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SECURITIES AND EXCHANGE COMMISSEION
1972 ZNTFORCEMENT TRAINING PROGRAM

June 19 - 23, 1972

A D

Director cf Program; . Pearce Telephone: 202-755-17%
TERTHTIVE SCHEDULE
Monday - 6/158/72 SFCURITIES TRADING
9:15 - 10:00 dcgistration
10:00 ~ 10:45 "eclecome-Introduction-Synopsis
of Yunctions of 5EC
11:00 - 11:30 Organized Crime- Cooporative
Enforcement Programs
11:30 - 12:00 Broker-Dealer and Invzstment
adviser Lxaminations
12:00 - 12:30 Current Problems
2:00 - 4:30 The Markets (Exchange and OTC)
4:30 -~ 5:30 Market Surveillance
tuesday - 6/20/72 APPLICABLE REGULATIGNG
9:15 - 9:45 Mlark-ups and Pricing (interpositioning)
9:45. - 10:30 Zxtension and Maintenance of Credit
(Regulations G, T, U, and X)
10:45 ~ 11:30 Broker=Dealer VWinancial Responsibility
(Net Capital Rrequirements)
11:30 - 12:00 Bacle Office Problems
12:00 - 12:30 Investment Advisers
2:00 = 2:30 SLCC.
2:30 - 4:00 Division of Corporation finance
4:00 - 5:30 Division of Corporate Regulation



Wednesday -~ 6/21/72

G:15 - 9:30
9:30 - 10:15
10:15 - 10:45
11:00 = 12:00
12:00 = 12:15
12:15 - 12:30
2:00 - 3:00
3:00 = 5:30
Thursday - 6/22/72
§9:15 = 10:15
10:30 = 12:30
2:00 = 4:00
4:00 - 5:30
Friday - 6/23/72

8:15 ~10:15

10:30 - 11:30

11:30
2:00
4:Q0

4:30

12:30
4:00
4:30

5:00

-2 -

INVESTIGATIONS

Preliminary Information Available
Investigative Sources

Formal Orders

Conduct of Investigations

Scope of SEC Powers - Rules Relating to
Investigations

Subpoena Enforcement Problems

Interrogation of Witnesses

Mock Interrogation

ENFORCEMENT ACTIONS
Choice of Enforcement Remedies
(Suspension of Trading, Administrative

Proceeding, Injunction, Contempt, Criminal)

Administrative Proceedings

Civil Injunctive Actions

Criminal Violations of Securities Laws

TRIALS

Preparaticon for Trial
Trial Techniques

Moot Court

Moot Court{Continued)
Moot Court Critique

Distribution of Certificates



SECURITIES AND EXCHANGE COMMISSION
1972 EWFORCEMENT TRAINING PROGRAM

June 19 -« 23, 1972

Direcior of Program: Ira il. Pearce Telephone: 202-755-1794

TENTATIVE SCIEDULE

Monday - 6/19/72 SECURITIES TRADING
9:153 ~ 10:00 degistration
10:00 - 10:45 "elcome=Introduction-Synopsis

of Vunctiens of 5iC

11:00 - 11:30 Organized Crime- Cooperative
Enforcement Programs

11:30 - 12:00 Hroker=Lealer and fnwastment
adviser Examinations

12;00 - 12;:30 Current Problems
2:00 - 4:30 Tne darkets (Exchange and 0TC)
4:30 - 5:30 liarket Surveillance
Tuesday - 6/20/72 APPLICABLE RIGULATIONS
9:15 - 9:45 Hark-ups and Pricing (interpositioning)
9:45 - 10:30 Lxtension and Maintenance of Credit

{(legulations G, T, J, and X)

10:45 - 11:30 Broker=Dealer Financial Responsibility
(Net Capital Kequirements)

11:30 - 12:00 Back Qffice Problems

12:00 - 12:30 Investment Advisers

2:00 = 2:30 skeo,

2:30 -~ 4:00 Division of Corporation [inance

4:00 « 5:30 Division of Corporate Regulation
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Wednesday ~ 6/21/72 INVESTIGATIONS
9:15 -~ 9:30 Preliminary Information Available
9:30 - 10:15 Investigative Sources
10;15 - 10:45 Formal Orders
11:00 - 12:00 Conduct of Investigations
12:00 = 12:15 Scope of SEC Powers = Rules Relating to
Investigations
12:15 - 12:30 Subpoena Enforcement Problems
2:00 - 3:00 Interrogation of Witnesses
3:00 - 5:30 _ Mock Interrogation
Thursday - 6/22/72 ENFORCEMENT ACTIONS
8:15 - 10:15 Choice of Enforcement Remedies .
(Sugpension of Trading, Administrative
Proceeding, Injunction, Countempt, Criminal)
10:30 - 12:30 Administrative Proceedings
2:00 - 4:00 Civil Injunctive Actions
4:00 - 5:30 Criminal Vieolations of Securities Laws
Friday ~ 6/23/72 TRIALS
9:15 ~10:15 Preparation for rrial
10:30 - 11:30 Trial Techniques
11:30 = 12:30 Moot Court
2:00 - 4:00 Moot Court(Continued)
4:00 - 4:30 Moot Court Critique

4:30 - 5:00 Distribution of Certificates




UNIT I

UNIT IX

1.

3.

e

1372 ENFORCEMENT TRAINING PROGRAM
NOTEBOOK

SCHEDULE

Tentative Schedule
Detailed Course Outline
List of Lecturers

Liet of Participants

INTRODUCTION

Work of §.E.C.
Relevant Public 85,E,.C. Files

CURRINT PROBLEMS

33=5222 Public Offerings of Broker-Dealers

33-5211 Multi-Level Distributorships ‘
34~9395 Payment of Solicitation Fees in Tender Offers
34=%459 Sales of U.S. Government Securities

33-5168 Sales of Uuregistered Securities by Broker-Dealers
348712 Adoption of Rule 1{b-1l3

33-4982 Spin 0ffs and Trading in Securities of Shells

THE MARKET

The Language of Investing
NASDAQ and the OIC
Understanding the NYSE

NASD Training Guide

The Specialist (NYSE)

33-4552 Adoption of Rule 15c¢2-11

MARK-UPS AND PRICING

Regulations of the Compensation of Securities Dealers

EXTENSIONS OF CREDIT

If You Borrow to Buy Stock
Regulations X, G, T and U
Supplement to Regulation G
Supplement to Regulation T
Supplement to Regulation U



7o

8.

10.

12,

13.

14,

RET CAPITAL

Information on Registration and Regulation of Broker-Dealers

34+8024 Net Capital Interpretation and Guide
34=9376 Adoption of Rule 17a-13
349268 Adoption of Rule 17a=11
34-8825 Adoption of Amendment to Form X-=17A-5

BACK OFFICE PROBLEMS
SIP(C Bogklat

34-9468 Broker-Dealer Responsibilities Concerning Financial and

Operational Condition

INVESTMENT ADVISERS

Information on Registration and Regulation of Investwent Advisers

SECO

Study Outline for S.E.C, General Securities Exam
Suitability Outline

CORPORATION FINANCE

Understanding Financial Statements (NYSE)

33=4936 Guide for Preparation of Registration Statements
33+5036 Guide for Preparation of Cil & Gas Offerings
33-5231 Procedures to Curtail Time in Registration
33~5180 Release of Information During Registration
33~5121 Use of Legends and Stop-Transfer Instructions
33-5101 Publication of Information During Reglstration
33=5071 Reservation of Securities Qut of Public Offerings
33-5005 Misleading Character of Registrants Names

CORPORATE REGULATION

Objectives of the Investment Company Act
Organization of Investment Companies
IC~5847 Restricted Securities

IC~7113 Investwment Company Advisory Fees

INVESTIGATIONS

Investigative Sources and Organizing Evidence
Investor Interview Guide

WITHESSES

Making the Record .



15,

URIT IV

16.

17,

i8.

1y,

20,

Witness Inotruction and Warning

Qutline of Preliminary Questions for Suspects
Testimony Check List and Notes

Witnesses in S.E,C. Investigations

CHOICE OF REMEDIES

ADMINISTRATIVE PROCEEDINGS

Administrative Proceedings Discussion Outline

INJUNCTIVE ACTTIONS

OQutline Concerning Civil Injunctive Litigation

CRIMINAL MATTERS

TRIAL TECHNIQUES

Rasic Trial Preparation -
Suggested Form for an Investigative Document List
Manual on Trial Technique in Administrative Froceedings
NOTES

10 Sheets of Notebook Paper



SECURITIES AND EXCHANGE COMMISSION
DIVISION OF TRADING AND MARKETS
1972 ENFORCEMENT TRAINING PROGRAM

June 19 through 23, 1972

MAIN HEARING ROOM
SECURITIES AND EXCHANGE COMMISSION BUILDING
500 NORTH CAPITOL STREET
WASHINGTON, D.C,

DETAILED COURSE OUTLINE

Morning Sessions
9:15 A,M, through 12:30 P.M,

Coffee break approximately 10:45 A.M, to 11:00 A.M,

Afternoon Sessions
2:00 P.M. through 5:30 P.M,

Coffee break approximately 3:30 P,M, to 3:45 P.M.



Morning:
9:15 to 10:00

10:00 to 10:45

I1:00 to 11:30

11:30 to 12:00

12:00 to 12:3V

Afternoon:

2:00 to 4:30

MONDAY, JUNE 19

Registration

Welcome -{A. J. Yorke)

Introduction - (I. Pollack, S. Sporkin, C. Huge,
I. Pearce)

Synopsis of Functions of Major Division and
Offices of S,E,C,
I, Division of Trading & Markets
I1. Division of Corporation Finance
I1I, Division of Corporate Regulation
1V, Office of General Counsel
V. 0Office of Chief Accountant
VI. Executive Staff, Opinions and Review,
Hearing Examiners

Organized Crime - (W. Timmeny, L. Grimes)
I. Home Offfce Program
IT., Strike Force Participation

Cooperative Enforcement Programs - (I, Pollack,
S, Sporkin, €, Huge, I, Pearce)
1. Enforcement Training
11, Regional Enforcement Conferences
ITI. Cooperation on investigation and enforcement

Broker=Dealer and Investment Adviser Examinations
{A. Brown)

Current Problems - (I. Pollack, 5., Sporkin, C, Huge)
I. Financial and Operational Condition of Brokerage
Firns _
11, Public Ownership of Brokerage Firms
11T, Multi-level Distributorships
1V, Insider Trading

The Markets - (S. Rappaport, M. Moskowitz, R, Lewis,

I. Pearce} T
I. Exchange Markets
.« How They Function
» Floor and Retail Brokers
« Small Orders and Block Orders
« Primary and Secondary Exchange Markets
« Role of the Regional Exchange
IX. The Over-The-Counter Market
I11. Third and Fourth Markets

IV. Responsibility of the S.E.C.

mo o>



4:30 to 5:30 Market Surveillance = (R. Kraut, R, Bretz,
I. Review of Exchange Surveillance
11, O~T=C Market Surveillance
ITI, Market Studies,

I. Pearce)



TUESDAY, JUNE 20

Morning:
9:15 to  9:45 Mark-Ups, Pricing (Interpositioning) -~ (M. Moskowitz
I. NASD Mark-Up Policy H, Melamed)
A, Section 1 and 4 of Art, III of Rules
of Fair Practice
B. Interpretation pursuant to G-l of Manual
Cs Proceeds Transaction Rule
II. S$.F.C, Principles
A, Fraud and Deceit Theory
B. Evidence of Current Market Prices
C, Problem Areas
D. Case Example
I1I, Interpositioning
A, Description
B, Case Examples
9:45 to 10:30 Extension and Maintenance of Credit~{(E, Weiss, J. Hart,
I, Pearce)
I, Regulation T
IT. Regulations G & U
II1. Regulation X
10:45 to 11:30 Financial Responsibility-(E. Weiss, M, Simkin)
I, Rule 15c3-l
II. Rule 17a-11
I1I. Recent Releases
11:30 to 12:00 Back Dffice Problems - (S. Sporkin, A, Brown, M. Simpkin)
I. Brief History of Problem
II., What a Back Office Is
I1I, Regulatory Approach
12:00 to 12:30 Investment Advisers - (E, Welss, A, Sturdevant,
&, Browm, C, Huge)
I. Registration
1Y, Fee Basis
TI1. Advertising Rules
Afternoon:
2:00 to 2:30 SECO - (M. Moskowitz, A, Browm, R. Gordon)

I. Background

1I, Applicability and Scope of SECO Provisions
ITI, Implementation

IV, Other Functions



2:30 toe 4:00 Division of Corporation Finance -~ (R. Rowe)
I. Registration of Securities

A, Full Registration
B. Regulation A
C. Regulation B,

II, Exemptions from Registration

~ A, General Statutory Exemptions

B, Rule 133
C. Rule 144

ITI. Review of Filings
A, Proxy Materials
B. Annual and Periodic Reports
C. Ownership Reports
D, Tender Offer Filings

IV, Stop Order Investigations and Proceedings
A, Investigations
B. Hearings

4:30 to 5:30 Division of Corporate Regulation - (§. Mendelsohn)
I. What an Investment Company is
II. Enforcement Provisions of the Act
II1, Application of Enforcement Provisions




WEDNESDAY, JUNE 21

Morning:
9:15 to 9:30 Preliminary Investigative Information Available
(N, Sameth, I, Pearce)
9:30 to 10:15 Investigative Sources = (N. Sameth, I, Pearce)
10:15 to 10:45 Formal Orders - (S. Sporkin, C. Huge, G, Fitzsimmons)
I, Purpose
1T, Content
I1T, When Appropriate
11:00 to 12:00 Conduct of Investigations - (K., Duffy, J. Green,
5. Sporkin, I. Borowski, C. luge)
12:00 to 12:15 Scope of 8,E.C, Powers = (K, Duffy, J. Green, S, Sporkin)
12:15 to 12:30 Subpoena Enforcement Problems « (K, Duffy, J. Green
5. Sporkin)
I. Appearance
II., Production of Books and Records
A, 4th and 5th Amendment
B. Attorney Client Priviledge
Cs Other Claimed Priviledges
Afternoon:
2:00 to  3:00 Interrogation of Witnesses - (K, Duffy, J, Green,

5. 3porkin, I, Pearce, R. Jaeger)
I, Objectives
II, Preparation
ITI. Introductory Matters
A, Sequestratien
B. Formal Order
C, Warnings
D, Oath
IV, Interrogation
A. Procedure
B, Techniques

3:00 to 5:30 Mock Interrogation ~ (S. Sporkin, I. Pearce, R, Jaeger)




THURSDAY, JUNE 22

Morning:

9:15 to 10:15 Choice of Enforcement Remedies - (K, Duffy, J, Green,

5. Sporkin, I. Borowski, C. Huge)

I. Suspension of Trading
II. Foreign Restricted List
ITI, Administrative Proceeding
IV, Injunctive Action
V, Criminal Referral
VI. Criminal Contempt
A, Civil
B. Criminal
VII. Parellel Proceedings Problems
A, <Civil and Criminal
B, Administrative and Criminal
Ce Loss of Administrative Subpoena Power
VIII, Referral to State and Local Agencies or

Self-Regulatory Body,
10:30 to 12:30 Adnministrative Proceedings ~ (K. Duffy, J. Green,
S. Sporkin, C, Huge, G, Fitzsimmons)
I. Public v, Private

II. Application of Section 15(b)(7)
I1I, Supervision Charges: Section 15b(5)(E)
IV. Flexible Settlements and Sanctions

V. Content of Orders for Proceedings and Supporting
Memoranda

VI, Suspension Pending Revocation
VII, Denial Proceedings
Vi1, Back Office Cases

IX. Default Procedures

X. Review of Important Recent Cases

Afternoon:
2:00 to 4:00 Civil Injunctive Actions -« (K. Duffy, J. Green,
D. Ferber, S. Sporkin, R. LaPrade)
» Civil Injunctive Actions
A, Nature and Effect of Injunctions
B. Vhen Appropriate
C. Form and Scope of Relief Available
(1) Temporary Restraining Order (TRO)
(2) Preliminary Injunction
(3) Final Injunction
{4) Ancillary Relief
a. Receiver
b. Restitution and/or Rescission




4:00 to

5:30

D,

Ea
F,

G

Necessary Papers in Injunctive Recommendations
(1) Recommendation Memorandum: Content,
Checklist
(2) Pleadings: Form and Content
a, Complaint and Summons
b. Application for TRO
¢. TRO
d, Notice of Motion for Preliminary
Injunction or Order to Show Cause
e, Motion for Preliminary Injunction
f. Preliminary Injunction
2. Supporting Affidavits
h, Memorandum of Points and Authorities
i. Permanent Injunction
Findings of Fact and Conclusions of Law
Applicable Rules in Feceral Rules of Civil
Procedure
Strategy and¢ Problems

Criminal Matters - (K, Duffy, J. Keeney, S. Sporkin,

W, Timmeny, D. Doherty)}) 6 jv/. scher ¥
I. Hature of SEC Criminal Enforcement Program

Ao

B.

Role of Office of Criminal Reference and
Special Proceedings
When Criwinal Referral Is Appropriate

I1, Content of Criminal Reference Reports

A,
B.
C.

E,

F.

Go
H,

1.
Jo
K.
L.

Qutliine or Table of Contents

The Investigation

Summary of Case

(1) Persons Involved

(2) Statutory Provisions or Rules Violated

(3) Factual Summary of Over-All Scheme

(4) Significance to Commission's Enforcement
Objectives

Statements of Facts

(1) Footnote to all sources of Proof

Theory of Substantive Violations and Persons

Chargeable Therewith

Anticipated Defenses and Rebuttal Thereof

(1) Importance of refuting defense of
reliance on advice of counsel

Additional Investigation Required

History, Description and Evaluation of

Key Persons

Jurisdiction and Venue

Recommendations

Relevant Commission Files

Appendix: Exhibits

I1I, Indictments

A,
B,

How Many Counts:
Multiple Conspiracies



Iv,

Vi,
ViI.

VIii.

IX.
X,

C. How Many Defendants?

D, Short Form Indictments: Tabular Listings
E. Principal Violations Charged

1933 Act
Section 5, U,8,C, 77e

Section 17(a), 15 U,5.C, 77q(a)
1934 Act .
Section 10(b), 15 U.5.C. 78j(b), and
Rule 10b-5, 17 C,F.R. 240, 10b=5
Section 9(a), 15 U,S.C, 78i(a)

(1)

(2)

(3)
(4)
()
(6)
(7)
(8)
(9}
(10)

a.
b.

a,

18
18
18
18
18
18
18
18

v.5.C, 2:
7,8,C, 1341:
u.5.C, 1343:
u.,5.C. 371;
u,5.C, 1001:
U.S.C. 1621;
U.5.C, 1505:
U.8.C. 2314:

Aiding and Abetting

Mail Fraud

Wire Fraud

Conspiracy

False Statement Statute
Perjury

Obstruction of Justice
National Stolen Property Act

F. Check out Jurisdictional Mailings.

Grand Jury Problems

A. VWhether Prospective Defendant Should be called
to Testify

B, Problems of Hearsay Before Grand Jury

C. Defense Access to Grand Jury Minutes

D. Avoiding Tainted Evidence

Pre-Trial Motions

Assistance At Trial

Jury Instructions

Appellate Problems

Other Problems
Important Cases



FRIDAY, JUNE 23

Morning:

9:15 to 10:15 Preparation for Trial - (J, Peloso, R. LaPrade, R. Jaeger)
10:30 to 131:30 Trial Techniques - (J. Peloso, R. LaPrade, R. Jaeger)
11:30 to 12:30 Moot Court: Trial Of A Broker-Dealer Revocation

Hearing (S.E.C, Washington Regional Office)
I. Summary of Case

11, Order for Proceedings

ITI, Presentation of Commission's Case

Afternoon:

2:00 to 4:00 IV, Presentatlon of Defense
4:00 to &3y V. Cricique
4:30 to  5:00 Distribution of Certificates - (A, Yorke, H, Pollack,

I. Pollack, S, Sporkin, I. Pearce)



1972 ENFORCEMENT TRAINING PROGRAM
LIST OF LECTURERS

A, JONES YORKE, EXECUTIVE DIRECTOR, S.E.C., WASHINGION, D,C.

IRVING M, POLLACK, DIRECTOR, DIVISION OF TRADING & MARKETS
S.E.C., WASHINGTON, D.C.

EZRA WEISS, CHIEF COUNSEL, DIVISION OF TRADING & MARKETS
S.E.,C,, WASHINGTON, D.C.

STANLEY SPORKIN, ASSOCIATE DIRECTOR, DIVISION OF TRADING & MARKETS
S.E.C,, WASHINGTON, D.C.

SHELDON RAPPAPORT, ASSOCIATE DIRECTOR, DIVISION OF TRADING & MARKETS
5.E.C,, WASHINGTON, D,C.

ALEXANDER J, BROWN, JR., DIRECTOR, BROKER DEALER & INVESTMENT ADVISER
EXAMINATIONS, S.E.C., WASHINGION, D,C.

CALVIN HUGE, ASSISTANT DIRECTOR, DIVISION OF TRADING AND MARKETS
S5.E,C., WASHINGTON, D.C,

WALLACE TIMMENY, ASSISTANT DIRECTOR, DIVISION OF TRADING & MARKETS
5.E,C,, WASHINGTON, D.C,

MARTIN MOSKOWITZ, ASSTSTANT DIRECTOR, DIVISION OF TRADING AND MARKETS
S.E.C., WASHINGTON, D.C,

IRWIN BOROWSKI, CHIEF ENFORCEMENT ATTORNEY, DIVISION OF TRADING & MARKETS
S.E.C., WASHINGTON, D.C.

NATHAN SAMETH, CHIEF FINANCIAL ANALYST, DIVISION OF TRADING & MARKETS
S.E.C., WASHINGTON, D,C,

ROBERT M, LAPRADE, CHIEF TRIAL COUNSEL, DIVISION OF TRADING & MARKETS
S.E.C.,, WASHINGTON, D.C,

RICHARD JAEGER, ASSISTANT CHIEF TRIAL COUNSEL, DIVISION OF TRADING & MARKETS
S.E.C., WASHINGTON, D.C.

IRA PEARCE, SPECIAL COUNSEL, DIVISION OF TRADING & MARKETS
S.E,C., WASHINGTON, D,C.

RICHARD KRAUT, SPECIAL COUNSEL, DIVISION OF TRADING & MARKETS
$,E,C., WASHINGTON, D,C.

ROBERT BRETZ, CHIEF, BRANCH OF MARKET SURVEILLANCE, DIVISION OF TRADING &
MARKETS, S5.E.C., WASHINGTON, D,C.

MORRIS N, SIMKIN, SPECIAL COUNSEL, DIVISION OF TRADING & MARKETS
S.E.C.,, WASHINGTON, D.C,



ALBERT STURDEVANT, ASSISTANT CHIEF COUNSEL, DIVISION OF TRADING AND MARKETS
5.,E,C,, WASHINGTON, D.C,

ROBERT LEWIS, SPECIAL COUNSEL, DIVISION OF TRADING AND MARKETS
$.E.C., WASHINGION, D,C.

GEORGE FITZSIMMONS, SPECIAL ENFORCEMENT COUNSEL, DIVISION OF TRADING &
MARKETS, S.E,C., WASHINGTON, D.C,

LARRY GRIMES, BRANCH CHIEF, DIVISION OF TRADING & MARKETS
5.E.C., WASHINGIOR, D,C.

DAVID P, DOHERTY, BRANCH CHIEF, DIVISION OF TRADING & MARKETS
5.E.C., WASHINGTON, Db.C,

RICHARD GORDON, BRANCH CHIEF, DIVISION OF TRADING AND MARKETS
S.E.C., WASHINGTON, D.C,

HARRY MELAMED, ATTORNEY, DIVISION OF TRADING AND MARKETS
8.E.C.,, WASHINGTON, D.C,

HARRY POLLACK, DIRECTOR OF PERSONNEL, S.E.C,, WASHINGTON, D.C.
DAVID FERBER, SOLICITOR, OFFICER OF GENERAL COUNSEL, S.E.C., WASHINGION, D.C.

