
STOCK EXCHANGE PBAOTICES

THURSDAY, OCTOBER 12, 1933

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE

ON BANKING AND CURRENCY,
Washington, D.C.

The subcommittee met, pursuant to adjournment on yesterday, at
10 a.m. in the caucus room of the Senate Office Building, Senator
Duncan U. Fletcher presiding.

Present: Senators Fletcher (chairman), Adams (substitute for
Barkley and proxy for Costigan), Norbeck, Townsend, and Couzens.

Present also: Ferdinand Pecora, counsel to the committee; Julius
Silver and David Saperstein, associate counsel to the committee j and
Frank J. Meehan, chief statistician to the committee; George S.
Franklin, Wallace P. Zachry, Warren Leslie, Walter G. Dunnington,
Clifton Murphy, John T. Cahill, and Bernard Knollenberg, counsel
for Dillon Eead & Co.; Root, Clark, Buckner & Ballantine, George
H. Murphy of counsel, counsel for United States & Foreign Securities
Corporation.

The CHAIRMAN. The subcommittee will come to order.
Mr. PECORA. Mr. Hayward, please resume the stand.

TESTIMONY OF ROBERT OTIS HAYWARD, A MEMBER OF THE
FIRM OF DILLON, READ & CO., NEW YORK CITY—Resumed

Mr. PECORA. Mr. Hayward, will you take your file in connection
with the two Brazilian issues ?

Mr. HAYWARD. Eights of 1921 ?
Mr. PECORA. Yes; in June of 1921.
Mr. HAYWARD. All right.
Mr. PECORA. Mr. Hayward, are you familiar with the underwriting

by Dillon, Eead & Co. in 1921 of two issues of 8 percent bonds by the
United States of Brazil, each issue covering 25 million dollars par
value ?

Mr. HAYWARD. Yes; I am.
Mr. PECORA. Did you have anything to do with the negotiations*

that culminated in the acquisition of those two issues by Dillony Read
& Co. at that time?

Mr. HAYWARD. I participated in them; yes.
Mr. PECORA. When was the first of those two issues floated?
Mr. HAYWARD. The 16th of May 1921.
Mr. PECORA. Will you tell the subcommittee, as briefly but as com-

prehensively as you can, the negotiations that led to the acquisition
of that issue by Dillon, Eead & Co. from the Brazilian: Government ?
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Mr. HAYWARD. Dillon, Bead & Co. had prior to 1921 been greatly
interested in Brazil as a country by reason of the flotation on two
occasions of issues of short-time certificates or securities for a conî
pany called Brazilian Traction, Light & Power Co., Ltd. The Bra-
zilian Traction Co., a Canadian corporation, was a holding company
which owns the shares of a large group of public-utility companies
operating in the city of Rio de Janeirio, and the city of Sao Paulo
and intervening territory. Those companies, today and at that time,
carried on all the business of street, traction, electric light and
power, gas, telephone, and so forth. It is my impression that taken
as a whole this group constitutes the largest single public utility in
South America.

Mr. PECORA. Was Sir Alexander MacKenzie the representative of
that traction company in South America?

Mr. HAYWARD. Sir Alexander MacKenzie was the active head of
that company. He had lived in Brazil since 1900 in charge of the
property.

Mr. PECORA. DO you know whether at that time, or at any time
subsequently, any associate or partner of Dillon, Read & Co. became
a director of that traction company?

Mr. HAYWARD. Yes, Mr. Pecora, for some years my associate, Mr.
Dillon, was a director, and for the last, I think 5 or 6 years, I have
been a director, succeeding him.

Mr. PECORA. And certain securities issued by that Brazilian Trac-
tion, Light & Power Co., Ltd., were purchased for the portfolio
of either one or both of the two investment trusts known as United
States & Foreign Securities Corporation and United States <& Inter-
national Securities Corporation; isn't that so?

Mr. HAYWARD. I am under the impression that I heard someone
testify to that here. I am not familiar with it myself. Those two
issues, because large—and they subsequently matured and have been
paid off—naturally led to a great amount of study and investiga-
tion of Brazilian conditions as a whole on our part. Wanting
to know more about the country, and the company's picture as a
whole, I took a trip through Brazil in 1919. At that time I went
up the Amazon as far as Para, and came down the coast studying
the condition of the important cities. I spent a considerable amount
of time in Rio de Janeiro, particularly going over the properties of
this utility. Later on I went to Uraguay and the Argentine, and
came back and took a trip through the southern states of Brazil,
Rio Grande Do Sul, Parana, and Sao Paulo. This was simply a
general inspection trip. There was no specific business in mind.
Some time late in 1920 I think it was, and it was a long time ago too,
but I am rather clear that that was the time, we were advised that
the Brazilian Government was considering the placing of an external
loan.

Mr. PECORA. Of how much?
Mr. HAYWARD, The amount at first I think was indefinite. I t later

boiled down to an issue of 50 million dollars. Naturally, knowing
Sir Alexander MacKenzie, and being associated with his company,
we discussed the business through him with the Brazilian Govern-
ment; and, in short, the negotiations were carried on over a period
of a number of months by cable. I think Sir Alexander Mac-
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Kenzie left Rio in the middle of them and came up to New York on
one of his periodic visits, and from then on the work was carried on
with Mr. Huntress, who was then vice president of the company and
has since died; the work was carried on with him in Sir Alexander's
place.

Senator COUZENS. Was there any competition for the loan by New
York investment houses ?

Mr. HAYWARD. Well, that is an interesting point, Senator Couzens.
Brazil is the only Latin-American government that issued securities
in this market since 1920 that has not changed its bankers during
that period at least once. Several governments have changed their
bankers on several occasions. When we discussed this business with
Brazil we realized that it was an important undertaking, that Brazil
was a great country, that it would entail a constant call on our time
and attention for a good many years, and we felt that we did not
want to go into the situation if it was to be constantly competitive.

The firm of N. M. Eothschild & Sons, London, had been the bank-
ers for Brazil for almost a century. I think the first loan they
brought out was in 1825. In all the succeeding 100 years I believe the
Brazilian Government had maintained its close contact with Roths-
child and had constantly sought their advice. It was our idea that
if Brazil was to come into the American market for funds, which it
had not done up to that time, we should establish ourselves in the
same position of responsibility and adviser ship that Rothschild
had held before. And, I might say, the situation has worked out in
that way. To my knowledge the Brazilian Government has since
this issue not solicited offers from any other firm.

Senator COUZENS. Was there any competition when you attempted
to get the business away from Rothschild ?

Mr. HAYWARD. There were no competing bids put in; no. But we
did not attempt to get the business away from Rothschild.

Senator COUZENS. HOW did you come to get in touch with them
over all the other investment houses ?

Mr. HAYWARD. Largely through the recommendation to the Brazil-
ian Government of our friend, Sir Alexander MacKenzie.

Mr. PECORA. Didn't Imbrie & Co. have something to do with
bringing your attention to this contemplated external loan?

Mr. HAYWARD. Yes. You will appreciate that the world is full
of promoters, of gentlemen who hear of business and act as inter-
mediaries and bring it into the issuing houses. The firm of Imbrie
& Co., however, were more than that. They had themselves brought
out, as we saw on yesterday, in 1919 a loan for the city of Rio de
Janeiro. They had also brought out in this market a loan for Sao
Paulo, and a loan for the city of Catalino. So that they were fully
familiar with Brazilian conditions themselves. I presume, look-
ing back at that period, that the rumor was current in Brazil that
the Government wanted to go into the money market, and Imbrie &
Co. heard of it and spoke of it. But by reason of our contacts with
Sir Alexander MacKenzie we preferred to do the business through
him.

Senator COUZENS. IS he still on the ground there?
Mr. HAYWARD. NO. He retired some years ago, and is now living

in one of the most progressive countries of Europe.
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Senator COUZENS. I do not understand yet just how this firm of
Rothschild came to give up the business.

Mr. HAYWARD. They did not give up the business. They are still
interested. As a matter of fact, the last loan we brought out in this
country was an international issue. The group of Rothschild, Bar-
ing Bros., and Schroeder, of London, taking care of the European
part and we bringing out the American part. That loan was nego-
tiated by Rothschild. And we have established now the practice of
what you might call joint collaboration on all that business. In
other words, the Brazilian Government today would not think of
making a loan without discussing it both with Rothschild and our-
selves. There are times, of course, when the London market is not
favorable, and there may be times when the New York market may
not be favorable.

Senator COUZENS. Imbrie & Co. did not have any Federal loans?
Mr. HAYWAKD. NO.
Senator COUZENS. They produced municipal loans ?
Mr. HAYWARD. That is right. In 1922, for example, the year of

this loan, the Brazilian Government brought out through Rothschild
and Schroeder and the Barings in London a loan of 9 million pounds
sterling for the settlement of the coffee situation. So that Rothschild
was actively interested and constantly following the situation.

Mr. PECORA. This loan of 25 million dollars that your firm made
to the Brazilian Government in May of 1921 was tne first external
loan of Brazil that was floated in the United States, wasn't it?

Mr. HAYWARD. That was the first dollar loan. Brazilian securi-
ties were known here. There were, of course, a great number of
sterling issues, some of which were traded in in New York. But
this was the fir(st direct loan in this country.

Mr. PECORA. AS the negotiations and conversations with respect
thereto between your representatives and the Brazilian Government
advanced, and as I understood you to say, those negotiations com-
menced some time in September 1920, was it?

Mr. HAYWARD. Yes, sir.
Mr. PECORA. Did it become apparent that the Brazilian Govern-

ment wanted to borrow about 50 million dollars at that time ?
Mr. HAYWARD. Yes, sir; that is correct.
Mr. PECORA. Did you or your firm indicate to them in the course

of those negotiations that you would underwrite a loan for that
amount ?

Mr. HAYWARD. We expressed an interest.
Mr. PECORA. YOU expressed an interest?
Mr. HAYWARD. Yes.
Mr. PECORA. Did you advise them that you could float a 50 million

dollar loan? Or did you suggest that the loan be divided up into
two issue,s of 25 million dollars each ?

Mr. HAYWARD. It was, of course, all one loan, Mr. Pecora, but two
issues of bonds.

Mr. PECORA. TWO series of bonds were issued?
Mr. HAYWARD. That was just a question of market mechanics.
Mr. PECORA. The question o,f the ability of the market to ab,sorb

at one time one issue of 50 million dollars?
Mr, HAYWARD. Yes; at that particular time.
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Mr. PECORA. When did you give such advices to the Brazilian
Government ?

Mr. HAYWARD. I would have to look in my cables.
Mr. PECORA. Will you look at a cable that bears date February 8,

1921, which I understand your firm sent to its representative, Sir
Alexander MacKenzie?

Mr. HAYWARD. Yes; I have that before me.
Mr. PECORA. Will you read that cable into the record ?
Mr. HAYWARD. It is dated New York, February 8, 1921, addressed

to Sir Alexander MacKenzie, Eio de Janeiro, and it reads—
This market at present would not take Brazilian loan in such an amount

named in your cable. Only feasible way for Brazilian Government to progress
will be to place matter in our hands to act as advisors for them. Would
not be willing" to act as bankers for government until financing has been
completed.

Mr. PECORA. What was the financing contemplated in that cable-
gram ?

Mr. HAYWARD. This loan, I suppose.
Mr. PECORA. During the early part of 1921, about the time this

cable was sent by your firm to Sir Alexander MacKenzie, was not
the Brazilian Government also negotiating with representatives of
other banking houses with a view of having them finance the loan ?

Mr. HAYWARD. There was one incident, of which you are aware,
in which I believe the Finance Minister purported to give an option
to an individual who was in New York

Mr. PECORA. Tell the committee about that.
Mr. HAYWARD. This procedure was a surprise to us and was con-

trary to our understanding of what the Government was going to do,
namely, to negotiate the business exclusively with us; and I therefore
took occasion to run it down. As I remember, we brought the matter
to the attention of the President of Brazil, with the result that this
so-called " authority " was revoked, and the Brazilian Ambassador
in Washington was instructed to authorize us to continue exclusively
with the negotiations.

I think that, in general, covers it.
Mr. PECORA. When was the negotiation for the 'issuance of the

first series of these bonds concluded ?
Mr. HAYWARD. Concluded?
Mr. PECORA. Yes, between your firm and the Brazilian Govern-

ment.
Mr. HAYWARD. Those things are usually concluded very shortly

before the public offering. I do not recall exactly in this case.
Mr. PECORA. When were the terms of the loan agreed upon in

definite form?
Mr. HAYWARD (after consulting with associates). I am told it was

May 9, 1921.
Mr. PECORA. When was the contract for the loan actually signed ?
Mr. HAYWARD. That is another one " as of ", I imagine.
Mr. PECORA. YOU are right.
Mr. HAYWARD. That is a legalistic euphemism, I think.
Mr. PECORA. Putting all the blame on the lawyers ?
Mr. HAYWARD. Yes; I think the lawyers have had a bad time in

this investigation.
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Mr. PECORA. The investing public has had a worse time.
Mr. HAYWARD. I t was executed on the 2d of June.
Mr. PECORA. But dated as of May 27, 1921 ?
Mr. HAYWARD. That is correct.
Mr. PECORA. That is true also with respect to a supplementary loan

agreement, is it not?
Mr. HAYWARD. I presume so.
Mr. PECORA. That was executed on the 2d day of June but dated

as of May 27, 1921?
Mr. HAYWARD. Yes, sir. Those were ordinarily executed at the

same time.
Mr. PECORA. Was there a separate loan agreement entered into in

writing between yourselves and the Brazilian Government with re-
spect to the second issue of a par value of $25,000,000 in connection
with this $50,000,000 loan?

Mr. HAYWARD. In connection with the first $25,000,000 we received
an option on the balance of the authorized loan. During that sum-
mer I went down to Brazil and we finally took up the option and
offered a second portion. The contract for the second portion was
actually signed, according to our records, on the 14th of September.

Mr. PECORA. 1921?
Mr. HAYWARD. 1921.
Mr. PECORA. But what date did it actually bear?
Mr. HAYWARD. AS of the day after the first one.
Mr. PECORA. AS of May 28, 1921?
Mr. HAYWARD. That is correct. The lawyers evidently felt that

they did not want the sun to set more than once between the two por-
tions of this contract.

Mr. PECORA. The second contract covering the issuance of the
second series of $25,000,000 worth of these bonds was not executed
actually until some time in September, that is, on September 14,1921?

Mr. HAYWARD. That is correct.
Mr. PECORA. Why was it dated back as of May 28, 1921? Whose

interest or convenience was served by doing that?
Mr. HAYWARD. I think it had to be done, Mr. Pecora, because these

bonds were all part of the $50,000,000 issue. Therefore they all bore
the same date, and therefore the contract had to be dated back to
cover the situation. It had no significance other than that.

The CHAIRMAN. Are these bonds payable in gold ?
Mr. HAYWARD. I believe that is illegal, now, Senator, is it not?
The: CHAIRMAN. NO; but in 1921.
Mr. HAYWARD. Oh. These were expressed to be payable in gold;

yes.
Senator COTTZENS. Are they in default?
Mr. HAYWARD. Yes;—Well, they are in default to this extent,

Senator. They failed to pay interest on December 1, 1931. Prior
to that time the Brazilian Government began to realize that they were!
faced with a situation which was going to be difficult and would re-
quire some time to get through, and they prepared an offering of
what is called funding bonds.

The effect of that is this, that for 3 years ending October next
year, the Government is offering to the owners of all these external
securities, with the exception of two old preferred loans in England,
the privilege of taking in lieu of cash these 5 percent funding bonds.Digitized for FRASER 
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These bonds will likewise be in a preferred position and they are
currently paying 5 percent interest. It amounts, in effect, to the
Government's borrowing back the interest of the bondholder and
paying him 5 percent for the privilege. At that time they drew up
a funding plan, and all of the external bonds of the Government;
that is, sterling bonds and dollar bonds and franc bonds, are arranged
in order of precedence; that is, the loans which were with the
exception of those two I have mentioned, secured by the pledge
of certain revenues are given first place. Those holders are offered
20-year 5 percent bonds which the Government undertakes to
pay off before it will pay any of the second class. The holders of
the unsecured loans, which were largely old sterling loans issued
in England, received a 40-year 5 percent bond.

At the present time, of course, the holders of those bonds are
coming in every day and making their exchanges. The readiness
with which that has been accepted will become apparent when you
see that an average of around 80 percent of the owners of the
dollar bonds have voluntarily accepted this offer. There is no use
being technical, but as to the people who take them, of course, for
the moment the default is wiped out so far as they are concerned.

This funding plan, I may say, is similar to the funding plans which
Brazil made in 1898 and 1914. As soon as the Government found
that difficulties were coming, they advised their London bankers and
advised us of the situation. They expressed a desire to do everything
possible to ameliorate this default, and I immediately went over to
London and worked for sometime with Rothschild in trying to help
them iron out the mechanics of this scheme. Through it all the Gov-
ernment showed the greatest good faith and the greatest desire to
meet its obligations.

The CHAIRMAN. What was the amount of these funding bonds?
Mr. HAYWARD. I t will be the equivalent of 3 years' interest on

the bonds which are for the moment in default
The CHAIRMAN. I mean the total amount of the funding bonds.
Mr. HAYWARD. A funding bond is issued, Senator, only when a

man comes into the office and tenders his coupon. So you cannot tell
how many will be out until all of the holders have turned in their
coupons.

The CHAIRMAN. I thought these funding bonds covered the ex-
ternal debt. Are they in sufficient amount to cover the external debt
except the sterling?

Mr. HAYWARD. If everybody took the interest for 3 years.
The CHAIRMAN. What would be the amount of the external debt ?
Mr. HAYWARD. The total amount of authorized dollar funding

bonds that would be an amount sufficient to take care of all of the
dollar issues, is just short of $30,000,000.

The CHAIRMAN. That does not include, of course, the franc and
the sterling?

Mr. HAYWARD. They have a similar arrangement.
The CHAIRMAN. Can you tell me the total amount of this external

bonded debt?
Mr. HAYWARD. Of the Government, at the present time ?
The CHAIRMAN. Yes.
Mr. HAYWARD. I have not the exact figures, but it is roughly

around a billion dollars, all told, external and internal.
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Senator COUZENS. What became of the sinking fund that was
accumulated from 1921 to 1931? Was there not a sinking fund
proposition?

Mr. HAYWARD. Every 6 months, Senator; yes.
Senator COTJZENS. Was that paid up until 1931 ?
Mr. HAYWARD. Yes.
Senator COUZENS. What was done with the sinking fund money?

That would be 20 semiannual payments.
Mr. HAYWARD. This loan was reduced from an absolute amount

of $50,000,000 to approximately $31,000,000 during that time by the
purchase of bonds in the market.

Senator COUZENS. And that was a provision of the sinking fund ?
Mr. HAYWARD. Yes.
Senator COUZENS. That you could use sinking fund money to pur-

chase bonds ?
Mr. HAYWARD. My impression is that is the onty way you can use

it. In fact, there were occasions when the market prices of the
bonds were above the prices for which the contract provided they
should be purchased, and some of the money was returned to the
Government according to the provisions of the sinking fund.

Senator COUZENS. Why was it returned to the Government? Was
that a provision of the contract ?

Mr. HAYWARD. Yes, sir.
Senator COUZENS. What protection did the holder of these bonds

have at maturity with respect to any sinking fund created for the
purpose of retiring them ?

Mr. HAYWARD. All the bonds which had not previously been re-
tired at maturity then became due and payable.

Senator COUZENS. But there would be no fund created to pay
them ?

Mr. HAYWARD. Presumably the greater part of the issue would be
retired by that time, as has been the case so far. I t has been retired
almost by half—$50,000,000 to $31,000,000.

Senator COUZENS. But those bonds that were outstanding when
the sinking fund ceased have no protection with respect to any sink-
ing fund ?

Mr. HAYWARD. They hold the general obligation of the Govern-
ment.

Senator COUZENS. Oh, I understand that, of course; but I mean
there is no sinking fund for their protection ?

Mr. HAYWARD. NO, not operating during the suspension period.
Mr. PECORA. Mr. Hayward, I show you a printed document pur-

porting to be a loan contract executed between your firm and the
United States of Brazil dated as of May 27, 1921. Is it a true and
correct copy of the loan contract that was entered into on June 2,
1921, but dated as of May 27, 1921, covering the first $25,000,000
issue of these 8-percent bonds ?

Mr. HAYWARD. Yes; that is correct.
Mr. PECORA. I offer it in evidence and ask that it be spread on

the record.
The CHAIRMAN. Let it be admitted and placed in the record.
(The document referred to, being loan contract with the United

States of Brazil, dated as of May 27, 1921, was marked " Committee
Exhibit No. 26 ", see p. 2021.)
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Mr. PECORA. I show you another printed document and ask if it is
a true and correct copy of so-called supplemental agreement dated
as of May 27, 1921, but actually executed on June 2, 1921, and relat-
ing to the same issue.

Mr. HAYWARD. That is correct.
Mr. PECORA. I offer it in evidence and ask that it be spread on the

record.
The CHAIRMAN. Let it be admitted and entered of record.
(The document referred to being supplemental agreement dated

as of May 27, 1921, was received in evidence, marked " Committee
Exhibit No. 27", see p. 2026.)

Mr. PECORA. I notice this provision in that supplemental agreement?
Mr. Hayward, which has been marked in evidence as " Committee's
Exhibit 27 " of this date, section 5, page 2:

The bankers shall have an irrevocable option to purchase from the obligor
an additional $25,000,000 principal amount of bonds to be issued on the same
terms, including prices, and secured by the same security as secures the issue
of bonds described in the Main Agreemeent. Such option shall extend for 4
months from the date hereof and may within that time be exercised by notice
to the obligor, which may b'e by cable or in writing. The bankers shall have
exclusive authority to attempt to forjm a syndicate to issue and to market
such additional bonds, and the obligor shall not, until the expiration of such
option, issue or sell or offer for sale or market any issue of its bonds or obli-
gations in the United States or any other country outside of Brazil.

Is that the option that you referred to a few minutes ago when
you stated that in connection with the execution of the loan agree-
ment covering the second $25,000,000 issue, which you said was exe-
cuted on September 14, 1921, but dated as of May,.28, 1921

Mr. HAYWARD. That is correct.
Senator COUZENS. May I ask at that point, what is the security

referred to there?
Mr. PECORA. I will read the provision of the contract.
Senator COTJZENS. I have heard no testimony with respect to what

security this investment house has for these outstanding bonds.
Maybe the witness can tell us what the security was.

The CHAIRMAN. Can you answer that?
Mr. HAYWARD. I will read it from the contract, Senator.
Mr. PECORA. It is on page 5 of the main contract.
Mr. HAYWARD. Page 4, section 4, of the main agreement, and it

reads as follows:
Without intending to limit or lessen the obligations assumed by the obligor

under the bonds or elsewhere under this contract, the obligor covenants and
agrees that its obligations hereunder and under the bonds, together with its
obligations under an additional amount of bonds to be issued by the obligor
herein described (such additional amount not exceeding $25,000,000' face
amount) shall at all times be and constitute a special and first charge on the
revenues received by the obligor from the consumption tax—

I will leave out the Portuguese—
and stamp tax as now existing or as in the future the same may exist, levied
by the obligor or with its authority, and covenants and agrees that all the
proceeds of said consumption tax and stamp tax and all taxes and exactions
levied in substitution therefor or amendment thereof shall, so long as the
obligor shall not have fulfilled all its obligations then due hereunder and under
said additional bonds and under the contract under which the same are to be
issued, be specially set apart and used for the fulfillment of the obligations of
the obligor hereunder and under said additional bonds, and said contract (pro
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rata and without discrimination as to any of the bonds issued hereunder and
said additional bonds) shall not be used for or devoted to any other purpose.

The obligor further covenants and agrees that in like manner the obligations
hereunder and under the bonds issued hereunder and under said additional
bonds and said contract shall be a special charge on all customs duties and
customs taxes now or hereafter levied or received by the obligor (but subject
and subsidiary to all the charges now existing), and that the proceeds thereof
shall in like manner be especially set apart and used ior the fulfillment of the
obligations of the obligor then due hereunder and under said additional bonds
and said contract (pro rata and without discrimination as to any of the bonds
issued hereunder and said additional bonds), and shall not be devoted or used
for any other purposes.

Senator COUZENS. Did you send anybody over there to take charge
of those revenues that are assigned for that service?

Mr. HAYWARD. Senator, you cannot send anybody to take charge
of a foreign government's revenues.

Senator COUZENS. Well, it has been done in a lot of countries, by
our own Government and other governments.

Mr. HAYWARD. Well, yes; perhaps in islands in the West Indies,
where we have a semiprotectorate.

Senator COUZENS. What step did you take to see that bondholders
got that protection that was promised?

Mr. HAYWARD. The situation is this: By having the funding plan
the Brazilian Government considers that for the moment that fund-
ing plan takes the place of any provision under this clause. Under
the funding plan they are depositing in Rio milreis sufficient to meet
the interest upon their debt at the rate of 12 cents per milreis, and
that money which is provided under the contract by the funding-loan
agreement shall, as and when the Brazilian Government can obtain
exchange, be remitted abroad and be used to reduce these bonds.

Senator COUZENS. Then what is the relation between the revenues
assigned for the protection of this loan to the pay-offs that have
already been made, or to the retirements that have already been
made ? In other words, there must be a relation to the revenues that
were assigned for this purpose and the amount of bonds that hkve
been paid off, and what is that relation?

Mr. HAYWARD. I am afraid I don't quite understand you, Senator.
The interest was paid regularly for 10 years. Therefore, during that
period this provision did not come into question. Since that time
and immediately after default the Brazilian Government offered this
funding plan. We cannot decide now what we will do in the future.
We will have to see what the situation is when we get there.

The CHAIRMAN. IS that consumption tax really a sales tax?
Mr. HAYWARD. That is what it is, yes. It is a sales tax..
The CHAIRMAN. And they have maintained that?
Mr. HAYWARD. Oh, yes; these are all maintained, and there would

be more than enough to meet the charges if they could get it out of
the country. Perhaps that is what you meant, Senator.

Senator COUZENS. What is the relation of those revenues and the
amount that has been brought since the default ?

Mr. HAYWARD. Oh, they are much larger.
Senator COUZENS. Much larger?
Mr. HAYWARD. Oh, yes; they would be ample to take care of it.

But you see 80 percent of the bondholders have accepted this funding
plan. Therefore, the question of any attempt to enforce provisions
has not come up. Whether it will in the future or not, I don't know.
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I feel certain the Brazilian Government will eventually resume pay-
ments as soon as it is able.

Senator COTTZENS. Was there any excess of these revenues over the
amount needed ior this purpose?

Mr. HAYWARD. Oh, I am quite sure there was; yes.
Senator COUZENS. Didn't that excess belong in the sinking fund

for the protection of the bondholders?
Mr. HAYWARD. Oh, no.
Senator COUZENS. Because it was assigned for that purpose?
Mr. HAYWARD. Oh, no.

f Mr. PECORA. It was to be set apart only in the event of default,
only after default.

Mr. HAYWARD. That is right.
Mr. PECORA. They wanted it set apart currently but only in the

event of default that these revenues would be collected and set apart
as a trust fund, so to speak.

The contract on that says:
So long as the obligor shall not have fulfilled all of its obligations then due

hereunder and under said additional bonds and under the contract under which
the same are to be issued, be especially set apart and used for the fulfillment
of the obligations.

Mr. HAYWARD. The same as we had yesterday.
Mr. PECORA. NOW, I show you another printed document, Mr. Hay-

ward. Will you kindly look at it and tell us if it is a true and correct
copy of the loan agreement or contract covering the second
$25,000,000 issue of these Brazilian bonds, which you said was ac-
tually executed on September 14, 1921, but dated as of May 28,1921 ?

Mr. HAYWARD. That is correct, Mr. Pecora.
Mr. PECORA. I offer it in evidence and ask that it be spread on

the record, and the original returned.
The CHAIRMAN. It may be admitted and spread on the record.
(Loan agreement dated May 28, 1921, was thereupon designated

" Committee Exhibit 28, October 12, 1933," see p. 2027.)
Mr. PECORA. NOW, at what price did Dillon, Read & Co. take over

the first 25 million dollar issue of these Brazilian bonds?
Mr. HAYWARD. Ninety.
Mr. PECORA. And at what price were they offered and sold to the

investing public here in America ?
Mr. HAYWARD. Ninety-seven and one half, to net 8.25 percent.
Mr. PECORA. SO there was a T^-point spread to the bankers here?
Mr. HAYWARD. That is gross.
Mr. PECORA. What is the present market quotation of these bonds?
Mr. HAYWARD. I think it is about 31, approximately.
Mr. PECORA. Did Dillon, Read & Co. have any associates in this

financing ?
Mr. HAYWARD. Yes; we did, Mr. Pecora.
Mr. PECORA. Who were they ?
Mr. HAYWARD. The names appearing on the prospectus, Mr. Pe-

cora, under Dillon, Read & Co., are Blair & Co., Inc., White, Weld &
Co., Union Trust Co. of Pittsburgh, Illinois Trust & Savings Bank,
Halsey, Stuart & Co., Inc., Continental & Commercial Trust & Sav-
ings Bank, and The Union Trust Co. of Cleveland.
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Senator CQTJZENS. YOU were in good company, weren't you ?
Mr. HAYWARD. Yes.
Senator COTJZENS. Even the Mellon enterprise was in it.
Mr. PECORA. At what price did your firm take over the second

25 million dollar issue of these bonds ?
Mr. HAYWARD. Same price, Mr. Pecora, 90.
Mr. PECORA. And at what price were they offered and sold to the

public here ?
Mr. HAYWARD. Ninety-eight and one half, to net 8.15 percent.
Mr. PECORA. Did you have any associate^ in connection with this

second issue?
Mr. HAYWARD. The names appearing on the prospectus under

Dillon, Read & Co. in that instance were as follows: Lee, Higgin-
son & Co., Blair & Co., Inc., White, Weld & Co., Union Trust Co.
of Pittsburgh, Continental & Commercial Trust & Savings Bank,
Halsey, Stuart & Co., Inc., Illinois Trust & Savings Bank, and The
Union Trust Co. of Cleveland.

The CHAIRMAN. What is the present market price of those bonds?
Mr. HAYWARD. Well, they are all one issue, Senator. Thirty-one?

I think, is approximate. The high for this year, I think, has been
about 40.

Mr. PECORA. The first issue was offered to the public on what date?
Mr. HAYWARD. Sixteenth of May 1921.
Mr. PECORA. And on what date was the second issue offered to the

public ?
Mr. HAYWARD. 30th of August of the same year.
Mr. PECORA. These two issues were identical in their terms and

provisions, were they not?
Mr. HAYWARD. All one issue; yes.
Mr. PECORA. Why was the second issue offered at 9Sy2 in August

1921, whereas the first issue was offered at 97^ to the public ? What
was the reason for that one point difference ?

Mr. HAYWARD. I don't know at the moment. I can only presume
that it was the market condition which warranted the price.

Mr. PECORA. YOU mean the money market here?
Mr. HAYWARD. Yes.
Mr. PECORA. Was in*much better shape?
Mr. HAYWARD. I presume so, but I cannot remember back that

far.
Mr. PECORA. And so the bank took advantage of that condition

to make an extra point themselves ?
Mr. HAYWARD. I should think so.
Mr. PECORA. IS it the policy of underwriting bankers in these mat-

ters to take as large a commission or spread as the traffic will bear?
Mr. HAYWARD. NO. I think that the prime consideration is the

ability ultimately to dispose of the issue.
Mr. PECORA. The purpose of the bankers is ultimately to dispose

of the issue at as high a price as it can possibly get or thinks it can
get?

Mr. HAYWARD. Within reason; yes.
Mr. PECORA. SO that, to put it another way, the bankers seek to

dispose of an issue at the highest price obtainable in the market; in.
other words, all the traffic will bear ?
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Mr. HAYWARD. I think that is right. These bonds shortly there-
after sold at 105, I believe.

The CHAIRMAN. HOW long do they run ?
Mr. HAYWARD. Twenty years, Senator.
The CHAIRMAN. Twenty years?
Mr. HAYWARD. And they have been reduced from 50 million now

to around 31 million.
Mr. PECORA. Mr. Hayward, in connection with the first offering,

or rather with the offering of that first issue, was a syndicate organ-
ized by the bankers to support the market for a period of time after
the original offering to the public ?

Mr. HAYWARD. I will have to look that up, Mr. Pecora. [After
conferring.] There was a trading account which lasted about 60
days in connection with the syndicate. That is the usual practice
under the American system of distributing securities.

Mr. PECORA. And what is that practice adopted for? That is,
what are the results that it is sought to accomplish through the
formation and operation of a trading syndicate ?

Mr. HAYWARD. I think they are twofold: To protect the offering
price of the bonds so that the public who have subscribed first may
not be at a disadvantage by the price going down considerably, and
in the second place to enable the underwriters to dispose of the issue.

Mr. PECORA. Well, it is really done also for the purpose of helping
to create a market for the bonds at a price which will not fall below
the offering, the original offering price?

Mr. HAYWARD. That is what I tried to say, to protect the purchaser
who has bought the issue.

Mr. PECORA. And that practice is almost universally followed in
connection with the underwriting and flotation of such issues, is it?

Mr. HAYWARD. It is very common, yes.
Mr. PECORA. And has been?
Mr. HAYWARD. Oh, yes.
Mr. PECORA. And it is generally known that it is universally fol-

lowed by banking houses in this country?
Mr. HAYWARD. Yes. According to the practice prevailing at the

present time if you did not do that the original purchaser might be
put to considerable loss and disappointment by reason of the fact
that there might be a few tail ends of the issue unplaced; some of
the bonds might have been taken from the point of view more of
speculation than of permanent investment, and if they were suddenly
released on the market and the price went down the original pur-
chaser would feel that he had suffered.

In England I believe the system is somewhat different.
Mr. PECORA. What is the difference?
Mr. HAYWARD. Well, I think over there it is the practice to close

out an account very quickly and let the bonds seek their own level.
Mr. PECORA. Which is a fairer practice, is it not, so far as the

public is concerned?
Mr. HAYWARD. Well, you can argue both ways, Mr. Pecora. I

think it is partly a question of national temperament. I have a
feeling that the English investor, perhaps being a little older at
the game than we are, buys bonds to put away in his box and forget
about. I think that he is not so influenced by the daily quotations
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that he reads in the paper. I t is a smaller country. It has only
one financial center, which is London. I t is easier for the people
to keep in touch with their brokers and financial advisors than it is
in this country. And I think that during all of this period under
review our market suffered considerably from the purchase of bonds
from a speculative standpoint.

Mr. PECORA. Isn't it also possible that the main reason, or one
of the main reasons, for the forming and operating of these trading
syndicates for a 60-day period following the offering to the public
of an issue of bonds, is to help the underwriting bankers sell the
issue to the public ?

Mr. HAYWARD. I think I gave that to you as my second reason, as
far as my opinion is concerned.

Mr. PECORA. And if such practices were not resorted to the under-
writing bankers might be disappointed in their efforts to dispose of
the bonds to the public to a certain extent ?

Mr. HAYWARD. Weil, of course, you can put all kinds of interpre-
tations on a thing, but

Mr. PECORA (interposing). One of the interpretations you could
put upon the reason for this practice is that the purchasers upon
the original offering might not be disappointed by a reaction in the
market price ?

Mr. HAYWARD. That is one of them. The other is to
Mr. PECORA (interposing). The other disappointment that this

practice is intended to obviate is a disappointment upon the under-
writing bankers' part through inability to sell?

Mr. HAYWARD. Yes; obviously so.
Mr. PECORA. And inability to sell the issue ?
Mr. HAYWARD. Yes. You see, Mr. Pecora, the flotation of a gov-

ernment bond issue, or almost any bond issue, should accomplish two
purposes: It should get the money for the borrower and uphold his
credit, and it should protect the purchaser who has bought the bonds.
ISTow, if an issue is a failure it reacts not only on the borrower's
credit, but on the purchasers of the bonds. I t works both ways;
and this is simply an outgrowth of the custom that has been built
up here to try and meet those two differing points of view.

Mr. PECORA. The earlier purchasers get no protection beyond the
life of the trading syndicate, do they?

Mr. HAYWARD. JSTO ; no fixed protection.
Mr. PECORA. And the underwriting syndicate, which is also respon*

sible for the organization and operation of the trading syndicate,
as a rule fixes the life of that trading syndicate account for a period
of time that will enable them and enable the underwriters to dispose
of the whole issue.

Mr. HAYWARD. That is correct. I think it is usual with us at
the present time to take 60' days. That may be subject to extension.
Sometimes it is longer.

Mr. PECORA. AS a rule losses are incurred by these trading syndi-
cates in their market operations to support the market during this
60-day period, are they not?

