
April 17, 1953 

MEMORANDUM RE: Sale of Stock to Employees of the Company 

This memorandum does not deal with reality but with an 

abstract tax question and will be discussed here only from the tax point 

of view without any reference to other concentrations. 

Assume that I, Leo Szilard, own lOOo/o of the shares of the 

company, say a total of 1, 000,000 shares, and assume further for the 

sake of simplicity that the company• s net earnings after taxes is $1 per 

share at this time. Assume further that I adopt the policy of paying 

henceforth $1 dividend per share and finance expansion either by earnings 

which exceed a total of $1,000,000 or taking up long term loans. There 

• appears then, from a tax point of view, to be no objection to do the following: 

I may sell to my employees who are in low income tax brackets, 

or preferably to their wives who have no income whatsoever, all my shares 

on the installment basis as follows: 

Let us assume that the value of each share is assessed by the 

Treasury at seven times earnings, i.e., $7. 00. An employee who buys 

shares from me would be required t o pay:$~}p)£X:~~ on an installment 

plan basis either $4, 000, 000 at the rates defined further below and 80% 

of the value of the share on the stock market after these $4, 000, 000 have 

been paid or else he will be required to pay $14, 000, 000 at the rate to be 

defined below. The employee has a choice between these two alternatives 

after he has paid on the installment plan $4, 000, 000 in cash, but he can choose the 

first mentioned alternative only if the price of the stock on the stock market 
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at the time when he had paid the first $4. 00 exceed $6, 000, 000. Otherwise 

the second alternative holds. 

The rate at which the employee pays the installments of the 

purchase price is up to him except that he cannot pay in any one year less 

than 80% of the dividends he receives. It is advisable but probably not 

necessary to provide for some interest payment on the part of the purchaser, 

say at the rate of 3-1/2% per year, the interest to be paid on the difference 

between the $7, 00 assumed value of the share less the amount that he 

has already paid toward the purchase price. 

The above scheme is a modification of the one I discussed 

with you in Princeton. I made this modification after discussing the 

problem with Joe in order to avoid the possibility that an employee 

purchases shares below their present value and as a result of this is held 

to have received a taxable income. Joe thinks that there is no doubt that the 

amount I would receive under this scheme is capital gain rather than 

income and he also thinks~ there would be no difficulty to get a ruling 

from the Treasury on this aspect of the transaction. Finally, for other 

reasons which I may discuss with you, he believes that in the real case in 

which I am concerned other methods of proceeding would achieve the same 

purpose and would achieve it better. This I may discuss with you if the 

occasion arises. 

The above represents my understanding of Joe's response to 

my presentation and I can show him a copy of this memorandum so that he 

can verify whether my understanding is correct. 



that the total payment of the 11niverstty ~s tn excPss of $8.00, other­

wise the final payment of the nn i versity is deferred from year 

to year after a total of ten years, at such time as a market 

vaJne of the shares reaches $7.00. 



Mr. Walter Bloom 
The Law School 
University of Chicago 
Chicago, Illinois 

Dear Walter: 

D R A F T 

Do you see any objection from 

the following procedure? 

;6L e losely Held Corporation is 

one-quarter of the shares are A shares and three-quarters of the 

shares are B shares. For the first three years dividend is paid only 

on A shares and after that the B shares are converted into A shares, so 

At the time when it is already clear what thi s year's 

of the stockholders, or all of them, their 

A shares corporation, say to on the 

following terms: 

The university and every 

year thereafter for two amount, e ither in cash or in 

serving as security. These 

notes are due six B stocks are converted into A stocks. 

At that time to sell its holding of stock on the 

will bring up the total payment, 

interest, to twice the rna ket price of the stock. 

Yours truly, 



I shall assume 

term loan running 10 or 15 in 

1953 and that it is the policy of the corporation to finance 

further expansion of the corporation out of the loan. It is 

further assumed that under the terms of the loan, the corporation 

remains free to distribute, in the next three years, all of the 
W.t.-~ 

net profits in the form of dividend . .-± ahall fttrth e r assume 

..- ttnow( for the sake o~mple that the corporation expects to 

make a net profit of $1.00 per x~axe year(~n the averag:)in the 

nex t three years. 

