CODE OF FAIR COMPETITION
FOR INVESTMENT BANKERS

With
A DESCRIPTIVE ANALYSIS

OF ITS
FAIR PRACTICE PROVISIONS

And

A HISTORY OF ITS PREPARATION

Investment Bankers Code Committee



FOREWORD

Tlus booklet is published by the Investment Bankers Code Commitres for the
information af investment bankers and others wha may he inteeeited. The bookler
contains the complete Code of Fair Competition for [nvestment Bankers, with its
various amendments, including the Amendment sometimes referred to as the Fair
Practice Provisions of the Code. [t alse includes the letters of transmittal by
General Hugh 8. Jolinsan, recommending approval of the Cole and the Amend-
ments by the President, and the executive gnd admimstrative orders pertdining
thereto,

In nrder that the details af the Code may be more clearly understond, there is
included in the bookler the essenzial partions of the public hearing before the NRA
at which the Fair Practice Amendment of the Code was presented in detail, section
by section. Toth the spiric and the lerter of the Code arc set forth in particular
clavity inm the remarks on thae eecasion by Mr. B Howell Grisweld, Jr.. Chair-
man of the Investment Bankers Code Commintee; Mr, Rolerr B Chrisne, Jr,
President of the Investioent Baakers Association of America, and YIr. Joseph C.
Hastetler of the firm of Baker, Hostotler, Sidle & Patterson of Cleveland, Crhin,
counsel for the Code Cammittee,

Le should be remarked thar this Code (s in no small measure owing o the un-
titing efforts of the Cude Dvafting Committee of the Investment Bankers Asso-
ciation of America, wder the able leadership of Colonel Allan M. Pope, Chaie-
o, sl Mro Frank L. Scheffey, Vice Chairman. In the farmation of the pre-
lininary draft of the Fair Practice Provisions this commiteee devoted mare than
three manths of incessant offort in its endeavor we develep a code which would
genuinely represent a new deal in the investimene banking business. It is belicved
thar a perusal of the Code itself, topether with the explanations in the accompany-
ing discussigns herewith, will present cenvincing evidence that this Code marks
a tremendous etep forward in gssuring spund investment conditions in the United

Scates.
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visions of the Cade. Thee deal with standards of business cooduct it the wrder-
writing and distnibution of securities and in szfepuarding the welfare of investors.

2. Filve sections govern the issuance of new securities. In the luture those is-
sing seouritics will be required to provide adequate detailed information te in-
vestars as long as a security is outstanding. Ths is ¢ far reaching provisien. It
marks a very long step in the riphe direceion and furmishes a new safeguard to
protect fnyestars.

3. Seventeen sections repulate the underwriting and diseriburion of new is-
sues, FProvisions are facbuded whaich will tend to establish one price for all in-
westors irrespective of the size of the teansaction or the mmparrance of the pur-
chaser. Adequare time 5 provicded for che proper seudy and analysis of the facts
regarding new issucs by all investment bankees participating in the disteibotion af
cach issue.

4. Eight sections are directed to retail szles and purchases ilealing svith dis-
closure of the adequate and the perrinent facts required to be miade available to
inveitors.

5. Four sectigns pertain primarily to salesmen, and stipulaee the minimum
aqualifcations of those employed in that capacicy amd the roquicernent for re-
sponsible supervisum of theie activities.

&, (Ine imporeaot seenion relases o investoent comprnies and places certain
restrictions an Dwestment bankers having relations or transactions with such com-
panies,

7. Thirteen wnans provile 3 woigqee opportamity for investment bankers,
throwgh regmistration, to agree with one anather upon the expeditious enforcement
of efiective self discipling 1 the investment banking business.

It was stated 10 my letter of November 20, 1933, transmittiog to you the
Caode of Fair Compenition for Investment Baokers chac the anewmibers of the As-
seaatinet propresing the Code transacted approximately 909 of the toenl volume
of the investment banking bosiness for the vere 1932, This storement was in.
toidead ke refer anly wo the peroenease of the volume of oew issies, The members
of the Association did a substannial percentpe of the rotal volume. T'he Invest-
nment Bankors Asseciacion of America is the single eruly roprosontative orpamza-
non of this eype of Anansial concerns, ar there is no other ational Association.

Inasmuch as the Amendmenes submiteed herewith involve imparrant changes
in methods oo exsting, L osupest 2 more expeditions procedure than chat pre-
scribed in the Crdle af Fair Compericion Eor efectuaring changes in ks provisions.
Especially is this necessary in view of the provisians of Section 1 of Artecle 1V ; of
Sections | and 2 of Arvicle Vi af Saction 1 of Arvicle W1 of Arncle 3 and of
Section 11 of Article X1, | therefore recommend that you peremat the Admioistra-
tor, upan recommendation of the Investnent Bankers Code Commitees or ather-
wist and afrer such notice and hearing as he may specify, to approve such modifica-
tons or Armendoments as e may deem necessary or desirable.

The [Division Administrator in his final report to me on the saud Amend-
ments to satd Code having found as hersin set farth and on the basis of 210 the
procecdings in this mattge:

I find chat:

{fal The Amemlmenes o s2id Code and the Code as amended are well de-
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sipoed o promare the policies and purposes of Title T of ¢he Sational Indostrial
Recovery Act including the removal of abstructions to the free flow of interstare
and fereizn conemerce which tend to deminash the amount thereaf, and will pro-
vide for the soneral welfare by promonng the orzanizarien af industry for rhe
purpose of cogperative action among trade froups, by inducing and maintaining
wentesl action of lakar and winnagement umiler adequate povernmenral sanction and
supervision, by eliminating unfair competitive practices, by promoting the fullest
possible utitbizacion of the present productive capacity of industries, by avooling wn-
e restriction of pealncoion {escene as may be temporaeily requirel], by increas-
ing the cansumption #F duosirigl and gerculooral products chioouzh increasing
purchasing pomwer, by reducing ood relisving unemployment, by tepcoving stand-
atus of lalor, and by etherwize rehabilitating industry.

(b The Code a5 amended complies 1 all cespeces wich the pertinenre pro-
vigians of said Titde of sad Act, including vathout limitation subsection {a) of
Section 3, subsecrion (20 of Section 4. subsection (a) of Section 7 and sehsertion
£b) of Section 10 thereof.

(e} The Code vinposvers the lovestonent Baokers Code Conamitees to preseor
the afarcentd mavndments on bebialf of the husiness ps n whele,

fl) The Avembnenes and the Cade as ameaded are ot desizned o and will
not poemet meaopalics or monepnlistic praceices,

(e The Amendrieats and the Code as amended ace not desigaed 1ol will
not eliminate or appress small encerprises and will not sperate to discriminate
against themm.

(1] Thase enpamed in the ather steps of the economic process have net been
dreprived of the gichre ta be heard prior to approval of saed Amendmencs

Fﬂr thi:s(_' Te 515 l rt:'.:lj:'l'll'l'l{"!'l.d t!'l.'l.l' :H"DI,I SERrove ;l'“:‘.sl:‘ ,ﬂlrl'll_'ndrr'.l:nts,

Roespectfully,
Hucu 5. Jouxanw
Admamistoatar
March 231734
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Amendment to Code of Fair Competition
for
Investment Bankers

ARTICLE .
SporTion axn INTERFREETATION.?

The following provisions are adopted 25 supplementary provisions to the
Code of Fair Competition for Investment Gankers, as approved MNavetnher 27,
1933, by the Prasident of she United Staces, and the provisions of Articles 1V,
YV, VI, V1I. ¥1Ii, and !X hereof are established as Bules of Fair Vractice for
Investment Bankers pursuant to the provisions of Aroicles 1V and WV oof saud Code.

These supplementary provisions shall become effective on the thirtieth day
after approval hereof by the President of the Uniced States: provided, that the
Investment Bankers Code Commitcee may postpane, and from ehme to ticne furcher
pastpone, the date on which Sectien 7 of Article IX and Article X shall become
effective 50 long a3 no such postponerment 15 made bevend the ninetieth day afrer
approval hereof by the President of the Urnited States. They shall continue
in effect 25 long as said Code shall be in effcet, and shall in all respects be subjece
to said Code aod the Naoenal Induserial Recovery Act, approved June 16, 1933,
They may be amended in the same manner as is provided in said Code for amend-
ment of said Code,

The Bules shall be naterproted in such manner as will aid in cffecteating the
policy of Title [ of sud MNational Licuserial Heoovery Act, and 50 s 1o require
that all practices 1o connection with rthe (nvestment bankiog busioess shall be juse,
reasaoable and non-discriminatory.

The Rules are grouped for purposes of convenience under several peneral head-
ings, but such groepiog and headings shall nor be construed as limiting the appli-
cxtion of any Rule.

The Bulcs shall ner apply te conceacts made prior o the efective date of the
Rules

ARTICLE IL.

DEFNETIONS.

As uged in these supplementary provisieos—

{a) The term “Code" shall mean the Code of Fair Competition for Invest-
ment Bankers, as approved Novemtber 27, 1933, by the President of the Tnited
Stztes, under the provisions of Tide I of the National Industrial Recovery Act,
approved June 16, 1933

(4} The verm “Rules” shall mean the Rules of ¥air Practice for Investment
Bankers as established in Arvieles IV, WV, VL V11, VIII, aod 1X heesof, or as the
same may be herealter amended or supplemented.

{z) The term “investraent banking business' shall mezn the business of under.
writing or distributing issues of securities, or of purchasing securities and offering

1 %ee parugroph 3 ol order npproving chis Code,
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the same for sale as a dealer therein, or of purchasing and selling secyrivies upoo
the order and for the zecount of others; provided, however, that the teem “invest-
ment baoking business' shabl not include transactions on regularly orpamzed ex-
chanees, but such term shall include all busrsess relating to soch rrapsactions to
the extent that such business is nat conducted by a member of such exchanze or by
any person of erganization having the privilege of any such cxchange for iself or
any of its partoers or executive offtecrs.

(] The term “investnent banker' shall mean any pecaon cneaped in the in-
vestment banking business but shall not include an employee.

(¢) The term “'regestered investment banker' shall mean any investment
banker registered pucsuant to the provisians of Acticle X of these supplementary
prOvisiong.

(f1 The teerm ' Livestmene Bznkers Code Commiteee' shall rean the Iovest.
ment Bankers Code Committee established as provided in Article [T of the Cade.

(2} The term "Regional Cade Comomittee” shell mean any Repional Cade
Cormunitges established a5 provuled in Section 2 of Arvpicle X1 of thess supple-
mentaty provisions.

{A) The ternin ™security' ar “securities” shall mean any note, share of seock,
boml, slebenture, evidenue of indebiedness, voting trost certificate, certificate of
depesit, intercin certificate or ineerin receipt, ar, in pencral, 2oy instruccent come-
monly known us o securivy, ar any certificrte of inrerest ar of participation in, or
warrant ot tight to subseribe to or parchase, any of the foregning,

(£ The term "new issue of sccuritics’ shall mean any issue of securities sold
or oficred for sale in ooe transpction or in 4 connected serics of transactions as a
result of which censideration for such securities is or is to be received directly or
indirectly by the e thereaf. As wied 0 thas paragraph (7Y the cerm Misseer”
shall include, in addition o an fsuer, any pevson direcely or indiccetly conrrelling
or conteolled by the jmuer, or any persoo under direct or incdicect cororsn conerol
with the ssuer.

(i1 The term “new seeuriey™ shall mean any securiey included inoa now 1ssuee
ol e uTitics.

(8] The term “public securities’” shaill mean any securities jssued by rhe
United Stares or by any instrumentabiey therenf, or by aoy terrivory or insulac
passession thereaf, or by the Districr of Columbia, or by any Seate of cthe Uniged
States, or by any subdivision or inztrumentality of any such Stake, territary or in-
sular prssession.

(11 The torem Missoer™ shall mean any persan who i:sucs or proposes to issue
any securiny or wle suxrantecs sach security cither as to pningipal or income or
whe assurnes the abligation to pay such security either as 1o principal or soomne 2 ex-
cept in respret to cettifcates of deposat, voring trast corrificates, interm cortificates
or similar sccurities, the term Vissuer™ shall mean vhe person or persans 1suiog the
securities reprosented by such certificates of denosit, voring trast certiRcess, in-
terim certificates, or sinmlar securices: aod #xcept that o respect o certificares of
incerost or shares in an umincerporated inyestmene company §sometimes spoken of
as imvestment trust ) pot haviner a beard af dirgeters (o1 persans pecfaming snnebare
functang) ar of the fixed, resteiceed managemene, or unit type, the term “issuer”
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shall means the person performing the acts and assuming the duties of depositor or
manager pursuant te the provisions of the trost or sther 2preement or jnstrument
under whach such securinies aee wswed ) and excepr that 1o respect to equipment
trust cortificates ar siunlar securitics, the term Fissuer't shall nean the persor by
whom the gquipment ur ather property 15 o1 15 o be wsed,

Ceord “Ulie reron “prospectus’” vsed in relation to any securiry regitered oder
the Sevuritics Aok of 1933 shall mean the official prospeceos required by said Act,
and used in rebation to any other security shall mean the offering or descriptive
circular.

(u) Ile term "originator™ shall mean any person who purchases {rom an
sssuer a4 new issug of securitics of sucl issuer, or whn contracts with the issuer o
Aod purchasers for such securitios, with a vicw e the public distributian aof soch
serurities, oF who contracs with an issuer o act as agent for such issuer for the
public distriburton of such securities of such suer.

As used in this parazeaph () the term "issuer'” shall inclede, in addition to an
1suer, any persen directly or indirectly controlling or controlled by the issuer,
or any nersen ander direct or indircct common contral with the issuer, .