Mr. HAYWARD. Sometimes there are losses and sometimes there
are profits. You cannot -tell. The purpose is, of course, funda-
mentally, to get the bonds into the hands of the ultimate investor.
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Mr. PECORA. That is to the benefit of the underwriting bankers
primarily, is it not?

Mr. HAYWARD. NO; I should say it is to the benefit of all three
parties, the underwriters, the borrower, and the public which has
purchased the bonds. In other words, it is a question of whether
or not an issue is a success or failure.

Mr. PECORA. Let us see how much the borrower is benefited by
that. The borrower, in the first instance, sells the bonds to the
underwriting banker, does he not?

Mr. HAYWARD. Yes.
Mr. PECORA. And the commitment of the underwriting banker i&

all the borrower needs. He needs no protection beyond that, does he ?
Mr. HAYWARD. Oh, yes; he does. There are often very tragic

instances where
Mr. PECORA. He needs protection only in the event of the irrespon-

sibility of the underwriting banker. t
Mr. HAYWARD. NO; I am thinking about the after market prices

for his bonds. No borrower can be said to have concluded a suc-
cessful transaction just because he has unloaded his bonds on a
banker. He must keep a market standing for his bonds thereafter.
Otherwise the next time he goes into the market he will find great
difficulty in interesting a banker to take his securities.

Mr. PECORA. What protection does the ultimate investor get by
reason of the operation of these trading syndicates ?

Mr. HAYWARD. I t prevents him from seeing the price of his bonds
drop within a few days or a few weeks after the time he has pur-
chased them.

Mr. PECORA. I t prevents that effect for only the 60-day period^
which usually measures the life of the trading syndicate.

Mr. HAYWARD. Usually that is all that is required. If the under-
writers feel that the situation has not been finally settled, they prob-
ably would extend that period. I think you have one instance here, in
jour studies of our situations, where an after-market operation con-
ducted by another house lasted for a period of a number of months.

Mr. PECORA. That was due to exceptional market conditions at
that time.

Mr. HAYWARD. I think so.
The CHAIRMAN. This sort of a statement at the head of a pros-

pectus made the issue quite attractive, did it not: " United States of
Brazil, 20-year 8 percent noncallable external gold bonds." That is
the title of the prospectus.

Mr. HAYWARD. That is correct, Senator.
The CHAIRMAN. That looked like a very tempting investment, 8

percent for 20 years, noncallable gold bonds.
Mr. HAYWARD. The investor received 8 percent for 10 years and

has received scrip now for 2 years, which has a market value of 40
percent at par, and he still has a bond he can sell for $310.

Senator COTXZENS. Can you tell me why the State of Brazil had to
pay such a high rate as 8 percent, with such a large discount?

Mr. HAYWARD. Yes; I can, Senator.
Senator COUZENS. Will you tell us ?
Mr. HAYWARD. I have here a publication called " Handbook on

American Underwriting of Foreign Securities " written by Ralph A.
175541—33—PT 4 28
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Young and published by the United States Department of Commerce,
dated 1930. On page 32, table 14, he gives what is called an index
of American financial conditions. In that index I find that in the
first quarter of 1921, which was the period in which the first part of
this loan was issued, call money renewal rates in New York were 6.94
percent; 60- to 90-day commercial paper was 7.74 percent. The re-
sult of that situation, Senator, was that during the greater part of
1921 practically all foreign governments which were issuing loans
in this market had to pay that rate. Even governments with as
splendid a financial history as Switzerland and the Scandinavian
countries. It was the normal price for credit at that time.

Senator COUZENS. YOU say Switzerland paid 8 percent?
Mr. HAYW*ARD. Yes. Of course, since then they have retired all

those bonds, I believe, but our own corporations were paying very
high rates, and there was nothing unusual about it. If you wanted
to borrow you had to pay that price. I think the French Govern-
ment issued, as I recall it, a l1/^-percent loan in 1920, but in 1921 they
had to go up toi 8 percent.

Mr. PECORA. I show you what purports to be a photostatic repro-
duction of a prospectus. I ask you if it is a true and correct copy
of the prospectus or circular which accompanied the offering of the
first series of bonds by your firm and its associates.

Mr. HAYWARD. Yes, that is correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, prospectus of Dillon, Kead & Co., et al.,

in re first series bonds, Brazilian loan, was received in evidence,
marked " Committee Exhibit No. 29 ", see p. 2033.)

Mr. PECORA. I show you a photostatic reproduction now of another
document, and ask you if it is a true and correct copy of the pros-
pectus or circular which was issued by the bankers to accompany the
offering to the public of the second issue of these bonds.

Mr. HAYWARD. The second part of the issue ?
Mr. PECORA. The second part of the issue.
Mr. HAYWARD. That is correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, prospectus of Dillon, Kead & Co., et al.,

in re second series of bonds, Brazilian loan, was received in evidence,
marked " Committee Exhibit No. 30 ", see p. 2034.)

Senator COTJZENS. Why did the Brazilian Government make these
noncallable, while other bonds that were being issued were callable ?

Mr. HAYWARD. I think Senator Fletcher put his finger on it a
moment ago, and that was the attraction of being able to keep a bond
with an 8 percent coupon for a period of 20 years. There were not
many such securities available at that time, and the investing public
had a feeling that those money rates were not going to last; that as
soon as, possible the borrower might call in his securities and replace
them by something bearing a lower rate of interest.

Senator COUZENS. Why did the Brazilian Government enter into
a 20-year agreement not to do that while the other governments were
not doing it?
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Mr. HAYWARD. I do not know whether the other governments were
^doing it or not.

Senator COTTZENS. YOU said the other governments had retired
their loans.

Mr. HAYWARD. I said the investors were fearful the other govern-
ments might retire their loans in cases where they were able to do so.

Senator COTJZENS. YOU said Switzerland and some of the others
had retired those loans at a lower rate.

Mr. HAYWARD. In some cases; yes.
Senator COUZENS.- Why did Brazil give up her right to retire her

loan at a lower rate?
Mr. HAYWARD. I do not know what the motive was.
Senator COTTZENS. What was the argument you used to get them

to make a flat 20-year loan at 8 percent at a rate of 90?
Mr. HAYWARD. I could not tell you today. I am thinking out

loud what I would argue if the situation were before us today, and
I should say they had a better chance of interesting the investing
public by offering them some attractive features.

Senator COUZENS. When you got those attractive features, there
was some doubt in your mind as to whether you could sell the

.security?
Mr. "HAYWARD. NO.
Mr. PECORA. Mr. Hayward, do you know the profits, by way of

commissions, and so forth, that accrued to your firm from these two
"flotations ?

Mr. HAYWARD. I do not offhand. I think that is in our exhibits,
is it not?

Mr. PECORA. YOU have the figures, have you not, from your rec-
ords?

Mr. HAYWARD. This is on the first half ?
Mr. PECORA. Give it separately, first on the first half and then

on the second half of the issue.
Mr. HAYWARD. According to Price, Waterhouse & Co. figures,

which were furnished you, on the first issue Dillon, Eead & Co.'s
profit

Mr. PECORA. Give the gross profit to all the underwriting bankers,
or all the bankers, rather, who participated in that syndicate which
disposed of the issue to the public, and then give the portions of
that profit that accrued directly to Dillon, Read & Co. or its affiliates.

Mr. HAYWARD. May I save you time by reversing that process ? I
have the first figure.

Mr. PECORA. Yes.
Mr. HAYWARD. Dillon, Read & Co.'s profit on the first issue was

$366,372.40, gross.
Mr. PECORA. Did not Dillon, Read & Co., through the interest of

a corporation called the Eastern Trust Co., also acquire additional
profits and commissions?

Mr. HAYWARD. I do not know about that. I will get that informa-
tion.

Mr. PECORA. While they are getting it, will you tell us who owns
: and controls the Eastern Trust Co. ?

Mr. HAYWARD. I do not know, Mr. Pecora.
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Senator ADAMS. With these 8 percent bonds selling at 90, for a
20-year period, that meant a cost to Brazil of practically 9y2 percent
for its money, did it not ?

Mr. HAYWARD. I have not figured that out. That sounds reason-
able though.

Mr. PECORA. Can you tell us what the Eastern Trust Co. is, Mr.
Hay ward ?

Mr. HAYWARD. I t is my understanding that at the time of this
business the interests of Eastern were the same as Dillon, Eead & Co.
I think that has since gone out of existence.

Mr. PECORA. What was the purpose of the utilization of that
Eastern Trust Co. in the syndicates that were organized to dis-
tribute these bonds ?

Mr. HAYWARD. I would not know that, Mr. Pecora.
Mr. PECORA. Can you not think of any reason ?
Mr. HAYWARD. I have not any idea.
Mr. PECORA. Was it done in order to subdivide the profits accruing

to Dillon, Eead & Co. into two entities so as to avoid income tax
payments in the higher brackets by allocating all those profits to
one concern?

Mr. HAYWARD. I should not think so, but at that time I was not
a member, and I was away, and I am not familiar with those phases
of the situation.

Senator CITIZENS. Did we have an excess-profits tax during those
years ?

Mr. PECORA. I think.we did.
Senator COXJZENS. If we did not have any excess-profits tax, there

would not be any point to the suggestion you just made.
Mr. PECORA. I think the excess-profits tax came in right after the

war.
Mr. HAYWARD. I have those figures. On the first half, Dillon,

Kead & Co.'s gross profits were $366,372.40.
Mr. PECORA. On the first half?
Mr. HAYWARD. Yes. The Eastern Trust Co.'s profits on the first

half were $134,994.49. On the second half Dillon, Eead & Co.'s
gross profits were $585,468.62, and the gross profits of the Eastern
Trust were $325,129.41. Those are Price, Waterhouse figures.

Mr. PECORA. What is the total of those gross profits accruing to
Dillon, Eead & Co. and to the Eastern Trust Co. ?

Mr. HAYWARD. The total on the first half would be $501,366.89
and on the second, $910,598.03.

Mr. PECORA. Making a total of what?
Mr. HAYWARD. I have not added those.
Mr. PECORA. The total gross profit from both halves was

$1,411,964.92.
Mr. HAYWARD. That is correct.
The CHAIRMAN. What were the total profits of the whole selling

syndicate or underwriting syndicate ?
Mr. HAYWARD. That we would have to look up, Senator. That

would take some time. There were a good many people involved.
The CHAIRMAN. It would be something over $1,000,000 more,

would it not?
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Mr. PECORA. Senator, we have a calculation on that which I will
put into the record, subject to correction by the witness. The total
.net profit

Senator COUZENS. Net or gross?
Mr. PECORA. I have it here as net profit.
Mr. HAYWARD. I t must be gross. I t could not be anything else.
Mr. PECORA. Then, the total gross profit to the underwriters and

the selling syndicates on the first half of the issue was $1,242,454.33,
and on the second half of the issue $1,545,903.34, making a total
gross profit on the entire issue of $2,788,357.67. Those are figures
we got from your records, and if our compilation is incorrect, you
can check it up and let us know.

Mr. HAYWARD. Those are, of course, gross profits, before taxes, ex-
penses, overhead, and all those things.

Mr. PECORA. Mr. Hayward, in neither one of your circulars was
the investing public advised of the price at which these bonds were
acquired by the underwriting bankers.

Mr. HAYWARD. NO. That has never been customary, up to the
passage of the new Securities Act.

The CHAIRMAN. HOW long were you disposing of these bonds to
the public?

Mr. HAYWARD. My recollection is, Senator, they were sold imme-
diately.

The CHAIRMAN. Within a week or 10 days ?
Mr. HAYWARD. Yes; they were practically all disposed of. Those

were the days when you did not need bond salesmen. People just
stood in line to file applications. That seems like a long time ago
now.

Mr. PECORA. Those were the days, consequently, when underwrit-
ing bankers were able to get spreads of 7 or 8 points or more.

Mr. HAYWARD. Today, of course, if you attempted to bring out a
foreign loan, you would require a good deal greater spread than that.

The CHAIRMAN. YOU had some of them sold before you bought,
did you not?

Mr. HAYWARD. Very frequently, Senator, people will read a bit
of gossip in the newspaper that some issue is coming along, and if
it happens to strike their fancy they will telephone their dealer and
ask him to put their names down on the waiting list, so to speak,
so that they can be sure to get some of them when tney come out.
They used to do that.

Mr. PECORA. Mr. Hayward, is it not a fact that before the loan
contracts were actually executed between your firm and the Bra-
zilian Government covering both halves of this issue, your firm had
practically disposed of these bonds through commitments it had
obtained from dealers?

Mr. HAYWARD. Well, these contracts, Mr. Pecora, were all of the
'" as of " nature, so that that could have no significance.

Mr. PECORA. Will you answer my question, though?
Mr. HAYWARD. They must have been, because the public issue had

taken place. The bonds had been sold. These loans were brought
out on the same basis as the loan we were discussing yesterday,
namely, a prior option.
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Mr. PECORA. In other words, before Dillon, Read & Co. actually
executed the loan contracts with the issuing Government, it had
practically disposed of the bonds through commitments to purchase
them which it had received from dealers throughout the country.

Mr. HAYWARD. We operated on an option. The way you; put if
would convey the impression that we did not become obligated until
the signing of these " as of " contracts. That, I understand, is not
the case. They were considerably after the business had really all
been concluded. They were signed, of course, before the^ delivery of
the bonds and the passing of any money, naturally, but the obliga-
tion on our part was assumed when we agreed to take the issue.

Mr. PECORA. IS that true with regard to the second issue or the-
second half of the issue?

Mr. HAYWARD. We had an option which we exercised'.
Mr. PECORA. YOU had a 4-months' option, did you noti
Mr. HAYWARD. Yes; and we exercised it.
Mr. PECORA. And that 4-months' option was contained in the sup-

plemental agreement that accompanied the original loan agreement
which was signed on June 2,1921, but dated back as of May the 27th'?,'

Mr. HAYWARD. That is right.
Mr. PECORA. There was no commitment on the part of Dillon,.

Head & Co. under that option, was there ?
Mr. HAYWARD. NO, no; we were free to take it or leave it-
Mr. PECORA. YOU were free to take it or leave it. As a matter

of fact you did not take it until the contract was signed on Septem-
ber 4, 1921, did you?

Mr. HAYWARD. NO, no; the date is wrong on that, Mr. Pecora.
The public offering took place in August.

Mr. PECORA. Yes; the date is wrong. The date is September 1C
Mr. HAYWARD. The public offering took place in August.
Mr. PECORA. I know it, but the loan contract covering the second

half of this issue, which wTas entered into between Dillon, Read &
Co. and the Brazilian Government, was not executed until Sep-
tember 14, 1921?

Mr. HAYWARD. Yes; but that was ratifying what had been pre-
viously done. In other words, my recollection is that I advised the
Brazilian Finance Minister formally in Rio that we exercised the
option on a certain date, and in all likelihood the public offering
was made the next morning. That would bê  the usual practice..
So that from the time I advised him that we exercised the option
we certainly wTere committed to take those bonds.

Mr. PECORA. Well, even when you notified the Brazilian: Govern-
ment some time in August 1921 that you were going to exercise the
option, your firm had received commitments from dealers all over
the country which absorbed the entire second half of this issue, had
you not?

Mr. HAYWARD. Oh, I should not think so; no. No; the way those*
things work is this, as you probably know: Telegrams and offering-
letters are sent out, and it takes a number of days in the natural
course of events for replies to come in. You may have a loan which
immediately appears to be a great success and be over subscribed, but
you may not have the commitments from all of the participants for
some days later.
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Mr. PECORA. AS a matter of fact the underwriting bankers are
pretty well assured of their ability to dispose of the bonds through
the organization of participating syndicates and selling groups and
through the allocation through the medium of those syndicates of
portions of the issue to dealers all over the country ?

Mr. HAYWARD. That is the way a loan is sold.
Mr. PECORA. Yes.
Mr. HAYWARD. But an issuing banker would not make an issue

unless he felt that it was under proper terms and proper market
conditions.

Mr. PECORA. AS a matter of fact they more than feel that, do they
not? They actually are assured through the responses they mean-
while have received from the dealers who are invited to participate ?
They get those assurances substantially before they actually commit
themselves to purchase the issue from the issuing government ?

Mr. HAYWARD, Well, you have an indication certainly. I mean the
first ones coming in will indicate to you whether it is

Mr. PECORA. YOU have an indication that almost amounts to a
complete assurance, do you not?

Mr. HAYWARD. Well, pretty close; yes.
Mr. PECORA. Yes. There is something I want to clear up if I can.

There was testimony given before the Senate Finance Committee in
an inquiry that that committee made on the resolution of Senator
Johnson in 1931 with regard to these foreign issues. I have before
me from the report of that committee a table showing that the gross
originating receipts to Dillon, Eead & Co. from the first half of this
issue were $467,125. That figure does not correspond to the figure
of $366,372 40, nor to the figure of $501,366.89 which is the aggregate
of the gross profits to Dillon, Read & Co. and the Eastern Trust Co.

Mr. HAYWARD. NO; they are obviously different.
Mr. PECORA. HOW do you account for that discrepancy, Mr. Hay-

ward ?
Mr. HAYWARD. I do not know, Mr. Pecora, on what basis those

tables were made up. We would have to look that up for you. You
see the heading may differ or cover a different set of circumstances
than the basis on which these figures were made up.

Senator COTTZENS. Those figures do not include the Eastern Trust
Co.?

Mr. PECORA. They must have included some of them, because ac-
cording to this witness the profits of Dillon, Read & Co. as a separate
entity, from the first half of this issue, were $366,372.40, and the
profits of the Eastern Trust Co., a Dillon, Read & Co. affiliate, from
this first issue, were $134,994.49, making a total for both entities of
$501,366.89. The figure that was given to the Senate Finance Com-
mittee in 1931 was $467,125, which is a figure in between the Dillon,
Read & Co. profits and the aggregate of the Dillon, Read & Co. and
the Eastern Trust Co. profits.

Mr. HAYWARD. We would have to look back at our work sheets and
see what basis that was prepared on. We would be glad to do that.

Mr. PEOORA. There is a difference of about $34,000.
Mr. HAYWARD. Yes. These figures which I gave you today were

compiled by Price, Waterhouse & Co.
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Mr. PECORA. Yes. When was any default committed on the pay-
ment of either interest or sinking fund requirements under this
issue ?

Mr. HAYWARD. The first date on which interest was not paid in
•€ash was December 1, 1931. That was 10 years after the issue.

Mr. PECORA. What steps, if any, did Dillon, Eead & Co. take to
enforce the terms of the loan agreement with the Brazilian Gov-
ernment with regard to the setting apart of the revenues that were
made available under the loan agreement for the servicing of these
bonds ?

Mr. HAYWARD. AS I tried to make clear some time ago, in the fall
of 1931, before the date that this first default occurred, the London
bankers and ourselves were notified that the Finance Minister felt
that he would have to make some arrangement other than a full cash
payment. I then went to London and discussed the situation with
Rothschild and the London group, and as an outgrowth of all that
Sir Otto Niemeyer of the Bank of England went to Brazil to exam-
ine the situation and make a report on what conditions he found
existing.

The funding plan was then drawn up, and during the fall, and
previous to this date of December 1, was announced by the Bra-
zilian Government. Under that plan, as I stated, the Government
undertakes to deposit currently in the Bank of Brazil—and we are
informed that they are doing so—an amount of milreis sufficient to
cover its obligations at the par rate of exchange, and that money is
eventually to be withdrawn gradually and used to retire this scrip.
That scrip, as I said, has so far been accepted by approximately
80 percent of the bondholders.

Under those circumstances there has not as yet been any occasion
for us to attempt to enforce the pledges. Whether the time will
come when that situation will come up I do not know. It is my
impression, as I said yesterday, that the Brazilian Government is
considering an announcement covering a partial resumption of cash
payments next year, and that would include the city of Rio also, so
that we are in a position where we are watching the progress of
events.

Mr. PECORA. What I have in mind is that under section 4 of the
main loan contract the Brazilian Government obligated itself in
the event of the default on any of the bonds covered by this agree-
ment to specially set apart all the proceeds of the consumption tax
and the stamp tax and all taxes and exactions levied in substitution
for those taxes to the servicing of these bonds. Further obligated
itself that those revenues represented by those taxes should not be
used for or devoted to any other purpose. Has the Brazilian Gov-
ernment set apart the.se revenues in conformity with this provision
of the loan agreement?

Mr. HAYWARD. Under the funding plan they are setting apart
semiannually these sums. What particular bureau of the Treasury
they come from I do not know. Of course there would be no way of
telling. It is simply a theoretical question. The crux of the situa-
tion, Mr. Pecora, is the inability to obtain foreign exchange. Here
vou have a situation
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Mr. PECCRA. DO you know what amount of revenues have actually
been set apart since this def aLult in 1931 under the terms of section 4
of the original loan agreement?

Mr. HAYWARD. Under the terms of the funding agreement they
make reports currently of the amount of milreis deposited, and I be-
lieve we have those reports. But as I was trying to explain to you,
that money, even though it is there today, is in the local Brazilian
currency, and you cannot at the moment get it out and convert it into
dollars. That is the bottom of the whole difficulty. As I see it, it
makes no difference to the bondholders where those particular sums
came from. They are there in the bank.

Mr. PECORA. DO you think that the public, which subscribed for
these bonds back in 1921 at 97% and 98%, would have subscribed at
those figures if they knew that the underwriting bankers had ac-
quired the bonds at 90 ? Tell us frankly your opinion about it.

Mr. HAYWARD. Yes. That to my mind is not in any sense an
exhorbitant spread. • That is what you mean, is it not?

Mr. PECORA. Well I thought my question was pretty plain.
Mr. HAYWARD. Yes.
Mr. PECORA. DO you think that the public would have as freely

subscribed for these bonds at 97% and 98% if at that time they
knew your firm had acquired them at 90 ?

Mr. HAYWARD. Oh, yes; I have no question about it. No question
about it.

Mr. PECORA. What was the reason then for not informing the
public of the price to the underwriting bankers?

Mr. HAYWARD. I t never had been done.
Mr. PECORA. Well, you are telling us what the fact is as to whether

it was done, but what was the reason for its never having been done,
if you can tell us ?

Mr. HAYWARD. NO; I do not know. I suppose it never occurred
to anyone to do it. It simply was not the custom in this country or
any other country that I know of.

Mr. PECORA. Was it not so the public would not be apprised of the
fact that it had not been let in on the ground floor or anything near
the ground floor?

Mr. HAYWARD. Oh, no; no.
Senator COUZENS. AS a matter of fact, Mr. Pecora, no one hardly

ever let anybody know the cost of the goods they sold. I t just was
not done.

The CHAIRMAN. Are you representing the bondholders in these
negotiations with reference to refunding bonds?

Mr. HAYWARD. We have no specific mandate from the bondholders,
but in the absence of any protective committee, or any organized
group, or any other instrumentality for watching the interest of
the bondholders, we consider it our duty to act for them to the best
of our ability. They are, of course, free at any time to organize
themselves if they wish to do so, and that, of course, would bring
up the general subject as to the desirability or not of bondholders'
protective committees.

I think it may be useful for you to appreciate that in this situa-
tion, as in all of these other Latin-American situations which are
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in default, we have constantly employed our utmost efforts both
in traveling back and forth and visiting these people and collecting
information and making representations to them, without the cost
of a dollar to these bondholders. We pay that all out of our own
pocket.

Personally, I feel that in a situation such as the present, when
these countries are still pretty close to the bottom of the depres-
sion, just beginning to get their heads above water, that the bond-
holders' protective committee in a good many instances is some-
what unfortunate, because it leads t ie investor to believe that the
next morning he is going to begin to get all his money back, and
basing his belief on that, he is induced to deposit his bonds and is
immediately assessed a certain percentage for the expenses of these
committees. These committees all cost money. You have to hire
offices, you have to pay salaries, and have a personnel. Now, so
far we have been contributing our services without cost to the
bondholders.

The CHAIRMAN. I was just wondering whether you had any ex-
press authority from the bondholders to act ?

Mr. HAYWARD. None whatever.
The CHAIRMAN. Have they got a protective committee in connec-

tion with these bondholders?
Mr. HAYWARD. NO ; none whatever, Mr. Chairman. And as I said,

80 percent have voluntarily accepted this scrip.
Mr. PECORA. Mr. Hayward, did the Brazilian Government's rep-

resentatives inform you in connection with the negotiations for this
50 million dollar loan the purposes for which the proceeds of the
loan were to be applied by it?

Mr. HAYWARD. Mr. Pecora, under the Brazilian practice, if a loan
is contemplated provision is ordinarily made for it in what they
call the budget law. The budget law is adopted by the Legisla-
ture ordinarily during the last few days of a calendar year. At
this time, 1921, or 1920, the President of Brazil was Dr. Epitacio
Pessoa. Dr. Epitacio Pessoa is still living and is one of the most
distinguished lawyers in Brazil. After his term of office ended
in 1922 he served for some time as a member of The Hague Inter-
national Court. At the present time he is a member of the Com-
mission of Arbitration which is set up to smooth out any difficulties
which may arise between the United States and Great Britain,
and he is serving on that Commission today as the designee of the
United States Government, which shows their great confidence in
him I believe. Dr. Epitacio Pessoa himself wrote the authorization
for this loan. That authorization was to cover the general require-
ments of the Treasury, and that was all.

Mr. PECORA. Did not your firm receive a cable under date of May
12, 1921, from Huntress, who was Sir Alexander MacKenzie's asso-
ciate down in Brazil at that time, which among other things, stated
as follows: " Proceeds of loan to be used in development of services
and works of reproducing character, purchases of material, with
preference in the United States under equality of conditions, and to
support exchange? "

Mr. HAYWARD. Could I see that, Mr. Pecora ?
Mr. PECORA. Yes [handing same to Mr. Hayward].
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Mr. HAYWARD (after examining same). Yes; we received such a
€able.

Mr. PECORA. In the circular offering these bonds to the public I
notice that the purpose of the loan is stated as follows:

The proceeds of this loan are to be employed in part for the purchase in the
'United States of materials required by the Government.

Mr. HAYWARD. That is correct.
Mr. PECORA. That is not a complete statement of the purposes of

the loan as you knew those purposes to be, is it ?
Mr. HAYWARD. Yes.
The CHAIRMAN. It says " in part".
Mr. HAYWARD. It says " in part ".
Mr. PECORA. It says " in part for the purchase in the United

'States of materials required by the Government".
Mr. HAYWARD. I t says " in part ".
Mr. PECORA. Why did you not state all the purposes?
Mr. HAYWARD. I t is impossible to state all the purposes, Mr.

Pecora, because there was no way of knowing them.
Mr. PECORA. Well, you did know by means of this cable of May

12, 1921, did you not?
Mr. HAYWARD. That is simply an expression of some general

intents. The authorization for the loan was for the general purposes
•of the treasury. Some time after this Dr. Epitacio Pessoa wrote a
book in which he reviewed the operations of his administration, and
in that he set out at length the purposes for which the loan was
used. My recollection is that it takes three or four pages of printed
matter to set that out. In a government prospectus you cannot hope
to do more than give a general indication.

Mr. PECORA. Well, it did not take more than one paragraph of four
lines in this cable to set out what the purposes were to which the
proceeds of the loan were to be applied ?

Mr. HAYWARD. That would have been no more complete than this,
Mr. Pecora. The reason that this was interesting and the reason that
it was inserted was that at this time there was a feeling current in
the United States that whenever possible foreign loans should be
-expended in some part in the United States so that our industries
:and our people would derive some benefits from them. One of the
purposes of this loan was to carry out works in the north of Brazil,
in the arid regions. In the States of Ceara, Maranho, and Piauhy
they go at times for 1 and 2 years without any rainfall. The result
is that large numbers of the population are obliged to pick up their
family belongings and emigrate into the Amazon region. It had
•been one of the desires of President Epitacio Pessoa to contribute
something toward the alleviation of those conditions, and previous
to the time of this loan he had studies made of that situation by an
American firm, Dwight P. Robinson & Co., who were subsequently
given a contract for part of the work. So that this simply covered
in anticipation that phase of it.

Mr. PECORA. From time to time, under the loan agreement, the
government of Brazil was required to make to the bankers certain
.sinking-fund payments!

Mr. HAYWARD. Semiannually.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



1 9 7 4 STOCK EXCHANGE PRACTICES

Mr. PECORA. And during the 10 years that preceded the default of
these bonds, in 1931, what was the aggregate amount of those sinking-
fund payments that were made by the Brazilian Government to-
bankers in fulfillment of this loan agreement ?

Mr. HAYWARD. I will get that for you. This was a 20-year loan.
It was calculated that the sinking fund would retire one fortieth
of the issue each 6 months. Ten years having elapsed, the amount
of money they sent us would have been half

Mr. PECORA. Approximately one half of the amount of the issue?
Mr. HAYWARD. Yes.
Mr. PECORA. Did Dillon, Eead & Co. refund any of these unex-

pended sinking-fund payments to the Brazilian Government in the
10 years prior to the default?

Mr. HAYWARD. Dillon, Eead & Co. naturally observed the terms
of the sinking fund provision of the contract, and that required
a return to the Government of such sums as they could not expend by
buying these bonds in the market at the required price. These bonds
sold for considerable periods of time above that price. We were
therefore in a position where these bonds were unobtainable at the
price required by the contract, and of course we had noi alternative
except to return that money to the Government. The net result was
that the loan has been reduced 18 million dollars— $18,647,000.

Mr. PECORA. What was the total amount of the unexpended bal-
ance of this sinking fund returned by Dillon, Eead & Co. to the
Brazilian Government in the 10 years ?

Mr. HAYWARD. $8,927,000, approximately.
Mr. PECORA. $8,927,656.18?
Mr. HAYWARD. That is correct.
Mr. PECORA. That is about equivalent to the present market value

of the outstanding issue, is it not?
Mr. HAYWARD. I am not as good an arithmetician as that. Yes,,

approximately.
The CHAIRMAN. Were all the interest coupons on those bonds held

in the United States and paid by Dillon, Eead & Co. here?
Mr. HAYWARD. We paid interest in the United States, yes. We act

as the agents for the Government.
The CHAIRMAN. I do not want to anticipate Mr. Pecora; I do not

know what he has in mind; but I would like to know what was the
aggregate of your investment in these securities in Brazil—Dillon,
Eead & Co.'s purchase in Brazil and their sales in the United States.

Mr. HAYWARD. The total amount of Brazilian bonds we brought
out during this period v̂fas approximately $186,000,000, Senator;,
and, roughly, I believe the Brazilian Government during this period
reduced that by approximately $42,000,000, so that the net amount
outstanding is about $144,000,000.

May I again repeat that in returning these sums to the Brazilian
Government, Dillon, Eead & Co., of course, had no alternative. We
were bound to observe the terms of the contract; and those were the
terms.

The CHAIRMAN. Did the figure you gave include the Eio bonds?
Mr. HAYWARD. NO, sir. The Eio bonds were originally $12,000,-

000, and they are now reduced to approximately $8,000,000. Those
are the only Brazilian issues that we originated ourselves.
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The CHAIRMAN. The Eio bonds and the Federal Government
t>onds?

Mr. HAYWARD. Yes, sir. We adopted, some time after the Rio
issue, the same policy which Rothschild of London had previously
adopted, and that was to restrict ourselves to the banking operations
of the National Government. We felt that in looking ahead over
a period of years there might be times when there might be some
•conflict of interest between the Federal Government and the State
and cities, and we felt that we would rather devote ourselves ex-
clusively to the interests of the Federal Government. You can
readily appreciate that during the period that has elapsed since
then it has meant that we have declined a very large amount of
Brazilian business which has been offered to us by States and cities,
at considerable financial loss to ourselves; but we felt we should not
take on more obligations than we could really handle, and that we
might some day be in an embarrassing situation if we represented
more than the Federal Government.

The CHAIRMAN. YOU do not quite mean that you lost any money
fcy it; you just did not make some that you might have made ?

Mr. HAYWARD. Yes. We passed up the opportunity to make
additional profits.

Mr. PECORA. Have you the data before -you relating to an issue
of $25,000,000 par value of 30-year gold bonds, dated June 1, 1922,
due June 1, 1952, usually referred to as United States of Brazil
Oentral Railway Electrification loan ?

Mr. HAYWARD. We have it here.
The CHAIRMAN. What rate of interest did they bear ?
Mr. HAYWARD. Seven percent. By that time the cost of money

liad gone down a little bit.
If I might, Mr. Pecora, make a short remark: As I said yester-

day, I have still great confidence in the eventual ability and willing-
ness of all of these Latin American republics to meet their obliga-
tions. We have found that when the point of default was coming
they have held out and maintained their payments here on their
foreign debt at times when even their school teachers and policemen
were going without their salaries. The defaults are in no instance
that we have here in any sense attributable to a disregard of the
moral fiber and the sanctity of their obligations. These countries
look to the United States as they would to a big brother. I feel that
we should rather exert our energies toward helping them rather
than to criticize them when they are in difficult circumstances. A
•country like Brazil, for example, has always been a very loyal and
fast friend of the United States. They have modeled their consti-
tution after ours. They joined the great war because we joined it.
They resigned from the League of Nations because we were not a
member. Even back as far as the Centennial Exposition in Phila-
delphia, the old Emperor of Brazil, Dom Pedro, was the only head
of a foreign state who came here personally to assist in the opening
ceremonies, and he was brought here as a guest of the Nation on a
United States battleship.

These are merely occasional illustrations of a devotion, I might
say, to the United States.
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Speaking of more practical matters, and that is our trade, we are
trying now to launch our recovery campaign just as these countries*
have launched their own some time past, because the depression hit;
them before ours hit us. During this period we have now under
review, namely, from 1920 to 1929, roughly speaking, these Latin*
American entities borrowed in the United States approximately
$2,000,000,000 in the form of issues of public securities, and during
that same period our figures show that we sold them over $4,100,-
000,000 worth of goods. I do not like to stress our friendship
purely on commercial grounds. We have other ties that .should bindi
us; and it is important, it seems to me, that if our campaigns are
to be successful and we are going to resume our industries and get
our unemployed men and women off the streets, we have got to find,
markets. I know there are those who believe sincerely that we should,
never again lend another dollar to foreign countries. If that is
eventually the desire and the best opinion of the United States, I am.
quite satisfied to close up my branch of this business and go into
something else; but I cannot believe that is so. I cannot conceive of
this country going on and not assuming the position of financial,
leadership which was thrust on us, you might say, after the war. And
in order to do that we have got to maintain the friendly ties that we*
have built up during all this period-

Mr. PECORA. Those are interesting observations, as far as I am
concerned, and I am only wondering how far the fact that the bankers*
who underwrote these issues and paid them 90 for 8 percent bonds
might have contributed to their economic distress.

Mr. HAYWARD. I cannot see any connection.
Mr. PECORA. The bank paid 90 for these bonds and sold them to

the American public at 97% a n ( i 98%. Do you think the bankers
were requiting these ties of friendship that Brazil has for us by
taking over this issue at 90, an 8 percent issue

Mr. HAYWARD. That difference represents
Mr. PECORA (continuing). That virtually places the Brazilian Gov-

ernment under the obligation of paying approximately 9 percent;-,
and it would have been better, perhaps, if the American bankers had
been a little more considerate of those ties of friendship.

Mr. HAYWARD. That was the normal cost of distributing securities..
Mr. PECORA. Seven and a half to eight and a half percent?
Mr. HAYWARD. Yes.
Mr. PECORA. YOU know that in 1922 your firm took over another

Brazilian issue, this Central Railway electrification issue, at 91, and
that was only a 7 percent issue, and you sold it to the American;
public at 96%. It would seem there must have been a very consid-
erable variation within 1 year's time in this cost of distribution of
bonds.

Mr. HAYWARD. That was a year later, though.
Mr. PECORA. I said, a year later.
Mr. HAYWARD. The cost of money had gone down. This was no>

longer the first issue of Brazil. I t was more familiar and it was
easier for the dealers to handle the situation.

Senator COITZENS. These latter ones were not issues of the Govern-
ment of Brazil, were they?

Mr. HAYWARD. Oh, yes; just the same, a general obligation.
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Mr. PECORA. Those are fine patriotic sentiments, but perhaps it
is a little late to express them.

The CHAIRMAN. I feel quite in accord with your remarks, Mr.
Hayward, but of course Brazil did not take her position in the war
on account of the position that the United States took. Portugal
was against the German movement, and Brazil was controlled largely
by Portuguese sentiment.

Mr. HAYWARD. It is 'very heavily Portuguese in sentiment, Sena-
tor5 certainly. That was undoubtedly a phase of it.

The CHAIRMAN. But aside from that, and speaking with reference
to these securities, Latin American securities floated in the American
market at something like 2 billion dollars. Is it not a fact that
about 66 percent of those securities are in default or partial default ?