The majority ~ i;l+e s tockholde~ and ami a number of 

xXExk other stockholders and perhaps all stockholders of the 

corporation sell their A shares in 1953 to a non-profit 

corporation: for instance a university, to which I shall simply 

refer to below as "lhe £/niversity", at ~ time when it is 

already known how much profit the corporation is going to make in 

1953. The terms of the sale are as follows: 

The university pays $1.00 per share in cash at~ time 

of' the th~~three years,~e_eck is 

introduce ~ the stock mA.rket A.t that time ~tock hA.s baen 

converted into A stoc§j:.e~ is only one kind of' stock-?/ ~'{!,f, 
that time the univers ty will make Hs f'1 nal payment wh1 ch l s ~ ~ 
twice the value of ts shares less the cash payment made at ~ ~ 

pu>"chase, p..-ovided howeve..-, that the total payment of' the ~ \-
universit.y exceeds ~il .OO pe..- share, otherwise the f1naJ payment~~ 
is defe-r-red until the next yea , prcv""'ded that at that tjme the 

un:1 verRi t y wi 1 pay the market va lne for the s11ares, TYr-ovided · once 
agaiNXXNXXXXNRLt~~~x~~Jm~ 



j~t{) ~~ ~~h _/ 
May 19, 1953 

MEMORANDUM ON ~0 KINDS OF SHARES 

By Leo Szilard 

a 

In the following is described ~ corporatio~which ~ kinds of shares 

issued, A shares and B shares. The 

conversion ra~om year 

rule governs how much dividend may be paid on B shares depending on how much 

dividend iis paid on A shares.~ese rules are so~ 
in lower income brackets and want a high dividend, it is of advantage to hold 

A shares and for those who are in the higher income tax brackets and want capital 

gain, it is of advantage to hold B shares. ) - - -- - - - ~//"..,....----- -J'icc 
, (..., The rules are such that ):r: !!oz issto:nce f' company cons is beft'tlly plQiifli back 

? T:Fi;:;; x;;t profi~ """ P"¥" out ill• ..24£ th,.1. ~ <>0>~~ ll:'J" -
~~ h?ld A shares can look forward to a di~idend)" ta~~t twice the level th~ -;r~~~~ '- £-/?(1'-/# ~c;;. 

otbe~ompany would :.; ordinary common stock;' They can also look forward ~ 

to the market price of their~ock remaining at the same level~f there is no ~ 
~~ -~ ~ ~ 

change in business conditions/ , ~e company remains moderately prosper~ ~~~ 
.and if there is ~ i M'ls:tieft they coUld look forwac d to 1 ising price o! t~k ' 

eft the m ket if tl:l.ePe ie iftflerl;ioa, but in the absence of ini:lation and unchanged 

business conditions with the company doi~~ aver-~iness they ca~ot look 
~;) ~--~ ~ ~ 7:,_::, ~ """ ?~y< ... ..<.~~~ 

forward to capital ga=h!Yi.B i;he ~~ if it fllew~ be:ck he:lf o::e ·1 lis net profits. 

Those holding B stock cannot look forward to any dividend but they can 

look forward to realizing twice as much capital gain (whenever after holding the 
some of stock 

B stock long enough they sell/ their B stock on the/market or convert some of 

their B stock into A stock and sell this A stock on the could 
~<t:~ 

realize by holding ordinary common stock in a company that pours out in general 

half of its net profits in the form of dividends.~e have assumed here for the 

sake of argument that both the A stock and the B stock are traded on thestock 

market. If that is the case it is almost certain that the holder of B stock 
~'<.. 

will get ~ higher price for his B stock by selling it on the market than he 

could get by converting his B stock into A stock and selling the A stock on 

the market. 
~~4 

In addition to A and B stock there might b he stock market also a 

composite stock consisting of one A share and one B share. Those who hold such 

composite stock as do those who hold an equal number XKi of A and B shares are 

essentially in the same position as if they were holding ordinary common shares 

of the corporation~~ ~y are practically unaffected by the rules which 
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define the privileges of the two kinds of shares. Obviously those who hold the 

composite shares lose ~enefit.._· equally by JllllLi any of the rules which favor 

the A or B shares with respect to each other. 