SYDNEY H. MENDELSOHN, ASSISTANT DIRECTOR, DIVISION OF CORPORATE REGULATION
S.E.C., WASHINGTON, D.C,

RICHARD H. ROWE, ASSISTANT DIRECTOR, DIVISION OF CORPORATION FINANCE
$.E.C., WASHINGTON, D.C.

KEVIN T. DUFFY, ADMINISTRATOR, 5.E.C., NEW YORK
JOH PELOSO, CHIEF TRIAL COUNSEL, S.E.C., NEW YORK

JULE B. GREEN, ADMINISTRATOR, S.E.C,, ATLANTA

WILLIAM R. SCHIEF, ADMINISTRATOR, S.E.C., WASHINGTON, D.C.

JOHN KEENEY, CHIEF, FRAUD SECTION, CRIMINAL DIVISION, DEPT, OF JUSTICE, D.C,

JANET HART, ASSISTANT DIRECTOR, DIV, OF SUPERVISION & REGULATION
FEDERAL RESERVE BOARD, WASHINGTON, Db.C.



1972 ENFORCEMENT TRAINING PROGRAM PARTICTPANTS

ADLER, JIM, SECURITIES BOARD, TEXAS

ANDERSON, RICHARD C,, S,E.C,, CHICAGO

ARCHAMBEAU, JASON, S.E.C., WASHINGTON, D.C,

BARNES, FDWARD J,, DEPT. OF JUSTICE, WASHINGTON, D,C.

BARONTI, BARRY, $.E.C., WASHINGTON, D,C.

BELLTS, ARTHUR A., S.E,C., CHICAGO

BERKOWITZ, STEVEN, S,E,C,, WASHINGTON, D,C,

BERMAN, FRED, S,E.C.,, WASHINGTON, D.C,

BERMAN, MARC, S,E,.C,, WASHINGTON, D,

BERSTEIN, SID, SE.C., WASHINGTON, D.

BIRCHBY, JIM, S,E,C., WASHINGION, D.
D.
&
D.

BOLTEN, JOEL, S.E.C., WASHINGTON,
BOURQUE, SERGE, DEPT. OF CONSUMER
BOYD, EILEEN, S.E.C., WASHINGTON,
BRADT, WILLIAM, DEPT. OF COMMERCE, SEC, DIV.,, MINNESOTA

BRENES, ROBERTD, PANAMA

BRILLAULT, RICHARD B,, OFFICE OF COMMISSIONER OF SECS., WISCONSIN

BRODSKY, DAVID, ASSISTANT U.S, ATTORNEY, NEW YORK

BULL, LARRY, DIV, OF SECURITIES, MARYLAND

BUSSEY, ROY, DISTRICT OF COL, SECURITIES COMMISSION

CAMPBELL, ALLEN R., S,E.C,, BOSTON

CARLETON, JOHN, S.E,C., WASHINGTON, D.C.

CARR, J.D., RCMP, CRIM, FRAUD SECTION, WASHINGTON, D,C,
CHRTSTENSEN, JOHN, $,E,C., WASHINGTON, D,C,

CHRISTENSEN, KREGE, $.E.C., WASHINGTON, D,C,

CHRTSTISON, KENNETH, S,E,C,, SAN FRANCISCO

CLARK, DIANA, S,E,C,, WASHINGTON, D,C,

CLARK, PETER, S.E,C,, WASHINGTON, D.C.

CLARK, ROBERT, DEPT. OF JUSTICE, WASHINGTON, D.C.

COLLINS, JOHN, S,E.C,, WASHINGTON, D.C.

CONSIDINE, DANIEL, S.E.C., CHICAGO

COONS, WILLIAM, OFFICE OF SECY, OF STATE, ILLINOIS

CORBETT, WILLIAM B., JR,, FLORIDA DIV, OF SECURITIES

CUSSON, MAURICE, QUEBEC SECURITIES COMMISSION, CANADA

CYR, R., DEPT. CONSUMER & CORP, AFFAIRS, OTTAWA, ONTARIO, CANADA
DENNIS, HOWARD, S,E.C,, ATLANTA

DINERMAN, ARTHUR, S,E,C., WASHINGTON, D.C.

DOREMUS, THEODORE A,, JR., S.E.C,, WASHINGTON, D,.C.

DOWNEY, JAMES P,, S,E.C., BOSTON

DRAKE, MIKE, S.E.C., WASHINGTON, D,C.

DREYER, HOWARD, STATE SECURITIES BOARD, TEXAS

DRIESSEN, ROBERT, S.E.C., WASHINGTON, D.C.

DRTISCOLL, EDWARD J,, DEPT, OF COMMERCE, SECS. DIV,, MINNESOTA
EWERS, J. ROBERT, PEDERAL MARITIME COMMISSION, WASHINGTON, D.C.
FARRAR, DENNIS, OFFICE OF SECY. OF STATE, ILLINOIS

FENCHUK, GARY, OFFICE OF EXAMINATIONS AND REVIEW,S,B.A., WASH., D,C.
FERRARA, RALPH, S.E,.C., WASHINGTON, D.C,

FISCH, ED, S.E,C., WASHINGTON, D,C,

FRIESE, ROBERT, S.E.C., SAN FRANCISCO

FRIESEN, DUFF F,, DEPT. OF CONSUMER & CORP, AFFAIRS, CANADA
GICEWICZ, CONNIE, S.E.C., CHICAGO

GLENN, PAUL, S,E.C., WASHINGTON REGIONAL OFFICE

GROSS, PHIL, S.E.C., WASRINGTON, D.C.

OO O00

ORP, AFFAIRS, OTTAWA, ONTARIO, CANADA
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HALEY, MICHAEL A,, DISTRICT OF COLUMBIA SECS., COMMISSION

HANCOCK, WILLIAM, S.E.C., WASHINGTON REGIONAL OFFICE

HARRINGTON, ED, S,E.C., WASHINGTON, D.C.

HARRIS, DEE, DEPT, OF COMMERCE, SECS. BUREAU, MICHIGAN

HATTON, ED, $.E.C., WASHINGTON REGIONAL OFFICE

HEALEY, JOHN F,, STATE OF CONN., BANKING DIV.--SECS,

HEE, PAUL, S,E.C., WASHINGTON REGIONAL OFFICE

HICKEY, JACK, S.E,C., WASHINGTON, D.C.

HILLER, WILLIAM L., S,E.C,, LOS ANGELES

HIRST, J.G.R., RCMP, CRIM, FRAUD SECTION, WASH., D.C.

HOGAN, JOHN R., FED. KESERVE SYSTEM, WASHINGION, D.C.

HOMER, MRS. LAURA M,, FED, RESERVE SYSTEM, WASHINGION, D.C.

HOWARD, DICKEE M,, DIVISION OF SECURITIES, MARYLAND

HUDSON, THOMAS B,, S.E.C., WASHINGTON, D.C.

HURBPRY, EDWARD, S5,E.C,, WASHINGTON, D.C.,

HUFCHINSON, STAFFORD, S,.E.C., WASHINGTON, D,C,

IGARTUA, OCTAVIO, MEXICO

JAEGER, RICHARD, S.E.C,, WASHINGTON, D.C.

JOHNSTON, J. BRIAN, ONTARIO SECURITIES COMMISSION, CANADA

'JOYCE, RICHARD E,, DEPT, OF LAW & PUBLIC SAFETY, DIV. CONSUMER AFFAIRS,
BUREAU OF SECURITIES, NEW JERSEY

KEENEY, JOHN C., DEPT. OF JUSTICE, WASHINGTON, D.C.

KEIFNER, JACK, S.E.C.,, WASHINGTON REGIONAL OFFICE

KELLEY, WILLIAM, S,E.C,, CHICAGO

KIBLER, NELSON, S,E,C., WASHINGTON, D.C.

KING, DAVE, S.E.C,, WASHINGTON, D.C.

KIRCHHOFF, RICHARD E,, COMMODITY EXGHANGE AUTHORITY, WASHINGTON, D.C,

KLEIN, CARL R,, $.E.C., WASHINGTON, D.C,

KRIMSKI, MATT, $.E,C., WASHINGTON REGIONAL OFFICE

LAPINS, AL, S.E.C.,, WASHINGTON REGIONAL OFFICE

LEVINE, BARRY, S.E.C., WASHINGTON, D.C.

LEVIT, AL, S.E.C., WASHINGTON REGIONAL OFFICE

LEWIS, DAVID M., S,E.C., WASHINGTON, D.C.

LONG, JAMES, S.E.C., ATLANTA

LURIA, HERB, S.E.C., WASHINGTON, D.C.

LUTZ, JACK, S.E.C,, DENVER

MALLONEE, MICHAEL R., SECURITIES COMMISSTON, OKLAHOMA

MANN, JAMES, S.E.C., WASHINGTON, D,C.

MARTIN, DONALD W,, COMMONWEALTH OF VA., STATE CORP. COMM, SEC, DIV,

MART ENSON, TOM, S.E.C.,, WASHINGTON REGIONAL OFFICE

MASSEY, TOM, S.E.C., WASHINGTON, D.C.

McCONIHE, MIKE, $.E.C., WASHINGTON, D.C.

MENELL, HOWARD, S.E.C., WASHINGTON, D.C.

MIHALEK, CHARLES D., JR,, S.E.C., NEW YORK

MILLER, BARRY, S.E.C., WASHINGTON, D.G.

MILLER, C. DOUGLASS, FED, MARITIME COMMISSION, WASHINGTON, D.C.

MIRABELLI, MARIO V., S.E.C., WASHINGTON, D.C.

MOSCOWITZ, JULES, S.E.C,, WASHINGTON, D.C.

HMewEN, JAMES, S,E,C,, WASHINGTON, D.C.

NELSON, SHARON, S.E.C., WASHINGION, D.C,

O'BRIEN, EDWARD F,, COMMODITY EXCHANGE AUTHORITY, WASHINGTON, D.C.

O'FIESH, FRED G., DIV, OF SECURITIES, MARYLAND



O'ROURKE, MICHAEL, S.E.C., CHICAGO

PACE, JOHN, 5,%,.C., WASHINGTON, D,C.

PEARLMAN, CIARLES B,, $,E,C., NEW YORK

POTTER, MARK, S.E.C., CHICAGO

POWERS, GRETTA, S,E.C., WASHINGTON, D.C,

RIVERS, STEPHEN, S.E,C., WASHINGTON, D.C,

ROBINSON, JOSEPH, $.,E.C., ATLANTA

ROCHELEAU, PAUL R,, S.E,C., BOSTON

ROTHENBERG, JAMES L., S.E.C., WASHINGTON, D.C.

ROZON, MAURICE, QUEBEC SEC. COMMISSION, MONTREAL, QUEBEC, CANADA
RUBACH, RONALD, DEPT. OF COMMERCE, SEC, BUREAU, MICHIGAN
RUBIN, RICHARD, §,.E.C., WASHINGTON, D.C.

RUSSEL, JAMES A., JR., VA, STATE CORP, COMMISSION, SECS, DIVISION
SCHNEIDER, IRVING, DEPT. OF COMMERCE, SEC. BUREAU, MINNESOTA
SCHOEDEL, SIEGFRIED A., FED, RESERVE SYSTEM, WASHINGION, D.C.
SCiWARTZ, WELDON, S,E,C., CHICAGD

SEAMONS, QUINT, S.E.C., WASHINGTON, D.C.

SHAPIRO, RONALD, DIV, OF SECURITIES, MARYLAND

SHERRY, JOHN, S,E.C., WASHINGTON REGIONAL OFF ICE

$IMMONS, JOHN, S.E.C., ATLANTA

SMITH, WILLIAM H., FED. MARITIME COMMISSION, WASHINGTON, D.C.
STEIN, JOHN, S.E.C., ATLANTA

STEMBLER, WILLIAM, S.E.C., ATLANTA

STEWART, KARL A,, S,E.C,, WASHINGION, D,C,

STOPPELMAN, JOHN, S,E,C,, WASHINGTON, D.C,

SUGES, KENNETH E,, DEPT, OF COMMERCE, SEC, DIV,, ARKANSAS
SUNDICK, GARY N., S.E.C,, WASHINGION, D.C,

SWIFT, #, LESLIE, OFFICE OF SECY, OF STATE, ILLINOCIS

TE ISMANN, KEVIN P,, S,E,C,, SEATTLE

TiOMAS, RONALD W,, VA, STATE CORP, COMMISSION, SEC, DIVISION
TURNER, WILLIAM, S,E.C., WASHINGTON, D.C.

VANDERPLOEG, ANDREW, S,E.C., CHICAGO

VANDER WAAG, ROBERT F., S.E.C,, NEW YORK

VELASCO, ANTONIO LOPEZ, MEXICO

WALKER, CAMERON MAURICE, MANITORA SEC, COMM,, WINIPEG, MANITOBA, CANADA
WATKINS, CLINT, S.E.C,, DENVER

WEISS, DON, S.E.C., WASHINGTON REGIONAL OFFICE

WHEEKER, THOMAS R., ATTORNEY GEN, OFFICE, MICHIGAN
WHITESCARVER, JAMES F., JR., DISTRICT OF COL, SECURITIES COMMISSION
WIAND, BURT, $,E,C,, WASHINGTON, D.C.

WILLETT, DONALD E,, S.E.C.,, CHICAGO

WOLENSKY, MICHAEL, S,E.C., ATLANTA

Z4WITZ, STEPHEN, S,E.C,, WASHINGTON, D.C.

BRODSKY, DAVIS. ASSISTANT U,S., ATTORNEY, NEW YORK

DRIESSEN, ROBERT S., $.E.C,, WASH., D.C,



INVESTOR INTERVIEW GUTNSE

Cne of the most important parts of an investigutlion is the thozouch
systematic interview of investoxrs. In ordexr t{o exnadite the in-
veator interview phase of investigations, tho follcowing procedures
are suggested:

1, USE COF QUESTIONNAIRES

When time and other circumstances permit, ohtain a = ole
of investor experiences by use of guestiocnnaires or letters. I
the standard form of gquestionnaire is uscd you moy wic '
the section which asks that investors send the relevaont documar
at this time unless you anticipate receiving scles moterizl wnick
vou have not seen previously, Rather than being deluged with in-
vestor material (all of which must be returned} vou mzy wiszh to
wait until personal interviews are made to determine whethar an
investor's documents should be obtained,

pt

f

hid
-
ra e}

2. PLANNING TEE INVESTOR INTERVIEYS

Plan your investor interviews In advonce by maling ap;

rents with invectors. Your time is important aznd it is e

. that the investor bz given advance notice in oxder to col
his relevant doaments and to give some thought te the matta
this respecit, I suggest the use of administrugtive szubpoenas (o
letters if subpoenas can not be used) to bring investers to our
office or to a post office or fedaral building central to the
area where investors reside. Much time can be wested attempting
to contact investors by telephons or at their hoxe. UL CHe
perience has shown that asking these witnesses to appear every
45 minutes throughout the day affords sufficient tims for each
interview, Use of a subpoena also permits us te compensate in-
vestors for thelr appearance through the witness claim foxm wilch
you should have with you to give to such withesses. Ramesrber
that you can not discuss other aspects of z wmatter &35
gation with investors unless public acticn has been tiken., IT is
important that nothing be stated to investorg wilch con later ba
used as charges that we prejudlced invesitors ox provicad thoo
with inflammatory information detrimantal to the cozpany undar
investigation. '

ﬁ o
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. Take time to plan your questions for investiors. Prepare a
list of questions, or use one similar to the one attached and
add to it as you learn more about what representations were made
to individual investors.

3. THE INTERVIEW

Using your list of guestions as a checklisl, mzke notes dur-—
ing the interxview (perhaps keying your notes to the numbered itens
on the checklist), Thus if an investor recallsz that representaticn
No. 20 was made to him you can merely write aowa 20 in your notes.

NEVER USE A REPORTER OR ANY RECORDING DEVICE I INTIRVIOWIIG IXVESTORS.

Where there is a possibility that injunctive action may be
taken obtain affidavits. Usually these affidavits can be pre-
pared in our oifice after the interview from vour notes, and malled
to the investor for his execution. When affidaviis are not pre-
pared, a Memorandum of Interview should be prepared sumnmarizing
the statements of the investors., This memoranduam should state in
full the representations made to the investor and should not
merely incorporate the representations enumerzted in the checklist,

. Remembar that most investor statements, whether memoranda orx
affidavits, will be required to be showa to defense counsel in
the event of actlon in a matter. As a result, sccurzecy is essen-
tia Investors, like other witnesses, frecurently have a tan-
dency to state the wrong dates or amounts. Ec certain to check
the dates which they state against documenis in their possessgion
and other records which you may havi. Permit the investocr to
tell his story. However, when he has finishesd, it is imzortant

that you inquire whether certain additicnal pozsilkie micrenrescns-
tations were made to him. Ask the investor to ;imi* hiis re-
collezcticn to oral statemanis as the written r;pre~entat'ons

LI o]

¥

spean for themselves. Howavar, as to both oral axd wriltiten stotew
ments, it is approprizte to determine whothor he rolied on them
in investing,

G

4. OBTAINING INVESTCR DOCUMENTS

If the investor is likely to be used a3 a witacsz, i1t is
usually appropriste to ebiain the oricimale of il melewvoat
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documents. Do not obtain documents of investors wiho would not
appear to make suitable witnesses., Photocopiesz sheuld not: | -
automatically be made of all documents obtained, We should cobe-
tain originals and only if the investor objects to this pro-
cedure oxr specifically requests photos, should photocopies be
made. Investors should be advised, in any event, that all
original documents will subsequently be raturned to him at the
conclusion of this matter.

DO KOT OBTAIN STOCK CERTIFICATES OR OTHER SECURITIES, BUT MAKRE
A NOTE OF THE PERTINENT DATA ON SUCH CERTIFICATES, INCLUDING THD
FOLLOWING:

&) the number of the certificate

b) the number of shares

¢) the exact name in which the certificate is heid

d) the date of the certificate

e) the names of the officers signing such certiliczte.

Cbtain the investors initials and date on the wmore importan
documents optained from him. Place all documents obtalned from

each investor in an Investor Envelopa, appropriately marked,

5. EVALUATING THE INVESTOR-WITHESS

¥When you have finished interviewing an investor, grade him
on a numerical or A through ¥ system, on his expected periormance
value a8 a witness. Ask yourself the following guostions:

a) did he buy as a result of miareprescentations, orzl ox
written, made by the proposed defendants {or did he
in fact buy as a result of a tip or recommandaition made
by friend, neighbor, etc.)?

3
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b} Was he a speculator or gambler who tock a xisk with
knowledge, or was he actually misled through concluding
that the securities purchased were a sound investment?

¢}l Did he lose money either as a result of holding the
securities or selling them at a loss?

d) oOnce he hag been reireshed as to the details .concerning
his dealings with the subject, does he thereafter stick
to his story or does he appear hesitant or uncertain’
regarding many details?

e) Will the witness be believabla, znd make a good im-
pression on a jury?

£} was the loss to the investor meaninglegs to him, or does
it represent a substantial loss to him?

DO.NOT include your evaluation of a witness in tha mermorandum of
interview. This memo should contain ONLY a sumwary of the in-
formation obtained from him.

Do not become discouraged in your search for investor-witnssses.
In nmany caces only one investor in ten can be cousidercd a pos-—
sible witness. Thus is most cases, it may be necessary to in-
terview 50 or more investors to find sufficient witnusses.

Attachmaent
Investor Checklist



9.

10.

INVESTOR CHECKLIST
X¥2 CORPORATION

Nare, address and occupation.

Manner in which investor first kecame acguainted with
company; persons with whom he dealt, cte.

Describe all personal solicitations and telcpuone calls
with approximate dates,

Rumber of shares or other units purchased, amcunt por unit
and dates.

Were stock certificates or other gecurities delivered? In-
dicate if mails were used,

Determine what other correspondence, brochures, mapz, etc.
waere received through the mails.

Determine the manner of payment for these securitics aad
whether funds or checks were sent through the mails,

Determine whether investor mzde any notes at the time he
talked with a salesman and whether the salesmen showad him
materials wnich were not left with the investor.

Ask the investor to tell you what the salesman said waich
convinced him that he should invest in these securities.

Peternine that the investor relisd on these stctexsgnts, orzal
or written, in purchasing the securities.

Inguire whethexr the following specific orel nisrepresentitions
waere made (this list must vary depending on the matter in-
volved). Use questionnaire results to meke an initizl iist

of possible misrepressntations and zdd te t¢he list asz you talk
to investors, Some of the wore standoxd misrepresentotions

£
11

¥t
g‘ft
(2
1
&)

which may be asked about, even without any evidence ihc
ware made, include the following:



a)

b)

c)

d}

£)

g)

h)

n)

o)

p)

—-2—
he price of this stock will doubla within a short times

you are getting in on the ground floo“ in your pur-
chase of XYZ Corp securities:

you can't lose in buying XYZ Corporation securitiss:

a purchase of XYZ Corp. securities is aot a speculztion
but a sourd investment; -

we are selling these securities at below the market price;

an active markat for these securities exists &t §
zar share;

XYZ Corporation is an excellent company in sound
financial condition;

the company is presently enqgaged .in operaticnz or il
begin operations within a short timos

[
@
"
|

the company has been oparating at a profit and
pected to continue to do so;

all proceeds derived from the sale of thase sescurities
will go to the conpany:;

-

this is aa excellent buy for long-term capital gainst

these securities are registered for zele with thae SEC
and the State authoritiess

these securities are being offered al belcw the merket
price, and later will be offered to ithe general public
at much higher prices;

the company has existing ccatracts or szles or proven
reserveg; '

we will buy baC& your X¥2Z gltock any winma ot vour rocusoks

5 _m

within six monhus vou will be anle o sell Loif of wour
X¥Z stock znd realize your o 1 izmvecument,

il
[ﬁ
¥
1



I, SkC Sources

A

11

A,

The Indices [Computer or Manual Use

W R

General Index in Docket Section

T&M Complaint Section Index

CFD Index of Attorneys, CFA's and Officers and Dirvectors
Listed in Securities Act Registration Statements

4 CFD lndex - Compareble to Above - in Regulation A Filings

5. C¥D TIndex of Sec, 16 Filings - by Companies or by Individuzls

6 Te&M Broker-Dezler and Tnvestment Adviser Index

7. Mail and Records Index of Brief Cards

8. Public Reference Room Index of Individuals Named in SEC
Releases '

The Files

1 Basic 33 and 34 Act Registration Files - Data on Officers,
Finders, Undorwriters, ete, - Importance of Exhibits

2 Importance of Data in Attendant Correspondence Files

3. Transcripts of Hearing

4 Contents of Complaint Files

5. 132-3 Files

6. L-D TFiles and I-A Files
{Also B-D 1-A File, which is Delivered Only 1f Requested)

7 SV Files and Procurement of {Qur Releases

B. SEC l6a Files

9 SECO Applications

0

. Other Governmental Scurces

The Stock Market Study - Use of Report for Index Purposes

[

I1.R.S,

I

2

Tax Returns - Advantage of Uncertifjed Returns
Information Obtainable From Intelligence Service

Department of Justice

1.
2.