() The term “selling syndicage” shall mean any syndicate formed in con-
aecnon wiah a public offering, 1o diseribute all or pare of 2 new ssue of securities
by sales mucle directly to the public by or through psrricipants in such syndicate
wiiler an agroement which impescs a Anancial comuttmene upon pEroicpants in
such spndicite to parchase any such securitics.

(#) The term "selleop proup”™ shall mein apy gronge fermed in coannection
varh a public offering, to distribute all or part of a new issie of securicies by zales
made darcetly te the public by or through members of such selling proup, under
an apreement which impases ne financial commitient on the members af such
aroup to prchase apy such secnritics exoept 25 they may elecr to o so.

il The terme "waoapree” wsed oy celation oo selbioy syadicaee ar selling
aranp shall mwean the person or persons named as oanager or managers in the
EErcLe g utrler which such syndicate or Frouly es fornued.

(r] U'le werm “person' shall inchode any nacural pecson, coparnership, cor-
POratien, asseciikioe, o othes rnkity,

f1} The term “salesman' shatl mean any officer, cmployee, or agenr {other
tha apother investinant banker} of an invesooenr baoker, whe offers securities for
sale ro 2y person other than auother investment banker,

(¢) The term “ineerim cortificate’’ ar “interin recript’” shall mean any instruo-
ment 1 wating deliverad e o purchaser againse pavment in connection with the
public distribution of 5 new wsue of securinics and calling for the furure delivery
of such securicies aoul vxocwred by eicher an arigioamore, the 1ssuer of the seourities
celled for by such imterin certificates or interim recvipts, or 4 corporite trustes,

(i The term “interip certificaee’™ shalb mean soch inseruments in writing
when the securitics calied for therehy ace delivered in temporary or definitive form
to the person cxeccuting the interim certificate prior to or concurrently with sugh
CAECULLON.

(i1} The teem “lteeim vecerpe’’ shall mean such ingtraenents in writing when
the securities called inr therehy are not so delivered to the person executing the
iterim receipt prior to or concurcrently with such execugion.
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ARTICLE 111,
Grxeral, Prixcirnzs,

In acklition to cthe Rules, the General Principles set forth inothis Arcicle 111
shall be 2 puide to the [nvestment Bankers Code Commiitres inineerpreting, admin-
isterianr, and anforcing the provisions of the Code and Rules, as well as to the
Iovestment Banker himself in the conducr ef his business uoder such Code and
Rules.

Seo. 1. Standard of Busimess Condues. To abserve, and o use his best
efforts ro maintain, high scandards of commercial henor in the invesiment banking
business, and to pramace Just and equitahle principles of trade and business,

Sec. 2, Oripingtion of New Sserees. [2) T acting a5 an orgrinator, to make
such investrmarion as may be reasonably necessary to determine the menit of such
rssue, nnd to satisky himself chae the business risk of the investars swhn purchase such
securities 8 ceasontbla and that chere are appropriate provisions o safegpuard the
interests of such investars.

(&) If diserthuning 2 new 13p0c of secarities originated by anather, to sansfy
himselF chat the jnvestigation required by paragraph {2) has been made.

Sec. 3. Tnforwwriion ar fo A8 New Tswer Excepr United Seates Governmend
and Steie Trsuep, Nat to origindte nor to participate inl the public distribution of
any new issue of securitics, other than sccurities rssued by the United States or by
any tnstrumeéntality thereof, or by aoy Seare of the United Stares, unless there i
available to tnvesrors, either in a prospectus or from public sources or in senme ocher
nuenncr, adequate informetian wirh respect ta the ssager, the nature of s buse-
ness, its Anancial cendition, the terms of the new secunity, and, in addicion, all
ather tnformation required by the Rules 1o be congamed m che prospectus.

In the tase of any secunicy 1ssued by aoy subdivizion o istrumentality of any
Stare of the UTnated States, it shall he deemed a complinnee with this principle if
there o avalable re anvestors either i a prospecous oc otherwise, adequare informa-
rion with respect to the terms af tee new securicy and all infermation required
by the Rules, and (f, tn addician, where available, the record of tax coilections of
such issuer For che preceding three years is included in the prospectus, if any, or
if there 15 no prospectus, s otherwize diselosed 10 each purchaser of such securjey,

In the cose of scouritees imared by a coowmian caerier which e sobject o the
provisions of Sectton 20 of the Interstate Comenerce Act, 25 amended, it shall be
clevmed A complirage with this principle of theee is avatlable to ipvestors, eithér in z
prospectus or otherwise, adequate information with respect o the terms of the new
secucity and all infermation required by the Ruies, and a copy of the last aonual
balaoce sheer and the income and surplus accounts for the base three years of such
commen carrier as reguired @ be filed wirh the Linerscrte Commeroe Commas-
sian, aodd, if chere iz available, an request, o any investar a copy of all repores and
arders of the Titerstare Commerce Commussion approving aod authorizing the
peslg of Luch securities.

5kc. 4. Juwestment Recammendations, Vithere aa investment banker recom-

mends to an invesiar the purchase ar exchange of any securtty, to have reasonzble
grounds for believiog the secutity to be acquired by the investar is a suitable invest-
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ment for such investor upon the basis of the faces, if any, disclosed by such invesoor
a5 to his other security holdings and as to his investment situation and oeeds.

BEC. 3. Sefermen’s Compensation. To compensate his salesmen in a manner
vonsistent with the application of the principles sex forth in Sections 1| and 4 of
this Article.

Sec. 6. Liagncial Cendition of Tiswer. To keep himself reasonably informed
of the hnancial conditton of the issuer of any issus of securicios of which he acted
as originator, w0 long as any marerial parg of swch issue shall be outstanding in the
hands of mvestors, and to cndeavor to cause the issoer to meet his promises and
ohligations o crveskars,

This sectinn 15 intended ta apply in respect to issues of securities originated
prior to the effective date of the Rules as well as to issues ariginated thereafter.

Sec. 7. Hritten Order or Coafrmaiion. To require a customer, wherever
pragticahle, to pive 2 written order o1 a written confirmation of any oral order for
any transaction th Securities,

Sec. 8. Charges for Services. To make his charges for services performed,
including mitcellancous services, such as collection of moneys due for principal,
dividends, or interest ; exchange or vransfer of securitics ; appraisals ; safe-keeping or
custoly of secuntics, and other services, reasonable and net untairly discniminatoery
becween customers.

See. 9. Sinding Fund Previsions. If an orviginater of an issue of bonds or
other interest-bearing obbipations for distribution to the public, to cause the issuer
to make provision for the retirement of such issue in whole a7 in part befere ma-
turity, through 2 sinking fund or otherwise, where such provision s appropriake to
safegzard the interest of investors whe purchase such securitics.

Sec, 10, Deliwery of Definitive or Temporary Secartties of Touer. In dis-
tributing now issucs of securities, to deliver a5 promptly as possible after the public
oficring dare, defuritive or vemporary securities of the issuer,

Sree. 1. Daration of Sedling S_q.ln.rﬁfaff; e Sdﬁng Graup:. If the Fanager
of a selling syndicate or selling group, to form such syndicate or selling group
fur the shorcest period which, in the judgroent of the manaper, is sulficient for the
purpese for which it s formed.

ARTICLE IV,

Buies PerrTaning Priataginy 1o QriGINaTION OF [S5UEs

Ser. 1. Agreements Required of fssuerr. No invesrment banker shall be the
ariginator of any ssae of seeurivies {erher than auy of the classes of securities men-
tionied in Section 3 of the Securitics Aot of 1933 and ather than any securiny issned
by a foreign government or poeliical subdivision thereof) where the aggrepare
amount at which such issue is to be oflered 1o the public exceads 3100000, unless
the issuer of such securitics shall agree wwith the oniginatar as follows:

{al Term of Sgreements. Ta comply with the requirements of this section so
long as any part of such 1ssue of securities shall retmain outstanding,

14) dnenaf Financiaf Statements. To cause ior cach fscal year to be
prepared by independent public or certified accountants, an Ingome Starement,
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awrplus Statewent and Summazry of Changes in Reserves for such Bseal year, and a
Balance Sheet as of the ond of such yoar aof the issuer as a separate corparate cntity
anel of each corporation noswheeh o holds, direcely or ndirecely, a maparity of the
vutiiyg stock {heeeinafrer o this secvion called a subsidiary) wgether with such
Further infonnation as may be nucessary ta disclose all intercompany holdings and
Erursagtiois; or, tu ligw thereod, clinvnating all iatereotpany cransactions, a simi-
v st of consolidaved Anansial statements of the isuer anel any o bl of its sub-
sidiaries ooopmpanied by foancaal statements of the isuer 28 2 separive entlity
and of a0y subsidizey not consolidared.

M oany such conwohdared statements exclude any subsidiary, (1) the caprion
shall indicike the depree of consplidation; {21 the locome Srarement shall show,
cither i fominore or otherwise, the issuer’s proportion of the difference between
current carpings or losses and the dividends of such wnconsolidated subsidiary for
the peried acceunted for in such locome Statenenc; and €3) the Balanee Sheet
shail show, in a footnote or otherwise, the extent wo swhich the caquity of the ssuer
i sueh sebadiaey bas been icreased or dimimished since the date of acquusitmn ag
A resule of profits, losses, and distributisns.

Such statements shall show the existence of any defaule in interest or oo sink-
g femd or amortizatian payments and any arrears of any gumaolative dividends of
the issuer or of any subsidiary whether consolidared or vacansclidated.

!n case there are any substantial items of profit or loss of a non-recurring na-
ture, such as chose arsing from che dusposal of capital assers, they shall be expressly
enumerated. [f, tor any reason, the exmnination of the accounes of any subsidiary
aball have been made 08 of 2 dare difevent frem that ¢f the ssseer, that face shall
be stated cither in the certibicate af che occouncants, or otherwise, together with z
sratement ag to the cxtent af rheir exatmnation of the interim trensactions, [nso-
far as practiczble the sxaminatian of the accounts of each subsidiary shall be made
by er under the supervision of the same accountants who examined the accounts
of the issuer, but of the accounts of any subsidiary included o iy consolidaced
statvinent ace examined by poellic or certified aceountanes other than the accoune-
ants who examined the accounts of the issucr, such face shall be noted an the cer-
tficate of the farter. LE a camsclodated balance sheet inclades assers and hiabiliti=s
of foreign subsidiacies, the percentage of total assers and labitites incioded which
repeesent the apprepate assets and leabilivies of all such forogn subsiliaries shall
bz nated on the balance sheer. The avcountant’s certifeaces shall stare the basis
oo which the aeemuats of Toceign subsidiaries are inctoded in the conselidation and
there shall be set forth in the certificate or in an appended certificate any substan-
tial diffgrences in gecounting pracrice employed by the forgiyn subsidiary or sub.
sidiaries insofar as such differences shall be known to che certefving accouncant.

Every balance sheet propared in necordance with the above shall disclose the
basis wsed o compuete the Agures ag which the principal asset wrems nre carcied
thereon. Where any linbilicy of the issuer i3 secured on any assets of the isuer,
tlee balance sheet shall show ehae such Lizbibiey 15 secored, and if the sccurity cons
sists i wiale or in part of current ossces it shall show such facr and the general
mafurg of such current assets. Aoy contingent labdities, not expressly shown on
the balance sheet, shall be shown in a footnote insofar as zood accounting practice
IMAY TEqUire.
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Leans or advances berween the issuer and any substdiary or between a sub
suliary and another subsidiary, whether ar noet conselidated, shall be shown eicher
a8 separare items on the appropeiate balanee shects or as footnores to the consali-
dated balance sheet.

Amounts due from directars, officers and employees {not incleding normal
amaunts arising in the ardinary course of business), and sccuritics of rhe ssuer
Cif careied 2 an wvestment) and secorties of any subsidiary, shall be shown as
scparate items on the appropriate balance shects.

Ik, for any reason, che issuer or the accountants are upable wo ohioin aoy n-
formation roquired for the preparation af the statements o the manner prescribed,
such information veed not be green, but the facts as to such inability shall be stated
i the certificate of the pocountants,

§¢) Pubfication of Anannad Financind Stagesenes. 1o publish in the English
lanpuage the Income Starement, Surplus Scarement, Summary of Chaoges in Re-
serves, wnd Dalance Sheet requited in paragraph (&) of this section wirh the com-
nlece cevtificate of the accounncamts, by eeleasing copies therenf ta the public pross,
in the United States of America, and to furnish capies chereal to cach secoriey
holder of the ssuer upan request as seon as practicable alter the close of the fiscal
year,

() Srecd Divideneds. Mot itself, and not o peroet any subadizey, ditectly
or indirectly cnutrnalled, to take up as ovome stock dividends received ot an amount
greater than thar cliteired asainse earnings, carned surplus, or boeh of them, by the
company payiug such stock dividend.

{e) Surplus of Subsidiarics. ®at to veeat earned surplus of a subsidiary cre
ated prior to acquisicion of such subsidiary as a part of caroed consolidated surplus
of the issuer and of its subsidiaries, and nox o credie 2ny dividends declared out of
such surplus of the subsidizry o the income account af the issuer ar of any ather
subsidiary.

(Fy fateresmpany Frofits, To make appropriate reserves, insobar as good ac-
Coumting peactice may reguire, in respect of profits ansiog our of afl cransachions
with uncogsalidated subsidiaries, in either the parent company o7 the consclidated
statements mentioned n paragraph [a}.

(g} docounting Changes. Mot to make any matenal change m depreciation
tates ar policies or in accounting principles or in their application without deserib-
ing such ehange in the next sueceeding published balance sheet.