We shall now assume for the sake of illustration that we have to deal 

with a closely held corporation that has one million shares issued. Tgis corporation 

shall now be reor_ganized to have 10,500,000 A shares of which 500,000 shares will be 
iJ ~/ 
~ .&!'~ issued to;ttockholders and 500,000 B shares all of which shall be issued to the 

stockholders. 10,000,000 A shares are thus retained by the corporation in its 

t"f.. ~~ 
treasury. 

B stock can be converted stock every year in the nterval stretching 

~om the seventh day after dividend has been paid to one week before the next 

declaration of dividend is due. It is assumed for the sake of discussion that 
_.:-

dividend will be paid once a y he conversion ratio of B stock to A stock 

is one A stock for one B stock to the payment of the first dividen~ and 
· &L 

thereafter it is increased according t~predetermined formula ~ be oescrfeea ~ ~ 

below each time whe~vidend is declared. This conversion ratio i.e. the number 

of the A stock that can be obtained ~om the corporation by surrendergng one 

B stock does not change in between of declarations of dividends. Notwithstanding 

the formula given belmr, there is however an upper limit set for this conversion 
may not 

ratio and in our example it gBJDm:t exceed 20 A shares for one B share. Moreover, 

after 25 years all B shares are automatically converted into A shares at the then 

prevailing conversion ratio which may not exceed 20 A shares for one B share. 

Irrespective of the existence of these two kinds of shares, the company 

decides freely each year how much of its net profit it wishes to pay out in 
share holders 

dividends. The B uxxes/will however not receive any dividends on their B shares 

until the A share holders have received on their A shares a dividend which 
/' 

corresponds to their stake in the company. ~ stake of the A share holders 

in the company is 50% rior to the first dividen and it will change after each 

dividend payment according to%redetermined formula given &lB"Ql 8r below. According ~ 
v 

'8~ bhe ?'bo~e r'li:l/ the B share holders will ~IefOD4 receive no dividend unless the 

A share holders have received in dividend one-half of the first year's net profit. 

This preference of the A share holders in regard to dividends is cumulative in the 

sense that the B share holders will receive no dividends until the A share holders 

have received in the aggregate for all the preceding years a dividend given by the 

formula 
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() net 
where~1 , ~'~'etc. represent the/ profits of the first, second, third years, etc. 

and x1 ; (before), x2 (before), x3 (b~fore), etc. represent the stakes of the A share 

holders in the company during the week prior to the declaration of the dividend of 

the first, second and third years, etc. ~o~ee~i~~ly. 