Crganized Crime Files - Lists, Summaries and Detailed Data
Contacts with Assistant U.S, Attorneys Who've Handled
Cases Involving Particular Individuals

Immigration and Naturalization Service



Department of State

Passport Information - the Application - Type of Data - the
Correspondence Files

Social Security

Affirmation that a Named Individual and a Named Social
Security Number Jibe Per Their Records

Coast Guard

Department of Comszerce
Union Welfare Filings
CIA

FBI

Post Off ice Depavtment

1. Post Office Cases
2. Mail Covers

Agencies with Whom Individual or Company has Business Dealings

1, Maritime Sea Transportation Service
2., Swall Business Administration
3. Defenge Department (Contracts)

Data Procurable From Congressional Committees

1., Example: McClellan Committece - (Committee on Government
Operations)

(Investigation into Federally Tnsurecd Banks}

(Investigation of lmproper Activities in Labor or
Management Field) ’

{Investigation of Gambling and Organized Crime)

(Investigation of Organized Crime and ITllicit Traffic
in Narcotics), etc, ’

2, Hearings «
3, Indices - As Published in Hearings Volumes and the
Committees' Own Detailed Index Systems



IIT.

Court Records

1. Tndex System in State and Federal Courts and Filed
Cases
2, TIndex in Reported Cases
Papers Filed With Courts can be FExamined, Also
Testimony and Transcripts '
3. Copies of Injunctions, etc, Procurable From County
Clerks

Real Estate Records

1. Index System of CGrantors and Grantees

2, Examination of Documents, for Address of Buyers and
Sellers, Details of Transactions, Stamp Tax Indication
of Prices, and Tdentity of Settlement Company (From Whom
Additioral Data can be obtained)

Marriages, Wills, etc. Records

Police Records, Automobile Registration and Operators License
Data '

(Procurable From Local Authorities)
Information Re Tmprisoned Persons

l. Visitors to Priscner (From Warden)
2, Telephone Calls Made From Prison {(the Telephone Company}

Data Procurable From State and Foreign Agencies
1, State Governments - Attorney General's Office

2, Canada
3, Other Countries

Data Procurable From Directories

AL

City Directories (For All Except Largest Cities) Published By
Polk's and Others

iIndividual, Spouse's Name, Business, Address, Occasionally

Children's Names

Telephone Numbers in Back Section; Residents, by Streets,

Off ices and Directories of Business :

[Location - Our Library, Library of Congréss, At Publisher's
Local Office - Information Procurable By Telephone
From Polk's Librarian or Local Office’



e

1v,

Vi,

VIL.

G.

1.

2

Ll

~ v n -

8.

Martindale Hubbell

Attorney's Names, Affiliated Firm, Date of Birth, College
and Law Schools and Date Admitted te Bar

Biographical Section Gives Fuller Information Including
Principal Clienis of law Firm

Accountants!', ete, Directories

Congressional Directories

Directory of Directors - By Iodividuals, By Companies

Who's Who

1. Who's Who in America

2. Regional Who's Whe (South and Southwest, East, etc.:
Who's Wio in Mass,, etec_ )

3, Who's Who in Commerce and Industry

Security Dealers of North America - For B-D Information,

Especially Re Chief Eaployrces

Telephone Company Facilities

Telephone Directories (Library has Current for Certain Cities)
Local lLibraries for Others, Library of Congress has Mostly All
Cross-1Index Directories
Use of "Tnformation" to Qbtain Addresses and Phone Numbers

- All Above May Indicate a Relationship of Individuals

Who Use Common Address or Phone I

Telephone Toll Slips '
Opening Acceunt Cards
Installation Records
Data Processing Center for Names of Subscribers of Phones Ne
Longer Operating
Obtaining Copies of Basic Telegrams, Referred to in Toll Charges

L

Airline Companies' Records of Tickets and Charges

Hotel Records, Room and Other Charges; Nemes of Guests; Records of
Local and Toll Telephone Calls

1.
2

Bank Records (Subpoena Necessary)

Opening Account Cards
Loan Applications - Loan Records, Collateral Cards



VITL,

1X.
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3. Safe Vault Records and Entry Cards

&, Checks Tssued -~ Including Cancellations, Showing
Bank Used By Payees

5. Checks Deposited - Showing Makers' Banks (Use of
Rand McNally Banking Directory for Bank Identifying
Numbers)

6, Correspondence Files

Brokerage Records (No Subpoena Necessary)

1. Clearing Corporation Final Reconciliation Records

2. Exchange and NASD Files - Specialist and Registered Trader
Reports

3. Opening Account Cards

4, Customer's Statements

5. Correspondence Files

6. Ledger Sheets Showing Transactions

7. Firms' Automated Surveillance and Record Keeping Dada

8. Ildentification of Registered Representative

9. Interview Re Opening of Accounts

16, Trading Questionnaires

Credit Agencies and Credit Card Organizations

. Diners Clubs, American Express, Hilton, eteg,

Dunn and Bradstreet Reports

Bishop Service

Proudfoot Reports

World Wide Information Service

Fxchange Firms Information Corporation

Local Credit Agencies, Such as Locally Heve: Central Charge
Services, National Credit Bureau, Stones Merchantile Agency

Newspaper and Perijodical Data

Funk & Scett Tndex of Corporate ltems in Newspapers and Periodicals
New York Times Index

Wall Street Journal Index

Industrial Arts Index

Fortune Magazine Index

New Yorker, Fairehild Publications, etc. Indices

{Procurable ¥From Respective Offices)

Newspaper Morgues and Their Indices

5 & P Corporation Records

Moody's

[The Public Indicies and Underlying Source Material are Available
in Library of Congress or the SEC Library]

(=AW I R VU L
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X1,

XIL.

XIIL,

X1V,

XV,

XVI.

Use of Bocks Dealing With Securities "Wheeler-Dealers! and Other
Characters

(Creen Felt Jungle, Fight for Control,.Brotherhood of Evil, The
Operators Revolt in Mafia, The Insiders, Truman Scandals, etc.
Almost All Contain Indices of Persons Mentioned)

Information Procurable From NASD Re Members! Ewmployeeos

1. Copies of NASD Applications Obtainable Through Moskowitz's
Section
2. D & D Reports on Past Employees

Information Re Price and Volume in Securitiecs Trades

l, SEC Library
2, 1.5.L, Daily Stock Prices
3. Market Surveillence Unit

Building Directories

1. Office Building Lobby Bulletins
2, Names on Office Doors

Other

. Use of Persons Who are Acquainted With Individual Under
Investigation - Associates and Other Persons in Same Business

. Discussions With Staff Memhers of SEC or Other Government
Bureaus Who have Worked on Other Cases Involving Same or
Associated Persons

3. Use of Index Book in Complicated Cases

1

Orpanization of Information

" A, Witness Envelopes

1. TInvestor Statements
2. Sales Materials or Correspondence

B, Document Envelopes

. Corporate Records

Litigation Pleadings and Decisions

Defendant's Prior Testimony for Crosd Examination
Correspondence From Defendants to Third Parties

£ e A e



C. Proving Documentary Evidence
1. By Recipient
2. By Custodian (Federal Shopbook Rule) :
3, Commission Records by Authentication or Testimony
XVI1i, Use of Computer and Market Surveillance
XVI1il, Mail Covers

1XX. Procedures in Obtaining Tax Returns

XX. VUse of Tape Recordings
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STUDY OUTLINE FOR THE
SECURITIES AND EXCHANGE COMMISSION
GENERAL SECURITIES EXAMINATION

Section 15(b)(8) of the Securitics Exchange Act of 1934 gives the
Commission authority by which it may “‘appropriately classify
brokers and dealers and persons associated with brokers and dealers
(taking into account rclevant matters, including types of business
Y done and nature of securitics sold)’” and “require persons tn any such
“ class to pass examinations."’

The Special Study of Sccurities Markets, transmitted to Congress
by the Commission in 1963, recognized the qualifications exami-
nation as a "'basic regulatory control in respect to competence.”
The prevailing practice of the majority of State and sclf-reguiatory
bodies in requiring the completion of a general securities examination
as 1 prerequisite for entry into the securities business by salesmen
and others gave added impetus to the adoption by the Commission
of Rule 15h8 1. :

Rule 15b8 1 prohibits any nonmember broker or dealer, as defined
by the rule, from effecting any transactions over-the-counter unless
every associated person within certain defined categories has success-
fully completed a general sccurities examination covering a "‘core
of basic subjects."’

The General Securitics Examination which is adminiscered to
associated persons of nonmember brokers and dealers is designed o
determine the extent of the applicant’s knowledge of subjects
considered essentizl to his work. This Study Outline has been
prepared with a view toward aiding associated persons in their
preparation for the General Securities Examination by highlighting
those subject areas which form the basis for the examination
questions. It should be used in conjunction with the Training
Guide and the bibliographic materials suggested.



STUDY OUTLINE FOR QUALIFICATION EXAMINATION

1. Fundamentals of Securities

A.

Elements of Finance--Basic concepts and definitions of
terms in the fields of corporation finance and accounting,
taxation, money and banking, and public finance.

1. Corporation Finance and Accounting

a. Common Stock—
authotized, our-
standing, unissued

Treasury stock
Preferred stock
Par valuc
Equity

Equity security
Market value

b. Bonds, genetal
Premium
Discount
Debenture bonds
Convertible bonds
Mortgage bonds

c. Guaranteed stocks and
bonds
Sinking fund

d. Capitalization
Asset value
Gross capital
Funded debt
Net tangible assct

value

Stated value
Fiscal ycar

¢. Rights of stockholders
Liability of stock-
holders
Voting

Rights
Warrants
Splits
When issued
Dividends
Stock dividends =
Bearer and registered S
certificates

Serial bonds
Revenue bonds
Retirement of bonds
Cougpons

Income bonds

Collaterzl trust certificates
Voting trust certificates

Amortization
Depletion
Depreciation
Retained earnings
Good will

Book value
Diversification
Current assets

Proxics
Pre-cmptive rights



f. Stock registrar
Street name

Transfer agent

. Analysis and Interpretation of Financial Statements

The income statement

Managerial performance

Evaluarion of reported
earnings

Inventory

Contingencies

Earnings

Margin of profit

Price-carnings tratio

Operating profit

The balance sheet

Capital structure

Risk

Working capital

Current ratio and standard
minimum

Acid test

Cash holdings

Total sales to merchandise
inventory

Operating deficic

. Taxation—Definitions and Basic Concepts

Capiral gains

Dividend tax credit and
exclusion

Short and long-term gains

Realization of gains

Five-year carryover

Establishing a securities
tax loss or gain

Tax-exempt sccuritics

4. Money and Banking

Role of the U.S. Treasury
and the Federal Reserve
in the monetary system

Changes in interest rates

Double taxation of
dividends

Gifts in anticipation of
death

Passing of securities at
death to estate at
current market value

Transfer tax rates

Referring legal
questions to counsel

Definition of bills, notes,
commercial paper, call
loans to brokers, prime
rate

The Analysis of Securitics
1. Sources of Financial Information

2. Industry Analyses



3. Factors in Stock Analysis

Growth stock Leverage analysis
Blue chip Mergers
Special situation Consolidations
Income stock and defensive Refinancing
issue concepts and Recapttalization
standards Receivership or
Investment vs. speculation reorganizatioa
Stock valuation ““Watered stock™

4. Corporate Senior Securities

Analysis and standards for corporate bonds, preferred
stock, income bonds, and guaranteed stocks

Effect of premium and Appraisal of conversion T

discount on yield privilege 4
Bond ratings Callable provisions
Convertible bond price

correlation to stock or

bond market

5. Governments

Analysis and standards for Federal, state, municipal and
statutory authority bonds

Comparative yields Definition of Treasury

Investment appeal of bills and notes
.Treasury notes and Seties E bonds
certificates

Tax status

6. Marker Analysis

Popular short and long- Popular stock indexes
rerm forecasting
systems

IL. Securities Markets
A. Comparative Markets

1. Kind of businesses whose securities are traded on the
principal national securities exchanges and over-the-
counter markets




2. Narture of each securities market (auction, negotiated,
etc.)

B. Investment Banking

Functions of the investment Stabilization

banker Competitive bidding
Underwriting procedures Best efforts
Primary and secondary Private vs. public
distributions offerings
“"Red herring’* or preliminary
prospectus

Indication of interesc
Buying syndicates

C. Ovet-the-Counter Trading

How over-the-counter market The National Daily

operates Quotation Service
Types of securities traded ("*Pink Sheets,”" etc.)
Agency and dealer relation- ""Boiler Room"*

ship with customers
Quotations spread

D. Foreign Seccurities
E. Arbitrage
IIL. Investment Companies

A. Applicable Law

1. Securities Act of 1933-——provisions covering registration,
prospectus and shareholder report

2. Securities Exchange Act of 1934—-provisions covering
proxies and periodic reports of portfolio changes

3. Investment Company Act of 1940
Definitions and provisions

“Regulated investment company”™
Maintaining the public offering price



4. SEC Statement of Policy—and published interpretations
of Statement of Policy

Rates of return Cost averaging and
Capital gains vs. income contractual plans
Explanation of risks Sales commissions

Government regulation

Custodial services

Redemprion

Comparisons

Management claims

Continuous investment
programs

5. Internal Revenue Code

a. Passing through of taxation of dividends paid to and
capital gains realized by mutual funds

b. Required dividend and interest payout
¢. Capital gains distribution

d. Individual reporting of income and gains from mutuat
funds

Sources of information

1. Prospectus

2. Annual Reports

3. Newspaper Price Tables
Fundamentals of Investment Companies

1. Understanding of Terms such as:

Capitzlization Custodians

Fund appreciation Dividend and capital
Unrealized appreciation gains distribution
Leverage Custodian charges

Management Custodian or trustee fee




Management fees Sponsor
Operating costs Net investment income
Expense ratio

. Types and Characteristics

a. Diversified common stock
b. Balanced
c. Income

d. Bond and Preferred stock

. Purchases and Sales—Qpen-End Investment Companies

a. Selling charges
Purchase by dollar amounts
Quantity discounts
Dollar cost averaging

b. Changing number of Methods of issue and
shares redemption
Basis for offering and Marketability
redemption price

¢. Automatic dividend reinvestment
d. Accumulation plans

(1) Level charge-open account (voluntary plan)
Life insurance features
Liquidation provisions

(2) Prepaid charges—contractual
Penalty of front-end load
Fixed period
Specified payment or investment
Life 1nsurance feature
Liquidarien provisions

(3) Regular withdrawal plans



V. Federal Laws _

A. Securities Act of 1933
Prospectus
False statcments
Secret profics
Improper sales of sccurities
Sales of unregistered securities

B. Securities Exchange Act of 1934

Section 3(2)(12) exempt securities

Section 15(bX—~(3)—registration of brokers and dealers

Section 10-—regulation of the use of manipulative and de-
ceptive devices

Section 9—manipulation, wash sales, inducing purchases .7
ot sales, false and misleading statements, unlawful use 4
of puts, calls, and other options '

Section 15A—(Maloney amendment)

Section 15c¢(1)— manipulation, deceptive or fraudulent
devices or contrivances

Section 26-—unlawful representation

C. Regulation T; Regulation U
V. State Laws
A. Bluc Sky

B. Prudent Man Rule




REFERENCES FOR
GENERAL SECURITIES EXAMINATION

Unless otherwise noted, copies of the following books and
reference material should be obtained directly from the pub-
lisher indicated below or from a book store.

. Astandard text on Corporation Finance may be used in reviewing
definitions of basic terms, ¢.g., Barnes and Noble College Outline
Series, Corporation Fimance, New York: Barnes and Noble, Inc.,
$1.75. Order from Barnes and Noble, Inc., 105 Fifth Avenuc,
New York, N.Y., 10003,

. Lell, L. M., Jr., & Buckley, J. G. The Over-the-Counter Securities
Markers: A Review Guide. Englewood Cliffs, N J.: Prentice-Hall,
Inc., 1967. $8.95. Quantity price and discount available for
training purposes. Order from Prentice-Hall, Inc., Englewood
Cliffs, N .J., 07631.

. Lefller, G. L. Revised by L. C. Farwell. The Stock Marker (3d
ed.)New York: Ronald Press, 1963. $8.50. Order from Ronald
Press Co., 15 East 26th Strect, New York, N.Y., 10010.

. Jordan, D. F. & Dougall, H. E. Investments (7th ed.) Englewood
Cliffs, N.J.: Prentice-Hall, Inc., 1960. $9.75. Quantity price
and discount available for training purposes. Order from
Prentice-Hall, Inc., Englewood Cliffs, N.J., 07631.

. Loeset, J. C. The Over-the-Caunter Securities Market. New York:
National Quotation Burean, Inc., 1940. $2. Order from

Nartional Quotation Bureau, Inc., 46 Front Street, New York,
N.Y.

. Graham, B. & McGolrick, C. The Interpretation of IFinancial
Statements. (Rev. ed.) New York: Harper & Bros., 1964.
$2.95. Order from Harper & Bros., 49 East 33d Street, New
York, N.Y.



SUPPLEMENTAL READINGS

7. Wiesenberger, A. Inverrmenis Companies. New York: Acthur
Wiesenberger & Co., $40, includes quarterly supplements on
performance. Otrder from Arthur Wiesenberger Services, Divi-
sion of Nuveen Corporation, 61 Broadway, New York, N.Y.,
10006.

8. Loss, L. Searities Regulation (2d ed.) Boston: Little, Brown
& Co., 1961, 3 vols. $60. Order from Lictle, Brown & Co.,
34 Beacon Street, Boston, Mass., 02106.

9. Investment Bankers Association of America. Fundamentals of
Maunicipal Bonds. Washingron, D.C.: $3. Oeder from Invest-
ment Bankers Association of America, 425 13th Screee NW.,
Washington, D.C., 20004.

.5, GOVERMMENT PRINTING OFFICE- 1967 O— 201-664
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RELEVANT PUBLIC S.E,C, FILES AND MATERIALS

D=XXXX=-2 Periodic reports sumearizing financial and other corporate
information filed pursuant to Section 12(g) of the Securities
Exchange Act by larger publicly held companies whose
securities are not listed on any national securities exchange.

1-XXXX-2 Periodic reports summarizing financial and other corporate
information filed pursuant to Section 13(a) of the
Securities Exchange Act by publicly held companies whose
securities are registered on 2 national securities exchange.

2=XXXX~1 Registration Statement containing extensive financial and other
corporate information concerning securities offered for public
interstate sale filed pursuant to Section 6 of the Securities
Act of 1933,

2 XHXHK=-2 Periodic reports summarizing financial and other corporate
information filed pursuant to Section 15(d) of the Exchange
Act by certain publically held companies smaller than those
covered by Section 12(g) in order to keep the information in
the registration statement reasconably current,

2=XXX-5 Testimony taken pursuant to Section 8(e) of the Securities
Act In a public stop order proceeding to determine whether
the effectiveness of a registration statement should be
suspended,

3=XXNX-1 Proceedings in public Commission administrative hearings
including testimony, exhibits, arguments, briefs, motions,
decisions and exceptions,

beXHXX=-1 Reports of beneficfal ownership of equity securities filed
pursuant to Section l6(a) of the Exchange Act by officers,
directors and principal stockholders of issuers required
to file periodic reports under Sections 12(g) and 13(a)
above, (Forms 3 and 4},

B=XXXX~-1 Application for registration with the Commission as a broker
and dealer filed pursuart to Section 15(b) of the Exchange
Act Including financial and background information with
amendments necessary to keep such application current,



20-XXAX -1

24 ROXXXX -1

801 ~XXXX-1

811=-XXXX~-1

811-3XXX-2

D.J, XXX¥X

Lit, XXXX

Civil Miseg.

Offering sheets for fractional undivided interests in oil
or gas rights, filed pursuant to Regulatiom B under the
Securities Act.

Oftering circular containing financial and other corporate
information relating to a public interstate offering of
securities not exceeding $500,000 filed pursuant to
Regulations A and E (5.8.1.C.) under the Securities Act,

Application for registration with the Commission as an
investment adviser including financial and background infor=-
mition with amendwments necessary to keep such application
current, filed pursuant to Section 203 of the Investment
Advisers Act of 1940,

Notification of registration of an investment company and
registration statement covering an offering of securities
therein, filed pursuant to Section 8 of the Investment
Company Act of 1540,

Periodic reports summarizing financial and other developments
to keep reasonably current the information in the above
reglistration statement, filed pursuant to Section 30 of the
Investment Company Act,

Court papers and other documents relating to criminal actions
involving violations of the Federal securities laws,

Court papers and other documents relating to civil actioms
to which the Commission is a party.

Court papers and other documents relating to civil actions
involving alleged violations of the federal securities laws
to which the Commission is not a party,

I. H., Pearce 6/72



For REIEASE Monday, January 3, 1972

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D, C. 20549

SECIRITIES ACT OF 1933
Release No. 5222

PUBLIC OFFERINGS OF REGISTERED BROKER-DEALERS

The Commission today noted that a number of registered broker-dealers have filed
registration statements under the Securities Act of1933 relating to proposed public
offerings of their securities, Because of the difficult disclosure problems in-
volved, initial processing of some of these filimgs has been time consuming. In
several instances, issuers and underwriters have found it necessary to revise time
schedules for public offerings.

In view of the Commission's limited experience with publicly held broker-dealers,
the Cosmission has determined mot to propose a form for registration statements
under the Securities Act for broker-dealers or to propose guidelines for disclosures
in such registration statements. However, in order to minimize delays in the review
of registration statements filed by broker-dealers, the Commissiom is publishing the
following comments and suggestions by its staff to assist issuers, accoumtants,
attorneys, underwriters and others in the preparation of such registration state-
ments, These comments and suggestions are tentative and may be revised or exten

as the staff accumulates experience with offerings by broker-dealers,

l. Risk Factors

The forepart of the prospectus should include a carefully organized series of
short, concise, subcaptioned paragraphs summarizing the principal risk factors
connected with the offering., (See Guide 6 of Securities Act Release No. 4936.)
These risk factors should imclude matters specifically affecting the issuer such
as operating losses, lack of adequate capitalization, and record keeping or "back
office" problems. Where applicable and material, the effects om reported operating
results of such factors as new commission rate schedules, negotiated commission
rates and use of customers free credit balances should be discussed briefly. Other
factors which affect the securities industry as well as particular issuvers, such
as the state of the economy, recent trends in securities trading volume and price
levels, the failure of other firms, changes in net capital requirements, significant
regula tory and competitive matters and pending hearings and inquiries, should be
enumerated, Cross references should be made to other porti.ons of the prospectus
where these factors are discussed in more detail.
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’. Financial Statements .

The general requirements as to financial statements are set forth in the
Commission's forms for registration under the Securities Act. Generally,
broker-~dealers have used the Commission's Form $§-1, The Commission's Regulation
8-X prescribes the form and content for the required financial statements. The
comments which follow are intended to supplement such requirements and are
illustrative of disclosures set forth in registration statements which have become
effective, The Committee on S5tockbrokerage Accounting and Auditing of the
American Institute of Certified Public Accountants is currently considering an
audit guide for broker~dealers in securities, among other things. These comments
below will be reconsidered at the time such guide is promulgated.

(a) Revenues and Expenses

Principal sources of revenues should be shown separately,
For example:

Brokerage Commissions
Principal Transactions
Dealer Inventory Profits {(Losses)
Investment Gains (Losses)
Underwriting or Investment Banking
Interest
Dividends

. Fees from Advisory Services .

The composition of significant revenue sources should be detailed in
notes to the summary of operations or in tabulations in the text of the
prospectus Lo which reference is made,

Significant categories of expense also should be set forth separately.

(b} Accounting for Portfolio Securities

(1) Some registrants account for investment securities on the
basis of cost. Others use the basis of market or fair
value,

If investment securities are carried at cost for financial
reporting purposes, the net change in the difference between

(a) cost and (b) market or estimated fair value of investment
account securities should be stated in dollars for each reported
period immediately following '"Net income (loss).”" Per share
disclosure should include:

(A) Net income;

(B) Net change in difference between cost and market or
estimated fair value of investment securities; and

. (C) Net income plus (minus) such change. ,
X

¥
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Differences between cost and market or estimated fair value should
be set forth for each reported period in a note, The following
information should be presented separately for marketable and non-
marketable securities,

{A) Cost;
(B) Estimated fair value (non-marketable securities);
(C) Market value (marketable securities};

(D) Difference between cost and market or estimated fair
value (net of taxes); and

(E) Net increase (decrease) in difference between cost and
estimated fair or market value (net of taxes).

