r i t y  hol(1ers. Sow.  c~f caourse. the  interest of the  
senior security holders a r e  not it1entir:ll wit11 those of the jnnior secxrify 
holtlers. 'I'h;tt is w l i ~  they spell out these resprc.tire rights ;rnd p15vileges in u 
co~itr:rct. Rnt  in what respect. gmt lmwn,  is this ~lifferent fro111 the  sc!ricr 
s e c ~ ~ r i t i e sgrr~erally in any biisiness? 

* * * * s * 
"Now thcg say that  an i ~ ~ v e s t m e n tconqxulg o11g11t to lw ;I nmtn:ll e~~ te r l l r i s r .  

This word "11111tnnl" :111pe;11's in their report, but 1 ~ m t s t  confess that  I don't 
~mdrrstnnrl  rxt~c'tly nTh:it they mean. The r q ~ o r t  ~ 'e i temtes  tlhr belief that  
there is x conflict of interest between clifterent types of securities, imposing 
conflicting duties on ~nn l~agemen tbecnnse the risks, l o ses .  ant1 mink  : I ~ Pnot 
eqnnlly d i s t r ib~~ ted .  I n  what respect does this differ f1.on1 th r  senior securi t y  in 
any enterprise? To Irr logical. you'd h a r e  to extend this l~rincilsle to rvery i11rn1 
of Bmer i rm business." 

It is  t rue  that  the  potrntialitica of a conflict of interest may psist ill tlre 
c:ise of ( I~I? /corporation br twerr~ the senior serurities which can grner;~lly 
lonlr for\\?rrtl to onlq- a fired and li~nitetl retnrn .and l~ence tencl to f ; ~ r ~ r r:I 

ronr;e~'r-atire 1)olic'y ant1 the equity securities n-hich are  enlitlet1 to all of the 
SIII.IIIUS profits and hence tend t o  furor  a rnow sperulatire pnlirx. Bnt. thia 
conflict rarely comes to hear upon the actual activities of indnstrial cornlliinirs 
Iwcause ~ I I P  arli\-ities of such companies a re  i l~finite,  rircr~mscrit)ed. \re11 c.sti11)- 
lishecl, ;1nt1 genr.rallq- acreptihlr  to  all  types of ~ecur i ty  Iiolders. C'o~~lpareclto  
the 1)ossil~lc. rariation of zctivities of investment cmupanies the tlistinrtion be-

.--. 