To illustrate the above rule , let's assume that noB shaees are converted 

into A shares so that the relative stake/ of the A share holders remain at 5afo. 

~~~~ further assume that the net profits f the corporation in the xe first 
:0 /.~ ;4:"" 

year amounted to one million dollar~ ~ company plows back one-half million 

dollars of the net profit, the 2 A share holders will receive in dividends 

$500,000.00 and the B share holders will receive nothing. If the company plows 

back one-quarter of the net profits, then the A share holders will receive 

$500,000.00 and the B share holders will receive in dividends $250,000.00. 

Let us kow assume that the company plows back 75% of the net profit of the 

first year and pays the A share holders in dividends $250,000.00, ~he B share 

holders receiving no dividend. If now in the next year the company makes again 

a net profit of one million dollars and if it decides to plow back one-quarter of 

this, it will have to pay the A share holders (because of cumalative rule , on 

dividends payable to A share holders) $750,000.00 and will not pay any dividends 

to the B holders . (_In 

$t.OO OOt"d to A sh~e holders 

as edt at 500,ooo( A shares 

i to As es. 

issued 

· ce w/ 
conve,.{ed 
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In order to make it easier to understand the rules which govern the 

conversion of B shares into A shares an~ from which one may calculate 

at anytime the relative stake of the S A share holders and the B share holders, 

it is advisable to introduce a few concepts and designations. 

~~ ~ 
We shall designat~uc number of A ~~:) issued one week before~ 

nths dividend is declared~) and similarl11 the number of B shares issue~ne 

week before the nths dividend is de<;lared llMiln). If the relative stake of~ 
t'~hv £r 

the A shar~holders~fter the nths dividend ha~been declared is fixed at Xnf~~;t 
and similarly the relative stake of the B share holders immediately after the 

dividend is declared is fixed at Y£~~e relative stake of one A share is 

g~·v n by ~~) and similarly the relative stake of one B share is given by 
(e. ;f~~ d~ Yn (Bn). /PThe relative stakes of theae t'tftetrQ.S oes not change after the pth /j -'- /tiL ~ .. -----dividend has been declared until the next dividend is eeclared. 

,t.vn'* ~ 
nterval the 

#u. 
number of A shares which be obtained by surrendering one B 

~ ~n by }:: let-/~ ~1/h. s~~b'® .B~ 
~ L&-n:J 

~~~~~~~1r~~~~~t~h~a~t~t~h~e~A~s~h~are obtained in exch 
/";> ~, n~·~ ~..J 

share represent the same stake in the company ai._the( B shareV'·~~aj;tS) 

~a i~~PeadQreg .~Duning the time interval betwe~~ths dividend 

and the next dividend the stake of the A share holders and B share holders 

changes eventhough the stake of one A share and one B share remains unchanged 
I 

simply because B shares are surrendered and A sharea are issued in exchange. 

before the declaration of 

the A share holders and B 

\ 

the next dividend.~ow we must see how does the stake of 
chamre (> 

share holders ~ at the time that the dividend is 

declared during which time there is no change in the nuilber of A shares and B shares 

issued; ~ince no B shares will be converted from one week before the declaration 
.......--.... 

of dividend until one week after the payment of the dividend. 
c...---

T ; ./?t- r/ -- I 
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~ 

The change in the stake of the A share holders an B share holders at the 

time dividend is declared should reflect the • share holders have 

received more than their fair share of the profits in the fo of dividends to the 

detriment of the B share holders.~ when the nths di~ paid the total 

dividend paid to the A share holders is given by ~he total d paid to 

the B share holders ij represented by bn then the 

the amoun~ich the B share holders received in excess of their due. If an equal 

amount were paid at that time to the B share holders and if the price of the A 
/4:_ /"h ~ 

shares on the stock market on the day following the payment of ~ dividend is 

represented by II A! then clearly the B share holders could have bought. with .-. ~ 

:~6rUtr;~':t ;~1:::::~1 ~~ ~~J- tff_.. 
'h. --==- //.L / 

therefore it is logical to set~rule that the stake of the A share holders 

after the payment of the nths dividend Xn (after) be given ~ £.~ 

~~ )(J,.,~):=; X_...f£.~ ;U[~t-..J -::~,tl.f-X-,t_'g 
and correspondingly the stake of the B share holders after payment of the nths ~~ 

~ Jy I -~~A Xl'h!&.-,6e)e'_ 
dividend be set at I ~f ~4-r J = r ~ t ~) r ;:A-~-1 ~ 
If we take into account the fact that at the time of issue the relative status 

of the A share holders were 50% and the relative stake of the B share holders 

were also 50% and if we further take into account that up to one week of the 

first declaration one A share was obtained by surrendering one B share it is 

our rules defy precisely the relative ~of the A sharF~ 
Ln- . ~ a,_,.. ~~ ~ 

both)'bef?re and after of each declaration of dividend ~ ~fteB 
4,£;~ ~~('~ 

C QR:141!rsiol* aad of A shares to B shares for ~'1F10 

interval between any ~fo dividends. 