If market or fair value is used for financial reporting purposes,the
increase or decrease in net unrealized appreciation or depreciation in
investment securities included in results of operations should be
disclosed for each reported period in a footnote, The aggregate effect
on reported net income {(net of taxes} should be shown in dollars and on
a per share basis for each period.

The basis used to value each classification of securities should be stated
on the face of the balance sheet or in a note cross referenced to the .
balance sheet line item, Security positions (both long and short) held

in the trading and investment accounts should be further identified by
tabulations in supporting notes which show amounts represented by

corporate stocks, bonds, govermment securities, etc, Complementary cost

or market or fair value should be disclosed both as to each security

category included in the balance sheet (where the aggregate amount is

shown parenthetically for each security line item) and for the various
classifications detailed in the related nmotes to the financial statements.

The identity, cost basis and market or fair value should be disclosed
separately in a note to the financial statements with respect to the
investment in each individual security which exceeds 5% of the balance
sheet item in which it is included. Similar disclosurc should be furnished
in Schedule I (Rule 12-02 of Regulation $-X) with respect to all investment
account securities and any trading account securities included in the
balance sheet and unsold 30 days thereafter., Appropriate indication is
made in Schedule I with respect to any individual security included

therein and valued in the financial statements on a basis other than

market wvalue.
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{c) Stock Exchange Memberships

Market value of stock exchange memberships owned should be disclosed
parenthetically in the balance sheet, Memberships contributed under
subordination agreements should be stated in the balance sheet on the
basis of market value,

{d) Customcrs' Margin and Commodity Accounts

Kmounts receivable from customers with respect to margin and commodity
accounts should be disclosed aad the value of related collateral held
should be stated,

{e) Wet Capital

The term "net capital" should be axplained in a note to the financial state-
ments or cross referenced to a textual explanation, It should be indicated
whether the broker-dealer was in compliance with applicable net capital
requirements as of the date of the latest balance sheet., For financial
statement purposes, subordinated indebtedness in the form of specific
securities which must be returned at maturity of the indebtedness should be
valued at balance sheet date market value,

(f} Transaction Balances with Other Broker-Dealars

The composition of accounts receivable/payable from/to brokers and dealers
should be detailed in the balance sheet or in a2 note to which reference is
made. "'Securities Failed to Deliver” and "Securities Failed to Receive"
included in such balances should be further described to distinguish hetween
amounts dus less than 30 days and amounts due 30 days or more. I1f trans«
actions are booked by trade date, securities sold and not yet delivered

and securities bought and not yet received should be classified as amounts
due for settlement and amounts not due for settlement,

{g) Subordination Arrangements

Subordinated borrowings should be set forth under separate captions in the
balance sheet. For fimancial statement purposes, liabilities under subor-
dination agreements should not be included as an element of capital. If the
composition of subordinated borrowings is not apparent from the balance sheet,
a note should be added to describe the assets subject to subordinatiom
agreements, the related debt and any restrictions attaching to the gemeral use
of the asscts borrowed under the agrecments.

Current Financial Statenents and felated Data

The relatively high turnover of liguid assets of broker-dealers and the relation-
ship of rovenues and profits to levels of activity and prices in the securities
markets reguire that the most current information available be disclosed., FGroler-
dealers are subject to strincent record-keening requirements and should have curren
information rcadily avajluble, 4Sccordingly, brokexr-dealers should be prepared to

cceding year, so that the registration statement, when it becomes cffectiwve will

6rnish ‘financinl statements and rclated data compared with a similar period of the

nclude data no oove than 75 days old, Tn ordinary circumstances such updated
financial statvmwents aeced not ba certified.
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3. Explanation of Operating Results

In view of certain feat:ures_ of broker-dealer operations not necessarily shared
by other issuers, textual comment with respect to the results of operations in
the following areas is appropriate,

(a) Materjal trends in revenues, profits (losses) and operating
margins should be explained, To assure a fair understanding
of the quality of the earnings stream, individual transactioms
which have a significant effect upon reported income (loss) for
any fiscal period should be separately disclosed,

(b) The amount of customers' free credit balances should be disclosed
and aggregate and per share effects upon net income (loss) of material
savings In bank borrowings and related interest expense obtained
through the use of such free credit balances should be included,
Pending administrative proposals that may affect the availability of
such balances in the future should be indicated.

. {e) The effect which proposed regulatory changes or changes adopted
subsequent to the dates of the financial statements may have upon
a broker-dealer's financial condition and operating results should
be disclosed, For example, the effects of changes in commission
rate schedules, introduction of negotizted commission rates and .
changes in regulations with respect to the segregation of customers’
securities and cash balances should be explained,

4, Net Capital Disclosure

The important effects which present and proposed met capital requirements of the
Commission or mational atock exchanges may have upon a broker~-dealer's ability

to conduct business operations should be disclosed in the forepart of the prospectus.
Often, it is appropriate to include this disclosure in counection with the '"Use of
Proceeds" or ""Capitalization" sectioms, The details of required net capital dis-
closure will depend upon the nature of & broker-dealer's business activities and the
difficulties which the broker-dealer has encountered in complying with net capital
requirements in the past., The disclosure format set forth in Appendix A was used

in several recent prospectuses,
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Additional disclosure should indicatz whether at all times within the last three
years the broker-dealer was in compliance with net capital requirements and

any more stringent regulatory guidelines. If not, the time(s) when the broker-
dealer was not in compliance and the ratio of Indebtedness to net capital at such
time(s) should be disclosed. Any internal pelicies with respect to net capital
also should be indicated,

Broker~dealers using subordination arrangements as a means of raising capital
should disclose the nature and extent of such arrangements including the costs
and high risks inherent therein.

Where appropriate, broker-dealers should disclose their pro forma nmet capital
ratios as of the most recent practicable date giving effect to the application
of proceeds from the public offering.

5. Description of Business

The prospectus of a broker-dealer should describe the business done and intended
to be done by the broker~dealer and any subsidiaries and the general development
of such business during the past five years or such shorter period as the broker-
dealer may have been engaged in business. (See e, g., Item 9(a) of Form S-1,)
Statistical information presented in tabular format is useful for the above
purpose. Material components of each principal source of revenues indicated in
he broker~dealer's statement of operations or summary of earnings should be
isclosed for each period covered by the summary of earnings. For example: .
Commission revenues may be broken down by type of customer, type of security,
and type of market place; trading profits (losses) may be broken down by type
of activity, type of security and type of market place; and underwriting revenues
may be broken dowm by type of security, The relative importance of "retail" and
"institutional" business should be disclosed. An explanation of any material
trends in these statistics should be set forth,

To the extent applicable, disclosures such as those called for by Items 9(b) and (c)
of Form S=1 should be furnished,

Required statistical and other disclosures will depend upon their materiality to the
particular business of each broker-dealer, The following types of disclosures have
been included in various broker-dealer registration statements which have become
effective,
{a) Commission Business
(1) HNumber of registered representives,

(2) Number of active accounts.

(3) Number of transactions.
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(c)
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The tabular information should reflect increases or decreases in
commission business as well as turnover of accounts., UWhere practicable,
iInformation alsc should be provided as to the average size commission
order and average commission revenue per transaction,

Material expenditures for advertising or development of businmess should
be disclosed.

The company's policy regarding the handling of small transactions should
be disclosed. Any policies limiting the type of tramsactions handled
should be set forth.

Trading Activities

(1) Number of traders classified by type of securities traded.
(2) MNumber of securities in which the registrant makes a market.
(3) Number of transactioms,

{4) Dollar amount of highest, lowest, and average inventory of
securities (by class) for the most recent fiscal period.

The extent to which trading activities involve transactions with "retail"
customers, block trading or block positioning, market making, or

other trading activities should be indicated., Criteria used in
determining securities traded, market place, commission or spread,
inventory carried, and other transactional guidelines should be
disclosed,

Underwriting Activities

(1) Furnish a tabulation for each period covered by the summary of
earnings of the number and dollar amount of underwritings in
which the issuer was: (A) manager or co-manager and (B} syndicate
member. The table should be broken down by class of securities,
If the aggregate dollar amounts of the underwritings are stated,
the dollar amounts of the issuer's actual participation also should
be stated. Any sales made as a dealer should be indicated.

(2) Mutual fund sales activities should be disclosed separately and
broken down as to sales of independent funds and sales of funds
sponsored by affiliates of the broker~dealer. Information also
should be disclosed as to the dollar amcount of brokerage commis-
sions received from mutual funds which may be deemed directed or
reciprocal business., Any material arrangements with individual
funds should be disclosed separately. The number of mutual fund
salesmen emploved should be indicated,
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{(d) Research Activities

Indicate briefly the nature and importance of any research
activities including the number of research persommel and their
experience, Furnish informmtion as to the number and type of
research reports lssued and the type of customers receiving these
reporte, Disclose any fees or commissions recelved for research.
Describe any restrictions om the availability of reports to all
customers,

(¢) Inveatment Advisory and Investwent Manapement Activities

Describe the terms of any mtterial investment advisory and
management agreements, Disclose brokerage commissions derived
from advisory and menagement activities. Furnish tabular infor-
mation as to the market value of assets and mmber of accounts
under mansgement.

In addition, prospectuses should disclose policies with respect to arbitrage trans-
actions, option writing, commodities transactioms, receipt of securities or cther
considerations in comnection with underwriting activities, investwents in or sales
of real estate or other investment wedis, investments in restricted securities,
investments in controlling interests in other companies and transactions in the
broker-dealer's securities, The pature and extent of any of these activities

. which are material should be described,

The description of business should be presented in a mammer which explains the
relative capital and other risks in vearious transactions. For example, if a
broker-dealer engages in firm commitment underwriting, block positioning, or the
financing of customer purchases on margin, the wechanics of these transactioms
should be explaimed,

6. Branch Offices

Broker-dealers that conduct operations through branch offices should disclose

for each fiscal period covered by the summary of earnings, the number of branches
opened, closed, and in operation at the end of the period, Geographical dia-
tribution of branches also should be indicated, Policies with respect to opening,
closing and maintaining branches should be discussed, Average experience with
start up costs for new branches should be indicated, Information should be pro-
vided as to any unprofitable branches and plans with respect thereto,
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7. Competitiom

Competition in each material activity should be discussed separately. Lf objective
criteria are available, the broker-dealer's competitive ramk or position should be
indicated.

Size, financial strength, and efficiency should be discussed as factors that
affect competition within the securities industry, Other factors which may
affect the competitive structure of the securities industry should be disclosed
where applicable, For example, access of financial institutions and broker-
dealers to various market places, impact of NASDAQ and other automated quotation
systems, revision of commission rate structures, trends toward public ownership,
antitrust implications of present industry practices, and pending proposals for
industry change, should be considered.

8, Personnel

Information should be furnished as to the number of sales, supervisory and
administrative employees. Policies with respect to training, supervising and
compensating different classes of ewmployees should be disclosed, Any material
turnover of personnel should be indicated,

9. Administration and Support Activities

The necessity, from a profit and a regulatory standpoint, of keeping current and .
accurate books and records should be emphasized, Information should be furnished

as to the adequacy and efficiency of the company's personnel, equipment and office
facilities for purposes of processing customers' orders, handling securities
transfers, record keeping and other support functions, The degree of automation
within the firm should be indicated,

A description of the broker-dealer's method of processing transactions including
an explanatjon of any problems experienced therein should be furnished., The
nature of this disclosure will depend upon the circumstances, In some cases, the
status of certain operational statistics such 23 "fails" and certain accounts such
as "sugpense" and "difference" accounts may be appropriate. The disclosure format
set forth in Appendix B was used in several recent prospectuses.

if the company is a member of any industry or self-regulatory organization's re-
porting system for purposes of comparing operational statistics, disclosure of
company performance compared to the average of its competitors may be required,

If clearance or settlement functions are carried out through the facilities of
another organization, the terms of such arrangements and the adequacy thereof
should be disclosed.
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If applicable and mater.ial, information on the follwwing subjects should be

disclosed:

(a)

()

(c)
(d)
(e)

(£

()

The existence and size of dividends payable and dividends
receivable including debit, credit, long and short values, and
ages thereof;

the currency and accuracy of the posting of the company's records;
the volume of transactions processed;
the amount, nature, trend, and significance of customer complaints;

the adequacy of bonding, and other inswiance and employee security
measures;

the nature and content of any reports required to be filed with
govermment or self-regulatory #uthorities beyond those reports
normally required; and

any voluntary limitations on business or any sanctions imposed by
government or szelf-regulatory authorities including the reasons
therefor and the results thereof.

10, Regulation

The principal provisions of federal and state statutes under which the broker-dealer
and its persomnel are permitted to conduct business should be disclosed briefly. The
extent to which these statutes authorize regulatory bodies to impose fines or suspend
or revoke the broker-dealer's permission to do busimess should be emphasized, Similar
information should be furnished as to principal requirements of self-regulatory
organizations of which the broker-dealer is a member,

Disclosure should be made of any fines, suspensions, or other sanctions imposed upon
the broker-~dealer or its present personnel by govermmental or self-regulatory organiza-
tions within the past ten years.

Other provisions which may materially affect the conduct of the broker-dealer's busi-
ness should be disclosed, For example, potential 1liability for underwriting activities
under the Securities Act of 1933, the effect of NaSD guidelines with respect to just
end equitable principles of trade, the effect of the 1970 amendments to tbe Investment
Company Act of 1940 and related authority granted to the MASD, and obligations under
the Securities Imvestor Protection Act of 1970,should be indicated.

Pending proposals for regulatory or industry change which may materially affect the
broker-~dealer's operations &lso should be discussed,
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11, Public Offering and Public Ownership
Standards of Self-Regulatory Organizatioms

The National Association of Securities Deajers (MASD) and several natiomal stock
exchanges have either proposed or adopted standards relating to public offerings
and public owmership of securities of member broker-dealers, These standards
include substantive as well as procedural requirements, To the extent that these
standards are material for an informed investment decision with respect to the
broker-dealer's securities, they should be disclosed in appropriate sections of
the prospectus. For example, undexrwriting standards for public offerings should
be disclosed under "Underwriting” or "Plan of Distribution,” Limitations om the
pature and amount of public ownership should be disclosed under '"Regulation'

or "Description of Securities.,"

Persons responsible for the preparation of broker-dealer public offerings should
familiarize themselves with the aforementioned self-regulatory standarda, ITssuers
should be in a position to advise the Commission before the proposed public otfer-
ing date whether the terms of the offering have been objected to by any self-
regulatory organization.

By the Commission,

Romald ¥, Hunt
Secretery

NOTICE

In corresponding with the Gommission
about mailing list changes and delist-
ing, please include ALL MAILING
LIST CODES AND SYMBOLS appear-
ing in your address as presently shown,




APPENDIX A "l'

The company as a member of the NYSE is subject to the net capital rule (NYSE
Rule 325) adopted and administered by that national securities exchange, This
net capital rule prohibits a broker-dealer from engaging in any securities
transaction at a time when its "aggregate indebtedness' exceeds fifteen (15)
times its "net capital" as those terms are defined by this rule. This net
capital rule requires not only that a firm be solvent in that its assets nmust
exceed its liabiliries, but also that at least a minimum part of its assets
{amounting to not less than 1/15th (6-2/3%) of its aggregate indebtedness)
be kept in cash or highly liquid form, In cowpmting net capital various
adjustments are made with a view to excluding assets which are not readily con-
vertible into cash and with a view to a conservative statement of the other assets
such as a firm's position in securities, To that end, a deduction is made against
the market value of securities to reflect the possibility of a market decline
prior te their disposition. For every dollar that net capital is reduced, by
means of such deductions or otherwise (for example, through operating losses or
capital distributions)} the aggregate indebtedness which the firm may carry is
correspondingly reduced by fifteen dollars. Thus, the net capital rule, which
is unique to the securities industry, imposes financial restrictions upon the
company which are more sevemr than those imposed on other types of businesses.
Compliance with this rule may limit the extent of the ¢ompany's operations which
require the intensive use of its capital, such as underwriting securitijes dis-
tributions and maintaining the inventory required for firm trading in securities.
urthermore, compliance with this rule may limit or even preclude the coupany's .
ability topay dividends teo its shareholdercs,

The NYSE, as a matter of policy, wAy require a member firm to reduce its business
if its net capital ratio exceeds 12 to I and it may prohibit a member firm from
expanding its business if its net capital ratio exceeds 10 to 1,

At March 31, 1971, the company's aggregate indebtedness and net capital (as

previously defined) were 5 and § and its pet capital ratio was
te 1 (%), At Jupe 30, 1971 its aggregate indebtedness and net capital
were 5 and § and its net capital ratio was to 1 ¢ %Y.




APPENDIX B .

Fails ere a meaningful measure of a firm's operational capacity because they
provide an indication of the ability of a broker to transfer certificates, make and
receive payment, and realize income. A "fail to deliveris an account receivable
from another broker to whom securities have been sold; it occurs when the broker

is unable to deliver on settlement date the securities it has sold, A "fail to re-
ceive' is an account payable or liability to another broker from whom securitiez have
been purchased; it occurs when the other broker is umable to deliver on settlement
date the securitijes it has sold.

{Furnish the following statistics. Where appropriate, New York City and
out-of-town fails may be shown separately.]

Fails to Deliver

current aged (over 30 days)
item dollar value item dollar value

Fails to Receive

current aged {over 30 days)
ltem dollar value item dollar value
Fails as days of trading (last month)
Fails as percent of net worth {last month}
Ratio of fails to deliver to fails to receive (last month)

[Include a brief statement of the company's fails related to
industry-wide fails, (last month).]

[Explain the term "buyg ins™ and disclose the number of trades
the company was bought in during the preceding month and the number
of trades the cowpany bought in during the preceding month,}
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Another measure of the company's ability to solve its operations] problems is
the use of suspense accounts and difference accounts, A suspense account is &
temporary holding account used to record securities and/or funds which camnot
be immediately identified and cleared, Such accounts exist until such identities
san be resolved, A difference account is an account set up when reconcilixtiom
between two accounts cannot be made, These differences may arise from variances
between: (a) control and subsidizry accounts; (b) records maintained by the
company and an actual physical count of the securities im such accounts; and (c)
Tecords of the company and records of other firms dealing with the company.

[Describe separately any suspsmse and difference accounts in terms of
items, dollar value, age, net worth and nmet capital, progress towards

resolution and frequency of use,]
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SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

SECURITIES ACT OF 1933
Release No. 5211

SECURITIES EXCHANGE ACT OF 1934
Release No. 9387

APPLICABILITY OF THE SECURITIES LAWS TO MULTI-
LEVEL DISTRIBUTORSHIP AND PYRAMID SALES PLANS

The Securities and Exchange Commission has considered the applicability
of the securities laws to multi-level distributorship and other business
opportunities that are being offered to prospective participants through
pyramid sales plans. The Commission believes that the cperation of such
plans often involves the offering of an "investment contract” or a
"participation in a profit sharing agreement," which are securities
within the meaning of Section 2(1) of the Securities Act of 1933. 1In
such cases the security involved--~the agreement between the offering
company and the investor-—must be registered with the Commission unless
an exemption is available. 1Tn the absence of registration or an exemption,
sales of these securities violate Section 5 of the Securities Act.

Moreover, any person who participates in the distribution of these securitles
may be a broker as defined in Section 3{a)(4) of the Securities Exchange

Act of 1934 and, unless an exemption is available, would be required to
register as such pursuant to Section 15(a) (1) of that Act. For example,
this might include, among others, persons whe, for a finder's fee, commis-
sion, bonus or other compensation, induce others to become participants in
the plans for the purpose of recruiting still other participants.

In addition, where deceptive acts and practices are committed in connection
with the offer or sale of these securities, those responsible violate the
antifraud provisions of Section 17(a) of the Securities Act and Sections
10(p) and 15(c)(l) of the Securities Exchange Act and Rules 10b~5 and 15¢l1-2
under that Act.

The common element of the various forms of pyramid promotions 1s a sales
pitch which stresses the amount of money a participant can make on the
recruitment of others to participate in the plan. This may serve to
obscure the nature of the basic relationship being created between par-
ticipants in the plan and the offering company. A discussion of two of
the more prominent forms of premotions follows. The description of these
programs should not be taken to indicate that promotions taking different
forms may not also be within the purview of the following discussion.

In the typical form of multi-level distributorship that has been established
through pyramid promotions, the company represents that it intends to manufacture,
or to sell vunder its own trade name, a line of products and it purports to be
offering franchises for the distribution of those products which appear to

follow established forms of franchise-distributorships. Normally several types

of distributorship agreements are said to be available to the public which are
described more or less as follows. At the lowest level for a relatively small

fee the participant is provided with a sample inventory and will be authorized
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only to make retail sales to the public., For a larger fee, the participant is
suppesed to receive a wholesale inventory that he In turn supplies to salesmen
whom he supervises. This participant may alsc be authorized to make retail
sales of his own. For an even larger fee, a more substantial whelesale inventory
is obtained and responsibility is assumed for supervision of lower-level
participants. At the highest level of distribution, for a very substantial fee,
a purported right to be the link between the company and the distribution chain
is acquired. If the distribution program should actually go intec effect, under
such plans, in accordance with a predetermined schedule, each distributor would
pay less for products to those from whom he gets them than he would receive
when he passes the products on through distribution channels to the consumer.
Where in these circumstances prospective participants are led to believe that
they may profit from participation in these distribution programs without
actually assuming the sigpificant functional responsibilities that normally
attend the operatiecn of a franchise, in the Commission's opinion there is the
offer of a security. Even where a specific offer is not made, if in the actual
operation of a distributor-ship program profits are shared with or other forms
of remuneration are given to persons who have provided funds tec the enterprise--
purportedly for a franchise or other form of license~-but those persons do not

in fact perform the functions of a franchisee, there would appear to be an
investment contract.

It must be emphasized that the assignment of nominal or limited respomnsibilities
to the participant does not negative the existence of an investment contract;
where the duties assigned are so narrowly circumscribed as to Involve little

real cholce of action or where the duties assigned would in any event have

little direct effect upon receipt by the participant of the benefits promised

by the promoters, a security may be found to exist. As the Supreme Court has
held, emphasis must be placed upon economlic reality. See Securities and Exchange
Commission v. W, J. Howey Co,, 328 U.S. 293 (1946). While the Commission has

not taken the position that a franchise arrangement necessarily involves the offer
and sale of a security, in the Commission's view a security is offered or scld
where the franchisee is not required to make significant efforts in the

operation of the franchise in order to cbtain the promised return.

A different program that has frequently employed a pyramid sales promotion
involves the golicitation of capital frem a limited number of "founders" to
construct a local retalil store that will be owned and operated by the promoters.
Under these plans the 'founders" typically make a payment of money to the
promoters {which may nominally involve the purchase of some product) and the
"founders" are provided with some form of identification card that they are
required to distribute to prospective customers of the store in advance of

the store's opening. Once the store is in operation the "founder” is to

receive a "commission'" on sales made to those persons having the identification
cards that the "founder' has provided. 1In the Commission's view, these programs
invelve the offer and sale of investment contracts. The basic promotional
efforts that "founders" are required to make in advance of the store's opening
~——distribution of cards to prospective customers——even if required to continue
after the store's opening, do not involve the kind or degree of participation

in the management of an enterprise that might negate the inference of an
investment relationship.