Mr. HAYWARD. I should have thought it was larger than that,
Senator. Speaking very generally, I think the Argentine National
Government and the city of Buenos Aires and the Government of
Uraguay and the city of Sao Paulo coffee loan are about the only
ones paying in full. It is a situation that has spread over the
whole continent.

Senator COUZENS. This investigation is not to criticize Brazil, but
to disclose the activities of investment bankers.

Mr. PECORA. The observation I made is really one of sympathy
for Brazil, that they only received 90 for bonds which were sold
here at 98%.

Now we will turn our attention, if you will, Mr. Hayward, to the
facts with regard to this United States of Brazil Central Eailway
Electrification loan of $25,000,000, of June 1922. Have you got the
records and data before you?

Mr. HAYWARD. Yes, sir.
Mr. PECORA. When were the negotiations between your firm and

the Brazilian Government concluded for this $25,000,000 so-called
" Central Eailway Electrification " loan ?

Mr. HAYWARD. When were they concluded?
Mr. PECORA. Yes, sir.
Mr. HAYWARD. The option from the Government is dated the 1st

of June 1922. The public offering was the 5th of June 1922.
Mr. PECORA. What is the current market quotation for these bonds ?
Mr. HAYWARD. I should say, roughly, 27. I have not looked it

up this morning.
Mr. PECORA. At what price were those bonds acquired by Dillon,

Eead & Co. from the Brazilian Government?
Mr. HAYWARD. Ninety-one.
Mr. PECORA. At what price were they sold by Dillon, Eead & Co.

and its associates to the American public at that time ?
Mr. HAYWARD. They were sold at 96%, to net 7.30 percent.
Mr. PECORA. When was the offering made to the public?
Mr. HAYWARD. June 5, 1922.
Mr. PECORA. What was the total gross profit to Dillon, Eead & Co.

from this flotation ?
Mr. HAYWARD. Mr. Pecora, the gross profit was $381,284.74.
Mr. PECORA. Well, that is a combination of the profits consisting

of $218,784.74, which directly went to Dillon, Eead & Co. as a sepa-
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rate entity, and $162,500 which went to the Eastern Trust Co. as a
separate entity.

Mr. HAYWARD. That is an inclusive figure.
Mr. PECORA. Yes. And you still recognize that the Eastern Trust

Co. was a wholly owned company of Dillon, Eead & Co. ?
Mr. HAYWARD. It was—at this time I said, and was still the same.
Mr. PECORA. YOU mean by " at this time " at the time of the flota-

tion?
Mr. HAYWARD. Yes, sir.
Mr. PECORA. What was the total profit to the originating group

and all the other selling syndicates in this issue ?
Mr. HAYWARD. Let me look that up.
Senator COTJZENS. Mr. Pecora, has he told us yet 'what was the

reason for organizing the Eastern Trust Co. ?
Mr. PECORA. He said he did not know.
Mr. HAYWARD. I do not know in detail.
Mr. PECORA. That is as I understood your answer.
Mr. HAYWARD. The total profit is, or the Price, Waterhouse figures

are $1,038,998.62 gross.
Mr. PECORA. Isn't that gross after expenses, after the originating

expenses have been paid?
Mr. HAYWARD. It includes certain expenses.
Mr. PECORA. Isn't it virtually gross after all expenses have been

paid in connection with not only the originating group but the pur-
chasing and selling groups?

Mr. HAYWARD. NO. I do not know just what the bookkeeping
practice on that is, but certain items are included. Of course, this
does not include any of Dillon, Read & Co.'s normal expenses
annually.

Mr. PECORA. By those " normal expenses " do you mean overhead ?
Mr. HAYWARD. Yes; overhead, taxes, and things of that sort.
Mr. PECORA. Did you handle the negotiations of Dillon, Eead &

Co. in connection with this loan, in behalf of Dillon, Read & Co.?
Mr. HAYWARD. Yes; I did.
Mr. PECORA. And what were the purposes to which the proceeds

of the loan were to be applied as you were informed when you nego-
tiated for the loan?

Mr. HAYWARD. Dr. Epitacio Pessoa, who was still President,
wanted to make this loan for the particular purpose of the general
improvement and extension of Centrale Railway, including the elec-
trification of the suburban section running out from the city of Rio.
The Centrale Railway is not a stock corporation. I t is the property
of the Brazilian Government, and is managed, as I understand,
under the Department of Transportation, or the Minister of Trans-
portation. It is entirely owned by the National Government, and
it has been built up since 1852 I think.

Senator COUZENS. Were the revenues of the railroad assigned for
the benefit of the bondholders?

Mr. HAYWARD. The specific security mentioned for the loan is a
charge on the gross receipts of the railway.

Senator COUZENS. And are they in default?
Mr. HAYWARD. I t is in the same situation as the other Government

loans. I t is on a parity with all other Brazilian Government issues.
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Senator COUZENS. In other words, the receipts of the railway-
company are being deposited for the benefit of the bondholders, but
they are not in a position to be transferred, is that right?

Mr. HAYWARD. Well, under the funding plan the money is being
deposited. I won't say that the receipts are being deposited. They
make deposits on this loan the same as on the 8-percent loan and all
others. It is included in the funding plan, of course.

Mr. PECORA. I show you a photostatic reproduction of what pur-
ports to be an advertisement of the offering of these bonds to the
public. Will you look at it and tell us if it is a true and correct copy
of such advertisement as published in the New York Times on or
about June 25, 1922?

Mr. HAYWARD. That is correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be received and the committee reporter

will make it a part of the record.
(A photostatic reproduction of an advertisement offering the bonds

to the public is to be made a part of the record, and is marked " Com-
mittee Exhibit No. 31, Oct. 12, 1933 ", see p. 2036.)

Mr. PECORA. Mr. Hayward, I show you what purports to be a
photostatic reproduction of a circular. Will you please look at it
and tell us if it is a true and correct copy of the circular or prospectus
issued by your firm and its associates and the selling syndicate in
connection with this bond issue?

Mr. HAYWARD. That is correct.
Mr. PECORA. I offer it in evidence and ask that it may be spread

on the record of the subcommittee's hearings.
The CHAIRMAN. Let it be received, and the committee reporter will

make it a part of the proceedings.
(A photostatic reproduction of a circular or prospectus was marked

" Committee Exhibit No. 32, Oct. 12, 1933 ", see p. 2037.)
Mr. PECORA. NOW, committee exhibit no. 31, which is the advertise-

ment, states that the purpose of the issue is as follows:
The proceeds of the loan are to be used to provide for the electrification of

the suburban division of the railway, which is owned by the Government of
Brazil and is without bonded debt.

But I notice the purpose of the issue recited in the circular or
prospectus, which has been marked " Committee Exhibit No. 32,
October 12, 1933 ", is stated to be as follows :

The proceeds of the loan are to be used in part to provide for the electrifica-
tion of the suburban division of the railway, which is owned by the Government
of Brazil and is without bonded debt.

Now, there is apparently a conflict in those two statements. Which
of the two is correct?

Mr. HAYWARD. I think they are both correct. I see no conflict
there.

Mr. PECORA. Well, in the advertisement the statement is that " the
proceeds of the loan are to be used to provide for the electrification
of the suburban division of the railway ", and in the prospectus it
says: " The proceeds of the loan are to be used in part to provide
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for the electrification of the suburban division of the railway.'5
Isn't there a difference there?

Mr. HAYWARD. NO. I see no difference, Mr. Pecora.
Mr. PECORA. Well, where you state in one place, in the advertise-

ment, that all the proceeds are to be used for——
Mr. HAYWARD (interposing). But it does not say that.
Mr. PECORA. Well, it says the proceeds are to be used for the elec-

trification. Isn't that synonymous with a statement that all the
proceeds are to be so used ?

Mr. HAYWARD. NO. I do not take it that way.
Mr. PECORA. YOU recognize no difference at all between the two

statements, one of which says that the proceeds are to be used for
the electrification of the railway, and the other of which says that
the proceeds are to be used in part for the electrification of the
railway ?

Mr. HAYWARD. The advertisement says that this loan is to provide
for the electrification of the suburban division. That was a part of
the purpose of this issue. There has been a great deal of confusion
on this point, and

Mr. PECORA (interposing). Well, I should think so.
Mr. HAYWARD. We were heard on it last year before the Johnson

committee, and if you will permit me to review the process that it
went through with the Brazilian Government it will throw some
light on it. When I was in Brazil

Mr. PECORA (interposing). I do not think you need to go back to
that. Tell us why in the newspaper advertisement the statement
of the purpose of the issue is that the proceeds of the loan are to
be used for the electification of the suburban railway, whereas in
the circular or prospectus the statement is that the proceeds of the
loan are to be used in part for the electrification of the suburban
railway.

Mr. HAYWARD. Well, they are both correct. I have no idea now,
after 12 years, why the phrasing of the words was different. Both
mean the same thing to me.

Senator COUZENS. Well, they do not mean the same thing to the
public, do they?

Mr. HAYWARD. I do not know why they should not.
Senator COUZENS. Well, why quibble about words? Certainly

the words " in part" do not mean what the other one says.
Mr. HAYWARD. The other one does not say exclusively.
Mr. PECORA. Well, there is no indication of anything different at

all. It just says " the proceeds " which connotes the entire proceeds,
doesn't it?

Mr. HAYWARD. Not necessarily. It says the proceeds are to pro-
vide for the electrification. Among other things it did provide for
the electrification.

Mr. PECORA. AS a matter of fact how much was actually needed
or estimated to be needed, at the time this loan was negotiated, for
the electrification of the suburban railway?

Mr. HAYWARD. That was what I was going to tell you.
Mr. PECORA. GO ahead.
Mr. HAYWARD. In 1922 I discussed with Dr. Epitacio Pessoa the

question of the general improvement of the Centrale Railway, in-
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eluding the electrification of the suburban division. He told me
at that time that he was not quite ready to go into the matter
definitely, but that he hoped before the end of his term of office,
which occurred in November of 1922, that he could push forward his
plans to such a point that it might be begun. The suburban sec-
tion of the Centrale Eailway at the present time is terribly con-
gested. There are, I believe, something like 14 parallel tracks run-
ning in and out of the mam station at Bio.

During business hours it is very crowded. The Government for
several years before this time as I understand had made studies
of this project, and even at that time a considerable amount of money
had been disbursed by the Treasury to pay for these preliminary
electrification plans. I told the President at that time that in prin-
ciple it sounded interesting to us, that superficially it would seem
to me that such a project was sound, and that if later on he would
like to go into the thing more definitely I should be very glad to
come back to Brazil if he would let me know when he was ready
to take it up. As a result of those conversations I received a cable
from the President some time in 1922. I went down to Rio, and
after being there some time we began a study of the situation.
I found then that the Government had called for tenders for the
actual electrical part of the equipment, and that

Mr. PECORA (interposing). When did you find that out?
Mr. HAYWARD. When I was there in 1922, a few months before this

loan. They had called for tenders for this electrification work.
Bids had been submitted by, as 1 remember, five companies, the
General Electric Co., the Westinghouse Co., the English Electric
Co., and another English company, and a Swiss company. In order
for a study to be made and an examination of the tenders the railroad
administration had appointed a commission of its executives to exam-
ine them. They were extremely voluminous. I went over the mass
of the tender of the General Electric Co., and I might say that
they covered eight volumes of the size of almost running from
that end of the table here, blue prints, and so forth

Mr. PECORA (interposing). I think you are now giving us details
that are entirely unnecessary.

Mr. HAYWARD. Then I will try to cut it short.
Mr. PECORA. Can't you confine yourself to the question I pro-

pounded to you, which, in substance, was: How much money were
you told in the course of the negotiations for this loan, would be
required for the electrification of the suburban division of this
railway ?

Mr. HAYWARD. For the actual electrical part which was to be
covered by those tenders, approximately $8,000,000. The rest of
this loan was for the general improvement of the railroad.

Mr. PECORA. What do you mean by " the general improvement of
the railroad "? Do you mean purchase of equipment?

Mr. HAYWARD. Purchase of equipment, locomotives, cars, extension
of lines, and the general requirements of the Ministry of Transporta-
tion.

Mr. PECORA. Well, if approximately figured, $17,000,000 of the
proceeds of the loan were to be used in the purchase or replacement
of equipment, and only $8,000,000 was to be used in the electrification.
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which is in the nature^ of more permanent railway improvement^
why didn't you tell that to the investing public in your advertise-
ment and circular?

Mr. HAYWARD. Well, when
Mr. PECORA (continuing). Why confine yourself to the statement

in the advertisement that the proceeds of the loan were to be used
for the electrification, and in the circular that the proceeds of the
loan were to be used in part for such electrification, omitting in both
statements any mention of the fact that the major part of the pro-
ceeds of the loan were to be used for general expenses of the
railroad ?

Mr. HAYWARD. Well, I don't know of any particular reason, Mr.
Pecora, that the Brazilian Government might have had. They
wanted to designate this loan in some way, and this project of
electrification was-

Mr. PECORA (interposing). The representatives of the Brazilian
Government did not prepare this advertisement, did they ?

Mr. HAYWARD. Certainly.
Mr. PECORA. They did?
Mr. HAYWARD. Well, they didn't write it textually, but it was all

based on their requests and information and the desires that they
expressed.

Mr. PECORA. DO you mean that you consult the desires of the
issuing government in these cases with regard to the statements to
be embodied in the circular offering the bonds to the public, as to
what the purposes of the loan are?

Mr. HAYWTARD. Well, the normal procedure in preparing a circular
for a government issue is to request from the government all informa-
tion that is necessary as a basis for the statement.

Mr. PECORA. And then the banker causes the advertisement or
prospectus to be prepared based upon such information as he may
receive; is that right ?

Mr. HAYWARD. Well, that is correct. Obviously it has to be done
by someone. You could not leave the writing of a prospectus for
the American public to the financial minister of a foreign country.

Mr. PECORA. But obviously the agency that was responsible for the
text of the circular and the advertisement, knew at the time this ad-
vertisement and this circular were issued and published that the
major part of the proceeds of the loan were to be used for purposes
other than the electrification of the suburban railway.

Mr. HAYWARD. Well, if it was
Mr. PECORA (interposing). And if you knew that, and you have

just admitted that that is what you knew and learned in connection
with the negotiations leading up to the making of the loan, why
didn't you embody that information in your circular and advertise-
ment?

Mr. HAYWARD. I t was all tied up with this one railroad. ,
Mr. PECORA. Well, it is one thing to tell the public that a part of

this money is to be used for purposes in the nature of permanent
railroad improvement, and another thing to tell them that the major
part is to be used in the purchase of supplies or equipment or
what not in connection with the railroad.

Mr. HAYWARD. I should say that the electrification was by far the
largest single item of the program. It was the most interesting one.
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I t was the one which they wished to identify with this loan, and
therefore they chose to feature it.

Mr. PECORA. Well, only about one third of the proceeds of the loan
were to be applied to that purpose.

Mr. HAYWARD. Yes; but it was the largest single purpose. As a
matter of fact electrification did not mean simply the putting up of
electric wires, or the installing of motors. A great amount of money
has been spent by the Government, probably a part of it out of the
proceeds of this loan, to prepare the location for the electrification.
In other words, they have built stone walls from the Centrale Sta-
tion in Rio out to the end of the line which is to be electrified.
They have also built bridges, and

Mr. PECORA. Those details being things that you knew, will you
tell this subcommittee why the circular and the advertisement stated
what they did state with respect to the purposes to which the pro-
ceeds of the loan were to be applied ?

Mr. HAYWARD. Well, this was a Government circular. It expressed
the general intent. I t brought out

Mr. PECORA (interposing). Is it a Government circular?
Mr. HAYWARD. Certainly. It was signed by the Government's

representative.
Mr. PECORA. And whom do you mean ?
Mr. HAYWARD. Their representative in the United States desig-

nated for the purpose.
Mr. PECORA. Where do you see the signature on the circular that

was issued to the public ?
Mr. HAYWARD. Have you the photostatic copy there ?
Mr. PECORA. Yes.
Mr. HAYWARD. Your examiners have a copy on which appears

the name of the Consul General in New York, who signed the con-
tract as their representative.

Mr. PECORA. But that is not the one that was issued to the
public.

Mr. HAYWARD. It is the same thing, word for word.
Mr. PECORA. The signature of the Brazilian Government represen-

tative is not attached to the circular that you issued to the public.
Mr. HAYWARD. Oh, no. But it is on the original. That is the

common practice, to have the circular signed by an official.
Mr. PECORA. But the signature of the Brazilian Government's offi-

cial Representative does not appear here.
Mr. HAYWARD. Not on the printed copy, but as I said, on the

original.
Mr. PECORA. Did the Brazilian Government's official representative

also approve the copy or proofs for the advertisement published in
the newspaper?

Mr. HAYWARD. Well, I presume so. Usually those things are done
at the same time.

Mr. PECORA. NOW, as a matter of fact̂  when was this electrifica-
tion/work to be done?

Mr. HAYWARD. I got to the summer of 1922 when these bids were
being examined. I t was anticipated at that time that the contract
would be let immediately, and after prolonged studies this commis-
sion handed down its decision and recommendation to the Minister
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of Transportation to the effect that the offer of the General Electric
Co. was the most favorable one and should be accepted.

That aroused considerable opposition on the part of the other com-
panies who had made offers, and the thing became rather confused.
I believe that there were various threats of litigation on the part of
some of the disappointed competitors, and the net result of the
whole thing was that November came around, President Epitacio
Pessoa's term of office ended, and the electrification contract was not
signed at that time.

Mr. PECORA. When was it signed?
Mr. HAYWARD. I t has not been signed yet. At the present time

the Government has a call out for tenders.
Mr. PECORA. The loan was made in 1928 for the electrification of

the road, either in whole or in part, was it not?
Mr. HAYWARD. That is correct.
Mr. PECORA. And no part of the proceeds of this loan has been

used for such electrification up to the present minute?
Mr. HAYWARD. NO: that is very far from being; the case, Mr.

T» 5 J to 5

Pecora.
Mr. PECORA. What is that?
Mr, HAYWARD. SO far as I know that is not the case at all.
Mr. PECORA. YOU said no contract had as yet been let for the

electrification ?
Mr. HAYWARD. Yes; but I think I brought out a few moments ago

the point that there is a great deal to electrification other than the
wires and the electric material. The' Government has, according to
their statements, since that time spent a great deal of money. I
would not attempt to say how much. This particular President of
Brazil has publicly estimated that almost the equivalent of this
amount of the loan has been spent in the preliminary preparations.
That included the rebuilding of stations out in this suburban section,
the construction of concrete overhead passages, and the pillars on
which the electrification wires are eventually to be placed. In other
words, everything is ready

Mr. PECORA (interposing). Has any electrification contract been
let as yet ?

Mr. HAYWARD. I just said that there had not, Mr. Pecora.
Senator COUZENS. Has all this money been consumed?
Mr. HAYWARD. I presume so, Senator; yes.
Mr. PECORA. DO you know how much of it was utilized for any

railroad purposes at all ?
Mr. HAYWARD. I could not tell you of my own knowledge, but

the President of Brazil, who negotiated the loan, I believe, has
stated since that all of the proceeds were used for the railroad
improvement.

Mr. PECORA. Without electrifying it?
Mr. HAYWARD. Well, including something for thesa preliminary

preparations.
Mr. PECORA. But without actually electrifying it?
Mr. HAYWARD. The electric system is not working today; no.
Mr. PECORA. And no contract for it has even been let?
Mr. HAYWARD. NO. The Government has several times since then

called for bids, and they are now, I believe, discussing it.
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Mr. PEOORA. When did you get those advices from the President
of Brazil?

Mr. HAYWAED. Which advices, Mr. Pecora?
Mr. PECORA. TO the effect that practically all of the money had

been spent for railway purposes.
Mr. HAYWARD. That is stated in a book which the President

wrote back in 1925, reviewing the general history of his term of
office, all questions connected with Brazil.

The CHAIRMAN. Where is this railroad located ?
Mr. HAYWARD. The book is printed in Portuguese. It was shown

to Mr. Ross, but he naturally did not have time to read it.
I beg your pardon, Senator?
The CHAIRMAN. Where is this railroad located—Centro?
Mr. HAYWARD. Senator, it goes from Rio to Sao Paulo. That is

the main branch. It goes from Rio de Janeiro to Minas Geraes.
That is another branch. It covers all that section of the country
outside of Rio, but not across the river. You recall where the
English line, the Leopoldina, runs. That is a private company.
The Centrale is the largest railroad system in Brazil.

The CHAIRMAN. Can you give the mileage ?
Mr. HAYWARD. The mileage, I think, Senator, is in that circular.

Fifteen hundred miles at that time, and they extend it some every
year.

Mr. PECORA. DO you know how much if any of these moneys has
been spent in the United States in connection with this railroad
improvement ?

Mr. HAYWARD. Quite a considerable sum, Mr. Pecora.
Mr. PECORA. HOW much?
Mr. HAYWARD. I couldn't tell you in dollars. The entire equip-

ment of this railroad is American standard equipment, so that any-
thing they purchase in the way of locomotives and cars and that sort
are bought in the United States.

Mr. PECORA. DO you know how much has been expended for that;
did you ever learn ?

Mr. HAYWARD. Oh, I should say roughly several million dollars,
but I don't know exactly how much.

Mr. PECORA. That is a rather loose term, u several million."
Mr. HAYWARD. I would not want to exaggerate one way or the

other.
Mr. PECORA. I t is too vague.
The CHAIRMAN. The Government owns and operates the railroad,

does it ?
Mr. HAYWARD. Yes, sir.
Mr. PECORA. The railroad has been operated at a loss, hasn't it,

during a greater part of its existence ?
Mr. HAYWARD. Oh, it has a loss every year, operating loss, yes.

That is common with government-owned railroads.
I would like to add that this loan is essentially made on the full

faith and credit of the Brazilian Government, irrespective of the
purpose of issue. It has always ranked on the same basis with the
Government's other debt. There has never been any distinction be-
tween this loan and the 8 percent loan or the 6y2 percent loan. I
have followed this situation year in and year out since this loan was
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made, and I hesitate very much to have anything said here which
would remain as a reflection on the sincere intention of the Brazilian
Government to go through with this project. We know in our own
country the number of years that it takes to complete Federal enter-
prises such as Boulder Dam and Muscle Shoals. It seems to me this
is precisely in the same situation.

Senator COTJZENS. But this money is all gone.
Mr. HAYWARD. Your examiners saw some place in our files last

January where we made certain representations to the Government
in regard to tenders which they had called for at that time, and
since that time and now tenders have been asked for again, and they
are at present negotiating with a concern and attempting to find
some way to go ahead with it. I haven't the slightest question that at
the earliest possible moment this job will be completed. Meantime
you have a situation where the basis for the electrification work is
ready to be completed at any time..

Senator COTJZENS. Where are they going to get the money from to
go ahead with that work if they would let the contract ?

Mr. HAYWARD. Well, the Brazilian Government has a large annual
revenue. They can take care of that.

Senator COUZENS. YOU mean they would not use this revenue that
was set apart for that purpose but would use current income?

Mr. HAYWARD. Yes; surely.
Mr. PECORA. The Brazilian Government also has large items of

expenditure which have consumed the revenues there, hasn't it?
Mr. HAYWARD. Whether or not they have reported a surplus in

recent years; I believe most of us today are suffering from deficit in
one form or another.

Mr. PECORA. When was the loan agreement covering this issue
entered into actually ?

Mr. HAYWARD. About the 29th of June.
Mr. PECORA. And the contract was dated as of May 31,1922 ?
Mr. HAYWARD. That is correct. The same idea as the others.
Mr. PECORA. And also in this case, as in the other issues respecting

which you have been examined, the participating syndicates and the
selling syndicates had been formed before the contract was actually
executed ?

Mr. HAYWARD. Yes. We had an option in the same way as the
other cases.

Mr. PECORA. IS this a true and correct copy of the loan contract
in connection with this issue?

Mr. HAYWARD. Yes; that is correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and entered on the record.
(Loan contract dated May 31, 1922, was thereupon designated

" Committee Exhibit 33, Oct. 12, 1933", see p. 2038.)
Mr. PECORA. Under the terms of this contract a permanent de-

posit account of $500,000 was required to be maintained with the
bankers by the Government?

Mr. HAYWARD. That is correct.
Mr. PECORA. Was that done?
Mr. HAYWARD. Yes.
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Mr. PECORA. And what was done with that permanent deposit
account ?

Mr. HAYWARD. It had the same history as the others, roughly, I
mean it was eventually drawn on.

Mr. PECORA. I mean as applied particularly to this issue.
Mr. HAYWARD. I t was drawn on to the extent of $392,052.50 on

May 1, 1931, to make up an amount sufficient to cover interest due at
that time, June 1.

Mr. PECORA. The interest was due June 1?
Mr. HAYWARD. Yes.
Mr. PECORA. And the withdrawal was not made up by a subse-

quent deposit, was it?
Mr. HAYWARD. Not by subsequent deposits by Brazil.
Mr. PECORA. SO that the provisions of the contract with regard

to the maintenance of this permanent deposit account of $500,000
has not been lived up to ?

Mr. HAYWARD. At the present time that account is in arrears.
Senator COUZENS. HOW can it get into arrears if it is a per-

manent account? How can a thing be permanent when it is torn
down and built up again? I don't understand those terms.

Mr. HAYWARD. Well, " permanent", Senator, is a bookkeeping
term. I thought I discussed yesterday this was a cushion to be used
in case of an emergency. The emergency arose and some of that
was used. Now, eventually the Brazilian Government will restore
that to the full amount.

Senator COUZENS. What is the meaning of " eventually " ?
Mr. HAYWARD. At some time in the future, I presume.
Senator COUZENS. And yet the contract sa}̂ s it is a " permanent

account", and yet it is dissipated and used and built up " eventu-
ally ", which means " some time in the future."

Mr. HAYWARD. Senator, I should not call it dissipating it when
you pay it to the bondholders in the interest.

Senator COUZENS. Well, the interest is supposed to be paid out-
side of the $500,000.

Mr. HAYWARD. That is true, but that was the purpose of this
account to help them out in the case of emergency. Otherwise it
would not have been in there at all.

Senator COUZENS. Why do you call it permanent when it is not
permanent ?

Mr. HAYWARD. Well, you can call it anything. That does not
mean anything.

Mr. PECORA. Call it anything except what it is.
Mr. HAYWARD. Call it "$500,000.
Mr. PECORA. IS it not more than a bookkeeping term in this case?

Doesn't the contract itself refer to it as a " permanent deposit
account" ?

Mr. HAYWARD. Section 2 of the supplemental agreement reads:
The obligor covenants that it will create and at all times while any of the

bonds shall be outstanding maintain with the bankers a deposit of not less than
$500,000.

There is no word " permanent" there. That is a bookkeeping
term.
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Mr. PECORA. Well, it says " maintain at ail times while any of
these bonds are outstanding a deposit of not less than $500,000."

Mr. HAYWARD. I agree with you. The intent is to have it there
permanently, certainly.

Mr. PECORA. NOW, when did the first default occur on this issue?
Mr. HAYWARD. The same date as the 8-percent issue, December 1,

1931.
Mr. PECORA. Was there not practically a default, if not technically

a default, when nearly $400,000 was withdrawn from this $500,000
account and applied to the meeting of the interest obligations that
fell due on June 1, 1931, and the account was not replenished and
brought up to the sum of $500,000?

Mr. HAYWARD. I don't think it is of great importance, but it seems
to me that that was not, because that was the Government's money.
I t just happened to be in New York instead of being remitted from
Brazil. We did not lend it to the Government.

Mr. PECORA. I t was the Government's money which provided, as
you call it, a cushion ?

Mr. HAYWARD. Yes.
Mr. PECORA. For the protection of the bondholders, and which

its contract provided it always was to maintain that sum of $500,000.
Now, when the sum of $390,000 odd was withdrawn from this de-
posit account on May 1, 1931, to meet the interest charges that fell
due on June 1, 1931, and that withdrawal was not replaced, wasn't
there a practical default then by the failure to bring that deposit
account up to the amount of $500,000?

Mr. HAYWARD. Why, Mr. Pecora, I should say there certainly
was a default so far as the fund is concerned, but not a default on
the bonds.

Mr. PECORA. Well, there was a default in the performance of the
obligations imposed by the loan agreement on the Government, was
there not ?

Mr. HAYWARD. Why, certainly there was a default under the terms
of the supplemental agreement.

Mr. PECORA. NOW, did your firm cause to be released a press an-
nouncement on or about that time with respect to the situation then
existing ?

Mr. HAYWARD. Oh, no; Mr. Pecora. We could not announce that
the Brazilian Government

Mr. PECORA (interposing). Not a press announcement. Didn't it
make an announcement to the Government?

Mr. HAYWARD. Oh, that is different—an announcement to the
Brazilian Government.

Mr. PECORA. I refer you to a cable that your firm sent on May 2,
1931, to the Brazilian Minister of Finance in which, among other
things, you said: "We released yesterday announcement funds in
hand for sevens and eights June 1 payment, which had decided effect
on strenthening Brazilian bonds and general confidence in your
situation." Did you send such a cable?

Mr. HAYWARD. Yes; that is correct.
Mr. PECORA. NOW, what was the announcement referred to in this

part of the cable that you said you had released? Was it an an-
nouncement to the public?
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Mr. HAYWARD. Well, I don't know, but I presume it was the
usual announcement that is made that interest would be paid on a
certain date. I t indicates to the public that the funds are in New
York and are available.

Mr. PECORA. Was it an announcement to the public ?
Mr. HAYWARD. I don't know, but it would seem so.
Senator COUZENS. Have you a copy of that announcement?
Mr. HAYWARD. NO; I have not, Senator. I don't remember ever

having read it.
Senator COUZENS. Have you a copy of that announcement, Mr.

Pecora ?
Mr. PECORA. NO, sir. Our only knowledge of the making of such

an announcement is derived from this part of the particular cable.
Mr. HAYWARD. It is common practice at the bottom of the financial

pages to have small print to that effect.
Mr. PECORA. Wasn't there a press announcement to the effect that

is set forth in this cable?
Mr. HAYWARD. Well, I don't know anything more than this cable.

That is probably what it was. That does not necessarily mean a
paid advertisement, Mr. Pecora. It might be just a note given to
the reporters.

Mr. PECORA. A news item.
Mr. HAYWARD. Yes.
Senator COUZENS. What does the cable say with respect to the

announcement ?
Mr. PECORA (reading) :
We released yesterday announcement funds in hand for 7's and 8's June 1

payments which had decided effect in strengthening Brazilian bonds arid general
confidence in your situation.

Senator COUZENS. They knew the contract was in default, and
they issued a statement which boosted the price of the bonds.

Mr. PECORA. I was coming to that.
Mr. HAYWARD. The contract at that time was not in default.
Mr. PECORA. I t might not have been in technical default, but it

was in practical default, was it not?
Mr. HAYWARD. Not at that time. There was an obligation to

replenish that fund.
Mr. PECORA. And that obligation had not been lived up to by the

Government, had it?
Mr. HAYWARD. The fund had nofr been drawn on on that date.
Mr. PECORA. The fund was drawn down May 1, according to your

own records. Nearly four fifths of this fund was drawn down on
May 1, out of this so-called " deposit account" of $500,000.

Mr. HAYWARD. This was one day after that and as I have said the
interest payment date was June 1.

Mr. PECORA. Was it ever replenished or replaced ?
Mr. HAYWARD. AS I said, it is still not completely replenished.
Mr. PECORA. TO what extent has it ever been replenished since

May 1, 1931?
Mr. HAYWARD. I t was replaced by a transfer from other funds,

other accounts on August 12, 1931, to the extent of $213,659.80.
Mr. PECORA. From what other funds was that replacement made

in August?
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Mr. HAYWAKD. I see from this sheet that that was replenished by
an unexpended balance in the sinking-fund account. That was the
money the Government had up here.

Mr. PECORA. That was another account that was provided by the
loan agreement for sinking-fund requirements, was it not ?

Mr. HAYWARD. I presume so; yes.
Mr. PECORA. This $500,000 account was replenished by a with-

drawal of funds from another account which had been specially set
up to provide for sinking-fund requirements.

Mr. HAYWARD. Oh, no. There was that amount left over in
another fund which was not used, or did not need to be used.

Mr. PECORA. But that fund was created to cover sinking-fund
requirements for servicing.

Mr. HAYWARD. Oh, no.
Mr. PECORA. What was it created for ?
Mr. HAYWARD. I will find that for you in a moment. The sinking

fund provided that at a certain period
Mr. PECORA. The unexpended balances would be returned to the

Government.
Mr. HAYWARD. The unexpended balances would be returned to the

Government. Instead of returning it to the Government we kept it
and put it in this fund, thereby restoring it to that extent.

Mr. PECORA. TO the extent of about one half. It brought it up tc
around $230,000, I believe you said.

Mr. HAYWARD. NO.
Mr. PECORA. $312,000?
Mr. HAYWARD. Today the fund was $321,607.30.
Mr. PECORA. Prior to the drawing down of this sum of $392,000

odd on May 1, 1931, to meet the ensuing interest payment, it had
been the practice and the custom for the Brazilian Government to
put you in possession of funds for the purpose of meeting interest
pajmients as they fell due, had it not ?

Mr. HAYWARD. Yes; they would make semiannual remittances.
Mr. PECORA. When they did not make any special remittances of

the funds necessary to meet interest payments falling due on June 1,
1931, did not your firm then know definitely that the Government
was embarrassed with regard to meeting its requirements under the
loan agreement?

Mr. HAYWARD. I t certainly would evidence a temporary embar-
rassment, Mr. Pecora. It would not warrant us in publicly an-
nouncing that we thought that the Government was going to de-
fault on June 1.

Mr. PECORA. I infer, from the language embodied in your cable
to the Brazilian Minister of Finance, dated May 2, 1931, that on
May 1, 1931, your firm made some kind of a public announcement
covering these bonds.

Mr. HAYWARD. AS I say, I have never seen any such announce
ment. The cable certainly looks as though that regular announce-
ment wan made, that the interest would be paid, so the bondholders
would know whether or not to send in their coupons,

Mr. PECORA. IS it not probable that that announcement was
couched in terms that led the public to believe that the interest pay-
ments were being made in due course by funds specially remitted to
you by the Brazilian Government for such purpose ?
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Mr. HAYWARD. I would not think so; no. I do not know, Mr.
Pecora. I have never seen that announcement.

Mr. PECORA. Let us see if a letter which your firm sent to the
Consul General of Brazil under date of November 9, 1931, throws
any light on that. Will you turn to your copy of such letter?

Mr. HAYWARD. May I read it?
Mr. PECORA. YOU do not have to read the entire letter. I will

read the part that I think bears on the situation. You can follow
me with your copy. The part I want to read is as follows [reading] :

As you were and are undoubtedly aware, the loan contracts are a matter of
public record and are open to inspection by any holders of Brazilian Govern-
ment bonds. Should the holders of such bonds

Mr. HAYWARD. Mr. Pecora, pardon me. Could you tell me which
paragraph of the letter you are reading from? I do not find it in
our photostatic copy.

Mr. PECORA. I am reading from the second paragraph of the second
page, the fourth line of the second paragraph.

Mr. HAYWARD. Eight.
Mr. PECORA. I will continue my reading [reading] :
As you are undoubtedly aware, the loan contracts are a matter of public

record and are open to inspection by any holders of Brazilian Government bonds.
Should the holders of such bonds shortly form protective committees, we have
no doubt that the attorneys for these protective committees will wish to make
complete examination of the situation, inspecting the contracts of the Brazilian
Government covering its loans abroad, end the fact that the Government is in
default also in regard to these important clauses of the contract is bound to
impress them most unfavorably. We were under no obligation to accede to
the request of the Minister of Finance in April that part of these funds should
be used for the payment of interest. No public announcement to the effect that
these funds had been so used was made by us, and the holders of Brazilian
bonds presumed, and still presume, that the payment of interest on that date
was met by funds remitted from Brazil.

Mr. HAYWARD. That is all correct.
Mr. PECORA. Does not that letter throw some light on what the

situation was in May 1931?
Mr. HAYWARD. NO, I do not think it does, Mr. Pecora, because

the letter is dated November 9.
Mr. PECORA. But the letter refers to what happened in April and

May of 1931, does it not?
Mr. HAYWARD. Yes. It correctly describes what took place at

that time.
Mr. PEOORA. And if it correctly describes what took place at that

time, does it not inform us that what took place at that time, among
other things, was this, that the Brazilian Government, prior to this
transaction of May 1931, had remitted funds specially to the bankers
with which to meet interest payments as they fell due on these
bonds, but that that course was not followed by the Brazilian Gov-
ernment in order to enable it to meet the interest payment on these
bonds falling due on June 1, 1931, and in view of that departure,
Dillon, Read & Co., at the request of the Brazilian Minister of
Finance, to which request Dillon, Read & Co. was not bound to
accede, drew down nearly $400,000 from this special fund of $500,000
with which to meet the interest payment of June 1, 1931, and made
a public announcement to the bondholders which gave those bond-
holders a wrong impression as to the actually existing situation?
Is not that what this language from your letter means ?
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Mr. HAYWARD. NO; I do not agree with that at all, not in any
sense.