ft. 1- \',_,_ ~ f 

(./1/V,--(1 Ch~ 117 ~~ 
' ~ 

/-~,_,~} -z J<~ a-/k ( I+ J(.. f'/f?~ 
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During tbe tiree interval bet\Teon the nth dividend end the next dividend 

the stake of' one A share and one s "'O re ins unclm.nged. The st ~e of the 

A sh.o.reholdcrs and D shareD.olders however cl:langes, because B shares ore sur-

rendered and A G-lares arc issued in excba.rlge. For this reason t stake of 

the B sboreholders just prior to the declarntion of' the next dividend, uhich 

is designated by Yn 1 (before), is given by 

Yn+ 1 (be :fore) ::: Y n ( uf'tcr) - Yn ( ai'ter) x (B surrendered in int. ) 
(Bn) 

oimilarly the stake oi' the A shareholders just before the declaration of the 

next dividend, Xn 1 (before), is given by 

5 

Xn ... l (before) 3 Xu (after) + Yn ( a.fter) x (B surrendered in intervul) 
(Bn) 

'l'his formula teoches how to compute from the stake of the A shareholders 

and B shareholders after the declaration of a. dividend the corresponding stakes 

before the dec.l.aro.tion of the neA'"t dividend. 

~ O'.r ve talSt see b.o\1 does the stake of the A shareholders a.nd B shareholders 

change at tb.e time t!mt th~ dividend 1s declared (at 't-rhicll time there is no change 

in the nmnber o:f A shares and B shares issued, oinee no D sr.a.res uill be converted 

from one week before tho declaration of di vid.end until one t-reek after the poyment 

of' the dividend) • The change in the stake of t..'lle A slmreholders and B aha.rehold.ers 

at the tiae the dividend is declared should reflect the fact that tlQ A sl~e-

holders have received more than their fair share of the profits in the form of 

dhridends t'"' tJ1e dctrirent of t'be B shs.reb.oJ.rl.erc. Based on this :principle ue 

a.re arrh'"ing o.t fortlU.l.e.e which my be used to compute from the stake o:r the A 

sllm:'eholders · fore pa.;yment of the nth dividend, Xn (before) 1 and the stclte of 

the D shareholders oefore payment of tl1e nth dividend, Yn (before), B:l9£i ffiGo;·;a, 

tire t;ette.l ath 4ini9i'il:l 13ai4 ta A illb~~:boldcr" uhich uere designated h¥ '\:t m~t'L 
~ . 'Me total tr-1 d!o:tdend paiet 'lie '3 : ~eB:elb:epe; ·-: 1.<~• the stoke of the A share-

holders after the nth dividend, X _1 (after) ond the atD.kc of the D slwrcholdcrs Yn (after) 
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by taking into accm:mt 1KM ouch dividend a:n. was :paid to the A shareholders in 

~w ~~ and hotT tlU.Ch dividend bn 'tms paid t o tl- B shareholders in .tota4. 
. {Ail' 

In . no.ral the A sbareholdero get/larger dividend rela.tive to their stake 

than the B shareholders get relative t their stake. The excess dividend, En 
which ·the A shareholders have received is given by 

Sn x Yn (before) 
Xn {before) - bn 

If a sum equal to the amount given by this formula were paid to the A sr~e­

holders in = they could have bought on the stock market on the day folloving 

the payment of the nth dividend a nudbcr of A shores f,n) vhich is given by 

the_e Dn represento the stock !llarket price of t!. e .. sheres one day after pay­

nt ·of the nth dividend. There.forc it is logical to set the rule that the 

stake of the A sna.reholder after tbe :rm;yr::cnt of ~he ntb dividend, Xn (af'tor), 

be gh--e by 

Xn (after) = Xn (before) - Xn (before) x 

and accordingly the stake of the B sharehol.ders after payoent of tl e nth 

dividend be set at · 

Yn (after)= Yn (before) + Xn (before) x (Gn) 
(An) 

The forwlae given in this memorandum permit to calcu.l.ate hotr the relative 

stake of the A stocl'".holders and the B stuckhol rs changes whenever a. dividend 

is paid end hw it cba.J.'lces in the interval betueen ~ro dividend puymento. 