LhY Iadependent Regusirar. To appoint o bank or trust company, or other
person duly qualified ro act, independent of the 1ssuer to aet as registrar i respect
of the issue of stock invelved o such erigination aod v have all eeruficate of that
issue registered by such registrar

£1) Reguirewient of Trustce end Publicetion of Substhutions fn Collnteral.
To appoint a ok or trust conipany to act as truskee or co-trustee uider any more-
gage ot toust dmlenture under which such securivies are issued ; and that the issuer
shizll, 2t least 10 days priae e any sibstitution ar rtleass of pledged or martzaged
property which subaranriatly afieces the character or value of the propeety pledged
ar smartgaged, publish in adaily newspaper of general circulation published in the
city where the truster has its principal place ol business and also 1o the city where
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the issuer has g priecipal place of business, notice that such substitution ar releass
1% proposed to be made,

Lo, 2. Fuformarion Begarding Seegritiey Fooned by Subdivisions af Srater,

{a) Mo invesiment banker shall be the originator of any sew issue of securities
issurd by a subdivision of any State of the Unired Stares, uniess che issuer of such
sevierities shzll furnigh such originator wich an official statement of the ssuer come
olying with the requirements of paragraph {#) of this seerton, 2nd with the dara
ntecessary for the purposes of & legal opinien complying with the requircments of
parageaph fo) of this section.

(4} Such nfficial statement of the issuer shall disclose tn the case of securities
payable from ad valorem taxes: (1) the assessed valuation of the property subject
ta the kaxing power of the issuer; (2) the toral banded debt of the izsusr including
the amount of such issur; {3} the populadon of such ssuer accerding o the moast
recent [loited States or Stare census, or if no United States or State census s
available. an escimate of such population; and {43 the fact, F such be the fact, that
the banded debt of such issuer does not include the debt of any other subdivision
having power to levy taxes epoen any or all of the propergy subject to the txng
paveer of the sseer.

(e} Sucdu originacor shall, eicher himself procure or require the issuer o pro-
ours the apimion of an atterney, ather than an officer or an emplayes of the ssoer,
vwho is sarisfactory to such originater, approving the validiey of the issue. Such
legal npinion shall contain a clear warning statement in regard to any [imiration
on the powser of che issuer ta tax real estate for the payment of the cecuriries, of
there be any bmitation. In the case of securitoes which are not payzble from ad
valorem taxes or which zre payable solely from a special fund, such lezal apinton
shall state the means or methods provided for the payment of such secuvities and
whether thers are any prior elaimg upon such tpecial funds,

(d) The ariginavor of such securities shall make available vo investors, either
in the prospectus, if any, or, if there 15 no prospectus, in some other manner, 13
the Facts disclosed e sech official statement of the fsseer; (23 the name of the
attarncy whose apinion will be furnished ; (31 whether the securities are payable
froma a limveed tay on real estars or whether they are pavable from a speetal fuod
anly: and {34) in the case of securities which are ssued in antcipation of the
later zale of a refunding issae or issues and where pravision is not to be made for
payment of such securities at maturity in any other maoner, the facts in regard
thercto.

{¢} Mo other investment banker shall participate in the distribution of aoy
such iwsue of securities unlegs the requirements of parapraphs (2], (&) and {¢} of
this section shall have been complied with and unless such parcicipant shall make
avatlable to ¢ach investor to whom he offers for sale or sells any such securiny the
infermation required by paragraph {4} of this section to be made available by the
origlliter to vach investot to whom such originator offers for sale or sells sueh
SCCUTItY.

i} The originator of any such new issue of secarities, and zny other jovese-
ment banker wha shall participare in the distribuvion of any such (ssue, shall, upon
request of any purchaser of such sceurity irom such erginator o other invesnnene
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banker, deliver ro such purchaser a certified copy of the official receipt of the
treasurer of the issuer in the form required by the attorney approving the valedity
of said issue, evidencing the payment to the issuer of rhe purchase price of said
issue of securities and the amownt thereo,

See. 3 Iwterins. (a) In all cases where interim certificates or interim re-
ceipes sipmied or crecuted by an originatgr ave delivered, any securities or cash
receivied by such orisinator upan the issuance of such interim cortificates or intenim
receipts shall fungil che securities called for by such ioteeim cerrilicates or interim
receipes are recovod and held, in the manner provided i subdivision {19) of this
paragraph (), for the account of the holders of the interim eertificates or interim
receipts ) be held {or the accguat of rhe holders of the interim certificates or interim
receipts in the following manmer :

(i} Any cash received upon the isseance of wtorim certificates or interim
receipts shall be deposited in a special account with a person permitted by law to
receive deposits, which person may be the signer of the interim certificates or
interin receipts, F such persen 15 se qualified.

til Aoy sccurities received upen such issuance shall, pending the delivery of
securitivs called for by the ioverim cerrificates or interim receipts tw the holders
thereaf, be searegated from the ather property of the person signing the incerim
certificabes ar iterin eeceiprs a0 such ouner that no person other than the
holders af the intcrim certificates or interim receipts can assect any right, ticle, or
iterest therean,

() In all cases where ingerim certificates or iantcrim receipts signed or ex-
couted by the issuer of the securities cabled For by such certificates or receipts are
delivered, such certifieates or recepits shall require the issuer to hald any securi-
b or sash roceived wpo the ssoe chereof i the manner described inn the fore-
going paragapl Ceed 3 provided, leavever, thar this sub-paragraph (4} shall nae
apply i the case of vertificates or receipts ssoed by national governments.

[eY In all cases wheee intenm certificares or Inkerim receipts signed or cxecutbed
by a corprrate trustee are delivered, such certificarss or receipes shall require the
corporate trustee to bold any tecurities or cath received upon the issue thereof in
the manmer in the forepoing pnrngraph ().

{4) All forms of interims specified in the foregotng paragraphs (2), (&) and
£r) shall by their vext <Tearly imdicate their precise nature ; the righes of the holders
thereof ; the security and the amount thereof called for; the Nowtation of vme for
delivery of securities called for, of appropriate; the redemiption or repavment
provisians, if appropriate; provision for payment of tnterest, i any ; negotiabilicy,
transfecability, or registration provisions, if any ; assignment form, if appropriate;
and the mame of the person signing or executing such interim.

(e} Any Dwotmeot banker who in connection with the public discribution
eof a new issug of securities reecives any payment iram any purchaser of sech
securities in advanee of delivery of such securities in temporary or definitive form,
or in advance of the delivery of interim certificates or intenirn receips calling for
the future delivery of such security, shall deliver to such purchaser only a receipt
for the purchase price ar temarandwem of sale evideneing such payment; pravided,
henwevere, that for jurposes of economy in exchanges or shipping, there mav be
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delivered w advinee of such delivery an instrumend o be desigonted as & “erust
receipt’' calling for future delivery of the security in temporary or definiave fgrm,
wluch “trust receipt” shall be executed by a corporace trustee and secured by de.
pasie of cash ar collaeeral with such corporate erustee, wha shall hold such ecash
ar codlateral for the benefit of the holders of such “teuse receipts” pendiog delivery
af the seeurity in teoporacy oraleliaeive farm.

1FY Mo investment banker shall deliver, in conoection swich the public diseri-
butivn of any new securitics, oo the parchaser of such securitics, any strument
crnntling the halders ro the future delivery of such securities, unless such instro-
ment complics with the appropriate provisions of this section, The ticles "interim
certificate’” and “interioy receipt' shall be wsed onby in accordance witly the defri-
tions of paragraph (7} ofF Article 11.

Sz 4 Titdes of Mew Itines. An investment bapker shall not he the arigio-
atar of any new Bsuc of sccurities {exdept public securities) for disteibution to in-
vostors, or participate i the discribation of 20y such new 3due, which isue has a
ttle which is misleading as to the lien, terms, or pricrity of such issue. If any new
rssae af rublic tecarerties shall have a tetie which s misleading as to the hien, terms,
rroprierity of such issue, the facts with regard therern shall be staeed n the pros-
pectus, b any, or, if there i3 no prospectus, in some ather mannper disclosed to cach
purchaser of such securnity.

Sec. 3. fmfervelated Directorates and Managemenis. Aoy investroent banker
wha iz the originater of 3 new issee of scourities, shall, if such invesoment banker
or oy partier of prnoipal efficer theeeaf shall he an officer ar director of the
ssier company, disclose siech Fack i the prospectus.

ARTICLE V.

Rures PraTalxtde PeIMARILY Tov SELLiNG SvNCATES asT SELL(N0 GRoes
1IN Coxsperon Wit NEw Issues nr SECURITIES.

sl 1, Srmizenene of frowe Price. Except as o public seeurities where the
l'lliu':' reccivel b}' the 1sslier i5 aominkter oof pubi[c H_‘,L'I;\Hl.. t!w IERa Y hEa i AN 1Y .ah.'lf[ shate
the price received by the ssuer for any new issue of securities offered for sale to the
public, or the formuls by which such price can be ascertained, ar if there is oo pros-
pectus such price o1 formela shall be disclosed in some other manner 1o each persen
purchasing such oew sccurnity from any member of the selling syndicate ar sebling

LG TN

SEC. 2. Three-Diny Nonice of Orgomization of Selting Syndicate or Selling
Growp. Any Tovestmeat banker propesing to orgamze a selling syndicare ar a
selling proup 1o diseribute new securities other than those of the United States
{iovernment or any instrumentalivgy thereof or of aney State oc subdiviston or -
strumentality thereaf shall mail or deliver or telegraph a copy of the prospectus
nroan dequare lescription of the secarity to each investmient banker who 15 to be
afferedl & participatian in such syndicate or 8 membership in such selling group, at
stach tienes thae, i the usual course of delivery, such prospecrus or descriptinn will
be received by all such investment bankers on approximately che samie (lay and at
lease threr davs {excluding Sundays and holidays bur including the day of delivery)
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before the date an which ic shall be proposed o inake the public offering of such
SCCNTIE RS,

Sec. 3. Memberihip in Selling Syndicates and Seffing Groups. No investment
banker proposing to orgaoize a selling syndicate or a selling group shail invite or
permit any person to be a participant in such-welling syndicate or 2 member in such

sclling group unless such person is an investment banker aceually engaged in the
itvestment banking business.

Sec. 4. Price. {a) Each sclling syndicate agreement and selling group agree-
ment shall ser forth the price ar which the now secutitics are to be sold to the
public or the formula by which such poice can be ascertained. MNa participznt in a
selling syodicate or member of 2 wlhog growp shall, during the life of such selling
syndicate or selling group, offer the new securities befng isteibured by such syndi.
vatg gr group ot any price below such public offering price.

(&} It shzll be deemed & reduction of the offering price mentioned 0 para-
graph () of this sectron for a participant in & selling syndicate or 1 member of a
selling group to allow any deduction, abatement, concessicn or commission what-
soever, cicher dicectly or indirectly: provided, that any investment banker may
allaw o anether investment basker a commission or concession if and o the exrent
that prevision is nuede eherefor in the agreecmont creating the selling syndicate or
the selling group,

fe) Inany transaceean with any investment banker [acared o a fareixe ooy
e gacrenagsion of concession as provided in parageaph (&) of this section shall be
allowed to such forcign investment banker unless he effectively agrees (17 that.
in making any vales, during the lile of the selling syniiicate or selling group, to
parghasers outside of the LTinted States of the security in connection with which
he received such commission or cancessinn, e will conform tn che provisions of
: FﬂrﬂgTﬂlTllﬁ {I‘T} -;l“il. |:-I|l.‘J ﬂi th'igl Stﬂlt[nrl b 'hf s exiont ok l||r11r;|__§]1 ||:,' W LEC .'“‘-'.Ih"
jeer to the selling syndicate or selling group agrecment ; sk £23 chat, 7o making
amy sales, during the life of the selling syndicare o selling group, to purchagers
within the United States of the sotarity in connection with which he reccived
such somoussdo of concsssion, he will conform to the provisions of this Section 4
and of Sections & awl 7 aof this Article V to the same extent as though he were
subject to the selling syoulicate or selling group ageeement, and also (if he recerved
such cominiission ot concession from a registered investment Banker) that he will
conform to the provisens ef Section ¥ of Article LX o the same extent as thoogh
he were an ivesunet banker registered under Article X,

(47 Any ovestmeat banker located (oo the United Sraces receiving a commis-
si0n or concession s poaveled in parageaph (&) of tos seceion shall, in making any
snle of the seeurity i connection with which he received such commission ar con-
vession during the Iile of the selliog syndeare or sellingg groop, be subject ro the
prevvigicns of this Section + and of Scctions & and 7 of this Article to the same ex-
tent 25 thowgh i were a pacticepane it the selling syndicate or 2 nember of the
selling group Jisrributing such secutity.

Sec. 5. Presyndicate Sales. Mo investmene banker shall organize, manage, or
participace in a selling syndicate or selling group o offer a new issue of securities
tn the public if, within thirty days prior to rhe formation of such syndizate or
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aroup, he shall, at a price lower than the offiering prite to the public, have sold or
given a right w0 purchase, or shall have assisted the issuer in salling or giving a
right to purchase, any part of such now 5ue to any person ather than an invest-
mwent banksr otherwise thae as an cssentizl step in the plan for the sale to the public
of such new issue of securities.

