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1>^*rr*d itoek. Although preferred itoek wm

orlffiMlly the offfpring of receivenhipi it is now widely uMd
Dy induatrial o>ncemii. The reaaons for it» uu nre u follows

:

(1) Preferred stock furnishes a eonvenieiit means of
separating a company's stock into different voting classes.
Some m»\« the preferred stock carries with it no vote at all;
again It may elect only a limited number of directors. In either
ease the majority of the owners of the common stock may elect
a majority of the board of directors. It follows that a much
smaller interest may ci itrol tbs business than If all the stock
issued voted alike.

(2) Preferred stoc.t is very useful in forming industrial
combinations. It represents the present value of the whole
concern, while the common stock represents potential earnings.
The subsidiary company stockholders will be willing to accept
preferred stock for their former holdings, whether common or
preferred, whereas no one can foresee whether common divid-
ends will be paid or not.

(8) Preferred stock issues are useful in -hanging part-
nerships into the corporate form. In this cas.- the preferred
stock may have preference over the common with respect to
its votmg Dower alone.

(4) Preferred stock may attract consenatlve investors
in a new busmess—or. indeed, in any concern—wheras they
might not care to buy the more speculative common stock of a
corporation. The preferred stock, as will be recaUed, stands
in point of security between the lowest grade of bonds and the
.common stock.

Voting power of stock. Originally the universr.I custom
in all corporations was to give one share of stock one vote. The
custom is still general but by no meana universal. The follow-
ing important modifications should be considered.

In order to protect the minority holders of stock it is a
very common custom, especially in England, to restrict the
number of votes allowed to any one stockholder. Thus a man
with ten shares or less may have one vote for each share ; for
each additional share up to twenty he may have half a vote
per share

: and so on as hi.s holdings incrcr.se. The arranire-
ment, at first glance, seems an admirable one. The difficulty,
hr-vever, is found in the ease with which the owner of a large
b._K of stock can c'vide it up among his family and friends,
and thus secure complete control of the corporation.

The system of "cumulative" voting followed in the United
States IS more effective. In this case each share has as many
votes as there are directors to be elected. If these votes are