Therefore:~ if the il'l..iti.aJ. stake o the A stockholders and B st;ockholdcrs is 

de£"ined (in the e~ta.mple \ThiCh 'tre diSCUSSed the ini tisJ. stake 'Ua5 5ocj, both for 

~ ,. .. """'"·~ the A stockholde1•s and the :a st '"ck.itolders) ..e? '"'urear~ leavt ' no uncertainty 

as to t he relative stwres of t ' e A stockholders and B stc~kholders nt FU~ime. 



. Si l.o.rly the conversion ratio of B a ca to A s cs is defined by our 

formu.la for each interval. between 'two di end pa~nts. 

If the A stock s 10 not ~ traded on t stock ket but if t 

co osite stock v lie' of one A share and ne B slmre is tr e 

on the at k ket t e .rice of the cetpositostock one day after dividend 

nt c _ e u.Ged ln luce o.: t rice of t e A atock. The fOI'i:llll.n given 

7 

c· n~, however, be npplie- u·rectly by substituting the price of ~he composite 

ot ck for ~he ~~ice of the A atock but rather codified f rmula to e 

use Thich ll.a.s been dcriv an· is available. 

In ca.so t 1.e C?i:J.)OSite stock is not Q¥1Et:bte:t~ 
Saf'IJ~ 

thcr) vnlue D :.nay be set for the A e:;tock t the t 

on the stock ket either 
~ 

lThen t · A ani B st l;.s 

arc first issued ~~ tius nore or leos !. trary aet rice D for the A stock 

y uaed in c formula in pl ce of the market _ ice Dn of the stock. 

In this :me :ra.ndur:t ue huve so for o.ss~d that the initial relative stake 

of the A stockholders a · t. e I3 otocltholdcrs is the same 1 i . e. , 5V,J. -~1e rcr, 

our fo.rlllulac hold equaJ.ly ,.,ell if the initial stake of the A stockholders is 

different 1."'1-o the i · ti 1 stake of the B stockholders except that the corpo-

oi tc stock uill in t~nt ease not c nzist of' one A s e one B sba.rc but 

the ratio vill be di.f ercnt. 

In cane of' a company uhich bas o.n opportunity to pl.oo back so.y 75/ of the 

profit it w.:> e ree,s na lc ini tial.ly to issue A shares and B ahares in such 

l:ltlnner that the relative stake of the A sl· eholders is 2tfp end the rc..lative 
filA 'f If' 

stake of t'1e B shareholders is 77,~. As title goes n anJ. ·B sbares convc.~ted 

MAY 
into A shc.rcs tl1e rel tive stake of the A s oldz increase t1: t of 

the B shareholders 'J:b: decrease. Such a ch~ might oe acco:np"' 1ied. by e. 

adunl change of dividend policy m1d t .. e c o:ny ··ght later on uish to plow 

back e. smaller percent of the pr fitu. 
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Let us now assume that the company plows back 75% of the net ~rofit of 

the first year and pays the A share holders in dividends $250,000, the B share 

holders receiving no dividend. If now in the next year the company makes again 

a net profit of one million dollars and if it decides to plow back one quarter 

of this, it will have to pay the A share holders (because of cumulative rule on 

dividends payable to A share holders) $750,000 and vrill not pay any dividends 

to the B share holders. 

In order to make it easier to understand the rules which govern the con-

version of B shares into A shares and the rules from which one may calculate at 

anytime the relative stake of the A shareholders and the B shareholders, it is 

advisable to introduce a few concepts and designations. 