Ser. A Trades in Connection with New finer. No investment banker who
is a participant in aoy selling syodicate or a member of any selling group shall enter
NG ANy agresment or arringement with any purchaser of the new securities being
distributed by such svinlicate or group whereby, tither divectly or indirectly, a5 a
condition of the pucchase, such investment banker will accept any other securities
{except securitios which are being refunded or redeemed in connection with or by
means of such new (ssue of securities, or any securities maturing within six monchs
atter the dare of such transaction) in trade io payment of all or any pact of the
purchase price of such new securities, The forcpoing provision shall net, however,
prevent such investment banker from accepting such other sccurities as sgent for
sale, in which case the ovestment banker thall tmake the wsual charge for such
services and soch investment banker may allow the purchaser of the new securities
tn apply towards the purchase prics thereaf any net procoeds realized from the sale
of such ather securities.

Sec. V. Reguiremeni of Down Paymene, {0} Except 35 herrinafter provided
in paragraph (¢} af chis section, whenever a partcipant in 2 selling syndicate, or a
member of a selling group, accepts & subseriptian subject to allotment for the puar-
chase of 2 new security to be distribured by such selling syndicate or selling growep,
he shall require the person mizkiog the subscription to deposit with him a down
payment #f not less than 3% of the public offering price on the securities cubseribed
for.

(&) Except as herunafter provided in paragraph (¢} of this sectinn, whenever
pew securities are subscribed for subject to allotment from the manaper by a
pacticipant in 2 selling syndicate or a3 member of a selfing group he shall at the
time of such subscription make a down payment of not less than 56 of the public
affering price. Such down payraents shall be deposited by the manager in a special
2ecaunt with one or more incarporated banks, trust companics or persens permitted
to receive deposits, provided, however, that they shall in all caces be depoasited
with 2 bank, trust company or person other than the manager.

(¢} No down payment as requited by paragraph (a) af this section shall be
required {eom any puarchaser wha may be preveated by law from making such
paymeat in advance of the delivery of the security purchased ; and the paroeipant
or member who accepted the subscription of such purchaser shall formish the
manager of the selling svndicate or celling proup evidence of such fact satis-
factory ta the maoager, and 10 such cose such participant or member shell ot be
reqinred o make the down payment as required by paragraph (&) of this section;
and the faet that such dewn payment is not required io any such case shall not be
conzidered a8 a concession under Section 4 of this Article. The requirements of
paragraph {#) shall not be compulsory in the case of a selling syndicate whers all
the partcipants were parties to the purchase from the issasr of the new secority o
be distributed.
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Sec. B Requiresenis ns fo Confrmarions of Saler. Mo participant in a
sclling syndicate and no member of a selling group shall confirne a sale or 2 sub-
seription from any purchager unless

{a) Buch participriat or member has reasonable grounds 1o belizve that such
purchaser is bona fide and responsible;

£4) A copy of the prospectus, if any, has been debivered to such purchaser or
avenivpanies the confinmation ;

() Buch sale dors not violate or evade any provision of the selling syndicate
or selling grovp agreement ar of the Rules; and

{d] A partner, duly acoredited exccutive or branch office manager has ap-
proved swch sale as eomplying with patagraphs {(a}, (43 and {c) of this sectiun,

Failurc of a participant in a sclling syndicate or a member of a selling group
to comply with rhe provisions of the foregoing paragraphs {a), (&), (c} or {d)
of this section, shall not be deemed a vielation of this section of wot wilful and
if such participant or member gives notice, as soon &5 such fatlure is discovered, to
the manager of the selling syadicate or selling growp, stating the circumstances
actcmling such failure.

Sre. 9. Certificris to Be Furnished Manager. Each participant in a selling
synndicate and each member of a selling group shall, upon request of the nanager,
furnish to the manager a certificate sigred by a principal officer or partner of such
partcipant or member thar he has examined the records of sales made by such
participant or member, and that the provisions of Sections 7 and 8 of this Arnicle
were tomplicd with 1o respect of such sales,

See. 10, Exiension of the Original Period of the Selling Syndicate. If provi-
sion 18 male 1o any selling syndicaes agresment far the extension of the original
period of the selling syndicate, such extension shall anly become effective upen the
consent of participants in the sclling syndicate representing 7539 in interest of the
selling sroulicate.

Sec. 1. Profibition of Paritcipation with Baonk Officers, Mo investment
tanker to his koowledge shall participate in any sefling syndicaes ie which any
officer of any hank ar trust company has a participation as an individuad.

Sel. 12, Disclosure of fnteresr of Direcrorr and Officers of liruer. Mo in-
vestinent banker to his knowiedge thall participate in any selling syndicare in
which zny Jdirector ar any officer of the issuer of the new securities wath relarion
te which such selling syndicare was formeld has a participation, as an individual,
unless he discloses such participation in ehe prospeceos, of any, or if there 135 oo
prospectus then in some other manner, to zny persnn purchasing the security irom
sich investment banker.

Sec. 13. Distriburion of Symdicale Funds; Expenses. The manager of any
syndicare shall distribute the amount due to syndicate participants promptly after
the close of the symdicate. Upon roquest of any patticipant, the manager shall
render te him a starement of expenses, which ytarement shall show the aggrepate
armounes of : [ 1) payments to manager, if any; {2) legal expenses; (3} advertising
expeiises; (4) expenses For printing, engraving, mailing, telegrams and cabies; and
{5) other expenses.
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Sec. 14 Duclesure of Manager's Right to Purchase Secaritier, 11 the man-
agee of any setling syndicate ar any selling group is given the right under the scll-
ing sywlicate ar selling group agreement po buy securities in the open market for
agcmnt of the selling syndicate ar selling groap, such Fact shall be diselosed in the
prospectvs, i any, o, if there is mo prospectus, then in some ather manner, by
each participant o the selling syndicate or member of the selling =eoup to any
person purchasing the securngics froom such participant ¢r member.,

Vi to the knowledge of che manager of any selling spadicate or sclling proup
the manager of any kher syrdicate or group formed in connection with the dis-
eribution af the weourivies o be diseriboted by soch selling syndicate or zelling
grenp has the righe ta buy in the open market any securities of such issue for the
aceaunt nf such other syndicate or group, then the mamipee of such selling syu-
dicare ar selling group shal} disclose such fxcr in the prospectus, or, if there s on
prospectus, in sowle other manner, to each paccicipant o the selliog syndicate or
cach member of the selling group, wnl swch foct shatl be disclosed in like manner
by each participant in the selling syodicate or cach member of the zelling mronp w
emch person purcliasing such securipios from such parpicipant or member.

Sec. 15, Purckaser of Securitics in Qpen Market tn Anciciparion of Pubiic
O fFertng of New fowe. Fxcent as to public sccurities sold by the issuer thereof
at public sale, if cither (1) the manager of any selling syndivate or the nanager
nf a selling group, or {21 to the knowledge of any such manager, the issuer o
ariginater or any octher syndicace formed 0 cenoection with the Listribution of
any orw ssae of securitices to be distributed by or throupgh such sellivg syrulicare
ar sellipe geaup, porchases any of the autskanding securities of the isnee in the
apen market withio ten days prior o the date on which such securities are firsr
nflered o the public, such faer shall be dizclosed by the manager to all partie.
pants in the selling syndicate or members of the selling grove, and shall alen be
thisclosed, eicher in the prospectus or in some sther manper, by cach participant in
the selling syndicate or member of the selling group to any person purchasing the
secunities from such parocipant or member; provided, honvever, that on disclosure
shall be reruired wneler this Section 15 of any purchases of outstanding securitics
of the wsoer made Tnr the purposes of a4 anking und,

Sec. 16, Dselosore of Twtercst in Pistridution., Any participant in a selling
gyodicate, and any member of 2 selling group, who has apy direct interest in the
distribution of 3 pew secunty other than a5 a member of a celling groop, shali
disclose such fact, either in the prospectus or in some other inanner, ta any persan
marchasings the segurities from such participant ar member,

see. 17, Copies of Selling Syndicate Agrecinents and Selling Growp dgree-
menes to Be Filed, Every manager of a sclling syndicate or s2lling group shall,
promptly after such selling syndicate or selling group is formed, file a copy of the
selling syndicate agreement or the sclling group agreement wirh the Investoment
Bavkers Code Cammiteee by matling sueh copy, mostage prepaid, to said Com-
mittee addressed to its excoutive office. Copies of selling syndicate apeeements and
selliyr group agreements sn hled oced oot contain the names of any of the partics
thereto, sxcept the manarer,
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ARTICLE VL.

Rures Perratine Pariviaily To RETAte SaLEes ayp Purcnases.

oo, | U Eeer the Gownter” Trantactienrs. In view of the unvsual and com-
phicated nature of “over the counter” transactions, whether in listed™ or Y'un-
listed" secuerities, 1t is provided thar if che investmene banker buys Far his own
acgeunt apd risk fram his customer, ot sells for his own account and risk to his
customer, he shall buy or 1T at a price which is Faie, taking e consideration
imarket conditions in respect of such security ac the time of the transaction, the
cxpenge af exeenting the onler, und the faer thar he g entarled to a profie} aol
if he acts 5 agent for his customer ia any such transaction, he shall net charge his
custoier more than a far commesgion or secvice charge, taking intg consideration
market condicions in respect of such security at the rime of the transaction and the
value of any service be may have rendered by reason of b experience v gnd
knowledyge af the marker Bor soch secunity.

SEC. 2. .fnfarmrz.ffun in Bc Furuf,rfrf.rf Upan ﬂnnﬁrmfﬂy ﬂ'_'lr Guﬂpu;tr’; f}rder;.
Hpon confirming any customer’s order for the purchase or sale of any security i
the investment banker §1) 15 v act 2% principal in the transaction; ar {(2) is con-
tralled by, or cantrals, or & under common coaerol with, the issuer, the investment
banker shall inform the customer of such fact upon the written memorandum of
such conAnmation,

Spe. 3 [nformation ro Be Gven Upon Delivery of Memorandumn of Trans-
aotieny. Any ipvestment banker who has a rransacnon with a qustomer invelving
the purchase or sale of any security shall, at or before the completion of che
eransactian, deliver to the custamer a written mmemarandym of such eransaction
comtanimg bl Fallowing information :

Fr] Whether such nvestment banker acted a5 principal or as agent for the
CrskemIpr T

{49 M the uvestment banker acted as agent for the cuscomer, the anount of
the commissian o service charge chaeged to the cuzeomer by such 1nvestroent
banker, and if another broker has been wsed, and any part of the commission has
been paid to such ather broker, the amount so paid shall be crated a5 3 scparate
et ;

()] IF such investment banker acted as agent for the customer, the name of
the persen from whoot the security was purchased or 1o whom the stcurity was
sold and the day, and the hours between which, the transaction took place, or that
the infarmation referred to in this paragraph (2] will be furmshed upon written
request of the custamer for whom the investnienat banker acted as agent ; and

(&) If o weitten confinmation of the customer's oeder shall have been given,
the information as reguired by clause 2] of Section 2 of this Article,

Sec. 4. Broferage Tranpaetions. 10 in any transaction invalving the purchase
ar tale of any security the investment banker purports to act a5 2n agent to buy or
sell on behalf of a custemer, such investment hanker shall por act at 2 priocipal in
such traomsacnan, oof, without the consent of his customer, represent any other
principal in such transaction. T

Se¢. % Goarawteer. No investment banker shall, i0 any transaction invely-
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ing the purchase of any security for the account of the customer or involving the
sale of any security to a customer, agres with the customer, either directly or in-
dircctly, to guarantes that the market value of the securiey as ip was at the tme
the secucity was bought for or by the customer will be maintained, or that the
husiness of the izuer of such seeyrizy will be succesful in carming profts, or that
the issucr will meet its promises and obligations; provided that the restrictions of
this secton shall net apply in regpect of transactivns in any note, drzft, bill of ex.
chaoge, or banker’s zoceprance which has a marurity at the time of issuance of not
exceeding ping months, caclusive of days of grace, or any revewal thereaf che
maturity of which is likewize limiged,

SEC, O, Repurchaie Agreemenrs. No investment banker shall, in any transac-
tion involving the purchase of any security for the account of @ costomer or in-
volving the sale of a security to a customer, agree with the customer, either di-
ricthy or indirectly, to repurchase the secunity from the costamer; provided thag
the reserictions of this secrion shall not apply in esspect of transactions in obliga-
tiptis of the United States or any sccurity guaranteed 2s to principal or dorerese by
the United Staves, or of transactions io wny nate, drafy, bill of exchange, or bank:
er's acceptance which has a maturity at che time of ssuznee of net exceeding nine
montlis, exclusive of days af grace, or any rencwal thereof the marurity of which
# Dikewise limited, o 0 2oy cepurchace agreement with any person whenever such
reparchase agreement is Jimited to sixty days and iz used a5 2 substitute for bor-
oW ing.

Sec. 7. Retar! Partiol Pﬂ'}'.rnfn.f Frantactiony. No investnent banker shadl
take or carvy amy qvonuant or make 8 tramsaction dor any cugtoner under aoy ar-
rangement whicl confemplates or provides for the puechase of any security for the
account of the customer or for che sale of any security to the customer, where pay-
ment for the sceurity 15 1o be made o the ipvestmeont banker by the customer over
a period of time in installments ot by 2 series of partial payrenes uoless

{ay Im the evenr such invesement banker acrs as ao ageot or broker in such
transaction he shall, immediately, in the repular course of business, make an actual
purchase of the security for the account of the custamer, and shall immediately,
in the regular course of business, take possession or control of such security ard
shall maintain possession or control thereaf so long as he remains under obligarion
to deliver the securicy to the cuspomer.

(&} In the event such investment banker acts as & principal in such transection.
be shall, at the time of such vransaenon, ow i such security and shall soaneain pas-
session or contre) chereof so long as be remains under obligation to deliver the
scouTity to the suspomer.