In Securities and Exchange Commissicn v. C. M. Joiner Leasing Corp., 320

U.S. 344, 351 (1943), the Supreme Court observed that the nature of securities

that are subject to the federal securities laws does not stop with the obvious

and commonplace: "Novel, uncommon, or irregular devices, whatever they appear

to be, are also reached Iif it be proved as matter of fact that they were widely
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offered or dealt in under terms or courses of dealing which established their
character in commerce as 'lnvestment contracts,' or as 'any interest or

instrument commonly known as a "security"'." Similarly in Securities and Exchange
Commission v. W. J. Howey Co., 328 U.5. 293, 301 (1946} the Court described the
purported sales of orange groves as a kind of investment contract. In that

context it stated: "The test is whether the scheme involves an investment of
money in a common enterprise with profits to come solely from the efforts of
others.” It has been contended that, since it is an element of some promotions

of the kind here considered that the prospective investor must make some efforts
himself, the contracts do not fall within that definition. But in the Commis-
sion's view a failure to consider the kind and degpree of efforts reguired of the
Investors ignores the equally significant teachings of Howey, id. at 299, that
form is to be disregarded for substance and that the investment-contract concept

"embodies a flexible rather than a static principle,
one that is capable of adaptation to meet the countless
and variable schemes devised by those who seek the use
of the money of others on the promise of profits."

These words compel the conclusion that the Howey decision itself may not

be permitted to become a "static principle’ easily avoided by ingeniocusly-
devised variations in form from the particular type of investment relation-
ship described in that case.

The term “"security' must be defined in a manner adequate to serve the purpose
of protecting investors, The existence of a security must depend in
significant measure upon the degree of managerial authority over the investor's
funde retained or given; and performance by an investor of duties related

to the enterprise, even if financially significant and plainly contributing

to the success of the venture, may be irrelevant to the existence of a

security 1f the investor dees not control the use of his funds to a gignificant
degree. The "efforts of others'" referred to in Howey are limited, therefore,
to those types of essential managerial efforts but for which the anticipated
return could not be produced.

Nor is it significant that the return promised for the use of an investor's
money may be something other than a share of the profits of the enterprise.
The Court in Howey described an investment contract providing the investor
with an equity interest in the common enterprise; where the interest offered
is of a different nature the promised return will necessarily vary. Thus,
for example, market-price appreciation in value--not profits in a commercial
gsense--was significant in the investment contracts recognized by the Supreme
Court in Securities and Exchange Commission v. Variable Annuity Life Ins. Co.,
359 U.S. 65 (1959) and Securities and Exchange Commissien v. United Benefit,
387 U.S. 202 (1967). The expectation of "cummissions" far the use of
investor's money, when not linked to services of the kind or degree for
which commissions are normally paid in non-investment contexts, is also
consistent with the existence of an investment contract.

In a recent decision, the Supreme Court of Hawail has considered the meaning
of the term "investment contract' as used in a stale-statute definition of

the term "security” that is substantially similar te the definitions con—
tained in the federal securities laws. State v. Hawaii Market Center, Ine.,
485 P.2d 105 (1971). The Hawaii Market Center through a pvramid promotion
had offered participation in a retail-store enterprise of the kind described
above. While embracing interpretive principles of the kind laid down by

the United States Supreme Court in Howey and Joiner, the Hawaii court rejected
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a literal adherence to the language that the Supreme Court found appropriate
in describing the specific type of investment contract that was before it
in Howey, where profits were, indeed, tc come "solely from the efforts" of
others. In doing so, that court noted the danger that '"courts [might]
become entrapped in polemics over the meaning of the word 'solely' and fail
to consider the more fundamental question whether the statutery policy of
affording broad protection tc investors should be applied even to those
situations where an investor is not inactive, but participates to a limited
degree in the operation of the business." 1d. at 108 (footnote omitted).
For purposes of the Hawaii Securities Act, therefore, the court held (id.
at 109) that an investment contract exists where:

"{1) An offeree furnishes iritial value to an offeror,
and

"(2) a portieon of this initial value is subjected to
the risks of the enterprise, and

'"(3) the furnishing of the initial value is induced by
the of feror's promises or representations which give
rise to a reasonable understanding that a valuable
benefit of some kind, over and above the initial
value, will accrue to the offeree as a result of the
operation of the enterprise, and

"{(4) the offeree does not receive the right to exercise
practical and actual contrel over the managerial
decisions of the enterprise."

concept in the Bawaii Market Center case is equally applicable under the
federal securities laws. While the conclusion of the Bawail court encompasses
types of investment contracts that the Supreme Court of the United States has
not yet specifically considered, the Commission believes that its conclusion
is fully consistent with the remedial approach repeatedly stated by the
Supreme Court to be appropriate in interpreting the federal securities laws.
See Tcherepnin v. Knight, 389 U.S. 322 (1967) (Securities Exchange Act);
Securities and Exchange Commission v. Capital Gains Research Bureau, 375

U.S. 180 (1963) (Investment Company Act); Securities and Exchange Commission
v. W. J. Bowey Co., 328 U.S. 293 (1946) (Securities Act); Securities and
Exchange Commission v. C. M. Joiner Leasing Corp., 320 U.S. 344 (1943)
(Securities Act).

The Commission believes that the court's analysis of the investment-contract .

It further appears to the Commission that the pyramid sales promotions that
are often employed in connection with the sale of securities of the types
described above may be inherently fraudulent. Under these programs,

various cash fees and percentage incentives are offered to theose willing to
participate as an inducement for the recruitment of additional participants.
This aspect of the promotien is often given great emphasis at "opportunity
meetings" at which movies may be shown and speeches made concentrating on
the allegedly unlimited potential to make money in a relatively short period
of time by recruiting others into the program. Since there are a finite
number of prospective participants in any area, however, those induced

to participate at later stages have little or no opportunity for recruit-
ment of further persons. It is patently fraudulent to fail to disclose
these factors to prospective investors. Even where some disclosure of

these practicalities is made, moreover, it may be made in a manner that
misleadingly fails to note the significance to the participants of the

facts disclosed. 1In the Commission's view, use of this inherently
fraudulent device to induce investment in any enterprise offering securities
to the public is a viclation of the antifraud provisions of the securities
laws.
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SECURITIES AND EXCHANGE COMMISSICN
Washington, D. C., 20549

Securities Exchange Act of 1934
Release No. 9459

S.E.C. CAUTIONS BROKER-DEALERS ON SALES
OF U.S. GOVERNMENT SECURITIES

Information coming to the attention of the Commission indicates that a
limited number of broker-dealers have, as a matter of practice, not
effected purchase orders of their customers for securities issued by the
United States Government, These firms, who were not authorized dealers

in Government securities, accepted purchase orders for such securities from
their customers but did not fill them. Instead, the securities were "sold
short™ by the firmms to their customers. No effort was made to effect
covering purchases in the market or to borrow the securities for delivery
to the customer or for segregation at the firms., Aithough confirmation
slips indicated that the firms were acting as principal, they did not
reveal that sales were "short'' sales and that no security was {or was to
be) purchased in actual fact.

Evidence developed by the Commission's Division of Trading and Markets
indicates that seven firms were involved from time to time between August
1968 and February 1971, of which 8ix were members of the New York Stock
Exchange. The firms defended their actions on the grounds that no customer
had suffered financial loss and that they were thereby able to pay certain
customers interest on free credit balances while avoiding the expense and
operational problems associated with the actual execution of tranmsactions
and the custody of negotiable securities. All of such firms have ceased to
effect transactions in Y.S. Government securities in the above described
manner .

Upon learning of the above described practice, the New York Stock Exchange
issued Member Firm Educational Circular No., 318, pointing out that the
practice violates Exchange Rule 402, requiring the segregation of fully-
paid securities, and may also violate Rule 436, dealing with the payment
of interest to customers, and Rule 440 and Article XIV, Section 3 of

the Exchange's Constitution, with respect to fictitious transactions.

In addition to violating Exchange rules, the transactions involved the
fraud of "bucketing" and thus violated Section 17(a) of the Securities Act
of 1933 and Sections 10(b) of the Securities Exchange Act of 1934 and

Rule 10b-5 thereunder. Customers' purchase money was utilized without
their knowledge or consent as working capital by the firms, and the account
statements sent to customers gave them the false impression that the firm
had purchased and was holding in safekeeping their securities. Investors
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who placed orders for U.S. Govermment securities obviously were attracted
by the safety of an investment in such securities, whereas, as the result
of the broker-dealers' practice of short selling such securities, they were
in reality making unsecured loans to their firms. Further, this procedure
and course of conduct raises questions under Section 17(a) of the Securities
Exchange Act of 1934 and Rule 17a-3 thereunder in that the transactions as
recorded on the books of account did not reflect the true nature of the
transactions. As these were "fictitious" transactions, the firms made
false entries in the books and records required to be maintained by this
rule and failed to keep same current and accurate.

By Exchange Act Release No. 6778 dated April 16, 1962 the Comnmission warned
broker-dealers that:

"The courts and the Commission have consistently held
that a dealer impliedly represents that he will deal
fairly with the public, and that this implied representa-
tion of firm dealing includes an implied representation
that the transaction will be consummated promptly unless
there is a clear understanding to the contrary.

®* % %

Dealers who sell securities to customers should exercise

diligence to deliver the securities promptly, and if .
they have any reason to believe they will be unable to

deliver promptly, they should disclose to the customer

all material facts with respect thereto before the

transaction is entered into."

This release is being published specifically to caution broker-dealers
against the practice of selling U.S. Government Securities or any other
securities short to their customers, unless: (a) such sales are promptly
covered or the appropriate securities are promptly borrowed for segregation
ot delivery to customers; (b) there is proper recordation of the transactions
on the broker's books; and (¢) customers are fully and fairly advised of

the nature of the transactions.
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Washington, D, C. 20549

SECURITIES EXCHANCE ACT OF 1934
Release No. 9395

Interpretation of Rule 10b-13 - Payment of
Sclicitation Fees in Tender Offers

The Commission has received a number of inquiries from broker=
dealers regarding the circumstances in which a broker-dealer may receive
a "soliciting dealer's fee" from a person making a tender offer.
Specifically, questions have arisen as to whether an arbitrageur who
purchases securities which are the subject of a tender offer in the open
market and subsequently tenders such shares may sign a soliciting dealer's
agreement and receive a soliciting dealer's fee for the tender of such
shares,

Arbitrageurs in a tender offer typically make money on the
differential between the market price at the time the tender offer is
announced and the tender price, which normally includes a premium above
market. Their purchases enable the public investor to elect to avoid
the risk that the tender will not be consummated or that it will be pro~-

. rated. The receipt of a soliciting dealer's fee by an arbitrageur enables
him to enhance his profit by tendering his shares at the tender price plus
the soliciting dealer's fee. 1/

The language of Rule 10b-13 under the Securities Exchange Act of
1934 prohibits a person making a tender offer from, directly or indirectly,
purchasing or making any arrangement to purchase the gsecurities which are
the subject of the tender offer otherwise than pursuant to the tender offer.
The intent of this language is to protect public investors who, if the
tender offer were prorated, might lose the opportunity to tender all their
shares whereas those whose shares were purchased outside the tender offer
would not be prorated. 1In view of that intent, the Commission views pur-
chases and subsequent tenders by arbitrageurs, accompanied by receipt of
a soliciting dealer's fee, as permissible activities, provided that the
payment of such soliciting dealer's fees is adequately disclosed in the
context of the tender offer.

1/ The anticipation of receipt of the soliciting dealer's fee may induce
the arbitrageur to purchase the stock to be tendered at prices up to,
and possibly even in excess of, the tender price.
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SECURITIES AND EXCHANGE COMMISSION
Washington, D, C. 20549

SECURITIES EXCHANGE ACT OF 1934
Release No. 9395

Interpretation of Rule 10b-13 - Payment of
Solicitation Fees in Tender Offers

The Commission has received a number of inquiries from broker-
dealers regarding the circumstances in which a broker-dealer may receive
a Ysoliciting dealer's fee'" from a person making & tender offer.
Specifically, questions have arisen as to whether an arbitrageur who
purchases securities which are the subject of a tender offer in the open
market and subsequently tenders such shares may sign a soliciting dealer's
agreement and receive a soliciting dealer's fee for the tender of such
shares.

Arbitrageurs in a tender offer typically make money on the
differential between the market price at the time the tender offer is
announced and the tender price, which normally includes a premlium above
market., Their purchases enable the public investor to elect to avoid
the risk that the tender will not be consummated or that it will be pro-
rated. 7The receipt of a soliciting dealer's fee by an arbitrageur enables
him to enhance his profit by tendering his shares at the tander price plus
the soliciting dealer's fee. 1/

The language of Rule 10b-13 under the Securities Exchange Act of
1934 prohibits a person making a tender offer from, directly or indirectly,
purchasing or making any arrangement to purchase the securities which are
the subject of the tender offer otherwise than pursuant to the tender offer.
The intent of this language is to protect public investors who, if the
tender offer were prorated, might lose the opportunity to tender all their
shares whereas those whose shares were purchased outside the tender offer
would not be prorated. 1In view of that intent, the Commission views pur-
chases and subsequent tenders by arbitrageurs, accompanied by receipt of
a soliciting dealer's fee, as permissible activities, provided that the
payment of such soliciting dealer's fees is adequately discloged in the
context of the tender offer.

1/ The anticipation of receipt of the soliciting dealer's fee may induce
the arbitrageur to purchase the stock to be tendered at prices up to,
and possibly even in excess of, the tender price.
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Securities Exchange Act of 1934
Release No. 9239

SALES OF UNREGISTERED SECURITIES BY BROKER-DEALERS

The Director of the Division of Trading and Markets takes this occasion to
reaffirm certain basic standards of conduct required of registered broker-
dealers in meeting their responsibilities in comnection with sales of
significant amounts of unregistered securities.

A number of instances have recently come to the attention of the
Division of Trading and Markets in which brokerage firms, including
members of national securities exchanges, have failed to meet applicable
standards of conduct 1/ in investigating whether sales of securities
would result in registratiom or anti-fraud violations of the federal
securities laws. A firm's participation in an unregistered public
distribution has frequently been a major factor in the success of this
unlawful activity since the firm affords sellers access to the market
place and may create an appearance of propriety and substance otherwise
lacking. The potential harm to the public is particularly acute when
securities of a little-known issuer, or one concerning which reliable
information is not readily available, are sold to the public on the
over-the-counter market,

The Division is aware of recent instances in which brokerage firms have
purported to rely upon opinion letters which fail to describe the facts
underlying counsel's conclusion that the shares sold are freely tradeable.
Similar reliance has been claimed even when the firm itself had reason

to question whether a valid exemption from registration existed. On
another occasion, a registered broker-dealer considered the fact that
shares were put through transfer to be the definitive test of free
transferability. Customers have also occasionally succeeded in selling

l/ See, for example, Kennedy Cabot & Co., Inc., Securities Exchange Act
Release 8817 (1970); Application of the Securities Act of 1933 and the
Securities Exchange Act of 1934 to Spin-Offs of Securities and Trading

in the Securities of Inactive or Shell Corporations, Securities Act
Release 4982 (1969); Century Securities Co,., Securities Exchange Act
Release §123 (1967) Strathmore Securities Inc,, Securities Exchange Act
Release 8207 (1967); Sutro Brothers & Co. 41 SEC 470 (1963); Distributions
by Broker-Dealers of Unregistered Securities, Securities Act Release 4445
{1962); Skiatron Electronics & Television Corp. 40 SEC 236 {1960);

5.E.C. v. Culpepper 270 F 2nd 241 (C.A. 2 1959).
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substantial amounts of securities in unregistered public distributions
because the firm's compliance procedures either did not include scrutiny
of sales tramsactions or were inadequate to detect substantial sales of
a particular issue by one or more accounts. Frequently, these sales
were made by new customers who opened a brokerage account speclflcally
to effect such unlawful transactions.

As the Commission has stated, 2/

".u. fa] dealer who offers to sell, or is asked to sell a
substantial amount of securities must take whatever steps
are necessary to be sure that this is a transactionm not
involving an issuer, person in a control relationship
with an issuer or an underwriter. For this purpose, it
is not sufficient for him merely to accept 'self-

serving statements of his sellers and their counsel
without reasonably exploring the possibility of contrary
facts,* "

The amount of inguiry called for necessarily varies with
the circumstances of particular cases. A dealer who is
offered a modest amount of a widely traded security by a
regponsible customer, whose lack of relationship teo the
issuer is well known to him, may ordinarily proceed with
considerable confidence., On the other hand, when a
dealer is offered a substantial block of a little-known
security, either by persons who appear reluctant to
disclose exactly where the securities came from, or where
the surrounding circumstances raise a question as to
whether or not the ostensible sellers may be merely
intermediaries for centrolling persons or statutory
underwriters, then searching inquiry is called for."

While “the amount of inquiry called for necessarily varies with the
circumstances of particular cases,” all registered broker-dealers should
establish minimum standard procedures to prevent and detect viclations

2/ Distributions by Broker-Dealers of Unregistered Securities, Securities

Exchange Act Release No, 6721; Securities Act Release No, .1445 (February Z,

1962), pages 2 and 3, footnote omitted. See also S.E.C. v Culpepper, 270
F. 2d 241 (C.A. 2, 1959) and S.E.C. v Mono-Kearsarge Conscolidated Mining
Company, 167 F. Supp. 248 (D. Utah, 1958).

s eamest
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of the federal securities laws 2/ and to ensure that the firm meets its
continuing responsibility to know both its customers and the securities
being sold. There should ‘be written supervisory procedures that cover
sales as well as purchases, These must be made known to salesman and

be sufficient to reveal promptly to supervisory officials transactions
which may, when examined individually or in the aggregate, indicate

that sales in a securlty should be halted immediately pending further
inquiry. :

Registered broker-dealers should also establish standard procedures as

an initial step in their general investigation into the background of
prospective customers and the source of the sscurities to be traded.

In the case of a new customer, a new account form identifying the

customer and describing his financial condition and investment

objectives should be completed before sales are made. A firm should not
permit accounts to be opened by third persons or orders accepted from

third persons on behalf of a customer without the customer's express
authorization. In addition, registered broker-dealers should make

certain routine inquiries of customers, including for example; whether the
customer has direct or indirect connections with any publicly owned
company or with the issuer; what his financial condition is {so that the
broker-dealer may determine whether it is consistent with the value of

the securities to be sold); whether the customer's securities were

acquired on the open market; whether he is the true beneficial owmer

of them; whether he has non-public informatrion about the issuer and whether
he is currently selling or attempting to sell the same securities through
other brokerage houses,

Basic information concerming the issuer such as its address, business
acitivities, principals, products, assets, financial condition and number
of shares of stock outstanding, should be obtained independently as a

matter of course. Where public information concerning the company is not

available from the Comnission or standard research sources, the extent of
inquiry required to reasonably assure the broker or dealer that the
proposed transaction complies with applicable legal requirements will be
correspondingly greater, Moreover, the Commission has '"repeatedly held
that it is a violation of the anti-fraud provisions for a broker=-dealer
to recommend a security unless there is an adequate and reasonable basis
for the recommendations and, further, that such recommendations should

3/ See Rule 15b10-4 under the Securities Exchange Act of 1934, Rules 342 and 405 of
the New York Stock Exchange, Rule 411 of the American Stock Exchange and Section
27 of Article 1I1 of the Rules of Fair Practice of the National Association of
Securities Dealers. Both the Exchange Act and the Investment Advisers Act
specifically provide for the imposition of sanctions iIn any case where a failure
to supervise has resulted Iin violations of the federal securities laws. See

also Section 15(bY{5)(E) of the Securities Exchange Act of 1934 and Section
203(e)(5) of the Investment Advisers Act of 1940, effective December 14, 1970,
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not be made without disclosure of facts knowm or reasong?ly ascertainable,
bearing uvpon the justification for the recommendation.” %

The customer's responses or other particular circumstances may reasonably
indicate that there is a duty to make further inquiries and verify the Infor-
mation received. The most obvious situations are where a previously unknown
customer may be seeking to sell a significant amount of securities and the
issuer may be relatively unknown to the public. In this regard, it should

be noted that information received from little-kmown companies or their of-
ficials, transfer agent or counsel must be treated with great caution as

these are the very parties that may be seeking to deceive the firm. When
circumstances suggest that further inquiry and verification by the broker or
dealer is necessary, the firm may consider it prudeat to document its investiga-
tive efforts. The customer could be required, for example, to supply in
writing the information suggested above and state that it is accurate and com-

plete., Such a signed statement might not necessarily mean that the information .

received was inherently more reliable but could supplement the investigatory
efforts otherwise required.

Where it appears that securities to be sold were mot acquired by open-market
purchases, it must be determined whether their sale is exempted from registra-
tion under the Securities Act of 1933. Any determination that such an exemption
exists should only be made after the broker-dealer has reviewed the facts sur-
rounding the acquisition of the shares and competent outside counsel having

no proprietary interest in the offering has furnished a supporting opinion
describing the relevant facts in sufficient detail to provide an explicit basis
for the legal conmclusions stated. 2L Of course, any firm receiving a sell
order where the circumstances raise questions as to the propriety of the trans-
actions should, in the exercise of its responsibilities, immediately alert

the nearest Commission office.

Questions concerning the applicability of the Securities Act of 1933 and the
Securities Exchange Act of 1934 to the sale of a particular block of securities,
together with all of the relevant facts which have been ascertained, should be
directed to the U, S. Securities and Exchange Commission, 500 North Capitol
Street, Washington, D. C. 20549,

4/ See Distribution by Broker-Dealers of Unregistered Securities, Act Release
No. 6721 (February 2, 1962) and cases cited therein. Hanley v. S.E.C.
415 F 2nd 589 (C.A. 2, 1969).

5/ 1In this regard, the Commission has stated that "if an attorney furnishes
an opinion based solely upon hypothetical facts which he has made no effor?
to verify, and if he knows that his opinion will be relied upon as the bas?s
for a substantial distribution of unregistered securities, a serious question
arises as to the propriety of his professional conduct."” Securities Exchange
Act Release No. 6721; Securities Act Release No. 4445 (February 2, 1962).

—
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For RELEASE Wednesday, October 8, 1969

SECURITIES AND EXCHANGE COMMISSION
Washington, D, C. 20549

SECURITIES EXCHANGE ACT OF 1934
Release No, 8712

ADOPTION OF RULE 10b-13 UNDER THE
SECURITIES EXCHANGE ACT OF 1934

The Securities and Exchange Commission today announced the adeption
of Rule 10b-13 under the Securities Exchange Act of 1934 ("the Act") to
prohibit a person who makes a cash tender offer or exchange offer for an
equity security from purchasing that security (or any other security imme=
diately convertible into or exchaugeable for that security) otherwise than
pursuant to the tender or exchange offer, during the period beginning with
the public announcement or other commencement of the offering, whichever is
edarlier; and the time when the offer must by its terms be accepted or
rejected.

On May 5, 1969, in Securities Exchange Act Release No. 8593, the
Commission published its revised proposal to adopt Rule 10b-13, It has
considered the comments and suggestions in response to that proposal and
now adopts the rule in the form set forth below.

Where securities are purchased for a consideration greater than that
of the tender offer price, this operates to the disadvantage of the security
holders who have already deposited their securities and who are unable to
withdraw them in order to obtain the advantage of possible resulting higher
market prices. Additionally, irrespective of the price at which such pur-
chases are made, they are often fraudulent or manipulative in nature and
they can deceive the investing public as to the true state of affairs.
Their consequences can be variocus, depending upon conditions in the market
and the nature of the purchases, They could defeat the tender offer, either
by driving the market price above the offer price or by otherwise reducing
the number of shares tendered below the stated minimum. Alternatively, they
could further the tender offer by raising the market price to the point where
ordimary investors sell in the market to arbitrageurs, who in turn tender.
Accordingly, by prohibiting a person who makes a cash tender offer or exchange
offer from purchasing equity securities of the same class during the tender
offer period otherwise than pursuant to the offer itself, the rule accomplishes
the objective of safeguarding the interests of the persons who have tendered
their securities in response to a cash tender offer or exchange offer; more-
over once the offer has been made, the rule removes any incentive on the part
of holders of substantial blocks of securities to demand from the person mak-
ing a tender offer or exchange offer a consideration greater than or different
from that currently offered to public investors.