We shall designate by (An) the number of A shares issued up to one week 

before the nths dividend is declared and similarly by (Bn) the number of B 

shares issued up to one week before the nths dividend is declared. If the rela-

tive stake of the A shareholders immediately after the nths dividend has been 

declared is fixed at Xn (after) and similarly the relative stake of the B share­

holders immediately after the dividend is declared is fixed at Yn (after), then 

the relative stake of one A share is given by Xn (after) / ~). ~( It>< ~£-~~e:. 
-;;A-h'r ~ .8 ·:7~~ ~ 1-'7 ',~ ~~(a.;~-dt1"B-....). ""~ 

1
// 

The relative stakes of ~ A\aB.fi B ~es does not change afber blre nth~ ~ jl,. ~~/C./ A 4.n I¥~ ~ ~ /3?£~ "'L 

*~ dividend N'i? been g~~ the pext dividend :i.-& Eiee3:S?ed:. We postulate '. A 
~ ~~ ... liP"/ I 'Zv-f.2 

that during this interval the number of A shares which may be obtained by ~1(~ 

surrendering one B share to the company shall be given by 

~~~)~~ Yn (after)): (A,) 

!6~~tr.,-,t) Xn (after)'!(.(Bn) 

This postulate is so designed that the A shares obtained in exchange for 
/~J 

'' '91 PQi Atq~ 
one B share~present the same stake in the company as represents the one B 

share vrhich is surrendered. 
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~ 
During the time in:erval between then~ divi~~~ next d~ 

stake of the A shar~ holders and B share_ holders~ •e:t:Whettef1the 

stake of one A share and one B share remains unchang~~ because B shares 

are surrendered and A shares are issued in exchange. For this reason the stake 

of the B shareholders just prior to the declaration of the next dividend;which 
4 :L:r / .-:J"< ~:L.· 

is ~-t7 uy Yn.;.l ("Before ~ is given by ) 

y #...~) = ~ "#1 {1.;_,)- (!!J 'lwr-..Q~~.:..._~ _ 

~ -fl .M (25~) }:; ~~ :)(~~ 
,• ~~ /~r- . .. ;) 

before the declaration of the next dividend the stake of the A ~ 

for which we can also write 

'--- (~~) 
It is again true that y"'- +- I ( k?tc) i-/ At./ r~ ) -= I 

This formula teaches how to compute from the stake of the A shareholders 

and B shareholders after the declaration of a dividend the corresponding stakes 

before the declaration of the next dividend. 
and B shareholders 

Now we must see how does the stake of the A shareholders/chang~ at the 
/4--t-

time that the dividend is declared ~which time there is no change in the 

number of A shares and B shares issued, since no B shares will be converted 

from one week before the declaration of dividend until one week after the pay-

ment of the dividend ., The change in the stake of the A shareholders and B 

shareholders at the time dividend is declared should reflect the fact that the 

A shareholders have received more than their fair share of the profits in the 

form of dividends to the detriment of the B shareholders. fL I.t ;?~ 
(Wh~ tl- 1- Ct.. '?th'YVw£A- ( ,, ,8 ~~ 

~X, L4 <>e ) ~ X"' ajfo-.-- f- _f_L!:.~~~f?:L-..--r--~.:..,~~__;___ 
(~~) 
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If when the n~ dividend is paid the total dividend paid to the A share -

holders is given by ~ and the total dividend paid to the B shareholders is 

~ .. L4t: u_ 

.,_.eoenioeft by bn ;;::he,{('~~"'(~"'~~) - {;, ,.,._ 

represents the amount which the B shareholders received in excess of their due. 

If an equal amount were paid at that time to the B shareholders and if the price 

of the A shares on the stock market on the day following the payment of the nth 

dividend is represented by 11 'n then clearly the B share holders could have 

------therefore it is l ogical to set the rule that the stake of the A shareholders 

after the payment of the n/4.. di vi dena,. Xn (after l, be given by (9. ) 

t,r~f?r) - ~(U~)~- X-..f~).;;:) 
and correspondingly the stake of the B shareholders after payment of the nths 

dividend be set at 

y_,_ r ~ J-= /kr t,_,h J + XJ ~r,e ~ 
. It~ JL 

Again we lave X/k(~~) 1-Y! /£-~) -= Y-~t~h !:!1=~ 
If we take into account the fact that at the time of issue the relative ~~~ 

H;'tz., J 
of the A shareholders 50% and the relative stake of the B shareholders 

W cl/.) 