Mo investment banker, whether acting as principal or agent, shall in connec-
tion with any transacrion refereed to in this section mzke any agreement with his
customer under which the investment banker shall be allowed to pledge or hypothe-
cilte any security for any ameunt in excess aof the indebredness of the custemer to
sucly investment hanker,

Seg, B fnforweation Recciwed tn Other Caprertier. An ivvestment baoker
wha receives inforinaon as to the ownership of securities in the capacity of pay-
ing agent, transfer agent, trustee or in other similar capacity, shall under no cir
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cumstances make wse of such infermation for che purpose of soliciting sales or ex-
changes except at the request and on behalf of the 1ssuer.

ARTICLE V11,
RurEs PERTAINING PRIMARILY TO SALESMEN.

Src. 1. Supervipion. Any investment banker who employs any salesman shall
super vise the sales methods of such salesman and his correspondence in relarion tm
affers of securitics for sale to investors; and any sale made by any such salesman
to any investar, other than anorher investment banker, shall be approved by a
parcrer, duly accredited execubive, or branch office manager af such investmen
banker. Such appraval shall be evidenced by a written endorsement made upon a
copy of the menwraodum of sale mentioned in Seceion 3 of Ardcle VI, and each
memorandum so appreved shall be made a part of the permanent records of such
investment banker and retained in has Ales for at least three yrars,

Yec, 2 Exprricner and Qualiffcations. (a) Except a8 hereinabter provided
parapraphs {4} and (2) of this section, no investment banker shall eroploy any
perses tooact 05 7osalesman unless §1) such person shall have had at least two
vears expericace in the Dovesement banking business or in 4 buginess a principz]
pare of which rebared o seconities; (2) shall hie ar least tweoty-one years of age;
and {33 shall be of gool maral character ; provided, however, that any persen wha
hﬂs not hﬂil [4LHw] }"Cﬂrs‘ CH:F]E‘!'I.CI'IE.": I.I'I tht i!'lvf'.ﬁt[“fl'ﬁt h-'l.l'll{[]'ll_’: h'll.ﬁ.;“m oar ill a h'l.lﬁll-
itess a principal part of which related to securcitiss but whe has been empleved by
an anvestment banker for a period of at least six mooths, and whe is othenvize
qualified as provided in clauses {2} and [3) above in this paragraph set forth, may
be enplnyed by any investment banker as a salesman iF the compensation of the
persan soeniployed o act as salesman shall be a straight salary and shall aot in-
chile, 10 whale or io pary, eomindssiong oo securites sold,

(47 Any investment banker desiring 2o emplop any persan ta act as 2 salesman,
mine niake 2 application to the Regional Code Comemnitees of the districe 1n which
aueh person i to be emploved for permission o employ such person as a salesrman,
1§ 5 majority of the members of such Committes shall, after duc hearing and con.
sideration of such applicacion, be of the opimon thar the persen proposcd 1o he
employed as a salesman is, by reason of Ms age, cxperience, standing and reputa-
tinm, Fully eualified to act as a zalesman, such committee may in writing adwise the
pivestrent banker whe made sach appiication o that effect, in which event such
ippvestrent banker may employ such person without regard to auy of the reguire-
ments of paragraph (a3 of this scetion excepr the requirement ser forth 1o clawse
i3) rhereof.

{1 Nothing contained in either paragraph (2) or (#) of this section shall be
construcd to prevent any investtnent banker fram continuinog to employ as 3 salos-
man any person who i3 50 employed by such investment banker 2t the effective date
of the Rules.

e X Selicirwtion af Resideneer. Mo zalesman ghall call in peeson upon, or
relephone to, any customer ur prospective customer at his home or residence for
the purpose of selling to, or offering to scll to, or saliciting an offer to buy from
such customer of prospective customer, unless such custemer or prospective cus-
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tonter shall have previously given written perenission therefor to the investment
banker emploving such salesnan, MAs used in this section the torm “salesman’
shall include any investenent Banker, or any partrer, officer or conployee thercof
who does any act or thing in this secrion described. "This section shall noz apply to
the salicatation of business persons, reticed or protessional persons, o farmers.

Sze. 4. Orders Token by Salesimen. Any investment banker who conploys any
salesinan shall require chat all arders taken by such salesman for the purchase of
ar subscription o any security shall be subject ta acceptance and confirmation by
such investment banker.

ARTICLE VIII.
Rures PerTalxies PristaRILY TO INvESTMENT CondpbakiEs,

Sec. 1. If any investroent banker has agreed to manage, or give investmene
advice o the minagement of an investment company [sometimes known as on
“tnvestment trust”d all or part of the seounitics of which are held by the public,
or if any partner or olficer or employee of any invescmene baoker is o of§eer ar
director of aoy investnwnt company all or part of the securities of which are held
hy the public

[2) Such investment bapkee shall not for kis own sccouwnt sell to or purchase
from such iavestment company any securities unless a majority of the members of
the board of directors of such investment company are not such partners, offcers,
or employees, and wnless the transaction i3 previewsly approved afrer full dis-
closare by a majarity of such members of the board of directors of the investment
COmpany.

(4] Such inwcstment bankcr shall use his best effores to couse the investnent
company ta peepere and distribute to s stockholders quarterly statements and
annual financial statements, such annual statements to conform to the scandards
for such annual statements required by Section 1 of Acticle IV hereof,

(£} IF such iovestment banker has received any compensation er commission
For acting as agene for the investment company, or if such investroent campany
has purchased from or sofd to such investrient banker any securities, or if the in.
vesTMERT company has engaged in any other transaction in which the nvestment
banker has a financial inverest, the investment banker shall use his bese efores ta
see that full diselosure of such transacrions 18 made by the company o the stock-
holders at an annual or spectal meeting. Where the investment banker has arted
simply a broker for the execution of orders on 2 securities #xchange it shail be
sufficient disclosure if the total amount of securities dealt in and the total amoune
of commissions received shall be stared.

{d) Such investment banker shall not cuter into any maragement or advisgry
seryvice contract with such ipvestment company providing for the pavment o the
investment banker of any fee or for any other compensation for managing or ad-
vising the management of the investment company unless the contract therefor
bag been submirted o aod approved by the stockholders af the investment company.

{el Huch investment hanker shall use his best efforts to cause the investment
company ot to use the term “erust” as part of the ticle of such investment com-
paoy unless the use of the term “trust™ 15 justificd as 2 macter of law.
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ARTICLE IX.
AscELLaNRoGs RoLes.

See. 1. frwestment Managentent. No investrment banker whe is receiving a
fee for manamog the acconmt of any customer ot for advising a custumer with
respect t0 lus investments shall sefl to, or buy from, such customer for his own
ittt or as apeot for any ether person unless he shall bave obtained the provieus
written of telegraphic approval of such customer to erch such cransaction.

se 2 flisercttunnry deceaner, Nainvestrnent banker whao s anthorized to
purchase or sell sevurities for account of a customer in his discrerion shafl sell e,
or buy from, such custoaver for his own accownt or as agent for any other person
volegs he chall have obtained the previoss weitten or telepraphic approval of such
vustomer to cach such transachion..

SEg, 3 Segregation of Agency Funds, Any iovestinent bankers acting as sink-
ing fund agenk, principal or couptn paying agent, dividend paying agent or in any
sirmilar capacity, who hobds any funds or securitess in any such capacicy shall hold
such funde ar sccurities as trust lunds or trust secuTitics wnless the terms of such
'.II;E[“_'Y ﬂgrl‘ﬂl"l“ﬂt ::::prn‘..‘il}' ﬂrllfrwi.‘ﬂ: Prﬂ'ﬁridf.

e b Cleorettess, Mo omvesoncae baatker shall publish or cireulate, or canse
ta be published or circulated, any notice, crcalar, plvectisement, newspaper article,
myestioent service, or commuanicangn of any kiud which purpores w qucte o w
give a quatation of xny transaction as a purchase or sale of any security unless such
investment banker belisves thar such transaction was 2 bona Ade purchase aod sale
of such securicy, or which purports to quote the bid price or asked price for any
seeutity, unless such investment banker believes that such quotation represents a
Lona iTde bal Far, ar affer of, such SlTllrl-t:,.". If acmianal quatarions e gz or giﬂ:n
tleey shall be clearly stuted vo be only woninal yotations,

Swr 3 CAFers to Buy and Seld. Mo mvestinent banker shadl nke any offer
to hoy or sell any seeuniey at 3 stated price fram or to any persen ynbess such in-
voskment tanker is prepared to purchase or sell, as the case may be, ar such price.

Eee. 6. Compensarion aad Gratuwiees. No investment banker shall, direcely
or indirectly, give, permic to be given, or offer to give, anything of value—

{a) To any canplaree, ageot, or representanye of another person for the purs
pose of inflwencing or rewarding the act of such employee, agent or representative
i relation to the bosiness of the cuplover af such emploves, the principal of such
agent, or the represented parry, without the knowled e and consent af such em-
plover, principal or represented party ; or

(8} To any ofheer or covyployee of any bank, truse company or ipsurance com-
neny cxcept for services actually rendered or to be rendered, and in no case with-
cut the knowledge and consent of such bank, trust company or insurance coin-
pany : or

{¢} Te any peesan far the purpose of influencing or rewarding the action of
sich persen o conoection with the publication or circulation in any newspaper,
investiment service, ot similnr publicatien of any matter which has, or is intended
to have, an ¢ffect upon the market price of any security, provided that this para- _
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graph {¢) shall not be construed 10 apply to mateer which is clearly paid adver-
tising; or

() T sy dircetor, official, otheer or employee of 2ny issuer, for the pur-
puse of indluencing or rewarding the actien of aoy such director, official, officer
or emiplavee, in connection with the issue or sale by such issuer or any person cen-
trilled by such jsuer of oy wew securitics of such issuer or of any such controlled
person.

For the purposes ai this section the mving of anything of value to a member
of the family of any person shall be regarded as the gving of a thing of value 10
such person.

Inm arder to comply with the requisements of the Meational Rerovery Admin-
istration it is expressly staced that nothing in this Section & shall be construed to
apply to the frec and proeral distribution af articles commonly used for adver-
T

See. 1. Registered favesimrent Banderr. (o) Mo registered iovesrmnent banker
slhall, in ay tramsaction with aoy iovestment banker not registered under Article
X hereot, allow or grant o sweh noneregistered investment banker any allowance,
commissien, or discount usually and customarily to be allowed o another dealer
nor shall any registered investment banker join with any investrment banker not
registered under Article X hereof in any syndicate or group contemplatiog distri-
bution ta the public of any issue of securivies; nor shall any registered investment
banker sell anty gecarity to ar buy any security from any (ovestment batker not
registered under Arcicte X hereof, excepe ar the same price at which at che time
of such transactien such registered investment banker would buy or sell such
security, as the case may be, fram or 19 a person who iz 2 member of the public
net engaged in the investment banking business.

{#} The provisions of paragraph {2) of this Sectivn 7 shall nor apply to an
investment banker in a foreign country who is not eligible for registration under
Articie X hercof, but in any transaction with aey such forcign investment banker
where an allowanee, eonmissian, or discount is allowed, a registered investrment
backer shall a2 a condlitien to such teapsaction secure from such foreign invesement
banker an ngrecment thzt, o tnaking apy sales o perchasers within the Uniced
States of securities acquired as a result of such transacrion, ke shall conform to the
provisions of this Scction 7 1o the same extent as though he were an investmens
backer registered under Article X.

{e] Mo investrnent banker who is not a registered investment banker zhall
represent that he is a registered investment banker, and no registered investment
bavker shall advertize or hold himself out to the public as a repistered investment
banker catept as shall be permitted by regulations from time to time preseribed by
the Investinent Bankers Code Committee.

Sec. 8. Districd Bules. Every investment banker thall, with respect to any
transaction in any Jistrigr, comply wich any midicenal Bule established in such
distriet a5 provided in Sections 5, & and 7 of Article X1 hereof.
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ARTICLE X.

RECISTRATION OF IXVESTMEST BaxKEks.

S L. Regivtration A greement. Ezch investment banker who remisters under
this Article thereby aprees with every other investment banker who repisters under
this Article ta comply with all decisions and interpretaeive rulings of the Lnvest.
ment Bankers Cole Committes onder any provisiens of this Article, and to comply
with the Rules.

Far any failure to so comply the registered investinent banker whe iz guilty of
such failure shali e subjecr 1o the penaliies prescribed in Section 8 of this Article
X, bor such failure shall noe, in ixself, give rise to any civil lability to any other
registered investment banker, or to any ather person.

See 2. Eligrbitity for Regiviratton. Any investroent banker who g actually
engaged in the investment banking business in the United Srares shall be eligible
ro be registered under this Arricle,

IE the principal effice of any such person is located in a foreign country, any
branch office in the United States may be desipnated as & prinoipsl office for the
purposes of this Article.

Sec. 3 Applicarions for Registraiian. Any wvestment banker desicing o be
registered, shall Ale with the Regional Code Committes of the districe in which the
principal office of the applicant it lecared, an application in sueh foem 2s shall be
prescribed by the lovestment Bankers Code Cammittes and approved by the Ad.
ministrator, Such applicanon sh:ll_ be in writing, in duplicare, stating—

{a) The nume of the applicant;

{#) The address of the principal office and of all bBranch offices of the ap-
|:I|ic:1||t ;

{e}) Ii the applicant be a partinership, the names, addresses, and businesa ad-
dresses of the partners, inchuling special o lisnited parveners, specilying as po each
whether he is a general o lieieed pariner;

{d)] If the zpplicant is other than an individual or partnership, the name of
the State ar country where the applicant is incotporated or organmized, and the
aames, residences and Business add resses of its directars and principal afficers and
of gach stnckhalder owning more than 1095 of zny class of the capital stock of such
applicant ; and

{e) The length of ume the applicang ar its predecessors have heen sngaged in
the investment banking buzsiness.