Although the rule applies to purchases of securities immediately
convertible into or exchangeable for securities of the same class which
are the subject of the offer, it does not prohibit a person who, at the
commencement of the offer, owns securities convertible into or exchange-
able for securities of the class which are the subject of the offer from
converting or exchanging such holdings into such securities.
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The rule deals with purchases or arrangements to purchase, directly
or indirectly, which are made from the time of public anncuncement or
initiation of the tender offer or exchange offer, until the person making
the offer is required either to accept or reject the tendered securities.

As used in the rule an offer could be publicly announced or otherwise made
known to the holders of the target security through a published advertise-
ment, a news release, or other communication by or for the person making

the offer to holders of the security being sought for cash tender or
exchange. Moreover, any understanding or arrangement during the tender

offer period, whether or not the terms and conditions thereof have been
agreed upon, to make or mnegotiate such a purchase after the expiration of
that period would be prohibited by the rule. Purchases made prior to the
inception of that period are not specifically prohibited under the rule,
although disclosure of such purchases within a specific prior period is
required to be filed in schedules filed under Sections 13(d)} and 14(d) of

the Act. Of course, the general anti-fraud and anti-manipulation provisions
could apply to such pre-tender purchases. The prohibition of Rule 10b-13
applies to exchange offers when publicly announced even though they cannot

be made until the happening of a future event, such as the effectiveness of

a registration statement under the Securities Act of 1933. As the Commis-
sion explained in Securities Exchange Act Release No. 8595, as applied to the
offer by one company of its own securities in exchange for the securities of
another issuer, the application of Rule 10b-13 to exchange offers in essen-
tially a codification of existing interpretations under Rule 10b-6, which
among other things, prohibits a person making a distribution from bidding

for or purchasing the security being distributed or any right to acquire

that security. These interpretations have pointed out that the security

to be acquired in the exchange offer is, in substance, either a right to
acquire the security being distributed or is brought within the rule under
paragraph (b) thereof; and Rule 10b-6 prohibits the purchase of such security
during the distribution except through the exchange offer, unless an exemption
is available.

Since Rule 10b-13 applies to a cash tender offer or an offer of an
exchange by an issuer to its own security holders of one class of its secur-
ities for another, if repurchase of the other security is subject to the
prohibitions of Rule 10b-6, the issuer would have to obtain an exemption
under paragraph (f) of that rule. Rule 10b-13 does, however, exempt from
its prohibitions purchases if otherwise lawful, under specified conditions
pursuant to “qualified stock options'" or ‘'employee stock purchase plans"
as defined in Sections 422 and 423 of the Internal Revenue Code of 1954 as
amended, or "restricted stock options" as defined in Section 424(b) of the
Internal Revenue Code of 1954 as ameunded, as well as purchases under
specified types of employee plans.

In addition, Rule 10b-13 contains a provision that the Commission
may, unconditionally or on terms and conditions, exempt amy transactien

from the operation of the rule, if the Commission finds that the exemption

would not result in the use of a manipulative or deceptive device or con-
trivance or of a fraudulent, deceptive or manipulative act or practice
comprehended within the purpose of the rule. It is contemplated that this
exemptive provision would be narrowly construed and that an exemption would
be granted by the Commission only in cases involving very special circum-
stances.

- o
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STATUTORY BASIS

The Securitiesg and Exchange Commission acting pursuant to the pro-~
visions of the Securities Exchange Act of 1934, and particularly Sections
10¢(b), 13{(e), l4(e) and 23(a) thereof, and deeming it necessary and appro-
priate in the public interest and for the protection of investors, hereby
adopts Rule 10b=-13 as set forth below, effective, November 10, 1969.

TEXT OF RULE 10b-13

Rule 10b~13, Prohibiting Other Purchases During Tender Offer or
Exchange QOffer,

(a) No person who makes a cash tender offer or exchange coffer for
any equity security shall, directly or indirectly, purchase, or make any
arrangement to purchase, any such security (or any other security which is
immediately convertible into or exchangeable for such security), otherwise
than pursuant to such tender offer or exchange offer, from the time such
tender offer or exchange offer is publicly announced or otherwise made known
by such persoun to holders of the security to be acquired until the expira-
tion of the period, including any extensions thereof, during which securi-
ties tendered pursuant to such tender offer or exchange offer may by the
terms of such offer be accepted or rejected; provided, however, that if such
person is the owner of another security which is immediately comnvertible into
or exchangeable for the security which is the subject of the offer, his
subsequent exercise of his right of conversion or exchange with respect to
such other security shall not be prohibited by this rule.

(b) The term "exchange offer" as used in this rule shall include a
tender offer for, or request or invitation for tenders of, any security in
exchange for any consideration other than for all cash.

{c) The provisions of this rule shall not apply to & purchase of
a security of the same class as that which is the subject of a cash tender
offer or exchange offer (or of any other security which is immediately con-
vertible into or exchangeable for such security) if such purchase is made
by the issuer, by participating employees of the issuer or the employees
of its subsidiaries, or by the trustee or other person acquiring such
security for the account of such employees, pursuant te (1) a stock aption
plan involving only "qualified stock options", or qualifying as an "employee
stock purchase plan' as those terms are defined in Sections 422 and 423 of
the Internal Revenue Code of 1954, as amended, or "restricted stoeck options"
as defined in Section 424(b) of the Internal Revenue Code of 1954, as amended;
provided, however, that for the purposes of this paragraph an option which
meets all of the conditions of that section other than the date of issuance
shall be deemed to be 'restricted stock options™; or (2} a savings, invest-
ment, pension or other stock purchase plan providing for beth (&) periodic

payments (or payroll deductions) for acquisition of securities by or on

behalf of participating employees and (B} periodic purchases of the securi-
ties by participating employees, or the perscn acquiring them for the account
of such employees.



34-8712
-4 -

R——

{d) This rule shall mot prohibit any transaction or transactions if
the Commission, upon written request or upon its own motion, exempts such
transaction or transactions, either unconditionally or on specified terms
or conditions, as mot constituting a manipulative or deceptive device or
contrivance or a fraudulent, or deceptive or manipulative act or practice
comprehended within the purpose of this rule.

By the Commission.

Orval L. DuBois
Secretary
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FOR RELEASE Wednesday, July 2, 1969

SECURITIES AND EXCHANGE COMMISSION
Washington, D, C.

Securities Act of 1933

Release No. 4982

Securities Exchange Act of 1934
Release No, 8638

APPLICATION OF THE SECURITIES ACT OF 1933
AND THE SECURITIES EXCHANGE ACT OF 1934 TO
SPIN OFFS OF SECURITIES AND TRADING IN THE
SECURITIES OF INACTIVE OR SHELL CORPORATIONS

The Securities and Exchange Commission today made publicly
known 1its concern with the methods being employed by a growing
number of companies and persons to effect distributions to the public
of unregistered securities in possible violation of the registration
requirements of the Securities Act of 1933 and of the anti-fraud and
anti-manipulative provisions of the Securities Act of 1933 and the
Securities Exchange Act of 1934, The methods employed ca&n take and
in fact have taken a variety of pattems,

I

Frequently, the pattern involves the issuance by a company,
with little, if any, business activity, of its shares to a publicly-
owned company in exchange for what may or may not be nominal
consideration, The publicly-owned company subsequently spins off
the shares to its shareholders with the result that active trading
in the shares begins with no information on the issuer being
available to the investing public, Despite this lack of informa-
tion, moreover, the shares frequently trade in an active narket at
increasingly higher prices. Under such a pattern, when the shares

_are issued to the publicly-owned or acquiring company, a sale takes

place within the meaning of the Securities Act and {f the shares are
then distributed to the shareholders of the acquiring cowpany, that
company may be an underwriter within the meaning of Section 2{11) of
the Act as a person "who purchased from an issuer with a view to . . .
the distribution of any security'" or as a person who "has a direct

or indirect participation in any such undertaking.”
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While the distribution of the shares te the acquiring
company's shareholders may not, in itgelf, constitute a distribution
for the purposes of the Act, the entire process, including the re-
distribution in the trading market which can be anticipated and which
may indeed be a principal purpose of the spin off, can have that
consequence, It is accordingly the Commission’s position that the
shares which are distributed in certain spin offs iavolve the
participation of a statutory underwriter and are thus, in those
transactions, subject to the registration requirements of the Act
and subsequent transactions in the shares by dealers, unless otherwise
exempt, would be subject to the provisions of Section 5 requiring the
delivery of a prospectus during the forty or ninety day period set
forth in Section 4(3).

The theory has been advanced that since a sale is not involved
in the distribution of the shares in a spin off that registration is
not required and that even if it is required, no purpose would be
served by filing a registration statement and requiring the delivery
of a prospectus since the persons receiving the shares are not called
upon to make an investment judgment.

This reasoning fails, however, to take into account that
there 13 a sale by the issuer and the distribution thereafter does
not cease at the point of receipt by the inftial distributees of the
shares but continues into the trading market involving sales to the
investing public at large, Moreover, it ignores what appears to be
primarily the purpose of the spin off in numerous circumstances which
is to create quickly, and without the disclosure required by registra-
tion, a trading market in the shares of the issuer. Jevices of this
kind, contravene the purpose, as well &s the specific provisions, of
the Act which, in the words of the statutory preamble, are ''to provide
full and fair disclosure of the character of the securities sold in
interstate and foreign commerce and through the mails, and to prevent
frauds in the sale thereof," In the circumstances of a spin off, when
the shares are thereafter traded in the absence of information about
the issuer, the potential for fraud and deceit is manifest.

This release does not attempt to deal with any problems
attributable to more conventional spin offs, which do not involve a
process of purchase of securities by a publicly-owned company followed
by their spin off and redistribution in the trading markets.

11

Another pattern has come to the Commission's attentiom in
which certain promoters have acquired corporations which have ceaged
active operations, or which have little or no assets {“shell corpora-
tions")}, and which have a substantial nuuber of shares outstanding,
generally in the hands of the public, Thereafter the promoters have
engaged in activities to quickly increase the market valiue of their share-
holdings. For example, in some cases promoters have initlated a program
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of acquisitions, transferring assets of dubious value to the

"shell corporations"” in exchange for substantial amounts of newly
i1ssued shares. This activity is frequently accompanied by publicity
containing exagpgeratmd or misleading statements and designed to
stimulate interest of public investors in the company's shares in
violation of the anti-fraud provisions of the Securities Exchange
Act of 1934, Thereafter the market prices of these securities have
risen sharply under circumstances which bear no relationship to the
underlying financial condition and business activities of the company.
In some of these cases the promoters or other corporate insiders,
take advantage of the market activity and the price rise which they
have generated, have sold their shares at the inflated prices to the
public in viclation of the registration and anti-fraud provisions of
the Federal securities laws., Similar activities have also been noted
in a number of cases involving shares which a publicly held company
has spum off to its shareholders.

III

The activities discussed above generally can only be
successfully accomplished through the efforts of brokers and dealers.
Accordingly, brokers and dealers are cautioned to be particularly
windful of their obligations under the registration and anti-fraud
provisions of the Federal securities laws with respect to effecting
transactions in such securities, 1In this connection, where & broker
or dealer receives an order to sell securities of a little-known,
inactive issuer, or one with respect to which there is no current
information available except possibly unfounded rumors, care must be
taken to obtain sufficient information about the issuer and the person
desirous of effecting the trade in order to be reasonably assured that
the proposed transaction complies with the applicable requirementas.
Moreover, before a broker or dealer induces or solicits a transaction
he should make diligent inquiry concerning the Issuer, in order to
form a reasonable basis for his recommendation, and fully inform his
customers of the information so obtained, or in the absence of any
information, of that fact,

In the foregoing connection the Commission also calls
attention to its release dated February 2, 1962 on the subject
"Distribution by Broker-dealers of Unregistered Securities'

(Securities Act Release No, 4445, Securities Exchange Act Release
No, 6721).
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___Introduction

The language spoken in America’'s invastment world may’

sound like a strange tongue to the newcomer, It is often
vivid, colorful, Hlavored with the idioms of many eras.
Some expressions have filtered down from the day when
brokers traded securities under a buttonwood tree in the
open air. Others are so new that they have seldom been
indexed before.

Any glossary of this special language involves certain
psreblems. Some. words and phrases cannot he defined
completely without going into related background mate-
rial—others have nuances of meaning which even the
experis may dispute.
We have tried to define terms simply and easily, trim-
ming subile shades of meaning in the interest of brevity
and readability.
New investors, and many seasoned ones, are often puz-
7led by words and phrases relating to investment—we
hope they find this booklet helpful. Investment, after afl,
is not the provinee of a few people but the right of men
and women everywhere.
Additional information relating to any particular expres-
9 may be obtained without obligation from a mem-
¥rm of the New Yark Stock Exchange, Inc. or from

Published by the Mew York Stock Exchange, 1nc. with dzis compited as
of February 1, 1972,



Accrued Interest

Interest accrued oh a bond since the tast mterest pay-
ment was made. The buyer of the bond pays the market
price plus accrued intevest. Exceptions include bonds
that are in default and income bonds. See: Flat, Income
Bond}

AN orNone Drder .

A market or I|m|ted pnce order whlch is to be executed
in its entirety or not at ail, but, unlike a fili or kill order, is
net 1o be treated as cancelled if not executed as scon as
it is represented in the Trading CGrowd. Bids or offers on
behalf of all or none orders may not be made in stocks,
but may be made in bonds when the nursber of bonds is
fitty or more.

Allernalwe Order——EitherlOr Order )

An order to do elther of two a[ternatweswsuch as, elther
sell {buy) a particular stock at a limit price or sell {buy)
on stop. If the order is for one unit of trading when one
part of the order is executed on the happening ¢*
alternative, the order on the other atternative is @
as cancelled, f the order is for an amount large
one unit of frading, the number of units executed aefer-
mines the amount of the alternative order to be treated
as cancelled.

Amorhzatlon

A genarlc term lncludes vaneus spec'.'l ic prachces such
as depreciation, depletion, write-off of intangibles, pre-
paid expenses and deferred charges.

" Annual Report

The formal financial staterment issued yeariy by a corpo»
ration to its shareowners. The annual report shows as-
sets, liabilities, earnings—how the company stood at the
close of the business year and how it fared profit-wise
during the vear.

Arbitrage

A technlque employed to take advantage of dlﬂerences
in price. If, for example, XYZ stock can be bought in New
York for $10 a share and sold in London at $10.50, an
atbitrageur may simunaneously purchase XYZ stock here
and sell the same ameount in London, making a profit of
50 cents a share, less expenses. Arbitrage may also in-
voive the purchase of rights to subscribe to a security, or
the purchase of a convertible security—and the sale at or
about the same time of the security obtainable through
exercise of the rights or of the security obtainable
through conversion. (Sea: Convertrb!e, Rrghts)

Everything a corporatron owns or due to rt Cash |
ments, money due it, materials and mventones
are called current assets; buildings and madg
which are known as fixed assets; and patents and good-
will, called intangible assets. (Ses: Liabilities}

'"A'l the CIose Order

A market order whlch is to be executed al or as near to
the close as practicable.

At the Openmg or At the Opening Only Order

A market or limited price order which is to be executed
at the opening of the stock or not at all, and any such
order or portion thereof nat so executed is treated as
cancelled.

Averages

Vanoue ways of measurmg the trend of secunhes pnces
the most popular of which is the Dow-Jones average of
30 industrial stocks listed on the New York Stock Ex-
change. The term average has led to considerable con-
fusion. A simple average for, say, 50 laading stocks
would be obtained by totaling the prices of all and divid-
ing by 50. But suppose ane of the stocks in the average
is split. The price of each share of that stock is then auto-
matically reduced because more shares are outstanding.
T'f Wpthe average would decline even if all other issues
average were unchanged. That average thus be-
inaccurate as an indicator of the market's trend.
HAous formulas—some very elaborate—have been de-
vised o compensate for stock splits and stock dividends
and thus give continuity 1o the average. Averages and
individual stock prices belong in separate compariments.
In the case of the Dow-Jones industrizl average, the
prices of the 30 stocks are totaled and then divided by a
diviser which is intended to compensate for past stock
splits and dividends and which is changed from time to
time. As a result point changes in the average have only
the vaguest relationship to dollar price changes in stocks
included in the average. In November, 1968, the divisor
was 2.011, so that a one-point change in the industrial
average at that time was actuatly the equivalent of 6.7
cents. (See: NYSE Common Stock Index, Point, Splif)

Averaglng '

{See Doﬂar Cost Averagrng)

Balance Sheet

A condensed ataternent showmg the nature and amount
of a company’s assets, liabilities and capital on a given
date. In dollar amounts the balance sheet shows what
the company owned, what it owed, and the ownership
interest in the company of its stockholders. (See: Asssts,
Eammgs Report)

Someone who beheves the market will declme [See- Buh‘)

'Bear Market

Ilnm_g.;”rnarket .(See:é;!_M;r;e-t} T

Bearer Bond

A bond which does not have the owner 's name registered




on the books of the issuing company and which is pay-
abie to the holder. {See: Coupon Bond, Regrsrered Bond)

Bid and Asked

Often referred to as a quotation or quote The bld is the
highest price anyone has declared that he wants fo pay
for a security at a given tima, the asked is the lowest
prfce anyone will take at the same time, {See Quofatron)

i Blg Board
A popular term for the New York Stook Exchango
_ Blue Chrp

Common stock in a company known nahonaily for the
quality and wide acceptance of its products or services,
and for its ability to make money and pay dividends. Usu-
ally such stocks are relatively high priced and offer rela-
tively low yields.

Blue Sky Laws

A popu[ar name for laws various states have ena
protect the public against securities frauds. The t
believed to have originated when a judge ruled;
particular stock had about the same value as a pa
blue sky.

Board Room

A room for cus‘tomers in a broker's office whorc opemng,
high, low and last prices of leading stocks are posted on
a board throughout the market day.

L Bond

Basically an IOU ar promlssory nota of a corporatlon
usually issued in multiples of $1,000, although $100 and
$500 denominations are not uncommon. A bond is evi-
dence of 2 debt on which the issuing company usually
promises to pay the bondholders a specified amount of
interest for a specified length of time, and to repay the
loan on the expiration date. In svery case a hond repre-
sents debt—its holder is & creditor of the corporation and
not & part owner as is the shareholder. (See: Colfateral
Trust Bond, Convertible, General Mortgage Bond, Incoms
Bond)

Book

A notebook the spema!lst ina stock uses to keep a rec-
ord of the buy and sell orders at specifisd prices, in
sequence of receipt, which are left with him by other
brokers. {Ses: Specr'a)‘r’sr}

Book Value

An accountmg term Book value of a stock is determmed
from a company's records, by adding ali assets {ger 5

excluding such intangibles as good will}, then deo
all debis and other liabilities, plus the liquidation ;
any preferred issues, The sum arrived at is divigl
the number of commoen shares outstanding and the result
is book value per common share. Book value of the

assels of a company or a security may have little or no
significant relationship to market value.

Broker

An agent, often a member of a stook exchange firm or an
exchange member himself, who handles the public’s
orders to buy and sell sgcurities or commodities. For this
service a commission is charged. {See: Commission
Broker, Dea.fer}

Brokers Loa_ns

Money borrowed by brokers from banks for a varlety ‘of
uses, it may be used by specialists and odd-lot dealers
to help finance inventories of stocks they deal in; by
brokerage firms to finance the underwriting of new Issues
of corporate and municipal securities; to help finance a
firm's own investments; and to help finance the purchase
of securities for customers who prefar to use the broker's
credit when they buy securities. (See: Calf Loan, Cus-
tomers” Net Debijt Balances, Margm]

Bull

Bul‘l Market

An advanomg market (See Bear Marker)
~ calt
(See Purs and Caﬁs}

CallLoan

A Ioan which may be termmated or "called“ at any time
by the lender or borrowar. Used to finance purchases of
securities. (See: Brokers' Loans)

Callable

A bond issua, aII or par‘t of whlch may be redeomed by
the issuing corporation under definite conditions before
maturity. The term also applies to preferred shares which
may be redeemed by the issuing corporation.

Capnal Galn or Cap-lla“i Lo;s ) o

Proflt or Ioss from the sale of a capita} asset. A cap|ta!
gain, under current Federal income tax laws, may be
either short-term (B months or less) or Iong-term (more

than 6 meonths). A short-term capital gain is taxed at -

the reporting individual's full income tax rate. A long-
term capital gain is subject to a lower tax which may
be computed in one of two ways. Under the first
method, one-half the excess of net long-term capital

gver net shori-term capital loss is deducted from
We and is not taxed. Under the second method,
Q:s the ““zlternative tax.” and applicable general-

payers with taxable income over the 50 percent
racket, up to $50,000 ($25,000 in the case of a

rate
married individual filing a separate return) of long-term

:rl
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capital gain may be taxed at a maximum of 25 percent,
depending upon the taxpayer's other capital gain and
ioss. The net long-term capital gain over the net short-
term capital loss which does not qualify for the 25 per-
cent rate will be taxed {for taxable years beginning in
1972) at the effective rate of one-half of whatever the
applicable bracket rate may be. Under either method,
the total tax must be computed with regard to the
minimum tax on tax preferences since tha sxcess of
50 percent of the net long-term capital gain over
$30,000 plus the taxpayer’'s reguiar tax constitutes an
item of tax preference. Up to $1,000 ($500 in the case
of a married individual filing a separate return) of net
capital loss {that is, when you sell securities at a
fower price than you paid for them) is deductibie from
the individual's taxable income during the year re-
ported, If the net capital loss is a fong-term capital
loss, a deduction is allowed for only one-half of ihe net
capital loss up to the maximum amount of $1,000. I
the net capital loss is more than $1,000 in any cne year
{or 32,000 if the net capital loss is a long-term capital
toss), as much as $1,000 annually may be deducted
In future years until the amount deductible as 2" s
has been utilized. The amount of the net capital S
which may be deducted in future years is reduc

the amount of capital gain in such years. The chp#al
gains provisions of the tax law are complicated. You
should consult your tax adviser.

Caprial étock

AH shares representmg ownership of a busmess |nclud—
ing prefaerred and common, (See: Common Stock, Pre-
ferred Sfock‘}

_ Capltalizatlon

Total amount of the various securities :ssued by a corpo-
ration. Capitalization may include bonds, debentures,
preferred and ecmmon stock and surplus. Bonds and
debentures are usually carried on the books of the issu-
ing company in terms of their par or face value. Preferred
and common shares may be carried in terms of par or
stated value. Stated vaiue may be an arbitrary figure de-
cided upon by the directors or may represent the amount
received by the company from the sale of the securities
at the tlme or issuance. {See: Par)

o Ca_sh_Flow "

Reported net income of a corporanon p;‘us amounts
charged off for depreciation, depletion, amortization,
extraordinary charges to reserves, which are bookkeep-
ing daductions and not paid out in actual dollars and
cents. (See Amorr.-zarron Deplation, Deprecratmn)

i CashSale

A transactlon on the ﬂoor of the Stock Exchange whi
calls for delivery of the securities the same day. In **
lar way" trades, the seller is to deliver on the fifth.
ness day (See Regufar Way De!rvery)

Certmcate

The actual plece of paper which is e\rldence of owner-

a

ship of stock in a corporation. Watermarked paper is
finely engraved with delicate etchings to discourage
forgery. Loss of a cerlificate may at the least cause a
great dear of inconvenignce — at the worst, financial loss

Cenlral Cermicate Serwce (CC

A department of Stock Clearing Corporation wh;ch can-
ducts a central securities certificate aperation through
which clearing firms effect security deliveries between
each other via computerized bookkeeping entries thereby
reducing the physical movement of stock certificates.
(See Srock C!earrng Corporat;on)

Closed End Investment Trust
(See Invesrmenr Trusr)

Collaleral

Secunhes ar other property pIedged by a borrower to
secure repayment of a loan.