~ also 50% and if we further take into account that up to one week of the 

~ '~ /v 4__,.,.,::_. 
first ieele~at~~~one A share was obtained by surrendering one B share it is 
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clear that our rules define precisely the relative stake of the A shareholders 

and the B shareholders both for before and after of each declaration of dividend. 

Our rules also define the conversion ratio of B shares to A shares for the time 

interval be~veen any two dividends. 

If the A shares are not on the market their ~arket price cannot be used 

to calculate from it the change in the relative stake of the A shareholders 

and B shareholders at the time when dividend is paid. If however the composite 

stock which consists of one A share and one B share is traded on the stoc market 
/.' ~').,. ) ..-(__ "0 ;:-. z .... -, ~ 

then the market price " " of this composite stoc can be used for our purpose. f 

We have then for the relative stake of the A shareholders and B shareholders 

after 

Finally, if the composite stock "AB" is not on the market either then instead of 

the market price of the A shares there may be set fixed price in dollars ..J):; 
for the A shares which will be used in our formula in place of a market price 



MEMO June 1, 1953 

The public discussion of the issue which faces the world today i~~ / 

unsatisfactory, because in it we can discern only two kinds of voices. ~s 
of those who more or less represen~ policy,::;.";;;: .. e I~ 

{"'-~ ~k -
of state since the end of the last war failed to presen~g~erved the 

/#4~ /:h..~~~/ 

name of policy_, What they · was not a policy at all, but a~tern 

r h~ ,. :; ~"" ... _A. 
of behavior ;fr which they ..m&da~~e u~_ted States Gove~n~ ruut for whic~ -

/~__; 
sought public support. wil 1:yrvoices contributed nothing to the clarification 

and only increased the existing confusion. Nothing they said made 

an one often wondered how anybody conversant with history can say the 

t~gs they said.~~ ~d, one ~~discern1 even though rather feebly / 

the voices of those who~to give the public~ght into the situation in ~ 
~~ ~.....,.., l 

which the United States finds itself. Such men~;;/- Liiima~~,.'~5~:a _ 

..,..among '&Rem, ~w #t history, and perhaps they r yae his to~ ~oo we?~: ~~ _ I 
H"''-+ .,:~~- ~~ I"T~~.u,~~-~ 

.. !Hk-~ h ~~1!1 1~~·/~~) 
~ ~e~h ~ ~x~s~hat need to be taken, ye~-;::;;;; 
seems to miss the fact tha~something unprecented has taken place in the world and ~-

~ I I I l t ' ~ ..., -/ -t:. 
because this has happened, a good foreign policy for which they plea~ while ~ ~ 

necessary will not be capable of solving our problem. _ ) 

A good foreign policy can do no mo~ th~ _.reduce the possibility of war ~ 

~~\...c~t_ . -M'e" }fH'Y' ~p. 
-~ un er a bad foreign policy :riti.., moi certa~ ~ few fercent per ann~ But if 

l . ...r\~ - -;.¥..r ,~~ 
this is all we can do, and if we are are not aware of the need to use the ~ ~ · 

problem which a good foreign policy might provide to eliminate the possibility of war 

~ altogether, then nothing really was worthwhile. For at the rate at which the 

destruction of atomic bomb increases is such that if we know there will be another world 

war, we must pray for an early war rather than a late one. And if we cannot go beyond 

establishing a good foreign policy, then it is not only likely that there will be 

another world war, but in the long run, it is an absolute ... ertainty. 
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It is necessary to emphasize this for what terms of a settlement that will end 

the cold war between Russia and the United States, it is necessary to keep in mind 

that we must have a settlement which on the one hand gives us a reasonable 

assurance that there will be no world war within the next 25 years, and on the other 

hand lays the groundwork for the unprecented steps for which we have to press during 

the next 25 years in order to reduce the aaageP-ef-wBP probability of war for a 

few percent per annum to zero in these next 25 years. 
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