Mr. PECORA. What does it mean, if it does not mean that?
Senator COUZENS. The letter says that if the bondholders find out,

it will be just too bad.
Mr. PECORA. In substance.
Mr. HAYWARD. It does not say that either, Senator.
Senator COUZENS. It says that in substance. It says the bond-

holders are not aware of what you did in May 1931, and so, there-
fore, the fact that they are not aware indicates clearly that you
were fooling the bondholders by that announcement you made with
respect to the payment of interest.

Mr. HAYWARD. Not at all. This was the Brazilian Government's
money. I t was used for the purpose it was left here for. That is
all there is to the situation.

Senator COUZENS. That letter does not saŷ  so.
Mr. HAYWARD. I am telling you the facts.
Senator COUZENS. I know; but we cannot go beyond the records

for the facts, when you specifically say the bondholders will be sur-
prised and chagrined and annoyed that they have been fooled by
what you did in May 1931.

Mr. HAYWARD. NO, Senator. This letter was an attempt by us to
persuade the Government to restore that fund. That is the whole
purpose of it.

Mr. PECORA. And in that attempt you informed the Government
of the impression, of the erroneous impression, that the bond-
holders had derived concerning the true nature of the situation, as a
result of the announcement, whatever it was, that, according to your
cable of May 2, 1931, you released to the public on May 1, 1931.

Mr. HAYWARD. NO. I can not agree with you, Mr. Pecora. The
money was here just for that exact purpose. I venture to say that
you might have criticized us very severely if we had never put any
&ucn provision in the contract. We cannot be criticized both ways.

Mr. PECORA. What does this mean [reading] ?
As you are undoubtedly aware, the loan contracts are a matter of

public record and are open to inspection by any holders of Brazilian Govern-
ment bonds. Should the holders of such bonds shortly form protective com-
mittees, we have no doubt that the attorneys, for those protective committees
will wish to make complete examination of the situation, inspecting the con-
tracts of the Brazilian Government covering its loans abroad; and the fact
that the Government is in default also in regard to these important clauses
of the contract is bound to impress them most unfavorably. We were under no
obligation to accede to the request of the Minister of Finance in April that
part of these funds should be used for the payment of interest. No public
announcement to the effect that these funds had been so used was made by
us, and the holders of Brazilian bonds presumed, and still presume, that the
payment of interest on that date was met by funds remitted from Brazil.

What is your interpretation of that language in this letter of
November 9, 1931, to the Brazilian consul general?

Mr. HAYWARD. The purpose of the letter is perfectly obvious, it
seems to me, and that was to draw to the attention of the Government
the fact that that fund should be restored so that it could be used
again if it was needed. I t has no other purpose.

Senator COUZENS. That is not what the counsel asked you. Mr.
Pecora asked you what your interpretation was of that particular
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paragraph. What you had in your mind outside of that is not the
question at issue. What is your interpretation of that paragraph?

Mr. HAYWARD. Just what it says, Senator.
Senator COTTZENS. If I understand the English language, I clearly

understand what it means.
Mr. PECORA. I think that is all on this issue.
Mr. HAYWARD. Mr. Pecora, you must appreciate that, if any an-

nouncement of this sort, that the Government was in default, had
been made, it would have hurt nobody more than the bondholders.
That is what we had in mind.

Mr. PECORA. Were their interests served by keeping them in ignor-
ance of the true conditions ?

Mr. HAYWARD. NO ; but there was no default at that time.
Mr. PECORA. YOU say, in November 1931 that there was a default.
Mr. HAYWARD. This was written months later.
Mr. PECORA. Written months later; nevertheless it referred to

what happened in May of 1931, did it not ?
Mr. HAYWARD. I t was only failure to replenish the fund, not de-

fault on the bonds.
Mr. PECORA. YOU call it default in your letter to the Brazilian

consul general. That is the term you yourself used.
Mr. HAYWARD. I t is a question of language. We were trying to

get that fund restored.
Mr? PECORA. " Default " means only " default'!, does it not ?
Mr. HAYWARD. Yes; but you can default on various things. They

defaulted on one thing, and not the other.
The CHAIRMAN. The committee will take a recess until 2 o'clock.
(Whereupon, at 1:05 p.m., Thursday, Oct. 12, 1933, the committee

recessed until 2 p.m.)

AFTERNOON SESSION

The committee reconvened at 2 p.m., Thursday, October 12, 1933.
at the expiration of the noon recess.

The CHAIRMAN. The committee will come to order.

TESTIMONY OF BOBEBT OTIS HAYWABD, A MEMBEB OF THE FIBM
OF DGELLON, BEAD & CO., NEW YOBK CITY (Besumed)

Mr. PECORA. Mr. Hayward, are you familiar with a loan made in
October 1927 to the United States of Brazil of $41,500,000 face value
of B^-percent sinking-fund gold bonds dated October 15, 1927, due
October 15, 1957?

Mr. HAYWARD. Yes. That was half of an international loan; the
other part being issued in London by Messrs. Eothschild, Baring &
Schroeder, the negotiations having been carried on by Eothschild
with the Brazilian Government. We issued the American portion.

Mr. PECORA. The American portion amounted to $41,500,000 par
value ?

Mr. HAYWARD. That is correct.
Mr. PECORA. Was your firm invited to participate in this loan by

N. W. Eothschild & Sons, of London ?
Mr. HAYWARD. Yes. It was along the lines I outlined this morn-

ing of a joint operation.
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Senator ADAMS. Each took a hemisphere ?
Mr. HAYWARD. Yes.
The CHAIRMAN. What was the amount?
Mr. PECORA. $41,500,000 par value. At what price did your firm

acquire those bonds from the Brazilian Government ?
Mr. HAYWARD. Eighty-eight and interest.
Mr. PECORA. These were 6^-percent bonds?
Mr. HAYWARD. Yes, sir; that is right.
Mr. PECORA. At what price were they offered and sold to the

American investing public ?
Mr. HAYWARD. The American portion was offered to the public at

92% and interest, to yield 7.1 percent.
The CHAIRMAN. What is the market price now ?
Mr. HAYWARD. I think 28 or 29.
The CHAIRMAN. They are in default?
Mr. HAYWARD. They are in the same state as all of these other

bonds. That is, the funding plan covers those coupons.
Mr. PECORA. Your participation in this loan was invited some

time in September 1927, was it not?
Mr. HAYWARD. I do not recall'the exact date, Mr. Pecora.
Mr. PECORA. And up to that time your firm had floated issues

aggregating $135,000,000 par value for the United States of Brazil,
had it not ?

Mr. HAYWARD. $145,000,000.
Mr. PECORA. One hundred and forty-five?
Mr. HAYWARD. Yes.
Mr. PECORA. I make it 135.
Mr. HAYWARD. Well, you see, in 1922 we participated in the coffee

loan that I spoke of this morning, which Rothschild brought out,
and we took the equivalent of 2,000,000 pounds for this market. That
added $10,000,000. Those bonds have been paid off.

The CHAIRMAN. Mr. Hayward, do you know whether or not under
the British law the practice in England is for the underwriters of-
fering bonds for sale to set out in their advertisement and prospectus
what they pay for the bonds and what they are asking for them,
showing the spread?

Mr. HAYWARD. My understanding on that point, Senator, is that
it had not been the practice until the passage of the Companies Act
in England governing the sale of securities, along the lines of which
our new law, I believe, is somewhat modeled.

Mr. PECORA. YOU mean the new securities law ?
Mr. HAYWARD. The new securities law. So that at the present

time I understand it is the practice in England. But it has not been
so until recent years.

The CHAIRMAN. DO you remember when that British Companies
Act was passed? I do not recall it.

Mr. HAYWARD. There have been two. I think 1928 was the year.
Mr. PECORA. The British Companies Act, as I recall it, was

originally passed something like 60 years ago.
Mr. HAYWARD. Yes; but this was a revision.
Mr. PECORA. It has undergone some radical revisions; the last

amendments of any consequence having been enacted in 1929 oi*
1928.
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Mr. HAYWARD. 1929. The earlier act I believe did not include that
point.

Mr. PEOORA. At the time that you were invited to participate in
this loan by Rothschild & Sons what was the condition of the Bra-
zilian Government's credit?

Mr. HAYWARD. Oh, I think it was very good. From the point of
view of the price of their bonds, do you mean ?

Mr. PECORA. Yes.
Mr. HAYWARD. I think it was very good.
Mr. PECORA. From the point of view of increasing its indebtedness?
Mr. HAYWARD. I do not quite understand that, Mr. Pecora.
Mr. PECORA. Well, I will demonstrate what I am after by remind-

ing you of a cable that was sent by Dillon, Read & Co. to Rothschild
& Sons of London, under date-of September 12, 1927, relating to this
particular issue. Have you got a copy of that cable here with you?

Mr. HAYWARD. Yes. 1 know what you refer to.
Mr. PECORA. In that cable you state to Rothschild & Sons as

follows:
We greatly appreciate your message on Brazil and are pleased to look

forward to simultaneous issue with yourselves. We feel our present market
suitable for issue of one half of 15,000,000 pounds and will cable you our ideas
and terms after further consideration tomorrow. Concur your views that
some caution is desirable in increasing government's indebtedness, particularly
in view possible increased national needs for stabilization.

Mr. HAYWARD. That is correct.
Mr. PECORA. Who actually represented Dillon, Read & Co. in the

negotiations with the Brazilian Government with respect to this
particular issue in 1927?

Mr. HAYWARD. My recollection is that the negotiations were carried
on primarily by Messrs. Rothschild.

Mr. PECORA. Did not Dillon, Read & Co. have a special representa-
tion down there in the person of Sir Alexander MacKenzie?

Mr. HAYWARD. NO, sir. Alexander MacKenzie had retired and
left at that time. We always have a representative in Brazil. But
to the best of my recollection at the present time the discussions were
primarily in the hands of Rothschild in the initial stages. I am
told, Mr. Pecora, that Sir Alexander MacKenzie was still there.

Mr. PECORA. He was, because he cabled you.
Mr. HAYWARD. Yes; it was shortly after that that he left.
Mr. PECORA. SO that Sir Alexander MacKenzie was your represen-

tative ?
Mr. HAYWARD. Yes; that is right.
Mr. PECORA. And Sir William Lynch represented the Rothschilds

in these negotiations?
Mr. HAYWARD. Sir Harry Lynch is the resident representative in

Brazil, of the Rothschilds.
Mr. PECORA. IS it Sir Harry or Sir William?
Mr. HAYWARD. Sir Harry.
Mr. PECORA. Did your firm receive a cable on or about September

30, 1927, from its representative in Rio de Janeiro, Sir Alexander
MacKenzie, with respect to negotiations that culminated in this issue ?

Mr. HAYWARD. Could you describe that, Mr. Pecora ?
175541—33—PT 4 30
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Mr. PECORA. I will read what I have as a photostatic reproduction
of it. From Sir Alexander MacKenzie, Rio de Janeiro :

Lynch reports that President alarmed moral effect issue price mentioned,
especially in view of Lazard Banco Sao Paulo 6 percent £1,250,000, 91%. He
asks if could issue (H4 percent so as to raise issue price. Lynch has communi-
cated this Rothschild but is sure they will not accept. President talked about
delaying until next year unless they can have better issue price. Personally,
am of the opinion he under the circumstances cannot justify better price and
that hesitation due to fear of criticism. Still believe I should not intervene
unless complete break with Rothschild, in which case once they declare this
you could provoke President to send for me by telegraphing something to
Minister of Finance. Will keep you informed any new developments.

Have you that cable, Mr. Hayward ?
Mr. HAYWARD. Yes. That is correct.
Mr. PECORA. That cable was referred to your personal attention,

was it not?
Mr. HAYWARD. I presume so.
Mr. PECORA. IS there not a notation to that effect on the face of

the cable?
Mr. HAYWARD. Yes; that is right.
Mr. PECORA. Will you be good enough to elaborate to this com-

mittee upon the matters referred to in this cable so tersely, and tell
the committee just what stage the negotiations had reached at the
time this cable was sent, what differences of opinion as to rates
of interest and issue price had arisen, and so forth ?

Mr. HAYWARD. I t is pretty difficult for me to give you much
detail, but I gather from reading the cable that we had reached
the point of discussing the rate of interest on the proposed bonds
and the issue price, and there may have been some difference be-
tween what it was considered the London market and what it was
considered our market would take.

Mr. PECORA. There is a reference in the first part of this cable
to a feeling of alarm on the part of the President of Brazil over
the moral effect that the issue price mentioned would create, espe-
cially in view of Lazard Banco Sao Paulo 6 percent £1,250,000 issue
at 9JU/4. Does that refer to possibly the circumstance that at about
that time a 6-percent issue for the face amount of £1,250,000 had
been made and handled by the Lazard Banco Sao Paulo?

Mr. HAYWARD. I presume so, but I do not recall definitely that
loan.

Mr. PECORA. DO you know when that £1,250,000 issue had been
made ?

Mr. HAYWARD. No; I do not off-hand, Mr. Pecora. I could look it
up for you.

Mr. PECORA. Was 9 1 ^ , the price referred to with respect to that
issue in this cable, the price at which the bonds were sold to the
underwriters by the Government, or the price at which they were
sold to the public by the underwriters ?

Mr. HAYWARD. That I do not know.
Mr. PECORA. What discussion had there been up to the time of

the sending of this cable between your representative and the
Brazilian Government's representative with respect to the issue
price of the proposed issue?
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Mr. HAYWARD. I believe that at that time we were discussing
the possibility of a 6 percent coupon for the Brazilian Government
bonds.

Mr. PECORA. Yes ?
Mr. HAYWARD. And the price to be paid for such 6-percent bond

was apparently not at that time acceptable to the President.
Mr. PECORA. What was that price proposed?
Mr. HAYWARD. I will have to see if there is something else in there

to refer to to refresh my memory.
Mr. PECORA. Perhaps if you refer to a cable that your firm re-

ceived under date of September 26, 1927, from Eothschild & Sons,
of London, you will be able to answer the question. Have you a
copy of that cable before you ?

Mr. HAYWARD. Yes; I have that here—I am just reading it now.
Mr. PECORA. I will read it into the record. Dated September 26,

1927. From Eothschild & Sons, London. Addressed to Dillon,
Eead & Co., New York. No. 11.

With further reference our wire no. 9 we consider President not unreason-
able in asking for higher net price. We are anxious help him conclude con-
tract satisfactory Brazilian public opinion and are therefore prepared to pay
83% for London portion with conditions same as previously stated. We appre-
ciate that your spread must be 4% percent. Only solution, therefore, is that
issue price, London, should be lower than New York. Feel issue price here
must in no event exceed 87 and perhaps should be 86%. This would mean you
issue 88 in either case. Do you agree improved bid to 83% for both portions
without binding ourselves to issue price? Please reply urgently our office
closed tomorrow.

ROTHSCHILD & SONS.
LONDON.

Mr. HAYWARD. That is correct.
Mr. PECORA. Does the reading of that cable refresh your present

recollection as to what the circumstances were with regard to the
negotiations at this particular stage?

Mr. HAYWARD. Of course this is only one cable in frequent inter-
changes that go on several times during the day.

Mr. PECORA. I know that.
Mr. HAYWARD. Apparently at this particular point we were dis-

cussing paying SS1^ for a 4%-percent bond. I think these discus-
sions perhaps will be a little clearer to you if I say that the purchase
price is considered of importance from the public point of view in
Latin America even irrespective of the coupon rate, and it is some-
times a matter of pride for a borrower to receive a price higher than
someone else, and the coupon rate is not always taken into consider-
ation. The result of these discussions, I believe, was that we event-
ually made the loan a 4%-percent loan instead of the 4-percent loan,
and the price was therefore increased from SSy2 to 88. I think that
is the only significance this exchange has.

Mr. PECORA. What was the purpose of this loan? Do you know?
Mr. HAYWARD. The circular states:
The proceeds of the present loan will be applied towards the liquidation of

treasury obligations of the Government, including its floating debt, a necessary
step for giving effect to the legislative decree 5108 of December 18, 1926, which
provides for the changing of the monetary system of Brazil.
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The CHAIRMAN. When did the change go into effect, and what was
the change ?

Mr. HAYWARD. The change was the stabilization law of Dr. Wash-
ington Louis, who became the President of Brazil in the fall of 1926;
and that, in effect, reduced the par value of milreis to slightly tinder
12 cents.

The CHAIRMAN. Wasn't there some doubt expressed by the Brazil-
ian Government concerning the purposes to which this loan might be
applied ?

Mr. HAYWARD. There were various discussions in regard to the
description of the use of the proceeds, no doubt.

Mr. PECORA. When was the loan contract providing for this loan,,
executed between your firm and the Brazilian Government?

Mr. HAYWARD. I will get that in a moment.
Mr. PECORA. GO ahead.
Mr. HAYWARD. The general bond and the loan contract were both

executed on the 11th of October 1927, in London.
Mr. PECORA. What date does the contract actually purport to bear ?'
Mr. HAYWARD. The same date.
Mr. PECORA. When were the negotiations for the making of the

loan concluded ?
Mr. HAYWARD. I should say just before the signing of the contract.
Mr. PECORA. SO that in this case the contract was signed very

shortly after the negotiations were concluded?
Mr. HAYWARD. Yes.
Mr. PECORA. And in that respect the circumstances surrounding;

the execution of the contract differed from the previous loans ?
Mr. HAYWARD. Yes. In this case all the parties were assembled

in London, and it could be done in a little different form than it had
been done before.

Mr. PECORA. Was that due to any haste on the part of the bankers,
at that time to bring out the issue quickly for any reason ?

Mr. HAYWARD. NO. AS a matter of fact, the negotiations lasted,
over quite a long period of time.

Mr. PECORA. Have you before you a copy of the cable which your
firm caused to be sent to Eothschild of London, under date of Octo-
ber 5, 1927?

Mr. HAYWARD. I will get it in a moment.
Mr. PECORA. All right.
Mr. HAYWARD. Well, now, there seem to be several cables on that:

date. Which one do you have reference to ?
Mr. PECORA. The one reading as follows:
Your no. 19 received. Congratulations. Bankers Trust Co. and Blair & Co.

closing today Polish loan and will offer 45 million dollars bonds here Monday
morning. We feel it very desirable for success of the Brazilian issue that we.
should anticipate the Polish offering by bringing out Brazil's Friday morn-
ing. Will you please advise us urgently if details sufficiently advanced to*
permit our signing contract tomorrow for American portion and making offering
Friday morning. If lawyers feel stabilization law insufficient, wouldn't it be
possible to offer loan subject to passing new legislation before payment for
bonds? We fear Polish loan will either take large amounts of funds now
awaiting investment off the market, or will be badly received and react against
Brazilian loan,, which might necessitate delay of offering for several weeks.
We therefore are anxious to do everything possible to bring out the bonds this,
week.
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What about that ?
Mr. HAYWARD. That is correct.
Mr. PECORA. Then there was unusual haste on the part of the

bankers, both American and British, with regard to this Brazilian
issue.

Mr. HAYWARD. NO.
Mr. PECORA. In the matter of bringing it out.
Mr. HAYWARD. NO. And the actual loan was not brought out

until some time after that time, on October 13. I t had been under
discussion for a long time before that. The substance of that cable
is simply this: That in timing issues it is always desirable to avoid
confusion in the market, in the way of offering one issue on the heels
of another. There was no particular reason why this loan should be
brought out that week or the next month. There were any number
of periods during the years succeeding that when the loan could have
been made. What we had in mind in that discussion was simply a
program for that week.

Mr. PECORA. Well, what you had in mind there quite definitely if
I can understand the language of this cable, was to beat the Bankers
Trust Co. and Blair & Co. in the matter of. the marketing of the
Brazilian loan.

Mr. HAYWARD. NO. Mr. Pecora, we did not want to beat anybody.
That was not necessary. I t was a question of spacing.

Mr. PECORA. Didn't you say here that the Bankers Trust Co. and
Blair & Co. were closing a Polish loan today and will offer 45 million
•dollars of bonds here Monday morning and we feel it very desirable
for the success of the Brazilian issue that we should anticipate the
Polish offering by bringing out the Brazilians Friday morning ?

Mr. HAYWARD. That is simply a question of spacing. It would
have been just as well, as actually happened, to bring it out later.
We did not want a contract signed and the Brazilian Government
then asking us to make an immediate issue, on the same day, or the
day before, or the day after another large loan.

Mr. PECORA. But you were actually expressing a keen desire in
this cable to bring out the Brazilian issue on Friday morning in order
to anticipate the bringing out of the Polish issue the following
Monday morning as contemplated by the Bankers Trust Co. and
Blair & Co.

Mr. HAYWARD. But we didn't do it.
Mr. PECORA. I know you didn't do it, but you wanted to do it, and

this cable is some evidence of a desire on your part to do that.
Mr. HAYWARD. That was only in case the Brazilian Government

wanted the immediate issue, that we did not want a conflict with
that other issue. And actually we waited.

Mr. PECORA. This cable did not go to the Brazilian Government
but to your associates on the other side, Kothschild & Son.

Mr. HAYWARD. That is correct.
Mr. PECORA. YOU were asking them if it was not possible to ar-

range the details, to advance the details sufficiently to permit the
signing of the loan contract on October 6, so that you might bring
out the American portion on Friday, or 3 days ahead of the bringing
out of the Polish loan by the other bankers.
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Mr. HAYWARD. Simply because we did not want the two loans at
the same time. Fortunately that was not done, so that that was not
necessary.

Mr. PECORA. But you wanted to beat the Bankers Trust Co. and
Blair & Co. to the American market.

Mr. HAYWARD. We did not want them to come out simultaneously.
Mr. PECORA. AS a matter of fact you did beat them, didn't you?
Mr. HAYWARD. NO; we did not. We did not bring out the loan

until the 13th, and that confusion was avoided.
Mr. PECORA. Well, there seems to be quite a difference in the

understanding of simple words here. When did you actually offer
these Brazilians?

Mr. HAYWARD. October 13.
Mr. PECORA. NOW I notice that the sterling bonds, a portion of

this loan sold by Eothschild & Sons of London, were sold at 9iy2
to the British public, whereas the American half were sold to the
American public at 92%. What was the reason for that?

Mr. HAYWARD. Simply the difference in cost of distributing securi-
ties in England as compared with the cost of distributing them in the
United States.

Mr. PECORA. DO you mean that English bankers are content to
accept a smaller spread ?

Mr. HAYWARD. NO. I t is a matter of the greater cost of dis-
tribution, particularly retail distribution.

Mr. PECORA. What is it?
Mr. HAYWARD. In England there is one financial center, and a

small extent of country, whereby the advertising and other expenses
are very much more limited than here. In the United States in
order to reach the investing public it is necessary to duplicate your
efforts in a great many parts of the country at the same time; and
for that reason in all financing at the present time, or during this
period spoken of, the cost is much greater here than it is abroad.

The CHAIRMAN. What makes up that cost? What are the ele-
ments of that cost?

Mr. HAYWARD. Well, the main thing that you have to consider is
what you suballow dealers, the greater amount of advertising that
is required, the greater number of people that have to be reached,,
and consequently printing and all those details which come into it
are greater. That is a very considerable amount.

Mr. PECORA. NOW, this Brazilian loan was floated by you in 1927,
which was some 5 years after you had floated the $25,000,000
loan that it was stated was to be used either wholly or in part for the
electrification of the Centrale Kailway of Brazil, wasn't it?

Mr. HAYWARD. That is correct.
Mr. PECORA. In the course of that 5-year intervening period you

had learned that the Brazilian Government, for some reason or
other, had not yet even let the contract for the electrification of the
railroad to meet the expense of which it had contracted that loan
of 1922.

Mr. HAYWARD. They had not signed the contract covering $8,000,-
000 for electrification; no.

Mr. PECORA. Did you accept that condition as a reasonable and
normal one in 1927?
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Mr. HAYWARD. Being familiar with the circumstances, as I was,
and having followed it from year to year, I felt that it was nothing
more than the normal delay that could be expected in the operation
of any Government enterprise. During that period I had fre-
quently visited Brazil. I was there, as I testified on yesterday, in
1923. At that time I met the incoming administration, the Presi-
dent being Dr. Arturo Bernados. We discussed the general pro-
gram of the Government. And I took occasion to talk to him a
number of times about the progress of the electrification plan. He
gave me his assurance that he desired to see it completed as much as
his predecessor, Dr. Epitacio Pessoa, who had contracted the loan,
but that he would have to take some time to get his house in order
before he could take it' up. He assured me, therefore, that at the
earliest opportunity that would be done. I went down in 1927, be-
fore this loan, and spent considerable time in Brazil, and at that
time I met the incoming President, Dr. Washington Louis, and also
his Finance Minister, who is today the President of Brazil. I talked
with both of those officials and a number of others, and received the
sume assurances of their interest in this project, of their intention
eventually to carry it out. They still intend to carry it out, and
eventually will do so, I am quite confident.

Mr. PECORA. Meanwhile, so far as you know, the moneys that have
been borrowed, in 1922, to pay for that electrification have not been
reserved for that purpose but have been expended for other purposes,
isn't that so?

Mr. HAYWARD. Dr. Pessoa said in his book that I have referred to,
that it had all been devoted to this railroad.

Mr. PECORA. But, obviously, not for this electrification.
Mr. HAYWARD. That has not been done as yet, no.
Mr. PECORA. And you do not know how much might have been

paid out to meet the claims of the railroad company, do you?
Mr. HAYWARD. We do not know. But we have no reason to

believe they will not be able to pay for it when they are to go ahead.
Mr. PECORA. I show you a printed document and ask you if it is

a true and correct copy of the loan contract entered into with the
Brazilian Government by Dillon, Head & Co. on October 11, 1927,
covering this bond issue.

Mr. HAYWARD. That is correct. (<
Mr. PECORA. I now offer it in evidence and ask that it may be

spread on the record of the hearing.
The CHAIRMAN. Let it be received, and the committee reporter

will make it a part of the record of the hearing.
(The loan contract of Dillon, Read & Co. with the Brazilian

Government dated Oct. 11, 1927, was marked " Committee Exhibit
No. 34, Oct. 12, 1933 ", see p. 2045.)

Mr. PECORA. Mr. Hayward, what kind of book was that written
by the President of Brazil in 1925, containing what you have
stated here ?

Mr. HAYWARD. It was a resume of his administration.
Mr. PECORA. Was it by any chance a campaign document?
Mr. HAYWARD. Oh, no. His term of office had expired, and under

the Brazilian Constitution no one is eligible to that office for reeleo-
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*
tion. It is in Portuguese. I should be glad to present you with a
copy of it.

Mr. PECORA. NOW, I notice in this loan contract that has been
marked "Committee Exhibit No. 34, Oct. 12, 1933", a provision
that does not appear to be included in any of the loan contracts
that have been put in evidence heretofore during the course of your
examination. I refer to the provision known as section 6, on page 9,
which reads as follows:

The bankers agree to use their best efforts to form a syndicate or syndicates
to purchase the dollar bonds to be purchased by the bankers as provided in sec-
tion 1 of article II. But anything herein to the contrary notwithstanding, the
bankers shall not be obligated to take up and pay for the dollar bonds unless
the bankers shall have succeeded in their endeavor to form a syndicate or
syndicates for the purchase of the dollar bonds; and neither the bankers nor
any syndicate or syndicates formed by the bankers shall be obligated to take
up and pay for the dollar bonds if in the sole judgment of the bankers financial
conditions existing in the United States or elsewhere shall at the time be such
as in the judgment of the bankers to make it undesirable or inadvisable to com-
plete the purchase and distribution of the dollar bonds as contemplated by this
contract, or if the British bankers shall fail to take up and pay for the
sterling bonds in accordance with the terms of the British contract.

Now, would you say that that is a provision which is a novel one
in an agreement of this kind?

Mr. HAYWAKD1. NO. That is the common force ma jure clause that
is found frequently in agreements.

Mr. PECORA. DO you find its counterpart in any other loan agree-
ment that your firm had theretofore entered into with the Brazilian
Government ?

Mr. HAYWARD. NO ; I am informed that we do not. Those prior
loans were in the form of an option, so that was not necessary.

Mr. PECORA. Those loans were in the form of completed and exe-
cuted contracts, weren't they?

Mr. HAYWARD. Eventually, yes.
Mr. PECORA. They were entered into subsequent to the giving of

the options.
Mr. HAYWARD. When the loan was issued; yes.
Mr. PECORA. And the terms and provisions of the loan were fixed

by the contract definitely and specifically and not by the option.
Mr. HAYWARD. NO. The option was the instrument on which we

began our operations. The contract was signed later.
Mr. PECORA. Exactly. The option was what started the negotia-

tions, but the contract was what terminated them and definitely fixed
the rights and liabilities of the parties signatory thereto.

Mr. HAYWARD. That is correct.
Mr. PECORA. What was the reason for inserting this provision,

section 6, in this contract which has been marked " Committee Ex-
hibit No. 34, October 12, 1933 "?

Mr. HAYWARD. Well, it was the customary force ma jure clause.
Mr. PECORA. YOU said it was not in any loan contract that you

had entered into with the! Brazilian Government prior to the execu-
tion of this one, in October of 1927. So, apparently, it was not
very customary, was it ?

Mr. HAYWARD. Those other loan contracts were five and six years
before this. This was I might say moulded along the lines more
of the English loan contract, where perhaps that is more customary.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



STOCK EXCHANGE PEACTICES 2 0 0 3

It is primarily for the protection of all concerned, bondholders
as well as bankers.

Mr. PECORA. Isn't is primarily for the protection of the banker?
Mr. HAYWARD. NO. It is
Mr. PECORA (interposing). So that is a commitment to buy the

bonds from the Government issuing them, but it does not become
final unless and until he is assured by his own processes of getting
those assurances that he can dispose of the bonds in the open
market.

Mr. HAYWARD. Oh, I should think that is to the public benefit.
Mr. PECORA. What benefit does the public get from that as dis-

tinguished from any benefit that the banker gets from it ?
Mr. HAYWARD. Well, you might have to issue the bonds at a time

when international conditions were disturbed, as they have been
a number of times in the last 12 or 15 years.

Mr. PECORA. In that event the public would not buy the bonds,
would they?

Mr. HAYWARD. But, if the public had subscribed for the bonds
and the bankers were committed to take them, they would have to go
through with it.

Mr. PECORA. The bankers would be the people who would have to
go through with it if they did not have this kind of clause in the loan
contract, isn't that the fact of the situation ?

Mr. HAYWARD. The people who subscribed would also be in the
position where they would have to go through with it.

Mr. PECORA. This loan contract did not protect the subscribers
among the public, did it?

Mr. HAYWARD. Yes, indirectly; because if such condition arose
then the bankers would be allowed to discontinue their efforts and
would release the people who had subscribed for the bonds.

Mr. PECORA. Doesn't this mean, in substance, that no commitment
on the part of the bankers to buy these bonds from the issuing gov-
ernment, becomes effective until the bankers shall have succeeded in
their endeavor to form a syndicate or syndicates for the purchase of
the bonds ?

Mr. HAYWARD. That is right. Now, let us take the position of the
public, who have perhaps subscribed for half of the issue. Of course,
this did not happen, and we have always gone through with these
transactions. Fortunately, no situation arose which required a can-
celing of it. But it would be a great help and would save the public
who had subscribed for a portion of the issue if some condition had
arisen which might have made desirable the canceling of it.

Mr. PECORA. I t also freed the bankers entirely from any commit-
ment until they knew they could dispose of the entire issue, didn't it ?

Mr. HAYWARD. Yes. I t helps both of them.
Mr. PECORA. Was the insertion of this clause in this contract by

any chance due to any feeling or notion on the part of the bankers
that the market at that time was in such condition that the bankers
were unwilling to take any chance by committing themselves to pur-
chase bonds until they knew they could sell them to the public ?

Mr. HAYWARD. NO. There was no such thought as that so far as
I know. It was a pure formality.
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Mr. PECORA. Were there any revenues specially placed as security
behind these bonds in 1927?

Mr. HAYWARD. Yes.
Mr. PECORA. What were they?
Mr. HAYWARD. Shall I read from the prospectus?
Mr. PECORA. If you will.
Mr. HAYWARD. It says:
The bonds of both issues in the opinion of counsel will be specifically secured

subject to the charges of the 6y2 percent loan of 1926, by charges on: (a) Income
taxes and taxes on invoices; (b) consumption taxes, subject also to the charges
of the 8 percent loan of 1921 and (c) import duties, subject also to the
charges of the 5 percent sterling loans of 1898 and 1914, and the 8 percent
loan of 1921.

Mr. PECORA. NOW, that statement purports to be a summary of
certain provisions of section 8 of the general bond that was executed
on October 11, 1927, doesn't it?

Mr. HAYWARD. I will just look at that and tell you.
Mr. PECORA. All right.
Mr. HAYWARD. Yes; it seems to be.
Mr. PECORA. That section 8 of the general bond also provides as

follows:
The Government further covenants and agrees that it will not while any of

the bonds shall be outstanding do anything whereby the proceeds of the income
taxes, the taxes on invoices, the consumption taxes, the import duties and
import taxes, above mentioned and now existing, shall be diminished.

Doesn't it contain that clause ?
Mr. HAYWARD. That is right.
Mr. PECORA. HOW did you expect the Government would be able

to live up to that condition?
Mr. HAYWARD. By not altering the rate of taxation to the detri-

ment of the bondholders.
Mr. PECORA. Well, did the principle upon which that rate of taxa-

tion is to be applied remain constant or is it variable?
Mr. HAYWARD. I beg your pardon?
Mr. PECORA. The principle upon which that rate of taxation is to

be applied is a variable amount, it is not a constant amount, is it?
Mr. HAYWARD. NO; but
Mr. PECORA (interposing). Incomes are not constant, are they?
Mr. HAYWARD. NO ; but as I understand it
Mr. PECORA (interposing). The consumption of goods is not al-

ways at a constant figure, is it?
Mr. HAYWARD. NO ; but this simply says the Government will not

take any affirmative.action which will result in a reduction of taxes.
Mr. PECORA. NO; that it will not do anything whereby the pro-

ceeds of taxes shall be diminished.
Mr. HAYWARD. Isn't my interpretation correct?
Mr. PECORA. I do not think so. One refers to proceeds from taxes

and your interpretation refers to rate of taxation.
Mr. HAYWARD. But it says the Government will not do anything

to diminish it. I t does not say that the Government guarantees the
amount will remain the same.
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Mr. PECORA. NOW, that section 8 also contains this clause, does
it not:

So long as any of the bonds shall be outstanding, the Government covenants
that it will not issue any other b'onds or incur any other obligations charged
upon the beforementioned revenues or any of them in priority to or pari passu
with the bonds.

Do you know whether the Government lived up to that obligation
or condition?

Mr. HAYWARD. This is the last loan the Government has issued,
in 1927.

The CHAIRMAN. Have you any idea what this consumption tax
yielded to the Government at that time, what the proceeds were?

Mr. HAYWARD. I can find it out for you. It was a very large
amount. I could not tell you offhand, not without looking it up.
It is a sales tax, which is effected to by putting a stamp on articles of
merchandise.

The CHAIRMAN. Well, a stamp tax is a different tax from a sales
tax, isn't it ?

Mr. HAYWARD. Well, technically speaking that is true. But this
is a payment represented by stamps put on goods.

Mr. PECORA. The bonds represented by this 1927 issue are now in
default, are they not?

Mr. HAYWARD. They are now in the same category as these other
bonds.

Mr. PECORA. When did the first default occur in the case of these
particular bonds?

Mr. HAYWARD. The first default in interest occurred on the 15th
of April 1932.

Mr. PECORA. And when did the first default occur on the sinking
fund requirements of the contract?

Mr. HAYWARD. The 15th of October, 1931.
Mr. 'PECORA. I now call your attention to the following clause

embodied in the same section 8 of the general bond:
The Government further covenants and agrees that, subject as aforesaid, all

the proceeds of said income taxes, taxes on invoices, consumption taxes, import
duties and import taxes shall, in case, and so long as, the Government shall
not have fulfilled air its obligations then due hereunder and under the bonds,
be specially set apart and used for the fulfillment of the obligations of the
Government then due hereunder and under the bonds, equally and rateably as
between the sterling bonds and the dollar bonds (United States gold coin and
sterling money being- taken at the rate of £1 sterling money equals $4.8665 in
United States gold coin), and shall not be used or devoted to any other purpose.

Do you know whether the Government has lived up to that
obligation ?