(:ollaterai '_I'r'ust Bond

nd secured by collateral deposited wnth a trustee
ollateral is often the stocks or bonds of companies
&% #olled by the issuing company but may be other
securmes

_ Comm:ssion o

The brckers ba5|c fee for purchasmg or selhng secur-
ities or properly as an agent. The New York Stock
Exchange currently fixes minimum commission rates
applicable to orders to purchase or sell NYSE listed
stocks involving $500,000 or 'ess. Commissions aon
portions of orders in excess of this amount are subject
to negotiation. It is expected that the $500,000 limita-
tion for fixed commissions will be reduced to $300,600
or Iower m 1872, )

Commls_ icm Bru er i

An agent who executes the public’s crders for the pur—
chase or sale of securities or commodities. {See: Broker,
Deafer) )

Common Stock )

Securttres whrch represem an owmarshrp mterest in a
corporation. If the company has also issued preferred
stock, both common and preferred have ownership
rights, but the preferred normally has prior claim on
dividends and, in the event of liguidation, assets. Claims
of both common and preferred stockholders are junior to
claims of bondholders or other creditors of the company.
Common stockholders assume the greater risk, but gen-
erally exercise the greater cantrol and may gain the
greater reward in the form of dividends and capital ap-
iation. The terms commen stock and capital stock
ften used imterchangeably when the company has
ferred stock {See: Capital Stock, F'referred Stock)

R Conglomerate N

A corporanon seekmg to drversﬂy its operatlons by
acquiring enterprises in widely varied industries.




Consolldated Balance Sheel

A balance sheet showmg the fmancia! condmon of a
corporation and its subsidiaries. {See: Balance Sheel)

Convertlble

A bond debenture or preferred share whzch may be
exchanged by the owner for common stock or another
secutity, usually of the same company, in accordance
with the terms of the issue. .

Buymg ot a stock or commodlty on a sca!e 1arge enough
to give the buyer, or buying group, control gver the price.
A person who must buy that stock or commodity, for
example one who is short, is forced io do business at an
arbitrarily high price with those who obtained the corner.
{See: Short Position, Short Sale)

Corres;mndent
A securities firm, bank or other hnancra! organi N
which regularly performs services for ancther in a i b

or market to which the other does not have direct at
Securities firms may have correspondents in fort
countries or oh exchanges of which they are not mem-
bers. Correspondents are frequently linked by private
wires. Member organizations of the N.Y.5.E. with offices
in New York City also act as correspondents for out-of-
town member organizations which do not maintain New
York City offices.

Coupon Bond

Bond wrth mterest coupons attached The coupons are
clipped as they come due and are presented by the
holder for payment of interest, {See: Bearer Bond, Regis-
tered Bond}

Covering I

Buy-.ng a security previously sold shor’; (See Short Sale,
Short Covermg)

Cumulalnre Preferred .

A stock having a provision that if oche or more dmdenr.ls
are omitted, the omiited dividends must be paid before
dividends may be paid on the company's common stock.

Cunulative Voting

A method of voting for corporate directors which enables
the shareholder to multiply the number of his shares by
the number of directorships being voted on and cast the
total for one director or a selected group of directors.
1G-share holder normally casts 10 votes for each ofP By
12 nominees to the board of directors. He thus ha: 3 §
votes. Under the cumulative voting principle he ri 4

that or he may cast 120 (10x12} votes for only one W
nee, B0 for two, 40 for three, or any other distribution he
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chooses, Cumulative voting ts required under the cor-
porate iaws of some states, is permitted in most others.

Former narne of the Amerrcan Stock Exchange, second
largest exchange in the country. The term comes from
the market’s origin on a street in downtown New York.

Current Assets

Thoae assets af a company wh:ch are reasonably ax-
pected to be realized in cash, or sold, or consumed dur-
ing the normal operating cycle of the business., These
include cash, U.S. Government bonds, receivables and
maoney due usually within one year, and inventories.

" Current Lrabrlitles

Money owed and payable by a company, usuaily within
one year.

Current Return

" Customers’ Man

(See H'e'grsfered Hepresenrawe)

pit Balances

Credit of New York Stock Exchange member firms made
available to help finance customers’ purchases of stocks,
bonds and commodities,

Day Order

‘An order to buy or sell whlch it not executed expsres
at the end of the trading day on which it was entered.

Dealer

An individual or firm in the securrtres busmess actmg as

a principal rather than as an agent. Typically, a dealer
buys for his own account and sells to a customer from
his own inventory. The dealer's profit or loss is the dif-
ference between the price he pays and the price he
receives for the same security, The dealer’s confirmation
rmust disclose to his customer that he has acted as prin-
cipal. The same individual or firm may function, at dif-
ferent times, either as broker ar dealer. {See: NASD,
Specialist)

" Debentwre
A promissory note backed by the general credit of a
company and usually not secured by a morigage or lien
or; ny specific property. (See: Bond)

Depletlon

: resources ‘such as metais oils and gas tlmber
which conceivably can be reduced to zero over the years,
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present a special problem in capital management, De-
pletion is an accounting practice consisting of charges
against earnings based upon the amount of the asset
taken out of the total reserves in the petiod for which
accounting s made. A bookkeeping entry, it does not
represent any cash outlay nor are any funds earmarked
for the purpose.

D preclahon

Nurmally charges agamst earnings to wme off the cost
less salvage value, of an asset over its estimated useful
lite. It is a bookkeeping entry and does not represent any
cash outlay or are any funds earmarked for the purpose.

Dlrector

Person elected by shareholders o estabhsh company
policies. The directors appeint the president, vice presi-
dents, and all other eperating officers. Directors decide,
among cther matters, if and when dividends shall be
paid. {See Management, Proxy}

Dlscretionary Account }

An account in which the customer gwes the broi r

someone else discretion, which may be complé r
within specific limits, as to the purchase and sales ot
securities or commedities including selection, timing,
amgunt, and price to be paid ar received.

'b}s;':retlonary Order_

The customer empowers the broker to act on his behalf
with respect to the choice of security to be bought or
sold, a total amount of any securities to be bought oy
sold, and/or whether any such transaction shall be one
of purchase or sa!e

Dwersmcahon

Spreadmg |nvcstments among dmemnt compahies in
different fields. Another type of diversification is also
offered by the securities of many individua! companies
because of the wide range of their activities. (See: In-
vestment Trust)

Dnndend

The paymcnt desngnated by the Board of Dlrectors to be
distributed pro rata among the shares outstanding. On
preferred shares, it is generally a fixed amount. On com-
mon shares, the dividend varigs with the fortunes of the
company and the amount of cash on hand, and may be
omitted if business is poor or the directors determine to
withhald earnings to invest in plant and equipment.
Somatimes a company wilt pay a dividend out of past
earnings even if it is not currently operating at a profit.

Dnllar Cost Averagmg

A system of buymg secumles at regular mterval
fixed dollar amount. Under this system the inves
by the doliars’ warth rather than by the number of 5 ares

12

If each investment is of the same number of dollars,
payments buy more when the price is low and fewer
when it rises. Thus temporary downswings in price bene-
fit the investor if he continues periodic purchases in
both good times and bad and the price at which the
shares are sold is more than their average cost. (See:
Farmula Investing)

Do Not Reduce “DNR" Order

A limited arder to buy, a stop order to sell or a stop limit
order to sell which is not to be reduced by the amount
of an ordinary cash dividend on the ex-dividend date. A
do not reduce order applies only fo ordinary cash divi-
dends; it is reduced for other distribution such as a
stock dividend or rights.

Double Taxatlon

Short for Double Taxation of Dividends. The iederal gov-
ernment taxes corporate profits once as corporate in-
come any part of the remaining profits distributed as
nds to stockholders is taxed again as income to
cipient stockholder.

" Dow Theory

A theory of market analysis based upon the performance
of the Dow-Jones industrial and rail stock price aver-
ages. The Theory says that the market is in a basic
upward trend if one of these averages advances above
a previous important high, accompanied or followed by
a similar advance in the other. When the averages both
dip below previcus important lows, this is regarded as
confirmation of a basic downward trend. The Theory
does not attempt to predict how fong either trend will
continue, although it is widely misinterpreted as a method
of forecasting future action. Whatever the marits of the
Theary, it is sometimes a strong facior in the market
because many people believe in the Theory--or believe
that a great many others do. {See: Technical Position)

Down Tick

_(s_ee__{}p_ka) e

Eammgs Report e e e

A statement-—also called an income ﬁtatement—Lssued
by a company showing its earnings or losses over a
given peried. The earnings report lists the income
earned, expenses and the net resuft. (See: Balance
Sheet)

-

Equlpment Trusl Certlhcate .

£ of secunty, generally issued by a rallroad to pay
bw equipment. Title to the equipment, such as a
tive, is held by a trustee until the notes are paid
W equipment trust ceriificate us usually secured by
a first claim on the equipment.




_.mEau“i"

The ownershlp mterest of common and preferred stock—
holders in a company. Alsc refers 1o excess of value of
securities over the debit balance in a margin account.

Exchange Acqmsmon

“A method of filling an order lo buy a 1arge block of stock
on the floor of the Exchange. Under certain circum-
stances, a member-broker can facilitate the purchase of
a block by soliciting orders to sell. All orders to sell the
security are lumped together and crossed with the buy
arder in the regular auction market. The price to the
buyer may be on a net basis or on a commission basns

Exchange Dtstrlbutian

A method of dlsposmg of | Iarge blocks of stock on the
floor of the Exchange. Under cerain circumstances, a
member-broker can facilitate the sale of a block of stock
by soliciting and getting cther member-brokers to solicit
grders to buy. Individual buy orders are lumped toge@h’er
and crossed with the sell order in the regular & ﬁ]

market. A special commission is usually paid t
seller; ordinarily the buyer pays no commission.

Ex-Dividend

A synonym for “without dividend.” The buyer of a stock
selling ex-dividend does not receive the recently de-
clared dividend. Open buy and sell stop orders, and sell
stop limit orders in a stock on the ex-dividend date are
ordinarily reduced by the value of that dividend. In the
case of open stop limit orders to sell, both the stop price
and the limit price are reduced. Every dividend is pay-
able on a fixed date to all shareholders recorded on the
books of the company as of a previous date of record.
For example, a dividend may be declared as payable to
holders of record on the books of the company on a
given Friday, Since five business days are allowed for
delivery of stock in a "‘regular way™ transaction en the
New York Stock Exchange, the Exehange would declare
the stock “ex-dividend" as of the opening of the market
on the preceding Monday. That means anyone who
bought it on and after Monday would not be entitled 1o
that dividend. (See: Cash Sale, Delivery, Net Change,
Transfer}

" Ex-Rights
Without the rights. Corporations raising additianal money
may do so by offering their stockholders the right to
subscribe to new or additional stock, usuvally at & dis-
count from the prevaifling market price. The buyer of a
stock selling ex-rights is not entitled to the rights. (See:
Ex-Dividend, Rights}
T Exira
The short form of "extra dividend.” A di\r|denr‘

form of stock or cash in addition ta the regular
dividend the company has been paying.

Face Value

The value of a bond that appears on the face of the
bond, unless the value is otherwise specified by the issu-
ing cempany. Face value is ordinarily the amount the
issuing company promises to pay at maturity, Face value
is not an indication of market value. Sometimes referred
o as par value. (See: Par)

F|II or K:Il

"A market or limited pnce order is fo be executed in its AR
entirety as socon as it is represented in the Trading @
Crowd. If not so executed, the order is treated as can- %

celled. For purposes of this definition a “stop” (See:
Stopped Stock) is considered an execulion,

F|scal Year

A corporatlons accountlng year Dus to the nature of
their particular business, some companies do not use
the calendar year for their bookkeeping. A typical exam-
Piamis the department store which finds December 31
fearly a date to close its books after the Christmas
For that reason many stores wind up their account-
ar January 31. Their fiscal year, tharefore, runs
from February 1 of one year through January 31 of the
next. The fiscal year of other companies may run from
July 1 through the following June 30. Most sompanies,
though, operate on a calendar year basis.

o aned Charges

A companys flxed expenses such as bond mterest
which it has agreed to pay whether or not earned, and
which are deducted from income before earm‘ngs on
equity capitaf are computed.

This term means that the price at which a bond is traded
includes consideration for all unpaid accruals of interest.
Bonds which are in default of interest or principal are
tracded flat. Income bonds, which pay interest only to
the extent earned are usually traded flat. All other bonds
are usually dealt in ““and interest,” which means that the
buyer pays o the selier the markei price pius interest
accrued since the last payment date. When applied to
a stock fean, flat means without premium or interest.
{See: Short Sale)
Floor

The huge trading area—aboul two-thirds the size of a
foothall field—where stocks and bonds are bought and
sold on the New York Stock Exchange.

Floor Broker
ber of the Stock Exchange who eX};Eﬁ'tég-ordér_’é
; froor of the Exchange to buy or sell any listed




Floor Trader
’See Regrsrered Trader)

FI ctuatlon o

{See: Point)

___F_ormula Investmg

An mvestment technigue. One formula caHs ‘!or the
shifting of funds from common shares to preferred shares
or bands as the market, on average, rises above a certain
predetermined point—and the return of funds to common
share investments as the market avarage declines. (See:
Doitar Cost Averaging)

Free and Open Market

A market in whrch supply and demand are expressed
in terms of price. Contrasts with a controlled market in
which supply, demand and price may all be regulated.

"Funded Debt _

Usually interest-bearing bands or debenturee of a, -
pany. Could include long-term bank lpans. Does ndtin-
clude shari-term loans, preferred or commaon stock,

General Mortgage Bond

A bond WhICh is secured by a blanket mortgage on the
company’s property, but which is often outranked by one
or more other mortgages.

Gnlt Edged

Hrgh grade bond |ssued by a company whmh has dem-
onstrated s ability to earn a comfortable profit over a
period of years and pay its bondholders their interest
without interruption.

lee Up

A term wlth many dtfferent meamngs For one, a member
of the Exchange on the floor may act for a second mem-
ber by executing an order for him with a third member.
The first member tells the third member that he is acting
on hehalf of the second member and *‘gives up’ the
second member's name rather than his own. For another,
if you have an account with Doe & Company but you're
in a town where Doe has no office, you go to another
membar firm, tell them you have an account with Doe &
Company and would like to buy some stock. After verify-
ing your account with Doe & Company, the firm may
execute your order and tell the broker who sells the
stock that the firm is acting on behalf of Doe & Company.
They give up the name of Doe & Company to the s¢ b
broker. Or the firm may simply wire your order to £
Company who will execute it for you. The term “'g
has also been apptied to a variety of olher arrange
most of which are no jonger permitted.

Al

Good De}wery

Certam basm qualmcahons musi be met before a secu-
rity sold on the Exchange may be delivered. The security
must be in proper form te comply with the contract of
sale and to transfer title to the purchaser.

Good Til Cancel]ed Order (GTC) or Open Order er

An arder to buy or sell which remains in effect until it
is either executed or cancelled.

overnment Bonds

Obi:ga’nens of the U. 5. Government, regarded as the
highest grade issues in existence.

G rowth Stock

Slock of & company with prospects for future growth—
a company whose earnings are expected to increase at
a relatively rapid rate.

f':u _ Guaranteed Bond
5;‘ : d whlch has inferest or principal, or both, guar—
fi @by a company other than the issuer. Usualiy found

in the railroad industry when Jarge roads, leasing sec-
tions of trackage owned by small raiiroads, may guar-
aintee the bonds of the smaller road.

G_uaranteed Stock

Usuafly preferred stock on which dwldends are guaran—
teed by another company; under much the same circum-
stances as a bond is guaranteed.

(See: Arb;trage Puts & Ceﬂs Seh‘mg Agarns( the Box
Short Sale)

Holdmg Company

A corporatlon whlch owns the securmes ef another in
most cases with voting control.

HYPDIhecanon
The Dledgmg of securlhes as coHateraI for a Ioan

Immedlate or Cancel Order '

A market or limited price order which is to be executed
in whole or in part as soon as i is represented in the

.Trading Crowd, and the portion not so executed is to be

treated as cancelled. For the purposes of this definition,
a "stop” is considered an execution. {Sese: Stopped

Inactwe Posl '

mg pest on the floor of the New York Stock
Exchange where inactive securities are traded in uniis
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of 10 shares instead of the usual 100-share lots. Betler
known in the business as Post 30. (See: Round Lot)

Inacllve 5‘Iock

An issue traded on an exchange or in the over-the-
gcounter martket in which there is a relatively low volume
of transactions. Volume may be no more than a few
hundred shares a week or even Jess. On the New York
‘Stock Exchange many inactive stocks are traded In
10-share units rather than the customary 100. (See:
Hound Lot}

In-and-Out

Purchase and sa!e of the same security within a shon
period—a day, week, even a month. An in-and-out trader
is generally more interested in day-to-day price fluctua-
tions than dividends or long-term growth.

In come Bb nd

to pay interest only when earned. In some cases up
interest on an income bond may accumulate as a ¢
against the corporation when the bond becomes’
An income bond may also be issued in lieu of preté
stock.

T ~ Indenture

A written agreement under whlch debentures are |ssued
setting forth maturity date, interest rate, and other terms.

Index

A statlsﬁcal yardstlck expressed in terms of percent-
ages of a base year or years. For instance, the Federal
Reserve Board’s index of industrial production is based
on 1967 as 100. In January, 1972 the index stood at
107.9, which meant that industrial production that
month was about 85 per cent higher than in the base
period. An Index is not an average. (See: Averages,
NYSE Common Stock Index)

Interesl
Payméﬁ_!s a.borrower pays a lender for the use of his
money. A corporation pays interest on its bonds to its
bondholders. (See: Bond, Dividend)

Inveslment
""rl';u_e_ ﬁé&dﬁnoney for the purpose ol making more money,
to gain income of inctease capital, or both. Safety of
principal is an important consideration. {See: Specu-
iation)

lnvestmenl Banker

Aiso known as an underwnter He is the rnlddlem*
tween the corporation issuing new securities arNge
public. The usual practice is for one or mere investment
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bankers 10 buy outright from a corporation a new issue
of stocks ar bands. The group forms a syndicate to sell
the securities to individuafs and institutions. Investment
bankers also distribute very large blocks of siocks or
bands—perhaps held by an estate. Thereafter the market
in the security may be over-the-counter, on a regional
stock exchange, the American Exchange or the New
York Stock Exchange. (See: Over-the-Coumter, Primary

) D:smbunon, Syndicate}

Investmeni Counse!

One whose prlncnpal business consists of actmg as in-
vestment adviser and a substantial part of his business
consists of rendering investment supervisory services.

_______ Investmenl Trust

A campany or trust which uses its capstal to invest in
other companies. There are iwo principal types: the
closed-end and the open-end, or mutual fund. Shares in
closed-end invesiment trusts, some of which are listed on
ew York Stock Exchange, are readily transferable
open market and are bought and sold like other
. %&s. Capitalization of these companies remains the
5 unless action is taken to change, which is seldom.
Open-end funds sell their own new shares to investors,
stand ready to buy back their old shares, and are not
listed. Open-end funds are so called because their capi-
talization is not fixed; they issue mare shares as people
want them.

Imrestor

An mdlvldual whose principal concems in the purchase
of a security are regular dividend income, safety of the

original investment, and, if possible, capttaf apprec]a—

tion. (See: Specuwlator)

Issue

Any of a company 5 secunties, or the act of dnstnbutmg
such securities.

A Ilst of m\.restments selected by varigus states in whsch
certain institutions and fiduciaries, such as insurance
companies and banks, may invest. Legal lists are oftén

restricted to high quality securities meeting certain spe- .

cifications, (See Prudem Man Ru:’e)

] Leverage

The effect an the per—share earnmgs of the common
stock of a company when farge sums must be paid for
bond interest or preferred stock dividends, or both, be-
farg the common stock is entitled to share in earnings.
¥ /frage may be advantageous for the common when

hen earings decline. Example: Company A has
1,085,000 shares of common stock outstanding, no other
securities. Earnings drop from $1,000,000 to $800.000 or
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gs are good but may work against the common



from $1 to BD cents a share, a decline of 20 per cent.
Company B also has 1,000,000 shares of common but
must pay $500,000 annually in bond interest. H eamings
amount to $1,000,000, there is $500,000 available for
the common or 50 cents a share. But earnings drop to
$800,000 so there is only $300,000 available for the
common, of 30 cents a share—a drop of 40 per cent. Or
suppose eamings of the company with only commeon
stock increased from $1,000,060 to $1,500,000—earnings
per share would go from $1 to $1.50, or an increase of
50 per cent. But if earnings of the company which had
1o pay $500,000 in bond interest increased that much—
earnings per common share would iump from 50 cents
to $1 a <hare, or 100 per cent. When a company has
common stock only, no leverage exists because all earn-
ings are avallable for the common, although relatively
large fixed charges payable for lease of substantial plant
assets may have an effect similar to that of 2 bond issue.

Liabilities

All the clalms agalnst a corporatlon Lsabllmes include
accounts and wages and salaries payable, divir
declared payable, accrued taxes payable, fixed or
term liabilities such as mortgage bonds, debentur
bank lpans. {See: Assets, Balance Sheet) Sy

A clalm agamst property whlch has been pledged or
mortgaged to secure the performance of an obligation.
A bond is usually secured by a lien against specified
property of a company. {See: Bond)

leit, Limlted Order or L:mited Pnce Order

An order to buy or sell a stated amount of a secunty at
a specified price, or at a better price, if obtainable after
tha order is represented in the Trading Crowd.

L|qu;dation

The process of convemng securmes or oiher property
into cash. The dissolution of a company, with cash re-
maining after sale of its assets and payment of all indebt-
edness being distributed to the shareholders.

quuidlty

Tl'rs,l ablmy ‘of the market in a partu::ular securlty to ab-
sorb & reasonable amount of buying or selling at reason-
able price changes. Liquidity s one of the most impor-
tant characteristics of a good market.
Listed Stock

The stock of a company which is traded on a securities
exchange, and for which a listing application agd a
registration statement, giving detailed informatio
the company and its operations, have been fil
the Securities & Exchange Commission, unle
wise exempted, and the exchange itself. The vafious

stock exchanges have different standards for listing.
Some of the guides used by the New York Stock
Exchange for an originat listing are national interest in
the company, a minimum of 1-million shares publicly
held among not less than 2,000 round-lot stockholders.
The publicty held common shares should have a min-
imum aggregate market value of $16 million, The
company should have net income in the latest year of
over $2.5-million before federa! income tax and $2-
millien in each of the preceding two years.

o Load

The pomon of the ofrermg prlce of shares of opan-end
investment companigs which covers sales commissions
and all other costs of distribution. The {oad is incurred
only on purchase, there being, in most cases, no charge
when the shares are sold {redeemed).

Locked ln

investor is said to ‘be locked in when he has a profit
security he owns but does not sell because his
it would immediately become subject to the capital
tax. (See: Capital Gain)

Long

Slgnmes ownersmp of securmes “l am Iong 100 U. S.
Steel” means the speaker owns 100 shares. (See: Short
Position, Short Sale)

) Management

The Bcard of Dlrectars elected by the stockhalders.
and the officers of the corparation, appointed by the
Board of Directors.

Mampula‘llon

An lllegai operatlon Buymg or sellmg a secunty for the
purpose of creating false or misleading appearance of
active trading or for the purpose of raising or depressing
the price to induce purchase or sale by others.

Margln

The amount pald by the customer when he uses his
broker's credit to buy a security. Under Federal Reserve
regulations, the initial margin required in the past 20
years has ranged from 44 per cemt of the purchase price
all the way to 100 per cent. {See: Brokers' Loans, Equity,
Margin Call}

I the broker. The call is made when a purchase is
: also if a customer's equity In a margin account
es below a minimum standard set by the Exchange
or by the firm. (See: Margin}




Market Order

An order to buy or sclt a stated amount of a secunty at
the imost advaniageous price obtainable after the order
is represented in the Trading Crowd. (See: Good ‘Hf
Canceffed Order, Limit Order, Stop Order}

o Market Prlce

In the case of a security, market price is usually con-
sidered the tast reported price at which the stock or
bond sold.