Sec. 4 Supplementary Statemenis. In the event that any change shall take
place 1n the personnel of the partners, dirtctors, principal ofictrs or stockhelders
of any repistered investment banker with respect to whom information is required
by the provisions of Section 3 of this Article to be given, such investment banker
shall, within thirty days after such change has occurred, Ale with the Regional
Code Committer of the district in which the principsl office of such investment
barker is located, a supplemental statement in writing, in duplicate, seting forch
all such changes in persenncl, and the information required by paragraphs (0] and
{4} of Section 3 of this Article with respect o any such new parcner, director or
princinal affcer.
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Sec. 5. detien o dppdications by Regienal Codr Gommittes. Upon che res
ceipt of any application fer registration the Regional Code Commitree shall cause
such investigation to be wade a5 yuch Committee may deen iegessary and proper to
determine if such applicant 3 actually engaged in che invesement banking business,
and if the faces stated o such application are true amd complete; and said Com-
mitree shall, if requested by the applicant, mive the applicant a hearing thereen.
As spon s may be practicable thereafver, such Commirtee shall forward one copy
of such application 10 the Lnvestment Bankers Code Comumittes wich a certificate
of the action of such Begiongl Code Conmitres with relation thereto.

Sec. 6. Acrivn ex A pplicotions by favestment Bankers Code Comrnrilice.
Upon ceceipt of any application for registration by the Investment Bankers Code
Clammitees, as provided in Section ¥ af chis Artcle, the Investment Bapkers Code
Committee shall, if satisfied that the applicant is eligible 1o be registered in zccard-
ance with the requirements of Section 2 of this Article, and that no untrue state-
ment has been made in the application, register such applicant as a registersd
investrnent banker voler this Article. The said Committee shall, 2t the requese
of the applicant, pive the applicant 3 hearing thereon, at which hearing the appli-
vane shall be enticled e be heard in person and by counsel, and 1o submit any
matters wlich he may desire wa present,

Sec. 7. Compigines, Every regsteced investment banker shall keep in cach
office maintained by him a copy of the Code and of the Rules and of all amend.
wents frem time to ome made therete, and of Tnterpretacive rulings made by the
Investment Bankers Code Commictee and approved by the Admuiniserator, which
<hall be awvaitable far the examination of any customer who makes request therefor.

Aoy persort fesling agpgrieved by any act of any regisrered investment banker
muy vommpain in regard thercto to any RBegional Code Committee. If such Re-
vipnd Code Comrmitzee is in a districe ather than che districe where the principal
wifice of such investment banker shall be loceted, such Craraniteee shall make such
prelimsinacy investigarion in regard w the complaint as may be praceivable and shall
[arward the complaint and the findings of sech Comnutece to the Hegional Code
Crmmittoe af rhe districe o which is located the principal office of the investment
banker against whem the complane & made, which latter Comontice shall there-
wpon preceed to inveseigate the matter and to conduct such hearings in regard
thereto as it may decm necessary and praper.

When any complaint is Aled against any registered investment banker with
any Regional Code Commictee of the district in which the principal effice of such
mvestment banker is located, or when any complaint 15 forwarded e such Cam-
mittee from any ather Regional Code Coownittes, norice shall be given in writing
t the investment banker complained agninst, specifying the nature of the charges
and fixing & date for a hearing. Such Commitese may make such investigations in
regard to the matter 45 1t may deem necessary and proper, provided any investment
banker wha iz involved in such charges shall be eatitled vo be heard in person and
by cowsel, and to submit any matters which he may desive to present.

{E any Regional Code Committee of the district in which the principal office
of any registered investment banker complaimed against is located shall determine
that thers has been a viclation of the Code or of these Rules or of any amendrment
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thereto, or of any interpretative ruling made by the Investment Bankers Code
Committee and approved by the Administrater, such Commiteee shall transmit a
repact of its findings and the evidence addyeed, rogether with its recommendarions,
to the Tovestment Daokers Code Committes for action by that Committes in
regard to the mateer.

IF any registered investment banker complained against shall so request, the
Tnvestmene BBankers Code Committer shall grane such investnent hanker a hear-
wigr, at whicly Iu:an'ng such investrment hanker shall be entitled to be heard in
person and by counsel, mvd to submie any matters which he may desire to presene,

For the purpose of investigating complaints against registered investment bank-
rrs, the Investment Bankers Code Crommittee, and any agency authorized by i,
shall have the righe ro reguire the investment banker o submit a repore in writing
in tegard to the mareer invelved in the complaint, and such Conumateee shall have
the cight in the manner and to the extent provided by rhe br-laws of the Committer
when approverd by the Adminiscrater to inspect the beoks, records, and nccounts of
such investment banker with relation to the mateers involved in the complaion
Any refusal on the part aof a0 registered investment banker to mnke anv repore az
called far wruler this section, ar to peemit an inspection of banks, records, and ac-
vents, s may e walubly callel for winder this section, shall be suficient canse for
suspeinling or canceling the registration of such investment hanker.

Sec. 8 Ponaltier, (8} The Investment Bankers Code Commitees, in the ad-
ministrakion and enforcement af this Article, may prescribe penalties mor in axcess
af S300.00 far each wiclation, npminst any registered anvestment banker for any
vinlation of the Rules or far aov oeglect or refusal to comply with arders. direc.
rioms e Jegisinns of the Lavestmenr Bankers Code Committre Far the enforcement
al the Rules, inchuling interpretative rulinps made by said Conmittee and ap-
proved by che Administrarer, or suspend the registration of such investmom
banker for a definite pericd, or cancel the registration of stich investrnene banker,
a5 such Crmmittes may, in its discretion, deem to be just,

t)  The Tnvestmenty Bankers Code Committee may cancel the repistration
al any investaerte banker, for any caose for which remistration could be refused as
provided in Section 2 of this Article,

{e} The lovestment Bankers Code Committee may unpase a fine nat in exees
nf 300,00 for each violation apainst any registered investment banker, or may
smspend the registratian af any such investment banker for a Jefinitg periad, or
may cancel the regstration of any such vesement banker, i, in the opinion of
caid Cormmittee, sucl investment banker has been puiler af reprated violations af
the principhts contmned in Article 111 herenf. Within the meaning of this para-
graph, it shall be dectoed to be a repeated violation of such principles by 2 regis-
tered investment banker if such invesrment banker. having heen notified by the
Tnvestment Bankers fade Committes that he s violating or has violated a prin.
ciple, continues thereafter to viglate such principle.

{41 In all proceedings under this section the Investrment Bankers Code Cam-
mitres shall geant any accused (nvestroent banker the oppartunity to have a hear-
ing. at.which hearing such investtment banker shall be entitled to be heard in pes-
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som anl by cowsel, and o submin aoy mateer which he may desies to present, and
adull gecond shall be kept of the procecdings.

fe} In any case where the [nvestment Bankers Code Committee shall impose
any fine apainst any registered investmient banker or shall suspend or cance] the reg-
istrarion of any registered investment banker, the registered investmen banker
against whom such fine is imposed or whose registration shall be suspended or
cencelled shall have the vight to appeal o the Administracor for 2 review of the
facts wpan which the action of the Investment Baokers Code Committes was based
tn the matter of the impusition of such fine or the suspension or canccllation of
such registration, aongd the Administracor chall have the right, in his discretion, 1o
wtay the effect of the notion of the said Commictee until the furcher order or the
final action on the matter by the Adiioisirator, o review the facts as found by
the TLivesrment Bankers Code Committee, and to take further evideace, if he
decins neoessary. and the Ademioistrater may modify, affice or et aside the action
of the Investment Bankers Code Committee in respect of such fine, suspension or
cancellation of registration.

Sec. 9 Procedure. The lnvestment Bankers Code Commities shall deter-
mine the manner apd farm of its proceedmges o be sanducted under this Arucle,
and may consider and take action upon Any matter at any regular meeting or at
any special mecting, and in helding apy hearing or conducting apy investigation
under this Article said Committee may act by one or mere duly designated coem-
bers, but {n such event a report of the facts as found shall be submitted to a meeting
of the full Committee for its fimal actien.

No member of apy Regional Code Comntitrer or of the Inveitment Bankers
Crode Coruniteee shall in any manner, directly or indirectly, participare in the
determinacion of any question afiecting his personal interests, or the interest of any
persan in whem he i3 divectly ar indirecely interested.

Sec. 0. Powers. The Investment Bankers Code Committee shall be vetred
with all the powers pecessary and appropriate to carry out the provisions of this

Articke, and it may adopt 2uch rules, ue such orders and dicections, and make
sieh ilecisions a8 1t shell Jdeemy proper and appropriate therefor.

Sec. V1. Faterpretative Rulings. The Lovestment Bankers Code Committes
may, from time to time. present to the Administrator proposed interpretative ral-
ings based on the Rules, whick rulings shall ke made in the light of the general
pringiples set aut in Article 11 hereof, and said Committes is hereby auchorized to
give a liberal interpretation of the Rules, according o the spirit and intest thereof,
in order to offectuace the policr and purpeses of this Arvcle. Sach imerpretatve
rulings shall, upon approval by the Administrator, becamie operative as part of the
Rules applicable ra regstered 1nvestment bankers 25 provided in Section 1 of this
Article X.

See. 120 The Lisr. The Investment Bankers Code Cormnmittee shall furnish
to cach registered investment banker a lst of all repistared invesement bankers and
of all suspensions and cancellations of registrants.

Any registerad investment bankesr may, at any time, withdraw from such
repistration and by so doing relteve himself of any further obligation as a registered
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investment banker upon giving notice in writing ta the Regoonal Cole Committee
of the district in which bz principal office s focated and to the Investment Bankers
Cade Committee of his desire ra 3o withdraw and wpen payving any amaunes die
from him.

See. 130 Expentes of Contnitier. Every registered investmert banker agrees
to make to the Investment Bankers Code Committes from time to time contribu-
tions T defray the expeises of the administration and cnforcement of the Code
anil che Pules in the spme manner provided o Section & af Adcicle 11 of the Code,

ARTICLE XI.
ADRIRETRATION,

Sec. 1. Starstics. In order o provide statistical information regarding in-
vesrment copditions from dme to tme, the Investment Bankers Code Commiteer
is hereby authorized, within its discretion, to select a Confidential Agency to ob-
tain from all investment bankers certified reports of such characeer aml o such
form as the Investment Bankers Code Cammictes may presceibe. Such Confiden-
tial Agency shall be 1o ne way engaged in the investmient banking business or in-
terested (o or connectad with any investiment bapker. Al $such informoation so
received shzl! be held as secrer and confidencial between such Confidenzial Aoy
and the reporeing investnent banker.

Such Confidential Agency shall analyze and dipese rthe reports, and shall dis
cloge to the Investment Bankers Code Committee only the general findings, which
shall be available to all investoent bankers who aseent to the Code and o all reg-
wmtered fnvestment bankers.

Lec. 2. Regeenal Code Committees.

(a} Lecal Dirtricts. In order to fzcilitate the admiaustration amd ciodorce-
ment of the Code and Rules, local districts arg hereby eseablished the boundnries
of wlhich disreicrs shell be as set forth in Schedule 4 appended herees. The In-
vestinent Bankers Code Commitees may, from time te time, relocare such boirnd-

_aries, and may inctease or decrease the nember of such districes.

{10y Regionaf Clode Commitiers. In cach district established as provided in
paragraph (2] of this scction, there shall be arpanized a Reglonal Code Comemittre
as hereimafter provided in this paragraph. The number of members of ench ol
said Regional Code Committees shall be either thres, five, or seven persong ug de-
termined by the Investmene Bapkers Code Commictee. Said members shall be
elected by vote of investrent bankers assenting re the Code and having their prin-
cipal places of husiness withio the diserct for which such clection s being hrld.
Marmioatus ol [eerS0TA b be elocted shall be made b}' the Tonvestiment Dankers
Code Commiteer. as lollews: 1f the oumber to be elected is three, the nominatians
shali censise af fve persons; if the oumber to ke elected is five, the neminariens
shall consist of cight persons ; aod (i the memBer ta be elected 15 seven, the noming-
tens shall comsist of eleven persons. Ne person shall be nomioated unless he s a
perFSon OCCUPYing an active executive office ot position in the arpanization of anin-
vestment hanker assenting 1o the Code and is a person havine his place of business
inn the discrier For which he is nominated. The Iovesemenr Bankers Code {rmmie.
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tee shatl cause w princed ballot containing vhe names of all perzons nominated in the
manoer spectficd te be matled o each dvestment bapker assenting to the Code
aal laving: s prineipal place of business in the district for which the election s
ter be helib, Such ballets, in order £a he counted, must be returned to such place
anad o or before sieh abate g shall be dixed by the Investment Baokers Code Corne
wnckee, and e be ar beast fourteen Jays after the date of the mailing of said bal-
lats. Fach investnent banker entitled to vote at such election shifl have the right o
vast ong vate for each of the number of persons who are to be elected, and the
persons receiving the proatest oumbBer of votes, being that numbee of persung to
be elected, shall thereby be elected members of said Committee. The term of
ulfice of each person 3o clected shall be fixed by the lovestment Bankers Code Com-
ratkee and specificl g the aomibsation, and he shall seeve until his successer shall
be elected, Any vacancy occureing 10 the miembership of any Begional Code Com-
mttee shall be filled by appointment made by che [nvesement Bankers Cede Come-
mitrer for the wpexpired term.