Mr. HAYWARD. YOU have here the same situation that we had in
the case of. the loans we discussed this morning—the funding loan
takes the place of these.

Mr. PECORA. But that is not an answer to the question.
Mr. HAYWARD. The answer is that they are setting aside milreis

today in Brazil and those milreis cannot be gotten out at the present
time.

Mr. PECORA. DO you know whether they are actually set apart for
the purpose of the requirements under these bonds; I mean all the
proceeds of the taxes that this section 8 of the general bond requires
the Government of Brazil to set apart?
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Mr. HAYWARD. I have no reason to think they are not. They have
advised us that they are making these deposits. Now, just what
fund that money comes from I do not know. That is a matter of
accounting in the Government Treasury.

Mr. PECORA. Wouldn't it be a simple thing to find that out?
Mr. HAYWARD. NO.
Mr. PECORA. DO you think if you asked the Brazilian Government

to advise you what, if anything, it had done toward living up to
this agreement, they would advise you what they were doing?

Mr. HAYWARD. I know that they have advised us that they are
depositing milreis in the Bank of Brazil awaiting the opportunity
to forward the funds.

Mr. PECORA. But depositing milreis in the Bank of Brazil is not a
compliance with this agreement, is it?

Mr. HAYWARD. It is not a technical compliance.
Mr. PECORA. IS it a practical compliance with the agreement ?
Mr. HAYWARD. I think so.
Mr. PECORA. The agreement says " set apart " the revenues.
Mr. HAYWARD. What you get eventually is the Brazilian currency

in any case.
Mr. PECORA. DO you know whether the Brazilian Government is

setting apart all the moneys that they agreed to set apart for this
purpose ?

Mr. HAYWARD. I have no reason to think it is not being done.
Mr. PECORA. Have you any definite knowledge at all on the

subject?
Mr. HAYWARD. Simply that the Government advises us that they

are depositing milreis.
Mr. PECORA. Does that mean that the Government is setting apart,,

in full compliance with this clause of the contract, the revenues that
it is required to set apart because of the default in 1931 ?

Mr. HAYWARD. Not necessarily, but it makes no difference to the
bondholder whatever where it comes from.

Mr. PECORA. And has the Government of Brazil advised you
definitely that amounts equivalent to the revenues required to be set
apart by this clause of the contract, are being set apart regardless
of the means by which they come?

Mr. HAYWARD. NO ; they have not.
Mr. PECORA. NOW, you said that the first default of any kind in

the bonds covered by this issue was with respect to the sinking fund
payments of October 1931.

Mr. HAYWARD. I believe that is correct.
Mr. PECORA. Did your firm receive from Rothschild in London a

cable dated August 26, 1931, relating to this particular issue?
Mr. HAYWARD. YOU mean a very long one, Mr. Pecora ?
Mr. PECORA. Yes, sir.
Mr. HAYWARD. Yes; we did.
Mr. PECORA. That cable reads as follows, doesn't it ?
As you are aware Brazilian Federal Government has been meeting: with in-

creasing difficulties in finding necessary exchange but has persisted under pres-
sure from Niemeyer who wired to Minister of Finance yesterday. Last night
we have received the following cable from Lynch : " For your guidance exchange
situation here is very serious and rates have been only prevented falling fur-
ther owing banks combining not to buy below an agreed rate but how long
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agreement will last is problematical. Absence of bills continues there is no
tendency for a rise and current rate artificial. Commercial Associations held
meeting yesterday to discuss situation. You will appreciate effect current rates
on many classes and any further fall would be disastrous particularly in con-
nection with foreign public utility companies for even those enjoying tariffs
on gold or part gold basis the public will not stand for further increase in cost
of service."

I found Minister of Finance most despondent and apprehensive and I had
a long conversation with him to little avail. He repeated that he is convinced
importance and efficacy program which he would prefer to adhere to than
modify but that it is materially impracticable for government to buy exchange
and physically impossible for him to give the attention which execution neces-
sitates while he is being pressed change his policies and there exists the possi-
bility of its breaking down without due public warning through any previously
announced understanding with bankers. He considers whole of his work dur-
ing this administration would be sacrificed owing to the loss of confidence he
would suifer and it would be difficult to continue office. Change Minister of
Finance would be a calamity. We would unquestionably enter into regime
of paper issues and defaults and I have no hesitation in saying that this is
one of the reasons why some prominent men here who are not confident feasi-
bility program support Minister of Finance endeavors. He says that in order
to carry on with policies it is essential to obtain credit London, New York for
about 4,000,000 pounds to be used exclusively for the service of foreign loans
to end of year. Earlier in the year the suspension of sinking fund would
have served purpose but that alone now would be unfruitful. He suggests that
such advance should form part general program and on repayment if not used
to purchase exchange the equivalent in currency destroyed by it so that
bankers might feel confident of cash reimbursement in the event of subsequent
funding he is prepared deposit here in name bankers with any nominee cur-
rency value in order that they would be in a position- buy exchange and repay
themselves as soon as market relieved of weight of government requirements.
He considers such a credit should give confidence to carry out necessary pro-
gram successfully and prevent funding which otherwise appears inevitable.

If you have any other formula for credit Minister of Finance would be
pleased to consider and he begs you and Niemeyer to kindly believe he has done
everything in his power and that it is essential to make known at earliest
possible moment either the obtaining of a credit or change policies. Minister
of Finance would be grateful if you will inform Dillon, Read & Co. but if you
think it more advisable he will do so direct. He regrets cabling in this sense
during British crisis and realizes moment inopportune but says his own posi-
tion here is very precarious. It is obviously impossible for bankers in London
make any advances. Do you think there is any chance on your side either
through banks or through your Government. We believe that in any case under
exceptional exchange difficulties fiscal agents should be prepared recognize
necessity for suspension of all sinking fund except two funding loans imme-
diately. Milreis equivalent should be deposited in Brazil so as to compel pro-
vision for same in budget. Sir Henry Lynch states this will not be sufiicient
but every effort should be made to prevent suspension of cash interest pay-
ments. We will be glad to know your views about sinking funds and whether
you have any suggestions to make?

What action, if any, was taken?
The -CHAIRMAN. What is the date of that ?
Mr. PECORA. This cable is dated August 27, 1931.
Mr. HAYWARD. This was during the period when they were reach-

ing the point where they had to prepare the funding agreement.
Mr. PECORA. What action was taken subsequently?
Mr. HAYWARD. It is difficult for me to now recall the exact cir-

cumstance. My impression is, Mr. Pecora, that we felt that no bank
credit could be wisely arranged here, as the London bankers felt,
and shortly after that, the next month, the Gqvernment started
active work on the funding plan.

Mr. PECORA. On or about August 31, 1931, did your firm place
to the credit of Rothschild & Sons, of London, for the account of the
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Brazilian Government the sum of $290,000 out of sinking fund pay-
ments that were in the hands of Dillon, Eead & Co. for the servicing
of these bonds?

Mr. HAYWARD. Yes; that is correct.
Mr. PECORA. Was that fund of $290,000 so transferred to the ac-

count of the London bankers replaced at any subsequent time ?
Mr. HAYWARD (after conferring with associates). This was one

issue, in substance the London portion and the American portion..
I t was provided in the loan agreement that interest should not be
paid on one portion and not on the other portion. At this particu-
lar point we had money from Brazil to pay the interest and the sink-
ing fund on the dollar portion, but Rothschild did not have enough
money to pay their interest. We could not have paid anything on
our bonds unless Rothschild were in a position to pay interest on
their bonds. So on instructions from the Finance Minister we trans-
ferred the sum herein referred to to Rothschild in London to enable
them to pay the interest on their bonds, and thus we were allowed
to pay the interest on ours.

Mr. PECORA. What were the total profits that accrued to Dillon,,
Read & Co. from the handling of this issue ?

(Mr. Hayward conferred and examined documents.)
Mr. PECORA. It may help you, Mr. Hayward, if I tell you that our

figures on that are $598,789.69.
Mr. HAYWARD. That agrees with ours.
Mr. PECORA. And what was the total profit accruing to all the-

groups, the four groups?
Mr. HAYWARD. The total gross profit to all the groups was;

$1,750,117.24.
Mr. PECORA. I notice you continue to call this a "gross profit."

Was it actually a gross profit, or was it a profit after certain ex-
penses had been deducted, after certain syndicate expenses had been,
deducted ?

Mr. HAYWARD. Yes; before overhead and taxes.
Mr. PECORA. Then it is not the total gross, is it? I t is the actual,

net outside of overhead and taxes ?
Mr. HAYWARD. Well, I don't know. There may be other items.

It does, however, include certain expenses incurred in marketing the
issue.

Mr. PECORA. Those expenses it includes are just the ordinary over-
head expenses?

Mr. HAYWARD. NO; I mean the specific expenses of the issue.
Mr. PECORA. I t excludes those expenses, doesn't it ?
Mr. HAYWARD. NO; it includes those. It excludes others.
Mr. PECORA. What does it exclude?
Mr. HAYWASD. Well, overhead and taxes and so forth.
Mr. PECORA. That is exactly what I say.
Mr. HAYWARD. I beg your pardon.
Mr. PECORA. That this profit that you call a total gross profit is.

in reality the gross profit as reduced by payment of all the expenses
except overhead and taxes?

Mr. HAYWARD. Well, maybe not all of them. Similar items; yes.
Mr. PECORA. I t is the net profit with the exception of taxes and:

overhead, isn't it?
Mr. HAYWARD. Which are very large items, of course.
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Mr. PECORA. Mr. Hayward, are you familiar with a loan made to
the Republic of Bolivia in 1927 secured by an issue of bonds in the
face amount of $14,000,000 bearing 7-percent interest, dated January
1, 1927, and due July 1, 1958?

Mr. HAYWARD. May I interrupt you a second, Mr. Pecora, on that
point we were discussing before ?

Mr. PECORA. Surely.
Mr. HAYWARD. Mr. Pecora, in referring again back to the profit

figure on that Brazil loan, I am informed that the figures we have
given you represent gross cash profit after expenses charged directly
to groups, other direct expense and allowances on resale abroad, but
before deducting allowances to domestic financial institutions, sales-
men's commissions, other selling expense, and overhead expense. It
makes it just a little clearer.

Mr. PECORA. Yes; thank you. Now, will you turn to your file with
regard to the $14,000,000 Republic of Bolivia 7-percent issue of
January 1927?

Mr. HAYWARD. Yes.
Mr. PECORA. Was this the first Bolivian issue that Dillon, Read &

Co. ever had anything to do with ?
Mr. HAYWARD. Yes; it was.
Mr. PECORA. Who attended negotiations for this loan on the part

of your firm ?
Mr. HAYWARD. I did.
Mr. PECORA. When were the negotiations commenced ?
Mr. HAYWARD. The discussion for this loan originated in 1924.
Mr. PECORA. In 1924?
Mr. HAYWARD. 1924; yes. The loan came out in 1927. In 1924

the Bolivian Government sent up to New York a railroad engineer
whom they had employed for some time studying the eventual loca-
tion of a railroad which they wished to build from Cochabamba to
Santa Cruz. This road had been considered8 one of prime necessity
in Bolivia for a great many years, in view of the peculiar geographi-
cal location of the country. Part of the country in the capital is in
the high plateau region of the Andes about 9,500 feet above sea level.
A large portion, however, of the Bolivian territory is down in the
tropical and Amazon Basin at the foot of these mountains. In the
absence of a railroad it is necessary to carry goods on muleback back
and forth between those parts of the country.

Senator ADAMS. The capital is on the Pacific slope, isn't it ?
Mr. HAYWARD. Yes; at the top—9,500 feet.
Senator ADAMS. But on the Pacific slope.
Mr. HAYWARD. I t is situated so that the only transportation avail-

able between these two points of the country, therefore, is by mule-
back, and as a net result of that the people living in the high plateau
region at the present time have to import from the outside, in a
good many cases even from New York, important requirements, even
foodstuffs, which could easily be supplied from their own territory
if there were some method of communication.

Therefore, the construction of this road had been a desideratum
for a long time, and they had employed a German engineer named
Grether to study the various possible locations for this road, and he
had reported to the Bolivian Government, and they asked him to
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come up to New York and get in touch with bankers and engineers
to see if he could interest them in going ahead with the project.

Mr. Grether was brought in to me by a friend of ours, and I dis-
cussed the thing with him at some length. I t seemed to us at the
time that in view of the fact that the Bolivian Government had
only two years before made an issue of $29,000,000 of 8 percent
bonds it was a little too soon for them to embark on this enterprise.
It may be—I don't recall exactly—that market conditions perhaps
at the time were not entirely favorable.

The net result of it, however, was that it was our advice to him
that the project should be studied and examined further before
they took any active steps.

Mr. Grether returned to Bolivia and continued his work, and he
came up again to New York about a year later, in 1925. I went over
the situation with him again and reviewed it. He remained here
for some time. I told him I thought at that moment the best service
I could be to him would be to refer him to some American engineers
who might be interested in working on the thing with him and de-
veloping the plans and keeping it alive, but that even then we still
felt, as we had the year before, that

Mr. PECORA (interposing). Who were the American engineers you
had in mind ?

Mr. HAYWARD. I sent him to Mr. Leonard Kennedy.
Our opinion, therefore, was, as it had been before, that it should

still be kept under advisement.
In 1926 the Bolivian Government took it up again, and this time

we felt that the situation looked more feasible. I t was then 4 years
since the Bolivian Government had made its loan. It had not done
much further external borrowing. I t had maintained its payments.
Its credit was good. So we told the Government that if they would
send representatives to New York we would be glad to go into it with
them further, and we rlad actual, serious discussions which began, I
think, in March 1926.

Mr. PECORA. And with whom were those discussions which began
in March 1926 had?

Mr. HAYWARD. First of all, the Bolivian Government sent to
New York from Paris a Mr. Martinez Vargas. Mr. Vargas, I be-
lieve, had been at one time a member of the Bolivian Cabinet, and
his occupation was as Treasurer for the large Patino Mines Cor-
poration, which has its financial headquarters in Paris.

Mr. PECORA. The Patino Mines Corporation owns the tin mines of
Bolivia?

Mr. HAYWARD. I t owns, I believe, the largest tin properties.
•There are a good many other companies there.

Mr. PECORA. And they are the largest tin mines in the world?
Mr. HAYWARD. Bolivia produces, Mr. Pecora, approximately 25

percent of the world's tin. The Dutch East Indies and other places
produce the balance.

Mr. PECORA. YOU met this Mr. Vargas in March 1926?
Mr. HAYWARD Yes.
Mr. PECORA. Mr. Vargas was a representative of the Brazilian

Government ?
Mr. HAYWARD. That is right.
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Mr. PECORA. For the purpose of negotiating for a loan of several
millions of dollars?

Mr. HAYWARD. That is right.
Mr. PECORA. What was the amount of the loan you actually nego-

tiated with the Brazilian Government through Mr. Vargas or
through any other representative of the Government at that time?

Mr. HAYWARD. The amount eventually issued was $14,000,000.
Senator COUZENS. YOU refer to the Brazilian—you mean the

Bolivian ?
Mr. HAYWARD. The Bolivian, yes; $14,000,000 was the amount

eventually issued. Then our discussions went through very long
phases. After Mr. Vargas remained for a while, my recollection is
that he had to go back to Paris, and the Bolivian Government sent
up a commission of three gentlemen specially empowered to carry
on the discussions with us, and they remained in New York a good
many months.

Mr. PECORA. The discussions with Mr. Vargas contemplated that
they loan to Bolivia as much as 50 million dollars ?

Mr. HAYWARD. We discussed all sorts of projects. At one time
we talked about a loan of $50,000,000 which would be principally
for two purposes, part of the bonds to be reserved and set aside and
held until it was possible to retire the loan of 1922, the balance to be
issued in installments as the work on this railroad progressed. At
that time we were discussing an immediate issue of $10,000,000, I
believe.

Mr. PECORA. The negotiations finally reached a stage where you
made a loan to the Bolivian Government of $14,000,000, didn't they?

Mr. HAYWARD. They finally resulted in the issue of $14,000,000.
Mr. PECORA. And when was that issue actually made?
Mr. HAYWARD. February 2, 1927, the following year. The discus-

sions went all through the rest of that year, 1926.
Mr. PECORA. At what price did Dillon, Read & Co. acquire those

bonds from the Bolivian Government?
Mr. HAYWARD. I will look that up for you, Mr. Pecora. The dis-

cussions with Mr. Kennedy over the construction of the railroad were
carried on by his firm, Kennedy & Carey, railroad contractors, and
they eventually received the contract. In this connection I might say
that neither myself nor any of my associates have any interest what-
ever in that company.

Senator COTTZENS. That is not the same company that Mr. Dillon's
family got 45 percent interest in ?

Mr. HAYWARD. JSTO ; that company, by this time, I believe, had been
liquidated.

Mr. PECORA. And was succeeded by the firm of Kennedy & Carey ?
Mr. HAYWARD. They had nothing to do whatever with each other.

There was no connection. I t was an entirely different business.
Mr. PECORA. Well, the Kennedy
Mr. HAYWARD (interposing). Kennedy was the same man.
Mr. PECORA. Of the firm of Kennedy & Carey was the same Ken-

nedy that was associated with Leonard Kennedy in New York?
Mr. HAYWARD. He was the same individual. That was the only

connection.
175541—33—PT 4 31
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Senator COUZENS. Did this gentleman negotiate with any other
banking house except yours when he was here ?

Mr. PECORA. This Mr. Vargas you mean?
Senator COUZENS. Yes,
Mr. HAYWARD. Senator, you can see that this study we made of

Bolivia lasted over a long period. We did not want to go into the
thing unless we had some assurance that the Bolivian Government
was serious and that they would pursue the discussions to a con-
clusion, so that at the very outset I asked Mr. Vargas to give me
his agreement that he would not actively solicit bids; that we would
not be asked to enter into a competition for this issue, and I am
under the impression that he lived up to that agreement very loyally.

Mr. PECORA. What was the price at which Dillon, Read & Co.
subscribed for those bonds?

The CHAIRMAN. With respect to the 7-percent bonds, when were
they to mature?

Mr. HAYWARD. The 7-percent bonds ?
Mr. PECORA. July 1, 1958.
The CHAIRMAN. Thirty-one years.
Mr. PECORA. Thirty-one and a half years.
Mr. HAYWARD. The price was $12,618,000 plus interest, which is

approximately 90,05.
Mr. PECORA. At what price were they offered and sold to the invest-

ing public in America?
Mr. HAYWARD. Ninety-eight and one half.
Mr. PECORA. There was a spread there, then, of very nearly eight

and a half points.
Mr. HAYWARD. That is correct.
Senator COUZENS. IS that in default?
Mr. HAYWARD. Yes, it is, Senator.
Senator COUZENS. Was the railroad ever built ?
Mr. HAYWARD. They built the portion for which this money was

borrowed.
Senator COUZENS. Did Kennedy & Carey build it?
Mr. HAYWARD. Yes, they built it.
Senator COUZENS. Was it on a competitive basis, or did they get

a cost-plus contract?
Mr. HAYWARD. I t was on a competitive basis, but whether it was

a cost-plus contract, I do not recall.
Mr. PECORA. Were not Kennedy & Carey named in the loan

contract as the people to whom the contract for the building of the
road was to be given?

Mr. HAYWARD. NO, they were not.
Mr. PECORA. Are you sure of that ?
Mr. HAYWARD. Quite sure. I know, there were preliminary dis-

cussions, which you may have in mind, in which we suggested that
they should be named, but when the contract was finally signed they
were not so designated. I t was left open to negotiation with the
Government. In other words, it seemed desirable, after consider-
ing the thing from every point of view, to have the matter of the
loan and the matter of the railroad distinct transactions.

Mr. PECORA. What was the total profit, after deducting expenses
of the syndicate, other than overhead and taxes, that accrued from
this flotation to the bankers and their participants ?
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Mr. HAYWARD. I will get that in a moment. (After conferring
with an associate.) I have that figure, Mr. Pecora. The gross, which
we have been designating here as gross, for all groups, was $1,030,-
903.20.

Mr. PECORA. HOW much of that amount went to Dillon, Bead &
Co. as its share of all these profits?

Mr. HAYWARD. The so-called gross profit to Dillon, Eead & Co.?
Mr. PECORA. Yes.
Mr. HAYWARD. $573,360.33.
Mr. PECORA. Isn't it $575,480.89?
Mr. HAYWARD. I think not.
Mr. PECORA. While they are looking that up, I will ask you this

question. Was there a so-called " finder's commission " paid to any-
body in connection with this issue?

Mr. HAYWARD. My recollection is that the American engineer who
originally brought Mr, Grether in to me received a commission of
$10,000.

Mr. PECORA. Was there a commission of $70,000 paid as a finder's
commission to Leonard Kennedy?

Mr. HAYWARD. Yes; it was.
Mr. PECORA. For what?
Mr. HAYWARD. For his technical services over a period of 3 years,

in working on this situation; the advice of his company on engi-
neering problems connected with keeping the thing alive.

Mr. PECORA. Was that a finder's commission?
Mr. HAYWARD. Perhaps I erred a bit in calling that a finder's

commission. I t was a payment, really, for services rendered.
Mr. PECORA. YOU brought him into the picture in your prelimi-

nary conferences' with Vargas, didn't you?
Mr. HAYWARD. I saddled him, however, with 3 years of work,

and for that we felt he should be compensated, and we paid him
that out of our part of the profits.

Mr. PECORA. Perhaps the saddling was eased a little by the con-
tract he got from the Bolivian Government as a result of this loan—
for the construction of the railroad, was it ?

Mr. HAYWARD. I know nothing about the finances of Kennedy &
Carey, or the profits they made on this enterprise, but my opinion
is that it was not a very profitable job.

Mr. PECORA. Mr. Hayward, you did not really need the services
of Kennedy, did you, to negotiate this loan agreement with the
Bolivian Government?

Mr. HAYWARD. He was extremely helpful.
Mr. PECORA. YOU could have gotten along without him, could

you not?
Mr. HAYWARD. He had a technical knowledge which I did not

have. He maintained contact through the engineering employees
of the Bolivian Government. His organization made extensive
studies of this proposed railroad, all of which was available to us
in reaching a decision as to whether or not the enterprise was one
which we felt should be gone ahead with.

Mr. PECORA. Was not that equally valuable to the Bolivian Gov-
ernment, as to whether or not this railroad should be constructed?

Mr. HAYWARD, Oh, yes.
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Mr. PECORA. Did the Bolivian Government pay him a fee or
commission of any kind for that assistance ?

Mr. HAYWARD. That I would not know. I never heard of any such
commission.

Mr. PECORA. Was not this $7O5OOO paid to him for services actually
rendered in obtaining this business and in consummating the nego-
tiations which led to this issue ?

Mr. HAYWARD. I t was more of a technical nature, as I told you,
strictly on the railroad side of it.

Mr. PECORA. For engineering advice on railroad construction?
Mr. HAYWARD. Engineering advice, and keeping in contact with

this man who was coming to New York. This was, as I say, paid out
of our own pockets.

Mr. PECORA. Was it paid out of your own pockets exclusively?
Mr. HAYWARD. Yes; it was entirely charged against our profit.
Senator ADAMS. Mr. Pecora, is there ever such a thing as a

" loser's " commission ?
Mr. PECORA. By the way, what is the market value of these Bo-

livian bonds at the present time ?
Mr. HAYWARD. That is around 7.
Mr. PECORA. That is even less than the spread your firm got

in 1927.
Mr. HAYWARD. I have not figured that out.
Mr. PECORA. YOU said your spread was about 8y2 points.
Mr. HAYWARD. Oh, yes; that is right.
Senator COUZENS. Who got the other $10,000?
Mr. PECORA. Some other engineer.
Mr. HAYWARD. An American engineer in New York who knew

this German and brought him in to us.
Senator COUZENS, What was his name ?
Mr. HAYWARD. His name was Reynders.
Senator COUZENS. What did he do for his $10,000?
Mr. HAYWARD. He was the finder.
The CHAIRMAN* HOW much of the road was built?
Mr. HAYWARD. The plan is to build the road in sections, Senator,

and the total estimated cost, as I recall it, at that time would come
to around $28,000,000. They spent $6,000,000 or $7,000,000, I think,
so that it would be the first portion.

The CHAIRMAN. DO you .know how many miles that was?
Mr. HAYWARD. I do ndi recall offhand just how many miles it

was.
Senator COUZENS. IS it operating?
Mr. HAYWARD. I t has been operated; yes.
Senator COUZENS. What was done with the balance of the money?

They spent $6,000,000 or $7,000,000 on that. What did they do with
the rest of the $12,000,000 they got?

Mr. HAYWARD. I t was mostly for railroad construction. That
has been the great necessity of Bolivia.

Mr. PECORA. Prior to the flotation of this $14,000,000 by you in
January and February 1927, had other American banking interests
floated bonds issued by the Eepublic of Bolivia ?

Mr. HAYWARD. Yes; on several different occasions.
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Mr. PECORA. DO you recall one occasion in 1922, when the Equi-
table Trust Co. purchased $33,000,000 of Bolivian 8-percent bonds,
of which $29,000,000 were issued?

Mr. HAYWARD. Yes. Those bonds were listed on the Stock Ex-
change at the time of our issue, and my recollection is they were then
selling at a price of about 105.

Mr. PECORA. After the issuance of the $14,000,000 of bonds in
February 1927 by jour firm, did any question arise between your-
selves and the Equitable Trust Co. concerning the application or
allocation of certain revenues which the Equitable Trust Co.
claimed had been pledged under its prior issue of 1922, and which
had also been pledged as security for your issue of 1927?

Mr. HAYWARD. My understanding is that that is not correct, Mr.
Pecora, that there was no overlapping of pledges. The matter

Mr. PECORA. Yes; but did not the question arise as to whether or
not there was ?

Mr. HAYWARD. Oh, yes.
Mr. PECORA. That is all I asked, whether such question had arisen,
Mr. HAYWARD. Yes.
Mr. PECORA. Tell the committee about that.
Mr. HAYWARD. My recollection is that the issue of this loan raised

the question as to whether there had been some duplication of pledges.
There were a great many taxes pledged. I t required a prolonged
study of Bolivian law to work it out. We had on several occasions
altered the list of taxes to be pledged and had discussed the matter
on several occasions with the State Department, who were interested
in the situation. During my absence in Eussia and China, I think it
was, the question was brought up by the Equitable Trust Co. It
was discussed with them by some of our associates, and it was sug-
gested that counsel for the Equitable discuss the matter with our
counsel, and my understanding is that that discussion took place and
the matter was thereupon dropped.

Mr. PECORA. Dropped as between yourselves and the Equitable
Trust Co.?

Mr. HAYWARD. Yes.
Mr. PECORA. When was it dropped?
Mr. HAYWARD. I do not recall the exact date, but we never heard

from them again on the subject.
The CHAIRMAN. HOW many bonds did they have ?
Mr. PECORA. $29,000,000.
Mr. HAYWARD. They issued $29,000,000 in 1922, out of a total

authorized loan of $33,000,000. The last $4,000,000 were canceled
and never brought out.

Mr. PECORA. The Equitable Trust Co. did not drop that con-
troversy until long after these bonds were brought out by your firm
in the early part of 1927, did it ?

Mr. HAYWARD.,It was some time after. I do not remember just
how long.

Mr. PECORA. I t was pretty nearly 2 years after that they were
continuing the controversy with you, was it not?

Mr. HAYWARD. I think that was another loan. That was in con-
nection with the 1928 loan, the $23,000,000 loan of 1928.
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Mr. PECORA. I am going to come to that.
Mr. HAYWARD. Yes.
Mr. PECORA. The same question arose then?
Mr. HAYWARD. It was the same general question.
Mr. PECORA. AS had arisen with respect to the $14,000,000 issue of

the early part of 1927?
Mr. HAYWARD. I t was the same general question, the straightening

out of which, I believe, was finally accomplished. The Equitable
dropped the matter.

Mr. PECORA. NOW, when the information was compiled which was
embodied in the circular or advertisement accompanying the offering
of these bonds to the public in the early part of 1927, who prepared
the circular and advertisement?

Mr. HAYWARD. TO the best of my recollection, we followed the
usual procedure. The commissions who had come to New York
brought a vast amount of material which they furnished us with.
We asked them for items which we wanted in addition, and when the
material was all available and at hand, that was cast into a suitable
form, and I think we, in this case, cabled the entire prospectus
verbatim to Bolivia, with the request that the Finance Minister
check it, and if it was correct, that he sign it. In order to avoid, as
I recall, any errors in transmission, the State Department very
kindly transmitted the thing to us through the American Legation in
LaPaz.

Mr. PECORA. Did the firm of Easley & Inslee have anything to do
with your firm in connection with this matter?

Mr. HAYWARD. We employed the firm of Easley & Inslee, because
one of their partners, Mr. Inslee, was in Bolivia. He had mining
interests there, and he was familiar with the country, and he was
helpful in concluding the physical details at the end of the loan.

The CHAIRMAN. Did they agree to keep a deposit with you for
sinking fund or other purposes ?

Mr. HAYWARD. The regular agreement, Senator, every 6 months;
and that was carried out until the crisis came in Bolivia in 1931.

Mr. PECORA. I show you what purports to be a photostatic repro-
duction of an advertisement published in the New York Times Feb-
ruary 2, 1927, referring to this issue. Will you look at it and tell us
if it is a true and correct copy of such an advertisement which your
firm caused to be published?

Mr. HAYWARD. That is correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be received.
(The document referred to, advertisement, New York Times, Feb.

2, 1927, Dillon, Eead & Co., was received in evidence, marked " Com-
mittee's Exhibit No. 35 ", see p. 2050.)

Mr. PECORA. I also show you a photostatic reproduction of a docu-
ment. Kindly look at it and tell us if it is a true and correct copy of
a circular or prospectus that your firm caused to be issued offering
this issue to the public.

Mr. HAYWARD. That is correct.
Mr. PECORA. The text of the two documents is the same, so that

prospectus need not be spread on the record.
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I notice, Mr. Hayward, that the following note appears at the foot
both of the advertisement, which has been marked " Committee's
Exhibit No. 35 ", and of the prospectus, which you have identified.
The description I refer to reads as follows:

Statements above are in no event to be construed as representations by us,
and have been received by us partly by cable.

Mr. HAYWARD. I see that; yes.
Mr. PECORA. That note appears to differ from notations placed at

the end of other advertisements or prospectuses published by your
firm in connection with other South American issues. What is the
reason for the difference ?

Mr. HAYWARD. The first reason that would occur to me as possible
would be this, that the loans you have heretofore examined—in those
cases we had as counsel the firm of McAdoo, Cotton & Franklin,
now Cotton, Franklin, Wright & Gordon. In this case we had as
counsel the firm of Eoot, Clark, Howland &> Ballantine. It is
probable that the difference in wording is simply due to every
lawyer's delight in being original.

Mr. PECORA. Or is it due to the desire of your later counsel io
afford your firm thfe greatest possible measure of protection against
any misstatement ?

Mr. HAYWARD. I do not see any difference, in substance, between
that

Mr. PECORA. Even of an unintentional character.
Mr. HAYWARD. I do not see any great difference, offhand. I have

not studied the two by comparison. I do not see any great difference
between them. We always use every possible effort to get accurate
information.

Mr. PECORA. From what sources did you receive by cable any of
the representations or information set forth in that circular or
advertisement?

Mr. HAYWARD. I t would be difficult for me to say, Mr. Pecora.
I do not write circulars. I am informed that some of this informa-
tion was obtained from what is called the permanent fiscal com-
mission in Bolivia. That was a rather interesting institution,
which was set up under the trust indenture covering the loan of
1922, which required the presence, during the life of those bonds,
in Bolivia of a commission of three men, I think, two of whom
were to be appointed by the American bankers, the Equitable and
their associates, and who acted as a sort of general auditing depart-
ment of the Treasury. I believe that some of the information,
some of the figures, may have been obtained by cable from them.
They issue annual printed reports, but those, of course, might be
out of date, and the cable might bei necessary.

Mr. PECORA. Was it not customary, at the time and prior to the
time that this offering was made, for the underwriting bankers
to embody, either in the advertisement or in a circular—and some-
times in both—the text of any official advices or information re-
ceived by them concerning the issue from the representatives of the
issuing government?

Mr. HAYWARD. In this particular case, I see on the circular:
The following information has been furnished us by His Excellency

Zacharias Benavides, Minister of Finance of the Republic of Bolivia.
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In other words, this represents a statement signed by the Finance
Minister containing that information.

Mr. PECORA. AS a matter of fact, was not the substance of this in-
formation first embodied in a cable sent by Dillon, Eead & Co. to its
representatives in LaPaz, Bolivia, namely, Easley & Inslee, with the
request that it be submitted to the Minister of Finance, and with the
further request that they endeavor to have the Minister of Finance
sign that statement and cable back the entire text to you ?

Mr. HAYWARD. The cable requests our representative to have the
statements verified by the Minister, after which they should be
signed and returned to us. I t is the usual practice, which I de-
scribed a short time ago in the preparation of all foreign circulars.

The CHAIRMAN. Was this statement quite accurate: " The Bolivian
Government has met all obligations appertaining to the public debt
in the last half century " ?

Mr. HAYWARD. I am informed that is correct. We never found
anything to the contrary. The Bolivians were very careful in meet-
ing their obligations, and I know of no case in which they defaulted
until 1931.

Mr. PECORA. The cable you sent to Easley & Inslee, down in LaPaz,
Bolivia, was dated January 28,1927, was it not ?

Mr. HAYWARD. That is correct.
Mr. PECORA. I t contains the following opening statement:
As basis for circular public offering bonds we require letter signed by

Finance Minister addressed to us in form below. Please arrange with Min-
ister to sign if possible tomorrow cabling back entire text to us our expense.

Mr. HAYWARD. That is correct.
Mr. PECORA. Did you say that was the usual custom?
Mr. HAYWARD. Oh, I think so, in foreign loans. The circular

must be written in the English language. I t must be written in a
form suitable to this market. I t would be impossible to have a pros-
pectus which had been actually written and composed by a citizen
of another country who did not use our language and was not ac-
customed to our methods of practice. I am afraid that if we did
that, we would have nothing but patriotic orations.

Mr. PECORA. SO, you first got the information
Mr. HAYWARD. From the representatives of the Government in

New York.
Mr. PECORA. From the representatives and other sources available

to you; and then prepared a statement to be embodied in the pros-
pectus, and had that cabled for submission to the Finance Minister,
with the request that the Finance Minister approve the same in the
textual form in wliich it was prepared by your firm.

Mr. HAYWARD. After he had verified the accuracy of the state-
ments, of course.

Mr. PECORA. Assuming, of course, that he verified the statements!
Mr. HAYWARD. Yes.
Mr. PECORA. That was the practice you referred to as being the

usual one?
Mr. HAYWARD. That is correct.
Mr. PECORA. When you say it was usual, do you mean it was the

usual practice for your firm, or the common practice generally?
Mr. HAYWARD. I think it is very frequently done by all banking

houses; not in every instance, of course.
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Mr. PECORA. Did you receive a reply to this cable of January 28,
1927, from Easley & Inslee?

Mr. HAYWARD. I am informed, Mr. Pecora, that the Minister made
a few minor changes, then it was cabled back to us, and we, in due
course, received a letter which contained the statement as a whole.

Mr. PECORA. NOW, did you receive a cable reply from Easley &
Inslee to this cable of January 28, 1927 ?

Mr. HAYWARD. I will see if we have it here.
Mr. PECORA. See if you received one under date of January 28,

1927.
Mr. HAYWARD. Have you such a cable, Mr. Pecora? It might save

time if I looked at it.
(Mr. Pecora hands a paper to the witness.)
Mr. HAYWARD. Yes; I remember that cable.
Mr. PECORA. Will you read the cable which you received in reply

from Easley & Inslee on the same date, namely, January 28, 1927?
Mr. HAYWARD. This is a cable dated January 28, 1927, addressed

to Dillon, Read & Co., sent by Easley & Inslee, LaPaz, Bolivia:
Letter will be signed. Minister has requested me to express to you strong

desire Government contract should be signed as quickly as possible, preferably
by tomorrow. States possibility of cabinet changes makes desirable for Gov-
ernment. Request you collaborate.

INSLEE.

Mr. PECORA. DO you know what the occasion was for speeding up
this negotiation?

Mr. HAYWARD. I know nothing more, so far as I recall, than just
what this cable says there. Apparently there was some possibility
of Cabinet changes and they wanted the matter concluded before
some other officer came in. I have never heard that such changes
took place.

Mr. PECORA. Was there a fear that Cabinet changes were imminent
at that date which if made would have disturbed the negotiations
for this loan that had already been practically concluded ?

Mr. HAYWARD. I should think that would be indicated by this
cable. These gentlemen had been working on the thing for a great
many months, and I believe there is nothing more to this than the
fact that they wanted to get it through and done before there were
other personalities coming into office.