Malched and Lost o

When two blds to buy the same stock are made an the
trading floor simultaneously, and each bid is equal to or
larger than the amount of stock offered, bolh bids are
considered to be on an equal basis. So the two bidders
ftip & coin to decide who buys the stock. Also applies to
offers to self

Malurtty '

The date on whmh a Ioan ora bond or debenture c
due and is {o be paid off.

Member Corporation

A securities brokerage firm, organized as a corpora-
tion, with at least one member of the New York Stock
Exchange, Inc. who is a director and a holder of
voting stock in the corporation. (See: Member Firm}

Member Firm

A securities brokerage firm organized as a partnership
and having at feast one general pariner wha is a member
of the N. Y. Stock Exchange. (See: Member Corporation)

Member Organlzatlon

Thls torm |nciudes New York Stock Exchangc Memhber
Firm and Member Corporation. The term “participant”
when used with reference to a Member Qrganization
includes general and fimited partners of a Member Firm
and holders of voting and non-voting stock in a Momber
corporation. (See: Member Corporation, Member Firm)

MIP

Monthly Investment Flan. A pay-as-you-go method of
buying New York Stock Exchange listed shares on a
requfar payment plan for as little as 540 a month, or
340 every three months. Under MIP the investor buys
siock by the dollars' worth —if the price advances, he
gets fewer shares and it it declines, he gets ;
shares. He may discontinue purchases al any
without penalty. (See: Dollar Cost Averaging, 0Og
Dealer)

The National Association of Securities Dealers, Inc. An §

Mortga Q'e Bond
A bond secured by a morigage on a praperhy. The value
of the property may or may not equal the value of the
so-called mortgage bonds issued against it. (See: Bond,
Debenture}

such as county, city, town or village. Tha term also
designates bonds issued by state agencies and author-
ities. In general, interest paid on municipal bonds is
exempt from federal income taxes and state and local

mcome taxes wﬂhln the state of issue.

Mutuai Fund

(See !nvestmenr Tmsr}

NASD

assomatlon of brokers and dealers |n the over-the-coun-

pel members who have been declared guilty of
' al practices. NASD is dedicated to —among other
Htives —‘adopt, administer and enforce rules of fair
practice and rules to prevent fraudulent and manipulative
acts and practices, and in general to promote just and
eqguitable principfes of trade for the protection of
investors.”

Negol}able R

-Refers o a secunty title to which is transferable by

delivery. {See: Delivery, Good Delivery)

Net Asset Value

A term usualfy used in connectmn with investment lrusts,
meaning net asset value per share. It is common practice
for an investment trust to compute its assets daily, or
even twice daily, by totaling the market value of all
sacurities owned. All liabilities are deducted, and the
balance divided by the number of shares outstanding.
The resulting figure is the net asset value per share.
{See: Assets, Investmeni Trust)

" Net Change

The change in the price of a secumy from the closing
price on one day and the closing price on the following
day on which the stock is traded. In the case of a stock
which is entitled to a dividend one day, but is traded
‘ex-dividend” the next, the dividend is considered in
computing the change. For example, if the closing market
price of a stock on Monday—the last day it was entitled
ceive a 50-cent dividend—was %45 a share, and
0 at the close of the next day, when it was "ex-
3yd,'” the price would be considered unchanged.
Wme applies to a split-up of shares. A stock selling
.at 5100 the day before a 2-for-1 split and trading the next
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day at $50 would be considered unchanged. If it sold at
$51, it would be considered up $1. The net change is
ordinarily the last figure in the stock price list. The mark
+1% means up $1.125 a share from ihe last sale on the
previous day the stock traded. (See: Ex-Dividend, Point,
Splif)

New Issue

A stock or bond sold by a corporanon 1or the f|rst tlme
Proceads may be issued to retire outstanding securities
of the company, for new plant or equipment or for addi-
tiona! working capital.

Noncumulative

A preferred stock on which unpaid dividends do not
accrue. Omitted dividends are, as a rule, gone forover.
{8ee: Cumulative Preferred)

:‘Not Held" Order

A market or Ilmqted price order marked “not herd " dig-

regard tape,” “take time,” or which bears any -

qual:fymg notation. An order marked “or batter” is
"not held"” order.

NYSE Common Stock Index

A composite index covering price movements of al! com-
mon stocks listed on the “Big Board.” H is based on the
close of the market December 31, 1865 as 50.00 and is
weighted according to the number of shares listed for
each issue. The index is computed contindously by the
Exchange’'s Market Data System and printed on the
ticker tape each half hour. Peint changes in the index
are converted to dollars and cents so as to provide a
meaningful measure of changes in the average price of
listed stocks. The composite index is supplemented by
separate indexes for four industry groups: industrials,
transportation, utilities and finances. (See: Averages)

Odd-L.ot

An amount of stock Iess than the establlshed 100 share
unit or 10-share unit of trading: from 1 to 99 shares for
the great majority of issues, 1 to 9 for so-called inactive
stocks. (See: Round Lot, Inactive Stock)

Odd Lol Dealer .

A member frrm of the Exrhanqe which buys and sells odd
Iots of stocks—1 to 2 shares in the case of stocks traded
in 10-share units and 1 to 99 shares for 100-share units.
The odd-lot dealer's cusiomers are cammission brokors
acting on behalf of their customers. There are one or
more odd-lot dealers who, under current practices, are
ready to buy or sel, for their own accounts, odd lgf
any stock at any time. Odd-lot prices are geared 1
auction market. On an odd-lot markst order, the r
dealer's price is based on the first round-lot trans
which occurs on the fioor foliowing receipt at the trading
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post of the odd-lot order. The usual differenliai between
the odd-lot price and the ‘“effective” round-lot price is
1214 cents a share for stock selling below $55, 25 cents
a share for stock at $55 or meore. For example: You de-
cide to buy 20 shares of ABC common at the market.
Your order is transmitied by your commission broker to
the reprasentative of an odd-lot dealer at the post where
ABC is traded. A few minutes later there is a 100-share
transaction in ABG at $10 a share. The odd-lot price at
which your order is immediately filled by the odd-lot
dealer is $10.125 a share. If you had sold 20 shares of
ABC, you would have received $9.875 a share. (See:
Commission Broker, Dealer, Inactive Stock, Round Loi,
Transfer Tax}

Off-Board

ThIS term may refer to transactions over-the-counter in
unlisted securities, or to a transaction involving listed
shares which was not executed orn a2 national
securities exchange. (See: Over-the-Counter, Secondary
Distribution)

Oﬂer

 h— — .

w¥rice at wh:ch a person is ready to sef! Opposed to
bid, the price at which one is ready to buy, {See: Bid and
Asked)

0 'en_ nd Investmenl Trusl

(See !nvesrmenr Trusr} S

Open Order
(See Good tr)‘ Canceﬂed Order}

Optlon

A right to buy or seil specnflc securmes or properties at a
specified price within a specified time. {See: Puts and
Calls)

Orders Good Until a Speclfled Time

A market of I|m|ted price order which is to be repred
sented in the Trading Crowd until & specified time, after
which such order or the portion thereof not executed is
to be treated as cancelied.

Overboughl

An oplmon as to price levels. May refer to a security
which has had a sharp rise or to the market as a whole
after a period of vigorous huying, which it may be argued,
has left prices “too high."” (See: Technical Position)

ﬁ__“" e OverSOld e R

ﬁ:lon-—the reverse of overbought A smqfe security
ok, arket which, it is believed, has declined to an
unreasonable level. {See: Technical Position)




Over-The Counter

A market for eecuntles made up of securmes dealers

who may or may not be members of a securities ex-
change. Over-the-counter is mainly a market made over
the telephone. Thousands of companies have insufficient
shares outstanding, stockholders, or earnings to warrant
application for listing on the N. Y. Stock Exchange, Inc,
Securities of these companies are traded in the over-
the-counter market between dealers who ant eithar as
principais or as brokers for customers. The over-the-
counter market is the principal market for U.S.
Government bonds and municipals and stocks of banks
and insurance companies. {See: MASD, Off-Board)

Paper Profit

An unreahzed proflt on a eecunty Stl” held Paper proflts
become realized pronts only when the eecunty is sold,

In the ‘case of a common ehare par means a dollar
amount assigned to the share by the company's ¢b
Par value may also be used to compute the dollar at
of the common shares on the balance shest. Par
has little significance so far as market value of o4
stock is concerned. Many companies today issue no-par
stock but give a stated per share value on the balance
sheet. Par at one time was supposed to represant the
vatue of the original investment behind each share in
cash, goods or services. In the case of preferred shares
and bonds, however, par is impartant. It often signifies the
dollar value upon which dividends on preferrad stocks,
and interest on bonds, are figured. The issuer of a 3 per
cant bond promises to pay that percentage of the bond's
par value annually. (See: Capftalization, Transfer Tax)

Partlcipallng Preferred

-A preferred stock which is entitfed to |te stated dlwdend

and, also, to additional dividends on a specified basis
upon payment of dividends on the commaon stock,
 Passed Dividend
Omlssmn of a regular or scheduled dlwdend
' Penny Stocks

Low- pnced issues often hlghly speculatwe selling at less
than $1 a share. Frequently used as a term of disparage-
ment, although a few penny stocks have developed intc
investment-caliber issues.

Percenlage Order

.A market or Ilmlted price order te buy {or selr} a stated

amaunt of a specified stock after a fixed numbegg, of

shares of such stock have traded.

ln the case of shares of stock a pomt means $1 1 Gen-
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eral Motars shares rise 3 points, each share has risen
$3. In the case of bonds a point means $10, since a
bond is guoted as a percentage of $1,000. A bond
which rises 3 points gains 3 per cent of $1,000, or $30
in value. An advance form B7 to 90 wouid mean an
advance in dollar value frem $870 to $900 for each
$1.000 bond. In the case of market averages, the word
point means merely that and no more. M, for example,
the Dow-Jones industrial average rises from 870.25 to
871.25, it has risen a point. A point in this average,
however, is not equivalent to §1. (See: Averages)

Portfolm )

Holdmgs of secuntres by an |nd|ViduaI or |nst|tut|on A
portfolic may contain bonds, prefarred stocks and com-
mon stocks of various types of enterprises.

Preferred Stock

A class of stack with a claim on the company S earnlngs
before payment may be made on the common stock and
ly entitied to priority over common stock if com-
3 liguidates. Usuoally entitfed to dividends at a speci-
Fate—whean declared by the Board of Directors and
berdre payment of a dividend on the common stock—
depending upon the terms of the issue. {See: Cumulfaiive
Preferred, Participating Preferred)

ium

“The amount by which a preferred stock or bond may sel)
above its par value. In the case of a new issue of bonds
or stocks, premium is the amount the market price rises
over the original seiling price. Also refers to a charge
sometimes made when a stock is borrgwed to maks
detivery on a short sale. May refer, also, to redemption
price of a hond or preferred stock if it is higher than face
value. {See: Corner, Short Sale)

Price- Earnlngs Ratlo

The current market price of a share of stock divided by
earnings per share for a twelve-month period. For exam-
ple, a stock selling for $100 a share and earning $5 a
share s said to be selling at a price-earnings ratio of
20 to 1.
B ﬁrimery Distribution

Also called primary offering. The original sale :ef a com-
pany’s securities. (See: Investment Banker, Secondaty
Distribution)

Prmclpal

g buying or seiling for his own account, The term
" ipal'” may aiso refer 1o a person's capital or to the
face amount cof a bond.

7

k! pefson for whom a broker executes an erder or a



Proxy

Wnt‘len authonzatlon gwen by a shareholder to someones
else to represent him and vote his shares at a share-
holders' meeting.

Proxy S{etement

mrormanon requnred by SEC to be given srockholders as
a prerequisite to solicitation of proxies for a security
subject to the requirements of Securities Exchange Act.

Prudent Man Rule

An mvestmem standard ln some states the [aw requ1res
that & fiduciary, such as a trustee, may invest the fund's
money only Tn a list of securities designated by the state
—the so-called legal list. In other states, the trustee may
invest in a security if it is one which a prudent man of
discretion and intelligence, who is seeking a reasonable
income and preservation of capital, wouid buy

Pu\s and Calls

Ophons whlch give the right to buy or seli a:
amount of a certain stock at a specified price wn
specified time. A put gives the holder the right 1.
the stock; a call the right to buy the stock. Puts are
purchased by those who think a stock may go down.
A put obligates the seller of the contract to take de-
livery of the stock and pay the specified price to the
owner of the option within the time {imit of the con-
tract. The price specified in a put or call is usually
close to the market price of the stock at the time the
contract is made. Calls are purchased by those who
think a stock may rise. A call gives the holder the
right to buy the stock from the seller of the coniract
at the specified price within a fixed periced of time. Put
and call contracts are written for 30, 60 or 90 days,
or longer, Six months and ten days is the most com-
mon term. If the purchaser of a put or call does not
wish to exercise the option, the price he paid for the
ophon becomes a loss.

Quotahon

Of‘ten shortened to quote " The h;gheei b|d lu buy and
the lowest offer to sell a security in a given market at a
given time. If you ask your broker for a “quote” oh a
stock, he may come back with something like 45V to
45%." This means that $45.25 is the highest price any
buyer wanied to pay at the time the guote was given on
the floor of the Exchange and that $45.50 was the lowest
price which any sefier would take at the same time. {Ses:
Bid and Asked)

Hally

A brtsk rise followmg a declme in the generai pnce I
of the market or in an individual stock,

Ratlo of Col iateral to Debl

The number of times total stock roargin debt is cmrered
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by total collateral value:
_Collateral Value
Stock Margin Debt

— Ratio

Fleahzmg {See Profit Takmg}
Record Date

The date an whlch you must be reglstered as a share-
hotder on the stock book of a company in crder to
receive a declared dividend or, among other things, ta
vole oh company affairs. (See: Delivery, Ex-Dividend,
Transfer)

Redempt:on Prlce

The prlce at whuch a bond may be redeemed befare ma-
turity, at the option of the issuving company. Redemption
valye also applies to the price the company must pay to
call in certain types of preferred stock. (See: Calfable)

Rehnancmg

S;} e as refundmg New sccurmes are soid by a com—
pB-- and the money is used to retire existing securities.
& %t may be to save interest costs, extend the maturity
legan, or both.

L Reglstered Bond

A bond whrch is regrstered on the books of the |ssumg
company in the name of the owner. 1t can he transferred
only when endorsed by the registered ownar. [See:
Bearer Bond, Coupon Bond)

Reglslered Represeniahve

Present name for the clder term * customers man,” In
a New York Stock Exchange Member Ovganization, a

Registered Representative is a full time employee who
has met the requirements of the Exchange as to back-
ground and knowledge of the securities business. Also
known as an Account Executive or Customer's Broker.

Reglstered Trader .

A member of the Exchange who trades in stocks an the
Flogr for an account in which he has an interest.

Reglslrar -

USLIa”Y a trust company ar bank charged wrth the re-
sponsibility of preventing the issuance of more stock
than authorized by a company. {See: Transfer)

Reglstralior! .

Before a pubhc offermg may be made of new secunties
by a company, or of outstanding securities by controlling

honers—through the mails or in interstate com-
. g— —the securities must be registered under the Se-
@;_ ] Act of 1933, Registration statement is tiled with
N i by the issuer. It must disclose pertinent informa-
tion relating to the company's operations, securities,
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managemeant and purpose of the public offering. Securi-
ties of railroads under jurisdiction of the Interstate Com-
merce Commission, and certain other types of securities,
are exempted. On security olferings involving less than
$300,000, less information is required.

Before a security may be admitted to dealings on a
national securities exchange, it must be registered undey
the Securities Exchange Act of 1934, The application for
registration musi be filed with the exchange and the SEC
by the company issuing the securities. It must disclose
pertinent information relating o the company's opera-
tions, securities and management. Registration may
become effective 30 days after receipt by the SEC of the
certification by the exchange of approval of listing and
registration, or sooner by special order of the Commission.

~ Regulation T

The federal regulation goverhmg the amount of credit
which may be advanced by brokers and dealers to cus-
tomers for the purchase of securities. (See: Margin)

Reguiaiion U
The fedaral reguta\ion governmg 1he amoum of . it
which may be advanced by a bank to its custom r
the purchase of lsted stocks. (See: Margim) -

Return (See: ﬁe.@j i

Whan a company wants to ralse more funds by lssuing
additional securities, it may give its stockholders the
oppottunity, ahead of others, 1o buy the new securities
in proportion to the number of shares each owns, The
piece of paper evidencing this privilege is called a right.
Bacause the additiona) stock is usually offered to stock-
holders below the current market price, rights ordinarily
have a market value of their own and are actively traded.
In most cases they must be exercised within a relatively
short period. Failure to exercise or sell rights may result
in actual loss to the holder, (See: Warranf)

" Round Lot

A unit of tradmg or a multlple thereof. On the NYSE the
uhit of trading is generally 100 shares in stocks and
$1,000 par value in the case of bonds. In some inactive
stocks, the unit of trading is 10 shares.

Scale Order
An order to buy {or sell} a security which specifies the
total amount to be bought (or sold) and the amount to be
bought {or so'ld} at specmed pnce va rlatlons
Seat i
A traditional figung-oi-speech !cr a membership ¢
aexchange. Price and admission reguirements vary. ™ -

SEC
The Securities and Exchange Commission, established
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by Congress to help protect investors. The SEC admin-
isters the Securities Act of 1933, the Securities Exchange
Act of 1934, the Trust Indenture Act, the Investment Com-
pany Act, the Investment Advisers Act, and the Public
Utility Hotding Company Act.

Secandary Dlstnbullon

Also known as a seccndary oﬂ’ermg The redlstnbuhon
of a block of stock some time after it has been sold by
the issuing company. The sale is handled off the NYSE
by a securities firm or group of firms and the shares are
usually offered at a fixed price which is related to the
current market price of the stock. Usually the block Is a
large one, such as might be involved in the settlement of
an estate. The security may be listed or unfisted. (See:
Exchange Distribution, Investment Banker, Primary Distri-
bution, Special Offering, Syndicate}

Seller's O_ption

A special 1ransact:on on NYSE which gives the seller lha
o deliver the stock or bond at any time within a
Jied period, ranging from not less than six business
nat more than 60 days. (See: Defivery)

An |ssue , which matures in re]atwely ‘'small amaunts at
periodic stated intervals.

Semce Ch'arge

In April, 1970 an interim service charge was lmposad
on orders of 1,000 shares or less, pending establish-
ment of a new commission rate schedule. The charge
—-not less than $15.00 or 509 of the minimum commis-
sion applicable to the order, whichever is less—was
initially to remain in effect for 90 days.

In July, 1970, the service charge was extended for an
indefinite period. It has been generally assumed that it
will terminate with the adoption of a new commission
schedule.

Short Coverlng

Eluymg stock to return stock previously borrowed tc
make deflivery on a short sale.

Shorl Pasition

Stocks sold short and not covered as of a parllcular
date. On the NYSE, a tabulation is issued once a month
listing all issues on the Exchange in which thera was

rt pasition of 5,000 or more shares and issues in
“® the short position had changed by 2,000 or more
in the preceding month. Short position alse
he total amount of stock an individual has soid
nd has not covered, as of a particular date. (See:
Margin, Up Tick, Short Sale}
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Short Sale
A person who believes a stock will decline ‘and sells
it though he does not own any has made a short sale.
For instance: You Instruct your broker 1o sell short 100
shares of ABGC. Your broker borrows the stock so he
can deliver the 100 shares to the buyer. The money
value of the shares borrowed is deposited by your
broker with the lender. Sooner or later you must cover
your short sale by buying the same amount of stock
you borrowed for return to the lender. If you are able
to buy ABC at a lower price than you scld it for, your
profit is the difference betwesn the two prices—not
counting commissions and faxes. But if you have to
pay more for the stock than the price you received,
that is the amcunt of your loss. Stock exchange and
federal regutations govern and limit the conditions
under which a short sale may be made on a national
securities exchange. Sometimes a perscn will sell short
a stock he already owns in order to protect a paper
profit. This is known as selling against the box (See.
Margm Premium, Up Tick) :

Smkmg Fum:l

Money regular!y set aside by a company to redeem its
bonds, debentures or preferred stock from time o time
as specified in the indenture or charter.

Speclal B:d

A method of hllmg an order to buy a Iarge block of stock
on ithe floor of the New York Stock Exchange. fn a spe-
cial bid, the bidder for the block of stock—a pension
fund, for instance, will pay a special commission to the
broker who represents him in making the purchase. The
seller does not pay a commission. The special bid is
made on the floor of the Exchange at a fixed price which
may not be below the last sale of the security or the cur-
rent bid in the regular market, whichever is higher. Mem-
ber firms may sell this stock for customers direcily to the
buyer's broker during trading hours.

Speclal Dﬂerlng

Occasionally a large block of stock becemes available
for sale which, due to its size and the market in that
particular issue, calls for special handling. A notice is
printed on the ticker tape announcing that the stock will
be offered for sale on the NYSE floor at a fixed price.
Member firms may buy this stock for customers directly
from the seller's broker during trading hours. The price is
usually based on the last transaction in the regular auc-
tion market. If there are more buyers than stock, aliot-
ments are made. Only the seller pays a commissiogegan a
special offering. (See: Secondary Distribution} 77

Specmlist

A member of the New York Stock Exchange who has two
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functions: First, to maintain an orderly market, insofar as
reasonably practicable, in the stocks in which ke is regis-
tered as a specialisl. In order to maintain an orderly
market, the Exchange expects the specialist to buy or
sell for his own account, to a reasonable degree, when
there is & temparary disparity between supply and de-
mand. Second, the specialist acts as a broker's broker.
When a commission broker on the Exchange floor re-
ceives a limit order, say, fo buy at $50 a stock then safl-
ing at $60—he cannot wait at the post where the stock
is traded until the price reaches the specified level, So

- he leaves the order with the speciatist, who will try {o exe-

cute it in the market if and when the stock declines to the
specified price. At afl times the specialist must put his
customers’ interests above his own. There are about 350
specialists on the NYSE. (See: Book, Limited Order)

S sﬁéciéiist Block Purchase

Pu rchase by a specialist for his own account of a large
block of stock outside the regular Exchange market. Such
purchases may be made only when the sale of the block -
ot be made in the regular market within a reason-
me and at reasonable prices, and when the pur-
y the specialist would aid him in maintaining a
orderly market. The specialist need not fill the
orders on his book down to the purchase price.

Specmlist Block Sale

Oppos:te of the specialist block purchase. Under excep-
tional circumstances, the specialist may sell a block of
stock outside the regular market on the Exchange for his
own account at a price above the prevailing market. The
price is negotiated between the specialist and the brokar
for the buyer. The specialist need not fill the orders on
his book down 1o the purchase price,

'ébeculatilah

The employment of funds by a speculator. Safeiy of pnn—
cipal is a secondary tactor. {See: investment)

o Speculalor

One who |s willmg i assume a relatwely large risk in the
hope of gain. His principal concern is to increase his
capital rather than his dividend income. The speculator
may buy and sell the same day or speculate in an enter-
prise which he does not expect to be profitable for years.
(See: Investor)

Spllt e

The dnwamn of the outstandmg shares of a corporation
into a targer number of shares. A 3-for-1 split by a com-
pany with 1 million shares outstanding results in 3 mil-
Imp%ares outstanding. Each holder of 100 shares before
= For-1 split would have 300 shares, althaugh his pro-
pis ; e equity in the company would remain the same;

10¢ g of 1 million are the equivalent of 300 parts of 3
millidtt. Ordinarity splits must be voted by directors and
approved by shareholders. (See: Stock Dividends)