The Reginnal Code Commictees shall repert all of cheir actions o and shail
at all times and in all matters be answerahle to the Investment Bankers Code
Comiree.

Sec, 3. freneral Dutfes. Such Begional Code Commitress shall act az agen.
cics of the Invesoent Bankers Code Commietce for the adounistration and en-
forcerent of the Code and the Rales in their respecrive disteicts.

Ste, 4 Expemses. Members of such Reglanal Code Commirtess shall serve
without pay, Funds to et the necossary and actual expenses of each such Re.
ginnul Cuminit:cﬁ ior :ltlminl's.t!_-ring this CCHJ!: wnll be pnw;{!ccl hy the Investment
Bankers Code Comemttes out of the furds collected by said Commicees under the
pravisions of Section 6 of Article 11 of the Code and Section 13 of Article X
herenk, but all such cxpenses shall be subject to approval by the Tnvestment Bank-
ers Code Committee. Any such Regional Code Committer may be authorized to
raise additional funds for such expenses in accordance with regulanions preseribed
by the Investment Bankers Code Committer with the zpproval of the Adminds
teatge,

Se, 3, Sdditenal Locoed Rouler. Any sych Beponal Cede Committes may,
from time to time, poopase wbdioons to the peneral rules of faie practice herein
provided, ns may be deened desirable for such distrect and are noe inconsistant
with the provisions of the Cade ar of the Bules. Any such addivienal rules of fair
practice shall be submitted to 3 vore af all iovestment bankers [ocated 10 such dis-
trick who have assented to the Cade, and if approved by a majornity of thow voting,
shatl be submitted to the Irnvestment Bankers Cade Cormittes and upon approval
thercof by the Investment Bonksrs Code Commictee and by the Adminicerator,
such additional rules shall become efective in said district.

See. B Afodification of Additional Local Rules. Aoy such Regional Cede
Crmnmnittee may, from time ta tine, propose a modification of any additien to the
rulus of fair praceice for it diserice, or of any portion of such additional rutes, and
uprn approval of any such proposed modification by the Investment Bankers Code
Commirtce and by the Adiinistrator, such modificatian shall heceme efiective in
sad elisgrier.
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Sec. 7. Canceifotian of Loral Rueler. The Investment Bankers Code Com-
mittee, with the approval of the Admipistrator, may at any time, and from tme
ta titne, cancel any additien to the rules of faie praceice far any distriet, or any
poreion of any such addicional rule.

SeC. 8. feverigarions. Each Regional Code Committer may, of itz own vo-
litiens, ik shall, ar the request of the Investoent Bankers Code Commiteee, in-
vostigate Any maatter pertaining to an alleged wiclatien of the pravisions of the
Code, ar of any rule of fair practice effective in smd district. In making any such
vvestigtion soch Replooal Code Compurtes shall act as a fact-Anding bedy, and
in any ¢ise where 1n the opinien of said Committoe a violation has occurred, such
Commictee shall report its Andings of fact, wpether with its recommendations, ra
the Investment Bankers Code Committee. Inozny instances where the Investmene
Rankers Code Committee shatl direct any Remonal Code Committer to make any
investigarion, as provided in this Section 8, it shall be the duty of the Tnvestment
Bankers Code Committes to provide ar make provision for the expense of such
mvestigarion in accordance with the requirements of Section 4 of this Article.

Sec. O Privifeacd Communientions, () Ay communication fram a cus-
tour af any investonent hanker adilressed cicher to the Tnvestment Bankers Code
Committee or o any Rectonal Crde Comeietee, with respece to ar invalving oy
t'nmpl.‘lint aga'umt any sawch imvestmont h.‘l.rll:cr, shall he cleemenl ta be o privﬂr_gr_{l
communicatian, and the namec of the writer of such comminmcation shall not ke dis-
closed by any such commiteee: provided, however, that the name of the writer af
such communication and che nature of the charges contained thersin may be made
known to the acensed investiment banker or in eoanection with proceedings arising
ant of said camplaint.

(F) Ne eommuamication Fromy any investieent baoker addressed cither o the
[nvestment Bankers Code Coovmittee or to any Reginnal Code Conovirtee. wirh
respect to or invelving any complaine against any other investment hanker, shall
be decimed to be a privileged communacation. and any such communication may be
deale with by said Commictees, or either of them, as said Comnmuteees, o sither of
them, may deern just and preper in the circemstances. but in any proceeding arising
vut of any such complaine the accused invesement banker shall enjoy the right to
he informed of the nome of his accuser, of the nature and cause of the accuasation.
and ta be confronted wath che westmiene banker making such accusacion,

Sec. 0. Wamwer of Rules. Any rule contained in the sypplementary pro-
visioms ¢r hereafrer established pursuant v these supplementary provisions may he
waived in whole arin part, in any particular case, by the Investmeont Bankers Code
Cammittee, i the maneer previded inorhis Secoon 10, Aoy investonent banler
desiring to secure sich waiver in any particular ease shall make wrigren application
therefor wo the Investomem Bankers Code Committes. The Committes shall con-
siler such npplication at its next meeting, of the Chatrman of the Cammirtes may,
by menl or etherwise, ask cach member of the Commitees for his individaal opin-
ion, and of a majority of all the members of the Comnutiee shail be of rhe apinion
that such waiver will st permit any unfmr trode practice. and will not be detri-
mental to the public interese, the Commitree zfrer the approval of the Adminis-
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eratar shall advise che applicane investment baoker in writing 1o that efiecr, and
apray receipt of such advice such waiver shall became eflective, with respece to the
partrealar transienon, ta the exgent provided therem.

See. 11, Lighifrty of Members of Favesemene Bankers Code Commitice and
Kesianal Clade Coammittecy. Mo member of the Investment Bankers Code Com-
unitiee ar o any Eegional Code Conmtrmirtee shall be liable, excepr for willfal fraud,
tr any arvestiment hanker or te any ether person for any action taken by such mem-
bur in s capaciey as 2 member of any sueh Comwnitter in cennection with the
arlministration or enforcement of the Code or Rules or of any provision of these
supplementary provisions.

Sec. 120 Special Camrmiitices. At any time upon there being Gled with it a
petition signed by not less than ten investment baonkers assenting to the Code, the
Livesttniene Bankers Cade Coowmittee shall appeint a comindttee composed of
assenting investmicnt bankers to investigate and report upon any special problem
set Joorthoan gaed petitioon, I the guestion o be investigated involbves any particular
branch of the investrmene business 2 majority of the committee 50 appainted shali
b toernbers actively imterested inthe particular branch of the investmene business
inesdvenl, The commities so appoineed shall report o the Tnvestmont Bankers
Caile Comumittee sl the Code Committes shall give consideration o the recorn-
mendacions oy said roport.

Sec, 10 Lader Cosnpdadets, Qanil such timie as its nrganization For haeed ling
lahar cmopbunts s appervcd by the Admimstravon. neicher the Investment
Hankers Code Commteee, nor any Regional Code Committee shatl attempr to
nsvestigare ar wd juse conplarnts of violations of the [abor provision: of this Coede,
wid all such complaints shall be referred to the State Mitecror for Compliance
havigr jurisdiceion in the area where the comnptaine arises, or otherwise handled as
The Matianel Recovery Adinindstratinn pear, by miles ot erders herepfier cstah.
Fished. direct.



STATEMENT
by
B. Howell Griswold, Jr., Chairman,

Investiment Bankers Code Committes

Mr, Griswold Presented the Fair Fractice Amendments to the Code of Fair
Competition for [nvestment Bankers at the Hearing befare the National
Recovery Administration March 15, 1934, in Washingten, D. C. The Fol-
lowing Presents the Substance of Mr. Griswold's Statement.

*

W are presenting ro yau for your approval the proposed Supplemental Code
of Fair Competition for the Investment Bankers, as finally drafted by the Invest-
ment Bankers Cude Committes and approved by a large majoriuy of those who
have assenited to rthe original Code,

We would not have vou think that this s the prodoet of 2 few minds, or that
it has been haseily prepared, or that it has been dictated by personal interest. dany
of the errors of humanity necessanly creep into constructive work that has been
directed and reust be approved by many minds, just as they creep inte our in-
ilividual lives, But, as there are men and women who stroggle toward an honor-
able, sebi-disciplined and self-regulated objective, so eccasionally you will find a
hody of mten who have approached in rhe same manoer che =olution of a public
problem Lud before them.

[ think this i tree o the present mstance, and [ omay say se withoue embar-
rassIment or i|:1||]11.N.h,-.~itJ.f, as | have contributed bur little o che stuodies which Ted
trs the ariginal drafting of the Code, having been called but 2 month apo to serve
a5 chairman of the Code Commitree. I have been as rauch in the position of an
abserver, therefore, s that of 3 workman., But [ have hed full oppoertunity to ob-
serve and to record mpressions.

My nbzervarions are cerrinly honestly recorded; [othink, toe chey are free
from che bins of association or (riendship, as I have had but Litt[e active association
with the Investment Bankers Association, ncver having served as an officer or
director—although my firm has long been 3 member of the Association,

THE SOURCE OF TIE {00E

Thiz Code, Gentlemen, has passed through the sieve of a thowsand and more
mizwls. Les oripginal substance comes from che best and most experienced of those
mizds, the minds of men who were selected by those io the indosery itself, The
otheers and directors and 2 special commatees of the Investment Bankers Associa-
“wion prepared the original draft. These meon were selected to leadership by the
induster at a time when conditions were most menacing. Their positiony evidence
the appraval of their associates,

When it was submitted to the Code Commirtee which is now belgre you, 1t was
submitted under conditions which plainly stated that the obligation of the Code
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Commutee was to study the whele problem anew and redraft in the ioterest of
che public and the indusery. Immediately after the orpanization of the Code Com-
mittes the clatrmsn sent a telegram o ench member, the relevant portion of which
'i!i :11:"[‘[:11 h{:lnw:

“Febroary 13, 1934 Qur Code Committee, as you are aware, was not lormed
for the purpose of adopring and enforcing a Code prepared by investiuent bankers,
but o study, approve and enforee such a Code as might seem to the Committes o
be in awcordance with and to promone the public interese as well as the interest
of the investment business. It is from this paint of view [ am asking each nieober
of the Committes to roview the Code thoroughly to sce that the ohicctive has been
cbtained * ** "

I cannot pay my fellow members a higher ¢ribure than e say [ think they have
met that requircmeant.

[ cannot pay a higher eribute to our attarneys, Me. Joseph C, Hasmetler and
Mr. Paul V. Keyser than to say chat they were not merely careful legal draits-
mea, bt a5 consulvant aod ubviser, each of them ook pride mhis work as 2 con-
triburion to the public goml, B3ath have heen engaged frem its carliest inception in
the drafting of the Coule.

FuwnAMESNTALS OF THE Cone

BRack of our Code stands not only the statuts ereating the N RA but Federal and
State statutes, oo protect the investor, Cor contribution is that we establish ma-
cluniery for publicity; we reguire courion, bulustry and inteprity—anel we do it
throvgh a4 Cade thae wall Le polived by thonsaols of volunteers swho believe rhat
there is o distinet newd for the investment banker and demand high standards of
hanesty.

In preparing the Caode, the most ordecly process was, of course, firse, analysis,
amel, seeomdd, synthesis. This has bren che method pursued by the draftess,

In analyzing our present difficulties they recoguized the period preceding
the panie one of ecceprional strain and the debacle that followed] was crrastiophae,
It pave them mare concern than anyone excepr the speeulators. They saw the
vising surge of alawst voleanic forees loascd by o World ¥War which had desrroyed
the accumulated wealth of the world and cight and a half millivns of preductive
youth: then they saw die pame fallowed by repid subsidence and deflation. They
resbized thae everyone who hal sold a security or real estare, ar any other form
of property on the suege opward was repoiving, and that those who had boughe,
particetarly those wlo el speculiced, followed the wsual coucse af haan natyee
and visualized someane else or some group as having been the cause of his error so
thar ke personally should not be held to blame by hitoself or by Wos family,

There were vast post-war economic foress at work, 2l when the defation
came and smashed prices—pot merely false prices, bue the prices of incrnsically
valuzhle things—in a maoner few could have foreseen and vone prevent. the de-
Aation precipitated suflering and resulved in great resentment,

Motwithstanmding these fundamental factors which may be offersel by the
thoughtless as o full justification, economic evils 2ee always contribured to by hu-
man error. Tl drafress sought to find the check on the errors thar accompany
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prosperity. A correct analysis was necessary f we are o insert theze checks in a
Code for Investment Banking,

GEnERal MRINCIPLES axp RULES

We have encleavored in this Code to correct the evils of the past—Ffrand,
ignorance, lack of frankness, haste. You will alzo find in the Code a distinction
between General Frinciples and Eules. You will find, by way of analezy, General
Principdes embadied in the Constitution of the United Seates; prapebitory reseric-
tions 10 the starutes. Probibicory laws are move readily understood and roore sasily
enforced. Crosciously or unconsciously, the feamers of this Code adepred this
distinction. The Code 5 cdivided into Geperal Pringiples and Rules,

The GGeneral Principles are to sorve as 2 background of intent, as a pledge of
peod conduct in the business and as a pade o the Cade Comrnicees in inkerpreting
the Rules.

May I vow sav noward about the investiment banking business, the pare it has
claved ineur natianal development and the part it mose play 0 nakonal recovery.

1 N5 INCTINS BETWEEN INVESTMEST axp CoMuErcial Bankixg

We should, it the etsct, cmplirsize the different pares plaved in the sconanme
| ie of the natian by investmost baokers on the one hand and commercial baokers
ol the other. The investment banker nssembles from hundreds af thonsands of
investors the necessary funds for the capital development of the country. He da.
reces this Aow of capital into preductive cnicrprises and thus provides capiral ex-
pwdipures for constructian.