Mr. PECORA. When you received in reply to your cable to Easley
& Inslee of January 28, 1927, from the Finance Minister a cable em-
bodying the text or substantially the text of the information that
you put in your prospectus offering this issue, did the Finance Min-
ister by any chance tell you that at that time there was outstanding
an obligation incurred by his Government the preceding year in
favor of Armstrong & Vickers, Ltd., of London, England, for the
purchase of war supplies?

Mr. HAYWARD. NO. That matter wa,s never mentioned.
Mr. PECORA. And at the time that you had the negotiations for

this $14,000,000 issue did you know of the existence of that obliga-
tion?

Mr. HAYWARD. My best information is that that obligation did not
then exist. I t became effective on the 1st of April, 1927, which
would have been several months after this loan was brought out.
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Mr. PECORA. Was not the obligation contracted for prior to
January 1927?

Mr. HAYWARD. I understand not, Mr. Pecora. It was in the situa-
tion then of perhaps a memorandum contract. I have never seen
it. I do not know what it was. But the agreement with Vickers
was ratified, and therefore became an obligation of Bolivia, accord-
ing to our information, on the 1st of April, 1927. Therefore they
could not have mentioned it at that time as an obligation, because
I believe it did not then constitute one.

I can show you, Mr. Pecora, the Fifth Annual Report of the
Permanent Fiscal Commission; that is the Permanent Fiscal Com-
mission headed by an American appointed by the Equitable Trust
Co., dated November 10, 1928, in which he gives a table of the out-
standing funded obligations of the Bolivian Government. In that
the Vickers contract is listed and the date of the law of authorization
is stated correctly, I understand it to be, the 1st of April, 1927.

Mr. PECORA. Let me refer you on that point, Mr. Hayward, to a
letter received by your firm dated June 27, 1928, signed by
J. A. Arguido, A-r-g-u-i-d-o

Mr. HAYWARD. d-a-s.
Mr. PECORA. Arguidas?
Mr. HAYWARD. Yes.
Mr. PECORA. Signed by J. A. Arguidas, Financial Commissioner of

the Kepublic of Bolivia, in which in reply to a certain question pro-
pounded to him by your firm in a cable dated June 27, 1928, concern-
ing this so-called "Armstrong-Vickers contract", he said among
other things, as follows:

It is a loan contract executed October 9, 1926, and ratified by a supplementary
contract signed in London on April 1, 1927.

Does not that indicate that this Armstrong-Vickers obligation had
first been incurred under a contract executed in October 1926, which
was prior to the conclusion of your negotiations for this $14,000,000
loan ?

Mr. HAYWARD. I understand not, Mr. Pecora. This contract with
Vickers was for the purchase of miscellaneous equipment for the
Army. I t was expressed in Bolivia to be for strengthening the
home defense forces. The Vickers Co. had for some time been
negotiating with the Bolivian authorities, and unquestionably some
sort of memorandum or tentative contract was entered into in 1926.
But as I understand it, before that became law and became an obli-
gation of the Bolivian Government it had to be ratified by the Cabi-
net. That agreement was to be specifically secured by the pledge of
certain taxes, and some of those taxes even did not come into exist-
ence and were not created by Bolivian law until February 1927.

The CHAIRMAN. What was the amount of that Armstrong con-
tract?

Mr. HAYWARD. The original amount, Senator, was in the neighbor-
hood of 1,900,000 pounds. I t did not enter into these discussions,
but it did come up in connection with the loan of Bolivia the fol-
lowing year.

Mr. PECORA. That is the $23,000,000 loan?
Mr. HAYWARD. Yes. At that time, as will be subsequently de-

veloped, I have no doubt, a settlement was made with Vickers, pro-
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viding for a substantial reduction in the amount of this material to
be delivered, and a reduction in the price in consideration for a cash
payment, so that the bond of the Bolivian Government which Vickers
had was retired and canceled out of the proceeds of the 1928 loan.
And that effected a saving to Bolivia of some three million dollars*
About three million dollars.

The CHAIRMAN. Was Bolivia at war with Paraguay then?
Mr. HAYWARD. NO; the hostilities with Paraguay did not break

out, I believe, until 1932. That was a long time after that. I under-
stand this had nothing whatever to do with that situation.

Mr. PECORA. I will go into certain features of the $23,000,000 loan
subsequently. But I think that will conclude the examination of
tlie witness with regard to this $14,000,000 issue, Mr. Chairman.

The CHAIRMAN. The committee stands adjourned until 10 o'clock
tomorrow morning.

(Thereupon, at 4:10 p.m., Thursday, Oct. 12, 1933, an adjourn-
ment was taken until 10 a.m. the next day, Friday, Oct. 13, 1933.)

COMMITTEE EXHIBIT NO. 26, OCTOBER 12, 1933, UNITED STATES OF BEAZIL WITH

DILLON, READ & Co.

CONTRACT, MAY 27, 1921

Contract, dated as of May 27, 1921, made by United States of Brazil, herein-
after termed the " obligor ", acting by His Excellency A. de Alencar, its Am-
bassador to the United States, thereunto duly empowered, and Dillon, Read '&
Co., a copartnership of the city of New York, State of New York, United States
of America, hereinafter sometimes termed the " bankers."

ARTICLE I

The obligor covenants with the bankers as follows:
SECTION 1. The obligor will issue its external gold loan bonds bearing inter-

est at the rate of 8 percent per annum (hereinafter termed, collectively, the
"bonds"), for the aggregate principal amount of $25,000,000, all dated June 1,
1921, and payable on June 1, 1941, in which bonds the obligor will covenant to
pay the principal and the interest on said principal sum and the sinking fund
payments herein provided, in the city of New York, State of New York, United
States of America, in gold coin of the United States of the standard existing
June 1, 1921, without deduction for any tax or taxes now or at any time here-
after imposed by the obligor or by any taxing authority thereof or therein.
The bonds shall be substantially in the form set forth in schedule A hereto
attached, and shall be signed in behalf of the obligor and be countersigned
by Central Union Trust Co. of New York (or its successor designated for the
purpose by the bankers) as in said schedule A attached.

SEIO. 2. The bonds shall bear interest at the rate aforesaid from the date
thereof until the principal sum thereof shall have been paid, or until they shall
be purchased by the sinking fund herein provided. Such interest shall be pay-
able semiannually on the 1st day of December and the 1st day of June in each
year. For the collection of such interest the bonds shall have attached coupons
substantially in the form set forth in said schedule A.

SEC. 3. The bonds shall be issuable in the denominations! of $1,000 and $500
and the text thereof shall be in the English language, and if so requested by
the bankers, shall be printed from engraved plates in a manner conforming to
the requirements of the New York Stock Exchange for quotation; but until
such time as such bonds in definitive form shall have been prepared for delivery,
one or more temporary or provisional bonds for the aggregate principal amount
of $25,000,000 without coupons shall be issued. The obligor will deliver in the
said city of New York definitive bonds in exchange for the temporary bonds,
without charge or expense to the bankers or other persons entitled to receive
the definitive bonds. The obligor hereby designates Central Union Trust Co.
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of New York, in the Borough of Manhattan, New York City, as registrar of the
bonds; and so long as any of the bonds are outstanding the obligor will
register, or cause to be registered by said registrar (or a successor duly ap-
pointed by the bankers for such purpose) as to principal, but as to principal
only, any of the bonds upon presentation for such purpose, pursuant to such
reasonable regulation as the bankers may prescribe.

Such registration shall be noted on the bonds by the registrar so appointed,
after which registration and notation thereof on the bond no transfer shall be
valid unless made at the office of said registrar by the registered holder in
person, or by his attorney, duly authorized, and similarly noted on the bonds;
but the same may be discharged from registry by being in like manner trans-
ferred to bearer, after which it shall again be transferable by delivery. Suc-
cessive registrations and transfers may be made from time to time as desired.
Such registration shall not affect the negotiability of the coupons belonging
to any bond, but every such coupon shall continue to pass by delivery and shall
remain payable to bearer as therein provided. The bonds of the several de-
nominations shall be interchangeable. Upon surrender by the holders at said
registry office of bonds of one or more denominations, with all unmatured
coupons thereto attached, with the request that there be issued in exchange
therefore bonds of the same aggregate principal amount but of other denomina-
tions, the obligor will effect such exchange. In case of any exchange of bonds,
the obligor may, with the approval of the bankers, make a reasonable charge
for the bonds issued in exchange for outstanding bonds and for the expense
of such service. No charge, however, shall be made for any exchange of
temporary bonds for definitive bonds.

The bonds and coupons and all payments thereon shall be exempt from any
and all taxes, imposts, stamp dues and assessments, now or at any time here-
after imposed or levied by the obligor or by any taxing authority thereof or
therein.

In case of loss or destruction of any bond, or coupon, a duplicate will be
issued upon proof of such loss or destruction and upon receipt by the obligor
of proper indemnity.

SEO. 4. Without intending to limit or lessen the obligations assumed by the
obligor under the bonds or elsewhere under this contract, the obligor covenants
and agrees that its obligations hereunder and under the bonds together with
its obligations under an additional amount of bonds to be issued by the obligor
herein described (such additional amount not exceeding $25,000,000 face amount)
shall at all times be and constitute a special and first charge on the revenues
received by the obligor from the consumption tax (consumo) and stamp tax
(sello) as now existing or as in the future the same may exist levied by the
obligor or with its authority, and covenants and agrees that all the proceeds of
said consumo and sello and all taxes and exactions levied in substitution there-
for or amendment thereof shall, so long as the obligor shall not have fulfilled
all its obligations then due hereunder and under said additional bonds and
under the contract under which the same are to be issued, be specially set
apart and used for the fulfillment of the obligations of the obligor hereunder
and under said additional bonds and said contract (pro rata and without
discrimination as to any of the bonds issued hereunder and said additional
bonds) shall not be used for or devoted to any other purpose.

The obligor further covenants and agrees that in like manner the obligations
hereunder and under the bonds issued hereunder and under said additional
bonds and said contract shall be a special charge on all customs duties and
customs taxes now or hereafter levied or received by the obligor (not subject
and subsidiary to all the charges now existing) and that the proceeds thereof
shall in like manner be especially set apart and used for the fullfillment of the
obligations of the obligor then due hereunder and under said additional bonds
and said contract (pro rata and without discrimination as to any of the
bonds, issued hereunder and said additional bonds) and shall not be devoted
or used for any other purposes.

SEO. 5. The bankers shall have exclusive authority to issue the bonds
through a syndicate which they have formed or may form for such purpose.
The obligor hereby ratifies and approves the syndication and disposal thereof
heretofore accomplished by the bankers. On such date not later than June 6,
1921, as the bankers shall designate, the objigor will deliver to the bankers in
the city of New York temporary or provisional bonds in such denominations
as the bankers shall request, dated June 1, 1921, and bearing interest from
June 1, 1921, for the aggregate principal amount of $25,000,000, and there-
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upon the bankers will make payment therefor as provided in article III, section
2, of this contract.

SEO. 6. Pending the delivery of the definitive bonds, the bankers may deliver
to subscribers for or purchasers of the bonds a receipt or other writing in their
name, evidencing the right of the holder to receive an amount of such bonds
specified in such receipt or writing.

SEC.-7. The obligor will deposit with the bankers at their office in the city of
New York, at least 1 month in advance of the maturity respectively of the
interest and sinking-fund installments payable on the bonds, funds sufficient
to pay in United States gold coin the amount of such instalments.

AKTIOLE II

The obligor further covenants with the bankers for the benefit of the holders,
severally and respectively, of the bonds, as follows:

SECTION 1. The bonds are not, prior to maturity, subject to call or redemp-
tion either as to the whole amount or any part.

SEO. 2. So long as any of the bonds shall be outstanding, the obligor will
pay to the bankers on or before the first day of November and the first day
of May in each year, until and including the first day of May 1941 as a semi-
annual sinking fund an amount which shall be equal to 105 percent of one
fortieth of the aggregate principal amount of $25,000,000 plus an amount equal
to 4 percent of said one fortieth. Each such payment shall constitute a
sinking fund to be held and applied by the bankers as sinking-fund trustees
in the purchase of bonds as in this article provided.

SEO. 3. All moneys received by the bankers by any such sinking-fund pay-
ments may be, from time to time, applied by the bankers to the purchase of
bonds in the market at such price or prices, not exceeding 105 percent and ac-
crued interest by private or public purchase without inviting or advertising for
tenders of bonds. It is intended that the times, manner, and price of such
purchases shall be determined by the bankers in their absolute discretion as
they may, from time to time, deem for the best interest of the obligor. All bonds
so purchased for the sinking-fund together with all unmatured coupons annexed
thereto at the time of purchase shall be canceled by the bankers and delivered to
the obligor and no bonds shall be issued in lieu thereof.

SEO. 4. If, 6 months from the date on which a sinking fund payment is due
under section 2 of this article (or, if such payment is not made on or before
the due date, then 6 months from the date it is made), such payment or any
part thereof has not been applied to the purchase of the bonds, such payment
or the unapplied part thereof shall revert to the obligor and be paid to the
obligor. The bankers shall not, excepting on express instruction from the
obligor, by the use of any single semiannual sinking-fund payment in their
hands acquire more than one fortieth of the total face amount of bonds issued
hereunder. In case they shall out of any such sinking fund payment have
purchased such amount of bonds, to wit, one fortieth, the unused balance of
such sinking-fund payment in their hand shall immediately be paid to the
obligor (even if such 6 months shall not have expired).

SEC. 5. In case the obligor shall fail to make any sinking-fund payment as
in this article provided, or any interest payment as provided in article I, when
and as the same shall become payable under section 7 of article I, and such
default shall continue for a period of 60 days, Dillon, Read & Co., as repre-
sentative of the holders of the bonds, may declare to be forthwith due and pay-
able by the obligor the principal sum of the bonds and the interest accrued to
the date of such declaration, and thereupon such sums shall become and be
forthwith due and payable by the obligor, and the obligor covenants to pay the
same at the place for the payment of the bonds in the city of New York.

SEO. 6. Dillon, Read & Co. may act as the representative of the holders of
the bonds in all matters arising under this contract. For this service they
will receive no compensation from the obligor.

ARTICLE III

SECTION 1. The obligor agrees to sell to the bankers, and, subject to the con-
ditions herein specified, the bankers agree to purchase from the obligor, the
said $25,000,000 principal sum of bonds at the price of 90 percent of the prin-
cipal sum thereof, plus accrued interest from the date of the bonds to date of
payment therefor.
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SEO. 2. Upon delivery to the bankers, as provided in article I of this contract
of the temporary or provisional bonds for the aggregate sum of $25,000,000,
the bankers will make payment therefor by crediting to the account of the
obligor in New York City 90 percent of the principal amount, plus accrued
interest from the date of the bonds to the date of such credit.

SEO. 3. The bankers have, with the authority of the obligor, offered the bonds
for public subscription and sale and are hereby authorized to offer the bonds for
public subscription at such times and in such amounts and at such prices as the
bankers shall determine, except that such prices shall be over 95 percent of the
principal amount plus the amount of any interest accrued from the date of
the bonds to the date of payment of /the subscription.

ARTICLE IV

SECTION 1. The obligor hereby authorizes the bankers in behalf of the obligor
to make arrangements for the payment of the principal and interest at the places
where such sums are payable. Accounts between the obligor and the bankers
concerning such payments, and concerning the administration of the sinking fund
and all other expenses and charges, will be kept by the bankers in the city of
New York in terms of United States money; and such accounts, of which tran-
scripts will be sent to the obligor, may at any time be inspected by duly author-
ized representatives of the obligor. The obligor will pay the cost and expense
of engraving, printing,, and delivering the bonds, both temporary and definitive,
and the transmission and execution of the contract, and of the bonds and of the
issue thereof, including the reasonable charges for countersignature of the bonds
and the fees of legal counsel for the bankers in connection with this contract
and the performance hereof and the issue and sale of bonds hereunder in the
United States, and will reimburse the bankers for the cost of preparing and
delivering any receipts deliverable by them to subscribers for the bonds pending
the issue of definitive bonds.

All expenses not herein specified as being payable by the obligor will be
paid by the bankers. The obligor further covenants that it will reimburse the
bankers for any and all expenses incurred by them, in the course of their pro-
ceedings as fiscal agents (including their expenses in administration of the
sinking fund) and that it will pay them for their services as such a commission
of 1 percent of the amount of all moneys disbursed by them for account of the
obligor.

SEO. 2. The obligor also will indemnify and save harmless the bankers
against and from any loss, cost, or expense which they may sustain by
reason of any delay or default in the performance by the obligor of any of
the agreements of the obligor herein set forth or which they may sustain by
reason of their acting as agents or depositaries of the obligor in accordance
with the terms of their agency or with instructions of the obligor.

SEC. 3. The bankers shall not be answerable for the default or misconduct
of any agent or attorney appointed by them to carry out any of the provisions
of this contract, if such agent or attorney shall have been selected with
reasonable care and with the consent of the obligor. If the bankers shall be
in doubt in any instance as to their rights or obligations or the rights of
bondholders under this contract, they may advise with legal counsel selected
by them, and anything done or suffered in good faith by the bankers in
accordance with the opinion, of such counsel shall be conclusive in their favor

--as against any claim or demand by the obligor in the premises.
SEC. 4. The obligor and the bankers may deem and treat the bearer of

any bond which shall not at the time be registered as to principal as herein
provided, and the bearer of any coupon for interest on any bond whether or
not such bond shall be so registered, as the absolute owner of such bond or
coupon, as- the case may be, for the purpose of receiving payment thereof,
and for all other purposes, and neither the obligor nor the bankers shall be
affected by any notice to the contrary. The obligor and the bankers may
deem and treat the person in whose name any bond shall be registered as to
principal as aforesaid as the absolute owner thereof for the purpose of receiv-
ing payment of or on account of the principal thereof, and for all other pur-
poses to receive payment of interest represented by outstanding coupons.

SEO. 5. The bankers may become the owners of any or all of the bonds, with
the same rights as any other bondholders. All notices from the bankers to
the obligor in connection with this contract, including the declaration under
article II, section 5, may be given by written communication, or by cable, ad-
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dressed to the Minister of Finance, Rio de Janeiro, Brazil. All notices from
the obligor to the bankers may similarly be given, addressed to Dillon, Read
& Co., city of New York, United States of America.

SEC. 6. The obligor will comply with the reasonable requests of the bankers
for such information concerning the United States of Brazil, its laws, rev-
enues, etc., as reasonably may be deemed useful both in aid of the issue and
sale of the bonds in the United States, and so that the bankers may continue
to be informed as to such matters and as to the security pledged hereby for
the bonds; and the obligor authorizes and instructs its representatives to sign
in its name appropriate circulars in connection with the issue of the bonds.

SEC 7. Whenever in the bonds or in this contract the term " United States
gold coin " is used, it is intended to mean gold coin of the United States of
America of the standard of weight and fineness existing at the date of the
bonds.

SEIO. 8. This contract shall bind and shall inure to the benefit of the copart-
nership of Dillon, Read & Co., as now organized, or as hereafter organized, and
also any successor of the firm. The English text of this agreement shall govern
in the interpretation of its terms.

Witnesses:
J. DEI SOUSA-LEIAO,

For United States of Brazil.
A s tO A. DE) ALENOAR: ,

Ambassador to the United States.
ROBERT O. HAYWARD,

As to DILLON, READ & Co.
HOMEiEOi BAPTIST A.

SCHEDULE! A

(Form of $1,000 Definitive bond)

UNITED STATES OF BRAZIL 20-YEAR EXTERNAL GOLD LOAN 8-PERCENT BOND

United States of Brazil, hereinafter termed "The Obligor" for value re-
ceived, promises to pay to bearer, or if this bond be registered as herein
provided, to the registered holder hereof, on the 1st day of June, 1941, the
principal sum of $1,000, and to pay interest on such principal sum at the
rate of 8 percent per annum semiannually, on the 1st day of December and
on the 1st day of June in each year, until such principal sum shall have been
paid, but only upon presentation and surrender of the coupons for such
interest hereto attached as they severally mature. Such principal sum and
interest and the sinking-fund payments herein provided, will be paid in
the city of New York, State of New York, United States of America, at
the office of Dillon, Read & Co., in gold coin of the United States of America,
of the standard of weight and fineness existing on June 1, 1921, without deduc-
tion for any taxes now, or at any time hereafter imposed by United States
of Brazil, or by any taxing authority thereof or therein.

This bond is not subject to call or redemption prior to maturity.
In and by a contract dated as of May 27, 1921, made by the obligor with

said Dillon, Read & Co., as bankers, pursuant to which contract this bond is
issued as one of a series of like bonds of an aggregate principal amount of
$25,000,000, the obligor covenants to pay to said Dillon, Read & Co., on or before
the 1st day of November and on or before the 1st day of May in each year
until and including the 1st day of May, 1941, as a semiannual sinking fund an
amount which shall be equal to 105 percent of one fortieth of said aggregate
principal amount of $25,000,000 plus an amount equal to 4 percent of said
one fortieth. Each such payment shall constitute a sinking fund to be held and
applied by said Dillon, Read & Co. as sinking fund trustees in the purchase of
bonds of said series at prices which shall not exceed 105 percent and accrued
interest in the manner and on the conditions and terms1 provided in said
contract.

In the manner provided by said contract the obligor pledges the proceeds of
certain taxes, including the consumption tax (consumo) and stamp tax (sello),
for the pro rata benefit of said series of bonds presently issued under said
contract to the aggregate face amount of $25,000,000 and also for pro rata
benefit of a further additional amount of bonds of the obligor to an aggregate
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face amount of not to exceed $25,000,000 which may be hereafter issued as
described in said contract.

Dillon, Read & Co. may act as the representative of the holder of this
bond in all matters arising under the said contract. In case the obligor shall
fail to make any interest or sinking fund payment when and as the same
shall become payable, and such default shall continue for a period of 601 days,
Dillon, Read & Co., as representative of the holders of the bonds, may declare
to be forthwith due and payable the principal sum of the bonds and the interest
accrued to the date of such declaration.

This bond shall pass by delivery, unless it is registered in the owner's name
at the office of Central Union Trust Co. of New York or other registrar in the
Borough of Manhattan, city of New York, appointed by Dillon, Read & Co. for
the purpose, and such registration is noted hereon by such registrar. After
such registration no transfer shall be valid unless made by the registered
owner in person or by attorney, and similarly noted hereon by such registrar;
but this bond may be discharged from registry and its transferability by de-
livery be restored by like transfer to bearer noted hereon, after which it may
again from time to time be registered or made transferable to bearer as before.
Such registration, however, shall not affect the negotiability of the coupons
which shall continue to be transferable by delivery.

This bond shall not be valid for any purpose until countersigned by
or its successor duly appointed by Dillon, Read & Co., for

such purpose.
Dated, , 1921.

UNITED STATES OF BRAZIL,
By . ,

Countersigned:

No.

By
(Form of coupon)

On the day of , 19—, United States of Brazil promises to
pay to bearer, in the city of New York, State of New York, United States of
America, at the office of Dillon, Read & Co., $40, gold coin of the United States
of America, without deduction for Brazilian taxes, present or future, being 6
months' interest then due on United States of Brazil 20-year external gold loan
8 percent bond no. .

UNITED STATES OF BRAZIL,
By

GOVERNMENT EXHIBIT NO. 27, OCTOBER 12, 1933

Agreement, dated as of May 27, 1921, made by United States of Brazil, here-
inafter termed the obligor, acting by His Excellency A. de Alencar, its Am-
bassador to the United States, thereunto duly empowered, and Dillon, Read
& Co., a copartnership of the city of New York, State of New York, United
States of America, hereinafter termed the bankers.

SECTION 1. This agreement is a part of a main agreement between the same
parties bearing the same date hereinafter termed the main agreement. The
covenants and conditions contained in main agreement are the consideration
for the covenants herein contained; and this agreement is governed by the
terms and conditions in such main agreement provided.

SEC. 2. The obligor covenants that it will create and, at all times while any
of the bonds issued under the said main agreement are outstanding, maintain
with the bankers a deposit of not less than $500,000.

SEC. 3. Without intending to limit or lessen any of the obligations assumed
by the obligor, the obligor hereby irrevocably authorizes the bankers to retain
and apply, out of the payment to be made by them under article III, section 2,
of the main agreement, and out of any other moneys which may be from time
to time on deposit with the bankers to the credit of the obligor, an amount or
amounts sufficient to fulfill any and all the obligations of the obligor with re-
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gard to the bonds and sinking-fund payments thereon and, in general, with
regard to commissions, expenses, and all other charges, which become payable
by the obligor to the bankers, when and as such obligations mature.

SEC. 4. Proceeds of the loan and moneys on deposit with Dillon, Read & Co.,.
which the obligor is entitled to withdraw, will be subject to drafts payable
at sight. Such moneys shall from time to time bear interest at a rate which
shall not be less than the average current rate then generally allowed by
responsible banks and trust companies in the city of New York on similar
deposits.

SEO. 5. The bankers shall have an irrevocable option to purchase from the
obligor an additional $25,000,000 principal amount of bonds to be issued on the
same terms (including price) and secured by the same security as secures
the issue of bonds described in the main agreement. Such option shall extend
for 4 months from the date hereof, and may within that time be exercised by
notice to the obligor which may be by cable or in writing. The bankers shall
have exclusive authority to attempt to form a syndicate to issue and to
market such additional bonds, and the obligor shall not until the expiration
of such option issue or sell or offer for sale or market any issue of its bonds
or obligations in the United States or any other country outside of Brazil.
On such date, not later than 2 weeks from the notification of the exercise of
the option, as the bankers shall request, the obligor and the bankers will
execute an agreement so £ar as may be identical in substance and form with
the main agreement and the obligor will make delivery of such bonds in the
manner provided for in article I, section 5, of the main agreement against
payment by the bankers therefor.

SEO. 6. The obligor hereby appoints the bankers its purchasing agents in the
United States for all such part of the proceeds of the bonds issued under the
main agreement (and such additional $25,000,000 of bonds therein described
on which the bankers hold an option) so far as such proceeds are to be em-
ployed in the United States and covenants that it will pay the bankers for
their services as such a commission of 2 percent of the amount of purchases
made by them and will reimburse them for any and all expenses incurred by
them in the course of such agency. This appointment as purchasing agent is
not revocable so long as any of the bonds are outstanding. The obligor hereby
appoints the bankers its fiscal agent for the purposes of the main agreement
during the life of the loan created thereby. This appointment is not revocable
so long as any of the bonds are outstanding.

SEC 7. The obligor hereby appoints the bankers its general fiscal agents
in the United States, but such appointment is revocable by the obligor at any
time on 30 days' notice by cable or in writing.

UNITED STATES OF BRAZIL,
By A. DE ALENCAB,

Ambassador to the United States.
Witness:

J. DE SOUSA-LOAO.
DILLON, READ & Co.
HOMERO BAPTTSTA.

Witness:
ROBERT O. HAYWARD.

COMMITTEE EXHIBIT NO. 28, OCTOBER 12, 1933, UNITED STATES OF BRAZIL WITH
DILLON, READ & Co.

CONTRACT MAY 28, 1921

Contract, dated as of May 28, 1921, made by United States of Brazil, herein-
after termed the "obligor", xacting by His Excellency A. de Alencar, its
Ambassador to the United States, thereunto duly empowered, and Dillon, Read
& Co., a copartnership of the city of New York, State of New York, United
States of America, hereinafter sometimes termed the " Bankers."

Pursuant to a contract between the parties dated as of May 27, 1921, the
obligor has caused to be issued and sold to the bankers its first series of
external gold loan bonds to the principal amount of $25,000,000. That contract
contemplated and made provision for the issue of and security for a second
series of such bonds of a like aggregate principal amount. This contract makes
provision for the issue of such second series.

175541—33—PT 4—r-32
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ARTICLE I

The obligor covenants with the bankers as follows:
SECTION 1. The obligor will issue its external gold loan bonds bearing inter-

est at the rate of 8 percent per annum (hereinafter termed, collectively, the
"bonds"), for the aggregate principal amount of $25,000,000, all dated June 1,
1921, and payable on June 1, 1941, in which bonds the obligor will covenant
to pay the principal and the interest on said principal sum and the sinking
fund payments herein provided in the City of New York, State of New York,
United States of America, in gold coin of the United States of the standard
existing June 1, 1921, without deduction for any tax or taxes now or at any
time hereafter imposed by the obligor or by any taxing authority thereof or
therein. The bonds shall be substantially in the form set forth in schedule A
hereto attached, and shall be signed in behalf of the obligor and be counter-
signed by Central Union Trust Co. of New York (or its successor designated
for the purpose by the bankers) as in said schedule A indicated.

SBO. 2. The bonds shall bear interest at the rate aforesaid from the date
thereof until the principal sum thereof shall have been paid, or until they
shall be purchased by the sinking fund herein provided. Such interest shall
be payable semiannually on the 1st day of December and the 1st day of June
in each year. For the collection of such interest the bonds will have attached
coupons substantially in the form set forth in said schedule A.

SEC. 3. The bonds shall be issuable in the denominations of $1,000 and $500
and the text thereof shall be in the English language, and if so requested by
the bankers, shall be printed from engraved plates in a manner conforming to
the requirements of the New York Stock Exchange for quotation; but until
such time as such bonds in definitive form shall have been prepared for de-
livery, one or more temporary or provisional bonds for the aggregate principal
amount of $25,000,000 without coupons shall be issued. The obligor will de-
liver in the said city of New York definitive bonds in exchange for the tem-
porary bonds, without charge or expense to the bankers or other persons
entitled to receive the definitive bonds. The obligor hereby designates Central
Union Trust Co. of New York, in the Borough of Manhattan, New York City,
as registrar of the bonds; and so long as any of the bonds are outstanding the
obligor will register, or cause to be registered by said registrar (or a successor
duly appointed by the bankers for such purpose) as to principal, but as to
principal only, any of the bonds upon presentation for such purpose pursuant
to such reasonable regulation as the bankers may prescribe. Such registra-
tion shall be noted on the bonds by the registrar so appointed, after which
registration and notation thereof on the bond no transfer shall be valid unless
made at the office of said registrar by the registered holder in person, or by his
attorney, duly authorized, and similarly noted on the bond; but the same may
be discharged from registry by being in like manner transferred to bearer,
after which it shall again be transferable by delivery.

Successive registrations and transfers may be made from time to time as de-
sired. Such registration shall not affect the negotiability of the coupons be-
longing to any bond, but every such coupon shall continue to pass by delivery
and shall remain payable to bearer as therein provided. The bonds of the
several denominations shall be interchangeable. Upon surrender by the holder
at said registry office of bonds of one or more denominations, with all unma-
tured coupons thereto attached, with the request that there be issued in
exchange therefor bonds of the same aggregate principal amount but of other
denominations, the obligor will effect such exchange. In case of any exchange
of bonds, the obligor may, with the approval of the bankers, make a reasonable
charge for the bonds issued in exchange for outstanding bonds and for the ex-
pense of such service. No charge, however, shall be made for any exchange of
temporary bonds for definitive bonds.

The bonds and coupons and all payments thereon shall be exempt from any
and all taxes, imposts, stamp dues and assessments, now or at any time here-
after imposed or levied by the obligor or by any taxing authority thereof or
therein.

In case of loss or destruction of any bond or coupon, a duplicate will be
issued upon proof of such loss or destruction and upon receipt by the obligor
of proper indemnity.

SEO. 4. Without intending to limit or lessen the obligations assumed by the
obligor under the bonds or elsewhere under this contract, the obligor covenants
and agrees that its obligations hereunder and under the bonds (together with
its obligations under the first series of bonds hereinbefore referred to issued by
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the obligor pursuant to said contract between the parties dated as of May 27,
1921, of an aggregate principal amount of $25,000,000, and under said contract
pursuant to which such first series were issued) shall at all times be and con-
stitute a special and first charge on the revenues received by the obligor from
the Consumption Tax (Consumo) and Stamp Tac (Sello) as now existing or
as in the future the same may exist levied by the obligor or with its authority,
and covenants and agrees that all the proceeds of said Consumo and Sello and
all taxes and exactions levied in substitution therefor or amendment thereof
shall, so long as the obligor shall not have fulfilled all its obligations then due
hereunder and under the bonds and in the said contract dated May 27, 1921,
and the first series of bonds issued thereunder, be specially set apart and used
for the fulfillment of all such obligations (pro rata and without discrimination
as to any of the bonds issued hereunder and bonds of said first series) and
shall not be used for or devoted to any other purpose. The obligor further cove-
nants and agrees that in like manner the obligations hereunder and under the
bonds issued hereunder and under said first series of bonds and said contract
dated as of May 27, 1921, under which they were issued shall be a special
charge on all customs duties and customs taxes now or hereafter levied or re-
ceived by the obligor (but subject and subsidiary to all the .charges now exist-
ing) and that the proceeds thereof shall in like manner be especially set apart
and used for the fulfillment of all said obligations then due (pro rata and
without discrimination as to any of the bonds issued hereunder and bonds of
said first series) and shall not be devoted or used for any other purposes.

SEC. 5. The bankers shall have exclusive authority to issue the bonds through
a syndicate which they have formed or may form for such purpose. The
obligor hereby ratifies and approves the syndication and disposal thereof here-
tofore accomplished by the bankers. On such date, not later than September
20, 1921, as the bankers shall designate, the obligor will deliver to the bankers
in the city of New York temporary or provisional bonds in such denominations
as the bankers shall request, dated June 1, 1921, and bearing interest from
June 1, 1921, for the aggregate principal amount of $25,000,000>, and thereupon
the bankers will make payment therefor as provided in article III, section 2,
of this contract. ,

SEC. 6. Pending the delivery of the definitive bonds, the bankers may deliver
to subscribers for or purchasers of the bonds a receipt or other writing in their
name, evidencing the right of the holder to receive an amount of such bonds
specified in such receipt or writing.

SEC. 7. The obligor will deposit with the bankers at their oflSce in the city
of New York, at least 1 month in advance of the maturity, respectively, of
the interest and sinking fund installments payable on the bonds, funds sufficient
to pay in United States gold coin the amount of such installments.

ARTICLE I I

The obligor further covenants with the bankers for the benefit of the holders,
severally and respectively, of the bonds, as follows:

SECTION 1. The bonds are not, prior to maturity, subject to call or redemption
either as to the whole amount or any part.

SEC. 2. So long as any of the bonds shall be outstanding, the obligor will
pay to the bankers on or before the first day of November and the first day
of May, in each year, until and including the first day of May 1941, as a semi-
annual sinking fund an amount which shall be equal to 105 percent of one
fortieth of the aggregate principal amount of $25,000,000, plus an amount equal
to 4 percent of said one fortieth. Each such payment shall constitute a sinking
fund to be held and applied by the bankers as sinking fund trustees in the
purchase of bonds as in this article provided.

SEC. 3. All moneys received by the bankers by any such sinking fund payment
may be from time to time applied by the bankers to the purchase of bonds
in the market at such price or prices, not exceeding 105 percent and accrued
interest by private or public purchase without inviting or advertising for
tenders of bonds. I t is intended that the times, manner, and price of such
purchases shall be determined by the bankers in their absolute discretion as
they may from time to time deem for the best interest of the obligor. All
bonds so purchased for the sinking fund together with all unmatured coupons
annexed thereto at the time of purchase shall be canceled by the bankers, and
delivered to the obligor and no bonds shall be issued in lieu thereof.

SEC. 4. If, 6 months from the date on which a sinking fund payment is due
under section 2 of this article (or, if such payment is not made on or before
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the due date, then 6 months from the date it is made), such payment or any
part thereof has not been applied to the purchase of the bonds, such payment or
the unapplied part thereof shall revert to the obligor. The bankers shall not,
excepting on express instruction from the obligor, by the use of any single
semiannual sinking-fund payment in their hands acquire more than one
fortieth of the face value of bonds issued hereunder. In case they shall, out
of any such sinking-fund payment, have purchased such amount of bonds,
to wit, one fortieth, the unused balance of such sinking-fund payment in their
hands shall immediately be paid to the obligor (even if such 6 months shall
not have expired).

SEC. 5. In case the obligor shall fail to make any sinking-fund payment as
in this article provided, or any interest payment as provided in article I, when
and as the same shall become payable under section 7 of article 1, and such
default shall continue for a period of 60 days, Dillon, Read & Co., as represent-
ative of the holders of the bonds, may declare to be forthwith due and payable
by the obligor the principal sum of the bonds and the interest accrued to
the date of such declaration, and thereupon such sums shall become and be
forthwith due and payable by the obligor, and the obligor covenants to pay
the same at the place for the payment of the bonds in the city of New York.

SEC. 6. Dillon, Read & Co. may act as the representative of the holders of
the bonds in all matters arising under this contract. For this service they will
receive no compensation from the obligor.

ARTICLE II I

SECTION 1. The obligor agrees to sell to the bankers, and, subject to the
conditions herein specified, the bankers agree to purchase from the obligor,
the said $25,0P0,00O principal sum of bonds at the price of percent of the
principal sum thereof, plus accrued interest from the date of the bonds to the*
date of payment therefor.

SEC. 2. Upon delivery to the bankers as provided in article I of this contract
of the temporary or provisional bonds for the aggregate sum of $25,000,000, the
bankers will make payment therefor by crediting to the account of the obligor
in New York City percent of the principal amount, plus accrued interest
from the date of the bonds to the date of such credit.

SEC. 3. The bankers have, with the authority of the obligor, offered the bonds
for public subscription and sale and are hereby authorized to offer the bonds for
public subscription at such times and in such amounts and at such prices as
the bankers shall determine, except that such prices shall be over 95 percent
of the principal amount plus the amount of any interest accrued from the date
of the bonds to the date of payment of the subscription.

ARTICLE IV

SECTION 1. The obligor hereby authorizes the bankers in behalf of the obligor
to make arrangements for the payment of the principal and interest at the
places where such sums are payable. Accounts between the obligor and the
bankers concerning such payments, and concerning the administration of the*
sinking fund, and all other expenses and charges, will be kept by the bankers
in the city of New York in terms of United States money, and such accounts,
of which transcripts will be sent to the obligor, may at any time be inspected
by duly authorized representatives of the obligor. The obligor will pay the cost
and expense of engraving, printing, and delivering the bonds, both temporary
and difinitive, and the transmission and execution of the contract, and of the
bonds and of the issue thereof, including the reasonable charges for counter-
signature of the bonds and the fees of legal counsel for the bankers in con-
nection with this contract and the performance hereof and the issue and sale of
bonds hereunder in the United States, and will reimburse the bankers for the
cost of preparing and delivering any receipts deliverable by them to subscribers
for the bonds pending the issue of definitive bonds. All expenses not herein
specified as being payable by the obligor will be paid by the bankers. The
obligor further covenants that it will reimburse the bankers for any and all
expenses incurred by them in the course of their proceedings as fiscal agents
(including their expenses in the administration of the sinking fund) and that
it will pay them for their services as such a commission of 1 percent of the
amount of all moneys disbursed by them for the account of the obligor.

SEC. 2. The obligor also will indemnify and save harmless the bankers
against and from any loss, cost, or expense which they may sustain by reason
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of any delay or default in the performance by the obligor of any of the agree-
ments of the obligor herein set forth or which they may sustain by reason of
their acting as agents or depositaries of the obligor in accordance with the
terms of their agency or with instructions of the obligor.

SEO. 3. The bankers shall not be answerable for the default or misconduct
of any agent or attorney appointed by them to carry* out any of the provisions
of this contract, if such agent or attorney shall have been selected with reason-
able care and with the consent of the obligor. If the bankers shall be in doubt
in any instance as to their rights or obligations or the rights of bondholders
under this contract, they may advise with legal counsel selected by them, and
anything done or suffered in good faith by the bankers in accordance with the
opinion of such counsel shall be conclusive in their favor as against any claim
or demand by the obligor in the premises.

SEC. 4. The obligor and the bankers may deem and treat the bearer of any
bond which shall not at the time be registered as to principal as herein pro-
vided, and the bearer of any coupon for interest on any bond whether or not
such bond shall be so registered, as the absolute owner of such bond or coupon,
as the case may be, for the purpose of receiving payment thereof, and for all
other purposes, and neither the obligor nor the bankers shall be affected by
any notice to the contrary. The obligor and the bankers may deem and treat
the person in whose name any bond shall be registered as to principal as afore-
said as the absolute owner thereof for the purpose of receiving payment of or on
account of the principal thereof, and for all other purposes except to receive
payment of interest represented by outstanding coupons.

SEO. 5. The bankers may become the owners of any or all of the bonds,
with the same rights as any other bondholders. All notices from the
bankers to the obligor in connection with this contract, including the declara-
tion under article II, section 5, may be given by written communication, or
by cable, addressed to the Minister of Finance, Rio de Janeiro, Brazil. All
notices from the obligor to the bankers may similarly be given, addressed to
Dillon, Read & Co., city of New York, United States of America.

SEC. 0. The obligor will comply with the reasonable requests of the bankers
for such information concerning the United States of Brazil, its laws, revenues,
etc., as reasonably may be deemed useful both in aid of the issue and sale
of the bonds in the United States, and so that the bankers may continue to
be informed as to such matters and as to the security pledged hereby for
the bonds; and the obligor authorizes and instructs its representatives to
sign in its name appropriate circulars in connection with the issue of the
bonds.

SEC. 7. Whenever in the bonds or in this contract the term "United States
gold coin " is used, it is intended to mean gold coin of the United States of
America of the standard of weight and fineness existing at the date of the bonds.

SEC. 8. This contract shall bind and shall enure to the benefit of the copart-
nership of Dillon, Read & Co., as now organized, or as hereafter organized, and
also any successor of the firm. The English text of this agreement shall govern
in the interpretation of its terms.

Witness:
J. De Sousa Leao,

For United States of Brazil.
A. de Alencar,

Ambassador to United States.
As to

J. P. Cotton.
As to

D. R. & Co.
SCHEDULE A

(Form of $1,000 Definitive Bond)

United States of Brazil 20-year External gold loan 8-percent bond

United States of Brazil, hereinafter termed "the obligor", for value re-
ceived, promises to pay to bearer, or if this bond be registered as herein pro-
vided, to the registered holder hereof, on the 1st day of June 1941, the principal
sum of $1,000, and to pay interest on such principal sum at the rate of 8 percent
per annum semiannually, on the 1st day of December and on the 1st day of
June in each year, until such principal sum shall have been paid, but only upon
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presentation and surrender of the coupons for such interest hereto attached as
they severally mature. \

Such principal sum and interest and the sinking-fund payments herein
provided will be paid in the city of New York, State of New York, United
States of America, at the office of Dillon, Read & Co., in gold coin of the United
States of America, of the standard ofN weight and fineness existing on June 1,
1921, without deduction for any taxes now, or at any time hereafter, imposed
by United States of Brazil, or by any taxing authority thereof or therein.

This bond is not subject to call or redemption prior to maturity.
In and by a contract dated as of May 28, 1921, made by the obligor with said

Dillon, Head & Co., as bankers, pursuant to which contract this bond is issued
as one of a series of like bonds of an aggregate principal amount of $25,000,000,.
the obligor covenants to pay to said Dillon, Read & Co., on or before the first
day of November and on or before the first day of May in each year and
including the first day of May 1941, as a semiannual sinking fund an amount
which shall be equal to 105 percent of one fortieth of said aggregate principal
amount of $25,000,000 (plus an amount equal to 4 percent of said one fortieth).
Each such payment shall constitute a sinking fund to be held and applied by
said Dillon, Read & Co. as sinking fund trustees in the purchase of bonds of
said series at prices which shall not exceed 105 percent and accrued interest
in the manner and on the conditions and terms provided in said contract.

In the manner provided by said contract the obligor pledges the proceeds of
certain taxes, including the consumption tax (consumo) and stamp tax (sello),
for the pro rata benefit of said series of bonds presently issued under said;
contract to the aggregate face amount of $25,000,000 and also for the pro rata
benefit of another series of bonds of the obligor of even date herewith to an
aggregate face amount of $25,000,000, which bonds are more fully described in
said contract.

Dillon, Read & Co. may act as the representative of the holder of this bond:
in all matters arising under the said contract. In case the obligor shall fail
to make any interest or sinking fund payment when and as the same shall
become payable, and such default shall continue for a period of 60 days, Dillon,
Read & Co., as representative of the holders of the bonds, may declare to* be
forthwith due and payable the principal sum of the bonds and the interest
accrued to the date of such declaration.

This bond shall pass by delivery, unless it is registered in the owner's name
at the office of Central Union Trust Co. of New York or other registrar in the
Borough of Manhattan, city of New York, appointed by Dillon, Read & Co. for
the purpose, and such registration is noted hereon by such registrar. After
such registration no transfer shall be valid unless made by the registered
owner in person or by attorney, and similarly noted hereon by such registrar;
but this bond may be discharged from registry and its transferability by
delivery be restored by like transfer to bearer noted hereon, after which it
may again from time to time be registered or made transferable to bearer
as before. Such registration, however, shall not affect the negotiability of the
coupons, which shall continue to be transferable by delivery.

This bond shall not be valid for any purpose until countersigned by Central
Union Trust Co. of New York or its successor duly appointed by Dillon, Read
& Co. for such purpose.

Dated June 1, 1921.
UNITED STATES OF BRAZIL,

By .
Countersigned:

CENTRAL, UNION TRUST CO. OF NEW YORK.,
By .

(Form of coupon)
No. $40

On the day of , 19 , United States of Brazil promises to
pay to bearer, in the City of New York, State of New York, United States
of America, at the office of Dillon, Read & Co., $40, gold coin of the United
States of America, without deduction for Brazilian taxes present or future,
being 6 months' interest then due on United States of Brazil 20-year external
gold loan 8 percent bond number

UNITED STATES OF BRAZIL,,
ByDigitized for FRASER 

http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



STOCK EXCHANGE PRACTICES 2033

COMMITTEE EXHIBIT NO. 29—OCTOBER 12, 1933

$25,000,000 United States of Brazil 20-year 8% (non-callable) External Gold
Bonds, dated June 1, 1921. Due June 1, 1941. Interest payable June 1 and
December 1

Principal and interest payable in New York City in United States gold coin
at the office of Dillon, Read & Co., fiscal agents of Brazil in the United States.
Coupon bonds of $1,0001 and $500' denominations, registerable as to principal.
Exempt from all Brazilian taxes, present or future.

THE BONDS ARE NOT CALLABLE IN WHOLEl OR IN PART

As a sinking fund, the Brazilian Government agrees to provide a sum suffi-
cient to buy $625,000 principal amount of bonds semiannually during the
life of the loan, which payments will be applied by Dillon, Read & Co., to the
purchase of bonds in the market at or below 105 and accrued interest. Any
balance unexpended at the end of 6 months reverts to the Brazilian Government.

DIRECT LIEN ON GOVERNMENT TAXES

These bonds, when issued, will be a direct obligation of the United States
of Brazil, and will be specifically secured by a first charge on the consumption
tax (Consumo) and stamp tax (Sello), which yielded, at the average rate of
exchange in 1920, approximately $58,963,000 last year, and according to present
estimates will yield $60,000,000 in 1921; also by a second charge on the Gov-
ernment's receipts from customs' duties. The total receipts from all the above
taxes in 1920 were $127,759,000', dh part of which there was a prior charge
amounting to $4,035,271. Receipts from the above taxes are pledged by the
Government to secure a total issue of $50,000,000 bonds, of which the present
offering is a part.

PURPOSE

The proceeds of this loan are to be employed in part for the purchase in
the United States of materials required by the Government.

DEBT

On December 31, 1920, the national debt of Brazil, both external and in-
ternal (converted into dollars at par of exchange), was approximately 1
billion dollars, of which $565,000,000 was external. A large part of this debt
was incurred for the construction of Government railways, steamships, and
other revenue-producing undertakings. On the basis of the latest estimate
of population, this represents a total indebtedness of about $33 per capita
and carries an annual per capita charge of $1.85. This compares with the
per capita debt of other nations as follows:

Denmark, $83.65; Switzerland, $92.71; Argentina, $111.90; United States,.
$227.83; Canada, $275.08; Australia, $324.29; Great Britain, $827.29; France,
$1,107.95.

The present issue is the first offering of Brazilian Government bonds in the
United States, previous Brazilian external loans having been issued in Lon-
don and Paris.

REVENUE

The principal revenues of the Government are derived from duties on im-
ports, consumption taxes, income taxes, and the revenue from national rail-
ways and steamship lines.

NATURAL WEALTH

The area of Brazil is 3,300,000 square miles, covering nearly half of -South?
America. It is larger than continental United States, the United Kingdom,
and France combined. Its population of approximately 30,000,000 represents-
half the total population of the South American continent. Brazil has vast
natural wealth, and the increasing investment of foreign and local capital is
rapidly bringing out the nation's resources. Brazil is said to contain the
world's greatest reserves of timber and iron ore and has large deposits of other
essential minerals. It produces 70 percent of the world's coffee and supplies-
some of the finest grades of rubber which cannot be grown in the East.
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FOREIGN TRADE

The volume of Brazil's foreign trade has increased rapidly and the balance
In favor of exports increased from $52,000,000 in 1911 to $211,000,000 in 1919.
Exports in 1920 were larger in volume than in any previous year, although the
total value was less than in 1919 on account of the general fall in commodity
prices. The United States is Brazil's best customer, supplying about 48 percent
of her imports and taking about 42 percent of her exports. Coffee makes up
approximately 50 percent of Brazil's exports at the present time, and of this
the United States has been taking about one half in recent years. The Central
European nations are now purchasing coffee in increasing quantity. Other
important exports are rubber, cocoa, meat, tobacco, and sugar. The largest
packing plant in South America has recently been completed in Brazil. Exports
of meat, hides, and skins increased from $8,075,250 in 1913 to $73,000,000 in 1919.

We offer the above bonds for delivery when, as, and if issued and received
by us, subject to the approval of legal proceedings by counsel.

Price, 97% and interest; to net 8% percent.
DILLON, READ & Co. HALSEY, STUART & Co., INC.
BLAIR & Co., INC. CONTINENTAL & COMMERCIAL TRUST
WHITE, WELD & Co, & SAVINGS BANK.
UNION TRUST CO., PITTSBURGH. UNION TRUST CO., CLEVELAND.
ILLINOIS TRUST & SAVINGS BANK.

The information contained in this circular has been obtained partly by cable,
Irom official, and other sources. While not guaranteed, it is accepted by us as
accurate.

MAY 1921.

COMMITTEE EXHIBIT NO. 30, OCTOBER, 12, 1933

$25,000,000 United States of Brazil, 20-year 8 percent (non-allable) external
gold bonds, dated June 1, 1921, due June 1, 1941, interest payable June 1
and December 1

Principal and interest payable in New York City in United States gold coin
at the office of Dillion, Read & Co., fiscal agents of Brazil in the United States.
•Coupon bonds of $1,000 and $500 denominations, registerable as to principal.
Exempt from all Brazilian taxes, present or future.

THE BONDS ARE NOT CALLABLE IN WHOLE OR IN PART

As a sinking fund, the Brazilian Government agrees to provide a sum suffi-
cient to buy $625,000 principal amount of bonds semiannually during the life
of the loan, which payments will be applied by Dillon, Read & Co. to the pur-
chase of bonds in the market at or below 105 and accrued interest. Any
halance unexpended at the end of 6 months reverts to the Brazilian Government.

DIRECT1 LIEN ON GOVERNMENT TAXES

These bonds are the remaining offering of a total of $50,000,000, of which
$25,000,000 were sold in the United States in May 1921. They will be a direct
obligation of the United States of Brazil and will be specifically secured by a
first charge on the consumption tax (consumo) and stamp tax (sello), which
yielded approximately $58,963,000 last year and according to estimates will
yield $60,000,000 in 1921; also by a second charge on the Government's receipts
from customs' duties. The total receipts from all the above taxes in 1920
were approximately $127,759,000, on part of which there was a prior charge
amounting to $4,035,271. Receipts from the above taxes are pledged by the
Government to secure the total of $50,000,000 20-year 8-percent gold bonds,
due June 1, 1941, of which the present issue forms a part.

PURPOSE

The proceeds of this loan are to be employed in part for the purchase in
the United States of materials required by the Government.
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DEBT

On December 31, 1920, the national debt of Brazil, both external and in-
ternal (converted into dollars at par of exchange), was approximately
$1,000,000,000, of which $565,000,000 was external. A large part of this debt
was incurred for the construction of Government railways, steamships, and
other revenue-producing undertakings. On the basis of the latest estimate of
population, this represents a total indebtedness of only about $33 per capita
and carries an annual per capita charge of $1.85. These figures are exception-
ally low in comparison with those for the principal countries of the world.

The 20-year 8-percent gold bonds, due June 1, 1941, are the only bonds of
the Brazilian Government issued in the United States, previous Brazilian ex-
ternal loans having been issued in London and Paris.

REVENUE

The principal revenues of the Government are derived from duties on im-
ports, consumption taxes, income taxes, and the revenue from national railways
and steamship lines.

NATURAL WEALTH

The area of Brazil is 3,300,000 square miles, covering nearly half of South
America. It is approximately equal to the combined area of continental United
States, the United Kingdom, and France. Its population of approximately
80,000,000 represents half the total population of the South American Con-
tinent. Brazil has vast natural wealth, and the increasing investment of foreign
and local capital is rapidly bringing out the Nation's resources. Brazil is said
to contain the world's greatest reserves of timber and iron ore and has large
deposits of other essential minerals. It produces 70 percent of the worlds' coffee
and supplies some of the finest grades of rubber which cannot be grown in the
East.

FOREIGN TRADE

The volume of Brazil's foreign trade has increased rapidly, and the balance
in favor of exports increased from $52,000,000 in 1911 to $211,000,000 in 1919,
Exports in 1920 were larger in volume than in any previous year, although
the total value was less than in 1919 on account of the general fall in com-
modity prices. The United States is Brazil's best customer, supplying about
48 percent of her imports and taking about 42 percent of her exports. Coffee
makes up approximately 50 percent of Brazil's exports at the present time,
and of this the United States has been taking about one half in recent years.
The Central European nations are now purchasing coffee in increasing quan-
tity. Other important exports are rubber, cocoa, meat, tobacco, and sugar.
The largest packing plant in South America has recently been completed in
Brazil.

All amounts shown above indicating revenues and trade have been con-
verted into dollars at the rate of 25 cents per milreis.

We offer the above bonds for delivery when, as, and if issued and received
by us, subject to the approval of legal proceedings by counsel.

Price, 981/2 and interest; to net about 8.15 percent.
DILLON, READ & Co. CONTINENTAL & COMMERCIAL TRUST
LEE, HIGGINSON & Co. & SAVINGS BANK.
BLAIR & Co., INC. HALSEY, STUART & Go., INC.
WHITE, WELD & Co. ILLINOIS TRUST & SAVINGS BANK.
THE UNION TRUST CO., PITTSBURGH. UNION TRUST CO., CLEVELAND.

The information contained in this circular has been obtained, partly by
cable, from officials and other sources. While not guaranteed, it is accepted
by us as accurate.

AUGUST 1921.
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COMMITTEE EXHIBIT NO. 31, OCTOBER 12, 1933

-$25,000,000 United States of Brazil (Central Railway of Brazil Electrification
Loan), 30-Year 7 Percent Gold Bonds, Dated June 1, 1922, Due June 1, 1952,
Interest Payable June 1 and December 1

Principal and interest payable in New York City in United States gold coin
at the office of Dillon, Read & Co., fiscal agents of Brazil in the United States.
Coupon bonds of $1,000 and $500 denominations, with provision for registra-
tion of principal. Exempt from all Brazilian taxes, present or future. Non-
callable for 15 years. Callable thereafter only for the sinking fund at 102 and
interest.

The Brazilian Government covenants to make semiannual sinking fund pay-
ments sufficient to retire the loan by maturity at 102 and interest.

The bonds are to be the direct obligation of the Government of the United
States of Brazil and specifically secured by a first charge on the gross revenues
of the Central Railway of Brazil.

PURPOSE OF ISSUE

The proceeds of the loan are to b'e used to provide for the electrification of
the suburban division of the railway which is owned by the Government of
Brazil and is without bonded debt.

CENTRAL RAILWAY OF BRAZIL

taie Central Railway is the principal railway system of Brazil, operating
approximately 1,563 miles of lines serving the important States of Rio de
Janeiro, Sao Paulo, and Minas Geraes.

SINKING FUND

The sinking fund payments during the first 15 years of the life of the loan
are to be sufficient to purchase each 6 months one sixtieth of the total authorized
loan if bonds are obtainable in the open market at or below par. Thereafter
sinking fund payments are to be sufficient to retire the entire outstanding
issue, in equal semiannual installments, either by purchase in the market up
to 102 and interest or by call by lot at that price, thus assuring holders who
retain their bonds payment at 102 and accrued interest.

NATURAL WEALTH

The area of Brazil is 3,300,000 square miles, covering nearly half of South
America. It is approximately equal to the combined area of continental United
States, the United Kingdom, and France. Its population of approximately
30,000,000 represents half of the total population of the South American,
continent. Brazil has vast natural weaj/th, and the increasing investment of
foreign and local capital is rapidly bringing out the Nation's resources. Brazil
is said to contain the world's greatest reserves of timber and iron ore and has
large deposits of other essential minerals. It produces 70 percent of the world's
coffee and supplies some of the finest grades of rubber which cannot be grown
in the East. /

We offer the above bonds for delivery when, as, and if issued and received by
us, subject to the approval of, legal proceedings by counsel. It is expected
that interim receipts of Dillon, Read & Co. or temporary bonds of the United
States of Brazil will be ready for delivery about June 22, 1922.

Price, 96% and interest; to net about 7.30 percent.

DILLON, READ & Co. BONBRIGHT & Co., INC.
LEE, HIGGINSON & Co. HALSEY, STUART & Co., INC.
WHITE, WELD & Co. CASSATT & Co.
BLAIR & Co., INC. GEAHAM, PAESONS & Co.
CONTINENTAL & COMMEECIAL TEUST THE UNION TRUST CO., PITTSBURGH.

& SAVINGS BANK. THE UNION TRUST CO., CLEVELAND.
ILLINOIS TRUST & SAVINGS BANK.

The information contained in this advertisement has been obtained partly
from cable and other official sources. While not guaranteed, it is accepted by
cis as accurate.
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COMMITTEE EXHIBIT NO. 32, OCTOBER 12, 1933

Advance proof. Subject to revision

$25,000,000 United States of Brazil. (Central Railway electrification loan of
1922.) 30<-year 70 percent gold bonds, dated June 1, 1922, due June 1, 1952,
interest payable June 1 and December 1

Principal, interest, and sinking fund payable in New York City in United
States gold coin at the office of Dillon, Read & Co., fiscal agents of Brazil in the
United States. Coupon bonds of $1,000 and $500 denominations, with provision
for registration of principal. Exempt from all Brazilian taxes, present or
future.

Application will be made in due course to list these bonds on the New York
Stock Exchange noncallable for 15 years. Callable thereafter only for the sink-
ing fund at 102 and interest. The Brazilian Government covenants to make
semiannual sinking-fund payments sufficient to retire the loan by maturity at
102 and interest.

The bonds are to be the direct obligation of the Government of the United
States of Brazil and specifically secured by a first charge on the gross operating
revenues of the Central Railway of) Brazil.

PURPOSE OF ISSUE

The proceeds of the loan are to be used in part to provide for the electrifica-
tion of the suburban division of the railway which is owned by the Govern-
ment of Brazil and is without bonded debt.

CENTRAL RAILWAY OF BRAZIL

The Central Railway is the principal railway system of Brazil, operating
approximately 1,563 miles of line, serving the important States of Rio de
Janeiro, :Sao Paulo, and Minas Geraes.

SINKING FUND

The sinking-fund payments during the first 15 years of the life of the loan
are to be sufficient to purchase each 6 months, one-sixtieth of the total author-
ized loan if bonds are obtainable in the open market at or below par. If not
so obtainable any balance unexpended at the end of 6 months reverts to the^
government. Thereafter sinking-fund payments are to be sufficient to retire'
the entire outstanding issue, in equal semiannual installments, either by pur-
chase in the market up to 102 and interest or by call by lot at that price, thus
assuring holders who retain their bonds payment at 102 and accrued interest.

NATUEAL WEALTH

The area of Brazil is 3,300,000 square miles, covering nearly half of South
America. It is approximately equal to the combined area of continental United
States, the United Kingdom, and France. Its population of approximately
30,000,000 represents half the total population of the South American Continent.
Brazil has vast natural wealth, and the increasing investment of foreign and
local capital is rapidly bringing out the nation's resources. Brazil is said to
contain the world's greatest reserves of timber and iron ore, and has large
deposits of other essential minerals. It produces TO percent of the world's
coffee, and supplies some of the finest grades of rubber which cannot be grown
in the East.

We offer the above bonds for delivery when, as,, and if issued and received by
us, subject to the approval of legal proceedings by counsel. It is expected that
interim receipts of Dillon, Read & Co. or temporary bonds of the United States
of Brazil will be ready for delivery on or about June 22, 1922.

Price 96% and interest. To net. about 7.3 percent.

DILLON, READ & Co. HALSEY, STUART & Co., INC.
LEE, HIGGINSON & Co. BONBEIGHT & Co., INC.
BLAIR & Co., INC. ILLINOIS TRUST & SAVINGS BANK.
WHITE, WELD & Co. - THE UNION TRUST CO., PITTSBURGH.
^CONTINENTAL & COMMERCIAL TRUST THE UNION TRUST CO., CLEVELAND.

& SAVINGS BANK. CASSATT & Co.
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The information contained in this circular has been obtained partly from cable-
and other official sources. While not guaranteed, it is accepted by us a$~
accurate.

JUNE 1922.

COMMITTEE EXHIBIT NO. 33, OCTOBER 12, 1933

UNITED STATES OF BRAZIL WITH DILLON, BEAD & CO.

(Contract dated as of May 31, 1922!)

Central Railway Electrification Loan of 1922, $25,000,000 30-year 7 percent
gold bonds

Contract dated as of May 31, 1922, made by United States of Brazil, herein-
after termed the " obligor ", acting by the Honorable the Consul General of
United States of Brazil in the city of New York, thereunto duly empowered,
and Dillon ,Read & Co., a copartnership of the city of New York, State of
New York, United States o£ America, hereinafter sometimes termed the
" bankers."

ARTICLE I

The obligor covenants with the bankers as follows:
SECTION 1. The obligor will issue its external gold-loan bonds, bearing:

interest at the rate of 7 percent per annum (hereinafter termed, collectively,
the "Bonds"), for the aggregate principal amount of $25,000,000, all dated
June 1, 1922, and payable on June 1, 1952, in which bonds the obligor will
covenant to pay the principal and the interest on said principal sum and the
sinking-fund payments herein provided in the city of New York, State of
New York, United States of America, in gold coin of the United States of
America of the standard existing June 1, 1922, without deduction for any tax
or taxes now or at any time hereafter imposed by the obligor or by any taxing
authority thereof or therein. The bonds shall be substantially in the form
set forth in schedule A hereto attached and shall be signed in behalf of the
obligor and be countersigned by Central Union Trust Co. of New York (or
its successor designated for the purpose by the bankers) as in said schedule A
indicated.

SEO. 2. The bonds shall bear interest at the rate aforesaid from the date
thereof until the principal sum thereof shall have been paid, or until they shall
be purchased or redeemed through the sinking fund as herein provided. Such
interest shall be payable semiannually on the 1st day of December and the 1st
day of June in each year. For the collection of such interest the bonds will
have attached coupons substantially in the form set forth in said schedule A.

SEC. 3. The bonds shall be issuable in the denominations of $1,000 and $50O
and the text thereof shall be in the English language and shall be printed
from engraved plates in a manner conforming to the requirements of the New
York Stock Exchange for listing; but until such time as such bonds in de-
finitive form shall have been prepared and be ready for delivery one or more
temporary or provisional bonds for the aggregate principal amount of $25,000,-
000 without coupons shall be issued. The obligor will deliver in the said city
of New York at the office of the bankers or at an agency designated by them,
definitive bonds in exchange for the temporary bonds, without charge or ex-
pense to the bankers or other persons entitled to receive the definitive bonds.
The obligor hereby designates Central Union Trust Co. of New York, in the
Borough of Manhattan, New York City, as registrar of the bonds; and so
long as any of the bonds are outstanding the obligor will register, or cause
to be registered by said registrar (or a successor duly appointed by the bank-
ers for such purpose) as to principal, but as to principal only, any of the
bonds upon presentation for such purpose, pursuant to such reasonable regu-
lation as the bankers may prescribe.

Such registration shall be noted on the bonds by the registrar so appointed,,
after which registration and notation thereof on the bond no transfer shall be
valid unless made at the office of said registrar by the registered holder in
person, or by his attorney,, duly authorized, and similarly noted on the bond;
but the same may be discharged from registry by being in like manner trans-
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ierred to bearer, after which it shall again be transferable by delivery. Suc-
cessive registrations and transfers may be made from time to time as desired.
Such registration shall not affect the negotiability of the coupons belonging to
any bond, but every such coupon shall continue to pass by delivery and shall
remain payable to bearer as therein provided. The bonds of the several denomi-
nations shall be interchangeable. Upon surrender by the holder at said registry
office of bonds of one or more denominations, with all unmatured coupons
thereto attached with the request that there be issued in exchange therefor
l)onds of the same aggregate principal amount but of other denominations, the
obligor will effect such exchange. In case of any exchange of bonds the
obligor may, with the approval of the bankers, make a reasonable charge for
the bonds issued in exchange for outstanding bonds and for the expense of such
service. No charge, however, shall be made for any exchange of temporary
bonds for definitive bonds.

The bonds and coupons and all payments thereon shall be exempt from any
;and all taxes, imposts, stamp dues, and assessments now or at any time here-
after imposed or levied by the obligor or by any taxing authority thereof or
therein. The bonds and coupons and all payments thereon shall be payable
in time of war as well as in time of peace and whether the holders of the
bonds and coupons are at the time subjects of a state friendly or hostile to the
obligor.

In case of loss, mutilation, or destruction of any bond or coupon a duplicate
will be issued upon proof of such loss or destruction and upon receipt by the
obligor of proper indemnity.

SEO. 4. The obligor covenants that its obligations under the bonds and else-
where under this contract constitute a.direct liability and obligation of the
obligor, and the obligor represents and covenants that the issue and sale of
the bonds and the execution of this contract have been duly and legally
•authorized by its proper governmental authorities.

SEO. 5. Without intending to limit or lessen the obligations assumed by the
obligor under the bonds or elsewhere under this contract, the obligor covenants
and agrees that its obligations hereunder and under the bonds shall at all times
be and constitute a special and first charge on the gross operating revenues,
receipts, rents, and income of Central Railway of Brazil and every division and
part thereof, as such railway property now exists, or as in the future the same
may exist; and the obligor covenants and represents that all such gross operat-
ing revenues, receipts, rents, and income are entirely free from any other
charge or commitment of the obligor whatsoever. The obligor further covenants
that all such gross operating revenues, receipts, rents, and income shall, so
long as the obligor shall not have fulfilled all its obligations then due here^
under and under the bonds, be specially set apart and used for the fulfillment
of the obligations of the obligor hereunder and under the bonds (pro rata and
without discrimination as to any of the bonds issued hereunder) and shall not
be used for or devoted to any other purpose.

SEO. 6. The bankers shall have exclusive authority to issue the bonds through
a syndicate which they have formed or may form for such purpose. The obligor
liereby ratifies and approves the syndication and disposal thereof heretofore
accomplished by the bankers. On such date not later than June 30, 1922, as
the bankers shall designate, the obligor will deliver to the bankers in the city
of New York temporary or provisional bonds in such denominations as the
bankers shall request, dated June 1, 1922, and bearing interest from June 1,
1922, for the aggregate principal amount of $25,000,000, and thereupon the
bankers will make payment therefor as provided in article III, section 2, of
this contract.

SEO. 7. Pending the delivery of the definitive bonds, the bankers may deliver
to subscribers for or purchasers of the bonds a receipt or other writing in their
name, evidencing the right of the holder to receive an amount of such bonds
specified in such receipt or writing.

SEO. 8. The obligor will deposit with the bankers at their office in the city
of New York, at least 1 month in advance of the maturity respectively of
the interest and sinking-fund installments payable on the bonds, funds sufficient
to pay in United States gold coin the amount of such installments.

SEO. 9. The obligor covenants and agrees that the proceeds of this loan are
to be used for the electrification of the suburban division of Central Railway
of Brazil and for other necessities of such railway.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



2 0 4 0 STOCK EXCHANGE PRACTICES

ARTICLE I I

The obligor further covenants with the bankers for the benefit of the-
holders, severally and respectively, of the bonds, as follows:

SECTION 1. The bonds are not, prior to maturity, subject to call or redemption*
either as to the whole amount or any part, except through operation of the
sinking fund after November 1, 1937, as in this article provided.

JSEO. 2. The obligor will pay to the bankers on or before the 1st day of
November 1922, and on or before the 1st day of each May and November
thereafter up to and including the 1st day of May 1937, as a semiannual
sinking fund an amount which shall be equal to one sixtieth of the aggregate
principal amount of $25,000,000, plus an amount equal to 3% percent of said
one sixtieth. Each such payment shall constitute a sinking fund to be held,
and applied by the bankers as sinking fund trustees in the purchase of bonds
as in this article provided.

SEC. 3. All moneys received by the bankers as a sinking fund payment in
accordance with section 2 of this article may be from time to time applied
by the bankers to the purchase of bonds in the market at not exceeding the
principal amount thereof and accrued interest by private or public purchase
and with or without inviting or advertising for tenders of bonds. I t is intended
that the times, manner and price of such purchases shall be determined by
the bankers in their absolute discretion as they may from time to time deem
for the best interest of the obligor.

SEC. 4. If 6 months from the date on which a sinking-fund payment is due
under section 2 of this article (or, if such payment is not made on or before
the due date, then 6 months from the date it is made), such payment or any part
thereof has not been applied to the purchase of the bonds, such payment or
the unapplied part thereof shall revert to the obligor and be paid to the obligor.
The bankers shall not, excepting on express instructions from the Obligor, by
the use of any single seminnaul sinking-fund payment due under section 2
of this article acquire more than one sixtieth of the total face amount of bonds;
issued hereunder. In case they shall, out of any such sinking-fund payment,
have purchased such amount of bonds, to wit, one sixtieth, the unused balance
of such sinking-fund payment in their hands shall immediately be payable to
the obligor (even if such 6 months shall not have expired).

SEC. 5. The obligor will pay to the bankers on or before the 1st day of
November 1937, and on or before the 1st day of each May and November there-
alter up to and including the 1st day of May 1952, as a semiannual sinking fund,,
an amount which shall be equal to 102 percent of one thirtieth of the aggregate
principal amount of bonds of this series outstanding on the 1st day of Novem-
ber 1937, plus an amount equal to SV2 percent of said one thirtieth. Each such
payment shall constitute a sinking fund to be applied by the bankers as sinking-
fund trustees in the purchase or redemption of bonds as hereafter in this
article provided.

SEC. 6. All moneys received by the bankers as a sinking fund payment in
accordance with the provisions of section 5 of this article may be from time to*
time applied by the bankers in the purchase of bonds/in the market at not
exceeding 102 percent and accrued interest by private or public purchase
and with or without inviting or advertising for tenders of bonds. I t is in-
tended that the times, manner, and price of such purchases shall be determined
by the bankers in their absolute discretion as they may from time to time deem:
for the best interest of the obligor.

SEC. 7. If 3 months from the date on which a sinking fund payment is made
under section 5 of this article such payment or any part thereof has not been
applied to the purchase of the bonds, then the bankers shall proceed to select
by lot, in any usual manner, so many of said bonds then outstanding as the
said sinking fund payment will suffice to purchase on the next interest date
at the price of 102 percent and accrued interest, and shall give notice by
publication not less than four times in two daily newspapers of general cir-
culation published in the Borough of Manhattan, city of New York (the first
publication to be at least 60 days prior to the date fixed for such redemption)
that the bonds so selected will be redeemed through the operation of the sink-
ing fund, such notice to specify the serial numbers of the bonds so to be redeemed
and the date of such proposed redemption, which shall be the next interest pay-
ment date. Such notice having been given the said bonds so specified shall
cease to draw interest from the redemption date and the coupons for interest
subsequent to1 that date shall be void.
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The amounts paid by the obligor to the bankers and not used for the redemp-
tion of bonds under this section 7 on said redemption dates shall be held by
the bankers for account of the holders thereof as follows: Such funds (without
interest) shall be from time to time paid to such holders on presentation and
surrender of such bonds with all coupons maturing on and after such redemp-
tion date. In case any of such bonds so called for redemption shall not have
been so presented within one year from such redemption date, the bankers may
repay such funds so held on account thereof to the obligor and at the end of
three years shall so pay such funds. The bankers are authorized to hold such
funds for redemption after such redemption date in any bank or trust company
of good standing in the city of New York.

SEC. 8. All bonds purchased or redeemed as in this article provided, together
with all unmatured coupons annexed thereto at the time of purchase or redemp-
tion, shall be cancelled by the bankers and shall be delivered to the obligor or
at the option of the obligor shall be incinerated in the presence of a represent-
ative of the obligor, and no bonds of this loan shall be issued in lieu thereof.

SEC, 9. In case the obligor shall fail to make any sinking-fund payment a&
in this article provided, or any interest payment as provided in article I, when
and as the same shall become payable under section 8 of article I, and such
default shall continue for a period of 3 months, Dillon, Read & Co., as repre-
sentative of the holders of the bonds, may declare to be forthwith due and
payable by the obligor the principal sum of the bonds and the interest accrued
to the date of such declaration, and thereupon such sums shall become and be
forthwith due and payable by the obligor, and the obligor covenants to pay
the same at the place for the payment of the bonds in th§ city of New York.

SEC. 10. Dillon, Read & Co. may act as the representative of the holders of
the bonds in all matters arising under this contract. For this service they
will receive no compensation from the obligor.

ARTICLE III

SECTION 1. The obligor agrees to sell to the bankers and, subject to the
conditions herein specified, the bankers agree to purchase from the obligor the
said $25,000,000 principal sum of bonds at the price of 91 percent of the
principal sum thereof, plus accrued interest from the date of the bonds to the
date of payment therefor.

SEC. 2. Upon delivery to the bankers as provided in article I of this contract
of the temporary or provisional bonds for the aggregate sum of $25,000,000, the
bankers will make payment therefor by placing to the credit of the Bando do
Brazil, for account of the obligor, in New York City, 91 percent of the principal
amount, plus accrued interest from the date of the bonds to the date of such-
delivery.

SEC. 3. The bankers have, with the authority of the obligor, offered the bonds
for public subscription and sale and are hereby authorized to offer the bonds
for public subscription at such times and in such amounts and at such prices
as the bankers shall determine.

ARTICLE IV

SEC. 1. The obligor hereby authorizes the bankers in behalf of the obligor
to make arrangements for the payment of the principal and interest at the
places where such sums are payable. Accounts between the obligor and the
bankers concerning such payments, and concerning the administration of the
sinking fund and all other expenses and charges, will be kept by the bankers
in the city of New York in terms of United States money; and such accounts,
of which transcripts will be sent to the obligor, may at any time be inspected
by duly authorized representatives of the obligor.

The obligor will pay the cost and expense of engraving, printing and deliver-
ing the bonds, both temporary and definitive, and the transmission and execu-
tion of the contract, and of the bonds and of the issue thereof, including the
reasonable charges for countersignature of the bonds; the obligor will pay all
expenses in connection with listing the bonds on the New York Stock Exchange
and will reimburse the bankers for the cost of preparing and delivering any
receipts deliverable by them to subscribers for the bonds pending the issue of
definitive bonds. The obligor further covenants that it will reimburse the
bankers for any and all expenses incurred by them in the course of their pro-
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eeedings as fiscal agents (including their expenses in administration of the
sinking fund) and that it will pay them for their services as such a commission
of 1 percent of the amount of all moneys disbursed by them in payment of
interest and in the purchase and redemption of bonds for account of the obligor.

SEC. 2. The obligor also will indemnify and save harmless the bankers against
and from any loss, cost, or expense which they may sustain by reason of any
4elay or default in the performance by the obligor of any of the agreements of
the obligor herein set forth or which they may sustain by reason of their acting
as agents or depositaries of the obligor in accordance with the terms of their
agency or with instructions of the obligor.

SEC. 8. The bankers shall not be answerable for the default or misconduct
of any agent or attorney appointed by them to carry out any of the provisions
of this contract, if such agent or attorney shall have been selected with reason-
able care and with the consent of the obligor. The bankers shall not be in any-
wise responsible for the disposition by the obligor of the proceeds of the bonds.
If the bankers shall be in doubt in any instance as to their rights or obligations
or the rights of bondholders under this contract, they may advise with legal
counsel selected by them, and anything done or suffered in good faith by the
bankers in accordance with the opinion of such counsel shall be conclusive in
their favor as against any claim or demand by the obligor in the premises.

SEC 4. The obligor and the bankers may deem and treat the bearer of any
bonds which shall not at the time be registered as to principal as herein pro-
vided, and the bearer of any coupon for interest on any bond whether or not
such bond shall be so registered, as the absolute owner of such bond or coupon,
as the case may be, for the purpose of receiving payment thereof, and for all
other purposes, and neither the obligor nor the bankers shall be affected by any
notice to the contrary. The obligor and the bankers may deem and treat the
person in whose name any bond shall be registered as to principal as aforesaid
as the absolute owner thereof for the purpose of receiving payment of or on
account of the principal thereof, and for all other purposes except to receive
payment of interest represented by outstanding coupons.

SEC. 5. The bankers may become the owners of any or all of the bonds, with
the same rights as any other bondholders. All notices from the bankers to
the obligor in connection with this contract, including the declaration under
article II, section 9, may be given by written communication, or by cable, ad-
dressed to the Minister of Finance, Rio de Janeiro*, Brazil. All notices from
the obligor to the bankers may similarly be given, addressed to Dillon, Read &
Co., city of New York, United States of America.

SEO. 6. The obligor will comply with the reasonable requests of the bankers
for such information concerning the United States of Brazil, its laws, revenues,
etc., and the Central Railway of Brazil, its revenues, financial position, etc.,
as reasonably may be deemed useful both in aid of the issue and sale of the
bonds in the United States, and so that the bankers may continue while any
of the bonds are outstanding to be informed as to such matters and as to the
security pledged hereby for the bonds.

SEC. 7. Whenever in the bonds or in this contract the term "United States
gold coin " is used, it is intended to mean gold coin of the United States of
America of the standard of weight and fineness existing at the date of the
bonds.

SEC. 8. This contract shall bind and shall enure to the benefit of the co-
partnership of Dillon, Read & Co., as now organized, or as hereafter organized,
and also any successor firm or firms. The English text of this agreement
shall govern in the interpretation of its terms.

HEUO LOBO,
Consul General of United States of Brazil

in the City of New York.
(For United States of Brazil.)

Witnesses:
DAVID AEONOW.
PAULO DE SOUZA DANTAS.

DILLON, READ & Co.
Witnesses:

BOYKIN WEIGHT.
HENEY D. LAWTON.
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SCHEDULE A

(Form of $1,000 definitive bond)

UNITED STATES OF BRAZIL (CENTEAL EAILWAY ELECTRIFICATION LOAN OF 1922) 30^
YEAR 7 PERCENT GOLD BOND

United States of Brazil, hereinafter termed the " obligor ", for value received,
promises to pay to bearer, or if this bond be registered as herein provided, to
the registered holder hereof, on the first day of June 1952 the principal sum of
$1,000, and to pay interest on such principal sum at the rate of 7 percent per
annum semiannually, on the first day of December and on the first day of June
in each year, until such principal sum shall have been paid, but only upon
presentation and surrender of the coupons for such interest hereto attached as
they severally mature. Such principal sum and interest and the sinking fund
payments herein provided, will be paid in the Borough of Manhattan, City of
New York, State of New York, United States of America, at the office of Dillon,
Read & Co., in gold coin of the United States of America, of the standard weight
and fineness existing on June 1, 1922, without deduction for any taxes now, or
at any time hereafter, imposed by United States of Brazil, or by any taxing
authority thereof or therein.

In and by a contract dated as of May 31, 1922, made by the obligor with
said Dillon, Read & Co., pursuant to which contract this bond is issued as one
of an issue of like bonds of an aggregate principal amount of $25,000,000,
the obligor covenants to pay to said Dillon, Read & Co., on or before the first
day of November 1922 and on or before the first day of each May and November
thereafter, up to and including the first day of May 1937 as a semiannual
sinking fund, an amount which shall be equal to one sixtieth of the aggregate
principal amount of $25,000,000, plus an amount equal to 3% percent of said
one sixtieth. Each said payment shall constitute a sinking fund to be sold
and applied by said Dillon, Read & Co., as sinking fund trustees, in the pur-
chase of bonds of said issue at prices which shall not exceed the principal
amount thereof and accrued interest, in the manner and on the condition
and terms as in said contract provided. The obligor further covenants in
said contract that it will on or before the first day of November 1937 and on
or before the first day of each May and November thereafter, up to and
including the first day of May 1952, pay to said Dillon, Read & Co., as a sink-
ing fund to be applied to the purchase or redemption of bonds as in said
contract, provided an amount of money which shall be equal to 102' percent
of one thirtieth of the aggregate principal amount of bonds of this issue out-
standing on the first day of November 1937 plus an amount equal to 3% per-
cent of said one thirtieth.

This bond is subject to redemption through the operation of the sinking
fund, as in said contract provided, on December 1, 1937, and on any subsequent
semiannual interest payment date at 102 percent of the principal amount
thereof, together with accrued interest, uppn 60 days' notice thereof given by
publication in the borough of Manhattan, city of New York, in the manner
provided in said contract.

In the manner provided by said contract the obligor allocates to the service
of said issue of bonds issued under said contract to an aggregate principal
amount of $25,000,000, the gross operating revenues, receipts, rents, and income
of Central Railway of Brazil, for the pro rata benefit of said issue of bonds.

As provided in said contract, bonds of the denomination of $1,000' or $500
at any time outstanding, when surrendered with all unmatured eouppns at-
tached and upon the payment of charges, may be exchanged for an equal
aggregate principal amount of bonds of the other denomination of the same
issue, of numbers not contemporaneously outstanding, with all unmatured
coupons attached.

Dillon, Read & Co. may act as the representative of the holder of this bond
in all matters arising under said contract. In case the obligor shall fail to
make any interest or sinking-fund payment when and as the same shall become
payable, and such default shall continue for a period of 3 months, Dillon, Read
& Co., as representative of the holders of the bonds, may declare to be forth-
with due and payable the principal sum of the bonds and the interest accrued
to the date of such declaration.
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This bond shall pass by delivery, unless it is registered in the owner's name
at the office of Central Union Trust Co. of New York or other registrar in
the Borough of Manhattan, city of New York, appointed by Dillon, Read & Co.
for the purpose, and such registration is noted hereon by such registrar. After
such registration no transfer shall be valid unless made by the registered owner
in person or by attorney, and similarly noted hereon by such registrar; but this
bond may be discharged from registry and its transferability by delivery be
restored by like transfer to bearer noted hereon, after which it may again
from time to time be registered or made transferable to bearer as before.
Such registration, however, shall not affect the negotiability of the coupons
which shall continue to be transferable by delivery.

This bond shall not be valid for any purpose until countersigned by Central
Union Trust Co. of New York or its successor duly appointed by Dillon, Read
& Co. for such purpose.

Dated June 1, 1922.
UNITED STATES OF BKAZIL,

By
Countersigned:

CENTRAL UNION TRUST CO. OF NEW YORK,
By

(Form of coupon.)
No. $35
On the day of , 19—, unless the bond hereinafter mentioned

shall have been called for previous redemption, United States of Brazil promises
to pay to bearer, in the Borough of Manhattan, City of New York, State of
New York, United States of America, at the office of Dillon, Read & Co.,
$35, gold coin of the United States of America, without deduction for
Brazilian taxes, present or future, being 6 months' interest then due on United
States of Brazil (Central Railway Electrification Loan of 1922) 30-year 7
percent gold bond no. .

UNITED STATES OF BRAZIL,

Contract dated as of May 31, 1922, made by United States of Brazil, herein-
after termed the " Obligor ", acting by the honorable, the consul general of
United States of Brazil in the city of New York, thereunto duly empowered, and
Dillon, Read & Co., a copartnership of the city of New York, State of New York,
United States of America, hereinafter termed the " Bankers."

SECTION 1. This contract is part of a main contract between the same parties
bearing the same date hereinafter termed the " Main contract." The covenants
and conditions contained in the main contract are the consideration for the
covenants herein contained; and this contract is governed by the terms and
conditions in such main contract provided.

SEC. 2. The obligor covenants that it will create and, at all times while any
of the bonds shall be outstanding, maintain with the bankers a deposit of not
less than $500,000. Without intending to limit or lessen any of the obligations
assumed by the obligor, the obligor hereby irrevocably authorizes the bankers to
retain and apply out of such deposit and out of any other moneys which may
be from time to time on deposit with the bankers to the credit of Banco do
Brazil for account of the obligor an amount or amounts sufficient to fulfill any
and all of the obligations of the obligor with regard to the bonds and the sink-
ing-fund payments thereon and in general with regard to commissions, expenses,
and all other charges which become payable by the obligor to the bankers
when and as such obligations mature.

SEC. 3. The proceeds of the loan on deposit with Dillon, Read & Co. shall be
held to the credit of the Banco do Brazil for account of the obligor and except
as to the special deposit of $500,000 referred to in section 2 hereof, shall be
subject to withdrawal by the Banco do Brazil. Such proceeds and other moneys
on deposit with Dillon, Read & Co., which Banco do Brazil is entitled to with-
draw, and moneys received for sinking-fund purposes until used or set aside by
the bankers for such purposes, shall from time to time bear interest at a rate
which shall not be less than the average current rate then generally allowed
by responsible banks and trust companies in the city of New York on similar
deposits. The special deposit of $500,000 referred to in section 2 hereof shall
bear interest at a rate of 1 percent per annum :n excess of the rate from time
to time allowed on other moneys referred to in this section 3, provided that
the rate of interest to be allowed on such special deposit shall not at any time
exceed 5 percent per annum nor be less than 3 percent per annum.
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SEC. 4. The obligor hereby appoints the bankers its fiscal agents for the
purposes of the main contract during the life of the loan created thereby.
This appointment is not revocable so long as any of the bonds are outstanding.

SEC. 5. The obligor hereby agrees that in case during the life of this loan it
shall determine to make in the United States a further sale of bonds or other
financial operation in order to provide for the future financial necessities of
Central Railway of Brazil, it will give the bankers reasonable notice of such
determination and will offer to make such financial operation with the bankers,
and further that it will not conclude any such financial operation with anyone
else without -first having afforded the bankers an opportunity to undertake such
financial operation on the same terms and conditions and at the same price;

Witnesses:
DAVID ARONOW,
PAULO DE SOXJZA D ANT AS,

For United States of Brazil.
By HELIO LOBO,

As to Consul General of United States of Brazil in the City of New York.
BOYKIN WRIGHT
HENRY D. LAWTON,

As to DILLON, READ & Co.

COMMITTEE EXHIBIT NO. 34, OCTOBER, 12, 1983

Contract, made the 11th day of October 1927, between the Government of the
Republic of United States of Brazil, hereinafter termed the " Government",
acting by Dr. Oscar Bormann, thereunto duly empowered, and Dillon, Read &
Co., of the city of New York, State of New York, United States of America,
hereinafter sometimes termed the " bankers."

Whereas (1) these presents are supplemental to- a general bond, dated Oc-
tober 11, 1927, by virtue of which and of the legislative decree therein recited,
to which such general bond is supplemental, the Government has created a
loan called " United States of Brazil Qy2 percent loan of 1927 " to be repre-
sented by $41,500,000 principal amount of 6% percent external -sinking fund
bonds of 192:7 (herein called "the dollar bonds5') and £8,750,000 principal
amount of 6% percent sterling bonds of 1927 (herein called " the sterling
bonds"), the dollar bonds and sterling bonds being hereinafter collectively
called " the bonds ".

(2) Contemporaneously herewith the Government is entering into a contract
(herein called the "British contract") with N. M. Rothschild & Sons, Baring
Brothers & Co., Ltd., and J. Henry Schroder & Co. (herein called the " British
Bankers") providing for the issue by the Government and the sale to the
British bankers of said £8,750,000 principal amount of sterling bonds.

Now it is hereby agreed as follows:

ARTICM I

The Government covenants with the bankers for the benefit of the holders,
severally and respectively, of the bonds to be issued under the general bond,
as follows:

SECTION 1. The Government will fully and completely perform all the obliga-
tions, undertakings, and covenants assumed and made by the Government in the
general bond, which general bond is by reference made a part hereof.

SEC. 2. The dollar bonds and coupons shall be substantially in the form set
forth in schedule A hereto attached and by reference made a part hereof.
Temporary dollar bonds, if issued, shall be substantially in the form set forth
in schedule A, with appropriate omissions, insertions, and variations, as may
he required, with or without coupons. The dollar bonds, temporary and
definitive, shall be prepared in the city of New York, and the Government
authorizes the bankers for the Government's account to have-such preparation
commenced forthwith.

ARTICLE n

SECTION 1. The Government agrees to sell to the bankers, and subject to the
conditions herein specified, the bankers agree to purchase from the Government
$41,500,000 principal amount of dollar bonds at the price of 88 percent of the
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principal amount thereof, plus accrued interest thereon from the date of the
dollar bonds to the date of payment therefor as hereinafter provided.

SEC. 2. On such date, not later than November 1, 1927, as the bankers shall
designate, the Government will deliver to- the bankers in the Borough of Man-
hattan, city of New York, temporary dollar bonds, in such denominations as the
bankers shall request, for the aggregate principal amount of $41,500,000,' and
thereupon the bankers will make payment therefor by crediting to the account
of the Government in the city of New York the amount of the purchase
price of the dollar bbnds hereinbefore provided for. The Government will
deliver in the Borough of Manhattan, city of New York, on or before March
31, 1928, or on or before such later date as may be approved in writing by
the bankers, definitive dollar bonds in exchange for such temporary dollar
bonds without charge or expense to the bankers or other persons entitled to
receive the definitive dollar bonds.

SEIO. 3. The bankers shall have exclusive authority to distribute said $41,500,-
000 principal amount of dollar bonds through a syndicate or syndicates which
they have formed or caused to be formed, or may form, or cause to be formed
for such purpose in the United States or England or elsewhere. The Govern-
ment hereby ratifies and approves any syndication and disposal of the dollar
bonds heretofore accomplished by the bankers.

SEC. 4. Pending the delivery of the definitive dollar bonds the bankers may
at the expense of the Government deliver to subscribers for or purchasers of
the dollar bonds a receipt or other writing in their name, evidencing the right
of the holder to receive an amount of the dollar bonds specified in such receipt
or writing.

SEC. 5. Without intending to limit or lessen any of the obligations of the
Government hereunder, the Government hereby irrevocably authorizes the
bankers to retain and apply, out of the payment to be made by them under
section 2 of this article II the sum of $100,000, to be applied by the bankers to
the fulfillment of any and all of the obligations of the Government with regard
to all costs and expenses which may be or become payable by the Government
in connection with this contract and the general bond.

SEC. 6. Moneys on deposit with the bankers, which the Government is entitled
to withdraw, shall be subject to drafts payable at sight. Such moneys shall
from time to time bear interest at a rate which shall not be less than the aver-
age current rate then generally allowed by responsible banks and trust com-
panies in the Borough of Manhattan, City of New York, on similar deposits.

ARTICLE III

SECTION 1. The Government hereby confirms the designation and appointment
of Dillon, Read & Co. and its successors as agent of the Government for the
payment of interest on and redemption of the dollar bonds (Dillon, Read & Co.,
or its successor, in such capacity being hereinafter sometimes called " the
American fiscal agent"), and such designation and appointment shall not be
revocable by the Government so long as any of the dollar bonds are outstand-
ing. In case Dillon, Read & Co. or its sucessor should resign, or for any reason
be incapable of acting as such agent of the Government, the Government
agrees to appoint and maintain at all times so long as any of the dollar bonds
are outstanding an agent for the payment of interest thereon and redemption
thereof, approved by Dillon, Read & Co. or its successor. The Government
hereby authorizes the American fiscal agent, on behalf of the Government,
from time to time to designate the agent in London of the Government for the
payment of the principal of and interest on the dollar bonds (such agent being
hereinafter sometimes called " the British paying agent") and to make arrange-
ments for the payment of the principal and interest, on the dollar bonds at the
places where such sums are payable.

Accounts between the Government and the bankers concerning such payments
and concerning the administration of the sinking fund and all other expenses
and charges, will be kept by the bankers in the city of New York in terms of
United States money; and such accounts, of which transcripts shall be sent to
the Government from time to time, may at any time be inspected by duly author-
ized representatives of the Government. The Government will pay the cost and
expense of engraving, printing, and delivering the dollar bonds, both temporary
and definitive, and the cost and expense of the preparation, execution, and
transmission, by cable or otherwise, of this contract and the general bond and
the cost and expenses of the execution of the dollar bonds and of the issue
thereof, including the reasonable charges for countersignature of the dollar
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bonds and the fees of legal counsel for the bankers in connection with this
contract and the general bond and the performance hereof and thereof and
the issue and sale of dollar bonds hereunder and thereunder in the United States
and elsewhere. The Government covenants that }t will pay all costs in connec-
tion with the listing of temporary and definitive dollar bonds on the New York
Stock Exchange.

The Government further covenants that it will reimburse the bankers for
any and all expenses incurred by them in the course of their proceedings as
American fiscal agent (including without limitation of the foregoing all expenses
in connection with the transmission of funds to the British paying agent and
all expenses and publication charges in connection with the redempt on of
dollar bonds through the operation of the sinking fund), and the Government
will pay the bankers for their services as such American fiscal agent a com-
mission of one half of 1 percent of the amount of all moneys disbursed by the
bankers, whether as American fiscal agent or through the British paying
agent, for the account of the Government in connection with the payment of
interest on the dollar bonds and one quarter of 1 percent of the amount of all
moneys disbursed by the bankers, whether as American fiscal agent or through
the British paying agent for account of the Government in connection with the
payment of the principal of the dollar bonds whether upon redemption of
dollar bonds through the operation of the sinking fund or at maturity. The
Government will also pay any and all expenses incurred by the Brit'sh paying
agent, including, without limitation of the foregoing, all expenses in connec-
tion with the transmission of dollar bonds and/or coupons to the American
fiscal agent upon payment thereof by the British paying agent and any retrans-
mission of funds to the Amer'can fiscal agent. The Government will also
pay the compensation and expenses of the registrar both for registering and
countersigning the dollar bonds. «A11 expenses in connection w'th the sale and
distribution of the dollar bonds by the bankers or by any syndicate or syndi-
cates formed by the bankers shall be borne by the bankers or such syndicate
or syndicates and the Government will not be responsible therefor. The Govern-
ment covenants to pay all Brit'sh taxes, if any, payable in connection with
this contract or the general bond or the execution hereof or thereof.

SBO. 2. The Government will indemnify and save harmless the bankers against
and from any loss, cost, or expense which they may sustain by reason of any
delay or default in the performance by the Government of any of the agree-
ments of the Government herein set forth or which the bankers may sustain
by reason of their acting as agents or depositaries of the Government in
accordance with the terms of any agency or by reason of their acting in accord-
ance with instructions of the Government.

Sao. 3, The bankers, as American fiscal agent, the British paying agent, and
the registrar, shall not be answerable for the default or misconduct of any
agent or attorney appointed by them or any of them to carry out any of the
provisions of this contract or the general bond, if such agent or attorney
shall have been selected with reasonable care and with the consent of the
Government, The bankers shall not be in any wise responsible for the dis-
position by the Government of the proceeds of the dollar bonds. If the bankers
shall be in doubt in any instance as to their rights or obligations in any
capacity or the rights of the holders of dollar bonds under this contract or
the general bond, they may advise with legal counsel selected by them, and
anything done or suffered to be done in good faith by the bankers in accord-
ance with the opinion of such counsel, shall be conclusive in their favor as
against any claim or demand by the Government in the premises.

SEC. 4. The bankers may become the owner of any or all of the bonds with
the same rights as any other holders of bonds. All notices from the bankers to
the Government in connection with this contract and the general bond may be
given by written communication, or by cable, addressed to the Minister of
Finance, Rio de Janeiro, Brazil. All notices from the Government to the
bankers may similarly be given, addressed to Dillon, Read & Co., City of New
York, United States of America.

SEC. 5. The Government will comply with the reasonable requests of the
bankers for such information concerning the United States of Brazil, its laws,
revenues, etc., as reasonably may be deemed useful both in aid of the sale and
distribution of the dollar bonds in the United States, or elsewhere, and so that
the bankers may continue to be informed as to such matters and as to the
security pledged hereunder for the bonds; and the Government authorizes and
instructs its representatives to sign in its name appropriate circulars in con-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



2 0 4 8 STOCK EXCHANGE PRACTICES

nection with the issue, sale, and distribution of the dollar bonds. The Govern-
ment will indemnify and hold harmless the bankers and any syndicate or syndi-
cates formed pursuant hereto against all liabilities, claims, and demands arising
from any incorrect or improper statements contained in any such circular
or circulars.

The Government will upon request of the bankers at any time promptly
make proper application to list the dollar bonds on the New York Stock Ex-
change, and the Government will endeavor in every way, by furnishing such
information, executing such documents, and doing such acts and things as may
be necessary to obtain the listing of the dollar bonds on said New York Stock
Exchange.

SEO. 6. The bankers agree to use their best efforts to form a syndicate or
syndicates to purchase the dollar bonds to be purchased by the bankers as
provided in section 1 of article II, but anything herein to the contrary not-
withstanding the bankers shall not be obligated to take up and pay for the
dollar bonds unless the bankers shall have succeeded in their endeavor to
form a syndicate or sjoidicates for the purchase of the dollar bonds, and
neither the bankers nor any syndicate or syndicates formed by the bankers
shall be obligated to take up and pay for the dollar bonds if, in the sole judg-
ment of the bankers, financial conditions existing in the United States or else-
where shall at the time be such as in the judgment of the bankers to make
it undesirable or inadvisable to complete the purchase and distribution of
the dollar bonds as contemplated by this contract, or if the British bankers
shall fail to take up and pay for the sterling bonds in accordance with the
terms of the British contract.

SEO. 7. This contract shall bind and shall inure to the benefit of the joint-
stock association of Dillon, Read & Co., as now or hereafter organized, and
also any successor of said joint-stock association.

SEO. 8. This contract shall be construed as a New York contract and shall
be interpreted in accordance with, and governed by, the laws of the State of
New York.

Executed in duplicate.
OSCAR BORMAN.

Witness as to signatory of Government:
CLIFTON MURPHY.

DILLON, READ & Co.
Witness as to Dillon, Read & Co.:

CLIFTON MURPHY.

SCHEDULE A

(Form of $1,000 definitive bond)

No. $1,000'.

United States of Brazil 6% percent external sinking-fund bond of 1927. Due
October 15, 1957

United States of Brazil, hereinafter termed the " Government", for value
received promises to pay to the bearer, or if this bond be registered, to the
registered owner hereof, on the 15th day of October 1957 (unless before said
date t h s bond shall have been duly called for redemption and payment of the
redemption price made in accordance with the provisions hereof), the principal
sum of $1,000 in gold coin of the United States of America, of or equal to the
standard of weight and fineness existing on October 15, 1927, at the principal
office of Dillon, Read & Co., in the borough of Manhattan, city and State of
New York, United States of America, or, at the option of the bearer or the
registered owner hereof, the equivalent of said principal sum in sterling money
of the United Kingdom of Great Britain and Ireland at the fixed rate of ex-
change of $4.8665 in said gold coin of the United States of America to the pound
sterling, at the office of N. M. Rothschild & Sons, the agency for such purpose
of the Government, in the city of London, England, and to pay Interest on
said principal sum at the rate of 6% percent per annum in like gold coin at said
office of Dillon, Read & Co., or, at the option of the respective bearers of the
attached interest coupons, in said sterling money at said fixed rate of exchange,
at said agency in the city of London, England, sem'annually on the 15th day of
October and the 15th day of April in each year until said principal sum shall
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be paid, but only upon presentation and surrender of the attached interest
coupons as they severally mature.

Said principal sum and said interest coupons shall be paid as well in time of
war as in time of peace, whether the bearer or registered owner hereof, or the
bearer of said interest coupons, is the subject of a friendly or hostile power,
without deduction for any taxes now or at any time hereafter imposed by
United States of Brazil or by any taxing authority thereof or therein.

Principal of, and interest on, this bond shall also be collectible, at the option
of the bearer or registered owner hereof, in Amsterdam, Holland, or Zurich,
Switzerland, or Stockholm, Sweden, at the offices of paying agents in said cities
to be nominated by Dillon, Read & Co. and N. M. Rothschild & Sons jointly, in
the respective local currencies, at bankers' buying rate in Amsterdam or Zurich
or Stockholm, as the case may be, for sight exchange on New York City.

This bond is one of a duly authorized issue of bonds (herein called the bonds)
of the Government, known as its 6% percent external sinking fund bonds of 1927,
limited to an aggregate principal amount of $41,500,000 issued or to be issued
pursuant and subject to a general bond of the Government, dated October 11,
1927. The bonds, together with an issue of bonds (herein called sterling bonds)
of the Government, known as its 6% percent sterling bonds of 1927, limited to
an eggregate principal amount of £8,750,000 sterling, issued or to be issued pur-
suant and subject to said general bond, constitute the Government's 6% percent
loan of 1927.

For a statement of the nature and extent of the security, the rights of the
holders of the bonds in respect thereof, and the terms and conditions upon
which the bonds are issued and secured, to all of which the holder hereof assents
by acceptance of this bond, reference is hereby made to said general bond.

The bonds are issuable under the authority of article 12 of legislative decree
no. 5108 of December 18, 1926.

The bonds may be issued in denominations of $1,000 and $500 each and, as
provided in said general bond, bonds of either denomination at any time out-
standing, when surrendered with all unmatured coupons attached at the office
of the registrar of the bonds in the Borough of Manhatten, city of New York,
may be exchanged for an equal aggregate principal amount of bonds of the
other denomination, of numbers not contemporaneously outstanding, with all
unmatured coupons attached.

In accordance with, and subject to the provisions of, said general bond, the
bonds and the sterling bonds are to be redeemed by operation of an accumulative
sinking fund calculated to provide for the redemption of all the bonds and
sterling bonds by the 15th day of October 1957, by semiannual call by lot at
100 percent of the principal amount thereof. The bonds shall be redeemed
through the operation of said sinking fund only after notice published at least
twice in a daily newspaper of general circulation published in the English
language, in the Borough of Manhattan, city and State of New York, the first
publication to be at least 30 days before the redemption date specified in such
notice and the second publication to be not less than 7 days after the first
publication. The bonds and the sterling bonds are not subject to call for
redemption prior to maturity except through the operation of said sinking fund.

In the manner, and to the extent provided in said general bond, the Govern-
ment has pledged thereunder certain taxes, including income taxes, taxes on
invoices (Contag; Assignadas Duplicatas), consumption taxes (Imposto do
Consumo), and import duties and import taxes for the prorata benefit of the
bonds and the sterling bonds issued or to be issued under and pursuant to said
general bond.

Dillon, Read & Co. may act as the representative of the holder of this bond
in all matters arising under said general bond.

This bond shall pass by delivery, unless registered as to principal in the
owner's name at the office of The National City Bank of New York, in the
Borough of Manhattan, city of New York, registrar of the bonds (or at the
office of its successor from time to time duly appointed for such purpose), and
such registration noted hereon by such registrar. After such registration no
transfer hereof shall be valid unless made by the registered owner in person or
by duly authorized attorney, and similarly noted hereon by such registrar; but
this bond may be discharged from registry and itst transferability by delivery
be restored by like transfer to bearer noted hereon, after which this bond may
again from time to time be registered or made transferable to bearer as before.
Such registration, however, shall not affect the negotiability of the interest
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coupons which shall continue to be transferable by delivery and shall remain
payable to bearer.

This bond shall not be valid for any purpose until countersigned by the
National City Bank of New York, or its successor from time to time duly
appointed for such purpose.

Dated October 15, 1927.
UNITED STATES OF BRAZIL,

By
Countersigned:

THE NATIONAL CITY BANK OF NEW YORK.
By

FORM OF COUPON FOB, $1,000 BOND

No $32.50
On the day of , 19__, unless the bond hereinafter mentioned shall

have been called for prior redemption, United States of Brazil promises to pay
to bearer $32.50 in gold coin of the United States of America, at the office of
Dillon Read & Co., in the Borough of Manhattan, City and State of New York,
United States of America, or, at the option of the bearer, the equivalent thereof
in sterling money of the United Kingdom of Great Britain and Ireland at
the fixed rate of exchange of $4.8665 in said gold coin of the United States of
America to the pound sterling, at the office of N. M. Rothschild & Sons, the
agency for such purpose of the United States of Brazil, in the City of London,
England, as well in time of war as in time of peace, whether the bearer is
the subject of a friendly or hostile power, without deduction for Brazilian
taxes, present or future, being 6 months interest then due on United States of
Brazil 6% percent external sinking fund bond of 1927, no

UNITED STATES OF BEAZIL,
By

On back of above contract the following title is printed:

UNITED STATES OF BRAZIL AND DILLON, READ & Co.

CONTRACT FOR THE ISSUE AND SALE OF $41,500,000 6i-FERCE£NT EXTERNAL SINKING-
FUND BONDS OF 1927

COMMITTEE EXHIBIT NO. 35, OCTOBER 12, 1933

NEW YORK TIMES, FEBRUARY 2, 1927

New issue Republic of Bolivia $14,000,000 7 percent external secured gold bonds;
to be dated January 1, 1927; to mature July 1, 1958

Total authorized issue $14,000,000. Interest payable January 1 and July 1.
Coupon bonds in denominations of $1,000 and $500 registerable as to principal
only. Principal and interest payable in United States gold coin of the present
standard of weight and fineness, in New York City at the principal office of
Dillon, Read & Co., without deduction for any Bolivian taxes, present or future.
Redeemable as a whole, or in part by lot, at 102% and interest, on any interest
payment date on 30 days' notice. Central Union Trust Co. of New York,
countersigning agent.

An accumulative sinking fund is provided for, beginning October 1927, calcu-
lated to redeem all the bonds by maturity, which will be used to purchase bonds
up to 102% and interest or, if not so obtainable, to call bonds by lot, semi-
annually, at 102% and interest.

The following information has been furnished us by His Excellency Zacarias
Benavides, Minister of Finance of the Republic of Bolivia:

THE ISSUE

The bonds will be the direct obligation of the Republic of Bolivia, and will be
issued under authority of the laws of November 18, 1925, March 31, 1926, De*
cember 24, 1926, and January 5, 1927. In addition, the Government has agreed
that it will pledge, by a first or a second charge, certain revenues to secure
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payment of interest, amortization, and principal, and that the proceeds of such
revenues available for the service of the bonds shall be maintained at not
less than one and one half times the amount required for such service. In-
cluded in the revenues upon which the service of the bonds will constitute a
first charge are the newly created royalties of the Government from the
exploitation of the oil lands in the Department of Ohuquisaca, in which Depart-
ment important oil properties have been located. The Republic proposes to
employ the proceeds of the bonds to commence the construction of a railroad
from Oochabamba to Santa Cruz, to carry on the construction of the Potosi-
Sucre Railway, and for other purposes.

ECONOMIC! CONDITIONS

The Republic of Bolivia, situated in the central-western portion of South
America, has an area of approximately 514,400 square miles, and a population
of approximately 2,800,000. The Republic was founded in 1825, the present
constitution having been adopted in 1880. Bolivia's wealth is now derived
principally from the production of tin, silver, antimony, tungsten, bismuth, and
rubber. Approximately one quarter of the world's tin is produced in Bolivia,
the country being second only to the Malay Peninsula as a source of supply.
Extensive oil fields have been located in the Department of Chuquisaca, and
foreign capital is now being invested in their development. In these activities
American oil interests have a predominant position. Bolivia's exports have
exceeded imports in each year except 1921 of the 10-year period ended December
31, 1925. Figures for the first 9 months of 1926 show a like excess.

FINANCES

The Bolivian Government has met all obligations appertaining to the public
debt incurred during the last half century. The total national debt of Bolivia
on December 31, 1926, was approximately $43,700,000, or less than $16 per capita
(excluding this issue). This debt has been incurred principally for the con-
struction of railroads and other public works. Revenues of the government
have exceeded expenditures, other than capital expenditures, in each of the past
3 years. Bolivian currency is based on the gold standard, the notes of
the Banco de la Nacion Boliviana having a gold cover in excess of 40 percent.

(Conversions of Bolivian currency into United States currency have been
made at 33% cents to the boliviano, approximately the present rate of exchange,
parity being 38.93 cents to the boliviano.)

The Republic of Bolivia has agreed to make application to list these bonds
on the New York Stock Exchange.

Statements above are in no event to be construed as representations by us
and have been received by us partly by cable.

We offer these bonds for delivery if, when, and as issued and accepted by us,
subject to the approval of all legal matters by our counsel Messrs. Root,
Clark, Howland & Ballantine, and Messrs. Schuster & Feuille. It is expected
that temporary bonds, or interim receipts of Dillon, Read & Co. will be
ready for delivery on or about February 17, 1927.

A portion of this issue has been withdrawn for offering in Europe by
Mendelssohn & Co. Amsterdam, Nederlandsche Handle Maatschappij, Pierson
& Co., and others.

Price 98% and interest. To yield 7.12 percent to maturity.
The above is subject to a circular, containing further information, which

may be obtained upon request.
DILLON, READ & Co.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