Comnercial banks supply facilities for carrying on the enterprises which capi-
tal Turels Fave created. In brief, "commicrcial” banks provide current funds for
Yeomnwree''; that is te say, fer the exchange, o bupnngg or gelling of goods, mer-
chamiise and commoditics of all kinds. The investment banker originates what
the comumercizf bank is designed re facilicate and perpetuate.

PropteTive Power oF InvESTMENT Baxwiug

One of the most amazing papes in history 5 the story of the development
withio a few centuries of the continent of North America frem prairies and wilder-
wesg to vast arcas of cultivated lznds dotted in every arez with great cities har-
bearing the most productive Dinlistries in the world.

One of the most interesting paragraphs on that pape of history hag been the
develapment, within lictle more than a century, of the United States of America.
from a population of less than 40000 clinging to the Atlantic Seaboard, to a
populapien of nearly 130,000,000 covering a territory of inere than 3,000,000}
scuare miles. .

In o small meazure thiz had been Jue to the individual—to the proneer—in
the courame, hardiheod and penins for productive eflort af our people. But it iz
also fair ea say, when we study the contribution of ergamzed cforr vo chis result.
thiat we must tarn our attention o the investment banker—not to the commer-
vial banker. As valuable as the latter's contribution, his Tunction has been {and
must bed limited to =upplying the temporary demands of established enterprises,
The commercial banker cannot contribute the long-term capital to create onter-
prises, and cannot be the leader in the develaprment.
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Te assetnble and o provide permanent capical remains the function of the
investent banker. Through these sums so assembled, investruent bankers have
constructed and expanded our great railroads stretching from the Aclancc to the
Pacific; from Canada to Mexice. They have made poassible oure vast systems of
communication, the cable, telegraph and telephone. They have in no small meas.
ure beep an esentizl part in developing our foreign commeree. They have made
possible the ooostruction of the grear pawer planes which rurn the wheels of in-
diustry and light the prearest cities and smallest hamlets of onr country. They
have supplied the farmers with the neocessary maoeys for permanent IMPTevements
te their bomes and thefr farms. They have crepted cur poblic buldings, court
houses and schoal houses.

RerROLUCTIVE CHARACTER oF CAPMITAL INVESTED

Leng-term capital invested repreduces ieself; for money invested in productive
coterprise brecds new enterpriges and new business. The commercial bankee iz a
needed supplensent ro this mreat work, but comparatively speaking, his function is
{ a5 we have saul) tn supply the current credic needs of daily business,

WECESSITY OF RE-ESTABLISHING THE FLOW OF CaPitaL 1NTo MaTIONAL
DEVELOPHMENT

Mo one then, who has read history intelligentiy and who has visualized a conti-
nent in process of developmeont, can fail to realine the significance of starting again
thraugh proper chanoels the law inte the economic body of the life blond of in-
vestment capital. We use advisedly the teem Ystare again™ for 1e is estimnted that
the new ssues fztone) of long-term capital funds supplied by investors amounted
approximarely to ten billion doliars in 1928 while in 1933 they amounted o less
than one billion.

Ouite apart from the new industries. new building aod new construction that
way be needed in pew ficlds, there are a vast number of plants in this country
which have been lving practically idle for four or Ave years. Modernization and
replacement 15 rssential.

Fermanent capital canner, should not and will not be supplied an the basis of
short-term, commercial [oans. Borrower industrics would not be able ta repay the
nrincipal as well as interest in 5o brief a period. A short-term loan for permanent
rapital purposes is not the character of loan that can be safely accepted funder the
::ircumstﬁﬂtcs} h:.r the induse Py rraelf,

The adoprion of this Code by which the {nvestment Banker places his own
machinery in order, 1= the Arst active step toward recovery, Other steps tast yet
be taken, bur the discussion of these have no place in this presentatian.

I now lay before yvou the results of our work. ¥We have been encooraped by the
kiorlly praise of those who believe it to be a self-disciplinary, scli-regulating and
self-sacrificing Code. Tois not perfect ; we shall learn as we go along ; we shall wel-
calne sugpesrions, and, in particular, constructive criticism. The Code 15 open to
amendent, We have oot been able to plesze all. In fact, 10 a sense. we have
rleased none. If we had aetempied to please, the Code would have been spiritless
and meaningless.
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Every ipvestment hanker who desires and expects to remain jo the buosiness
aver a long pertod of years, kinows, or should koow, thate his best asset is tha con.
tinued confidence of his customiers, and every investment banker who studies the
Code unselRshiy, will cealize that every efore has been made in this Code to build
up this assce far him out of the wreckage of the past, Whether he retains it or
e, defrends upoin how sincerely and honesely he adherss to the Code,

We thank you for this apportunity to be heard and we shall continue ta invite
srivicism and supgestians,



STATEMENT
by
Robert E. Christie, Jr., President,
Investment Bankers Asseociatien of America

The Fair Practice Amendments 10 the Code of Fair Competition for Invesument
Bankers were, as Submitted 1o the Investment Bankers Code Comimittee,
Sponsored by the Investment Baokers Assoaation of America. The Follow.
ing Consists of Salient Excerpts from Me. Christie’s Statement at the Hear.
ing before the Matunal Becovery Administration March 15, 1934, in Wash-
ington, 2. C,

In acvordance with the provisions of the Wational Indusieial Recovery Act,
the [nvestmenr Barnkers Association of America sponsorsd the Code of Fair
Coypetivion for Investiment Bankers and undertook che prepocadion of that basic
Code in the sumnwer of 1933, After a public hearing on the Gih of November the
Laile was signed by the President of the United States an November 27, 1933,
Arricle 1V of thar Code provided char within 90 daws afrer approval supple-
mentary provissons relating oo Bair trade practices were to be submigted.

Even beiore the basic Code was approved, a special committee of the Tnvest-
ment Bankers Association was apposnted to drafe che fair practice provisions and
b it work iomeliaeely, This commirtee cunsisting of twenty-one men repre-
sented every type of investinent organigation and cvery pare of che counrry.

At the curset the committes undertook to gbtain wuprestions from every worth
while source, All the dealers in the country, both non-members and members of
the Awocation, were sirculanized and urged to cooperate, In many cities'meuings '
ware heid to discuss the probiem. Securities comnissioners of every state wers
asked for thetr suggestions. Many of them respanded. By the middle of December
the drafting committes mmle a progress ceport o the Boatd of Governers of the
Association, Al Jdealers and brokers in the counkry were again advised oo the
stans of the work and their further suggestions were solicited on speeific problems,
Apain many local mectings were held, in which meetings ali dealers wers urged o
partivigrace, These meetings reporeed to che drafting commiteee, as did a great
many dealers individualky.

Tar Fiast Docvstest SvsviTTED

The drafting cammiteee submtted ivs final repoct o a meeting of the Board
uf Governors of the Association in Chicage February 10nh, 11th 2nd 12th, Thisg
meeting was alsa arteoded by twenty of the twenty-one members of the Tnvest-
ment Bankers Code Committee, which had been appointed i the meanwhile,
Cighty-Ave investment bankers in all were in attendance, maoy of whom were nat
members of the Association. The group was thoroughly repressmative of all
pliases of the business, particularly a large and able representation from smaller
houscs.

[he Faiy proctice provisiens, as approved at the meetipg in Chicags, were then
went to every known dealer and braker in securities in the country and all ware
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urged to atrend regtonal mweetings in 26 differeot civies chroughont the counery on
February [9th, Approzimately 2,0 wen sttended.  Tle nectings repories!
directly to the Ionvestnent Bankers Code Committee. The Code Comutitree then
met in Washingron and made such changes, az in their opinion, sceed Jesiraile.
The Code Copuniteee then subimitted, on Febroary 23cd, ta all dealers wober
ssseneed o elie basic Code, che fair practice provisions as amended, torether wich
allngs recurnable on or before March 3eh.

Ar the thne the ballots were counted on March 3tle 1,231 envplavers hal os-
sented kg plee basie Code and were thereby enoilad ro vore, OO0 these | 005 or
84U per cenr, vared; 88 in favor of the iair pracoice provisions, OH else 117wl
disagproved o majonty velicaced either op their ballots or by corresponuloace thas
they approved the proviswns in principle but toek cxoeptian to specific soctions.
Since March Sthothe sumber of dealers asseating ro the Code has increased o over
L300, lc muast be recogmized that ao worth while code of fair pragtice could be
writeen that would be acceprable in every deraid tn evervone 1o the business, Bur
thy Cinde which has bean develaped represeints as nearby as possible tle st judge-
ment of the mapority i the business. Since the Alarch 3th meeting 1 copy of the
{ode has been mailed o every known dexler and broker o the Umited Sraees,

Chan o e ol

The duty of fornmdaning the Code devalved gz the lovesttienr Bankers
Association directly from the National Industeial RBecosery Act which stipulated
that codes should be propzred by the representatee trade assoeitions of tle differ-
it industries, The Association s the anly natinnal erade associatinn af seouriices
dealers in el Lindtea] Sgages. -

The Association was urgallized by 19120 At fresen b it P 03 mcnbuees wlog
Lo 991 affices in 1[5 cities throughout the Umired Seates. This memberslags
represents cvery type of dealer and braker an securicics and s ot Jomumzted by
LY Qe Eroup or section. :

1 iy evene the essential interest of all ceputable deabers in securitics, whegher
ir mat they are members of the Investmene Bankers Assonianen, are alentical.

Fur years the Assooation has been the only oauenal bureau of srandands m
the bustness, [s work has been of immeasutable bonefit to the country ns woll as
to the business itself. ‘The Associazian hag, at great expense, contiamally nedngainpd
same 20 standing commictees which are virtually expert nesearch oroanizations.
To these committees the Asociation has continually eeferred the Anancial prob-
lems of industry and goveroment as well as the problens of the business itself.
The Andings al these commitrees, as adopred by the Association, have wnloubeedly
been ehe foremost Jetermiosat i eskablishing wnrthy investoenst principles sl
practive in this courtry.

CODPERATION WITH THE NRA

Prior ro the ercxtion of the NEA, however, there was no offective method of
enforcing such rules ol pracrices. The appoetunity 1% now available v estahlish
sound principles haviog the force of [aw. YWe have accordingly welcomed the
cooperacion of the NEBA aod have given of our awn best efforts in pespoanse.
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SCOPE OF SECURITIES LRansacTiONs

I'he sccunties merchant s cancecned with the creation and maintesznce of
sound credits for long periods. The extent to which s acuvities funerion fer the
benchit of government, indusery, agriculeure and labor and, at the same tine,
mitke available to investors opportunities for the profitable use of savings, Justify us
existenoe.

The resuly is a Jar-Hung mechanisin concerned with the issuance and the
marketing of envestnent securities. 1Tlags comprehends pot only secuririss issued
by the FFedaral Government, by Seaves, by municipalities or by larpe corporations,
but, in addition, the sccuritics of many small industries in which investoent is
largely localized. Many investors prefer to place their savings in local industries
with which they are famibar. Iy should be realized, therefuce, that the problem
to be dealt with in formulating this Code Jdocs not mercly relate to the activitics of
che Darpe iswuing houses. 1t alio concerns a mwltitude of security iszues and the
process of merchandising them in local communitics throughout the Unived States.

Mo marter what laws may be enacted, no macter whar sevinggent regulations
utay be cuforced, there % oo substicore for the fundamental face thar the invest-
ment banker who prospers muse conunand the confidence of the investing com.
OYLIEY.

Orbviously ip iz i the nacional interest thac as rapidly as possible conditiens
shall again be coeated under which the capital mackets can function normally.
When such conditons arc croated, the services of the securities merchant will be
indispensalile. O of the purposes of the proposed Codde 13 that in this period
of recovery toward which we are looking and thereafter, these servicss shall be
performed in 3 manoer and upon standards highee and berter than anything the
vountry has known before,

oo Macie Fornura

We do not pretend to know any formula which will guzraneee that all new
securitics are ool securities, or thar all which are good when they are new will
conrinue gool. [F we kngw such a formula we should owbody it as the alpha and
the mincpa of the Code. Not koswing it, we have had tg try to be practical and
place such siafeguards ae the disposal of the investing public as our experience
shmws sleould be protective and construcoive, ALl of us want to see confidence re-
established, and to make our utmost contribution to its reestabbishment. For this
jact can never be overlooked, that all che negative regulations canceivable do nor
create a single new issuc of securitics, they Jdo not Anance a single new industry,
they do nor chemselves create any new capiral whatsaever,

In any program for reform in seourity transactions, the careful elaboragion of
safeguards relaring ro factual disclosures in an indispensable detail in o larger
cutegary that includes abutes of salesmanship, abuses of confidence, and abuses of
comperinon. The safeguarde must be of a kind to raise all inveserment practices
te the level of the highest traditions in our business. It (s impaortant to bear in
ming that there have been ceeated and distributed great quantities of seund scouri-
ties, measured by any standard that intclligene critics might sec up. We cannot
da better than te cqual the best that has been done in the past,
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[aporTANCE OF CoxTinuous [INFORMATION

In the proposed Code, we have realized that facts moust be current ro be of
vilue, Thus we would try o assure the continueous disclosures of indispensable
data, such as many corperarions have supplied in the past.

[ssuing corparations, which are of course primarily responsible for the neelod
daes, arc not subpoct to the Tovestment Bankers Code, Tao reach rthetn we would
eeqitire all investiment batkers, 25 a condition to isstang corporate sccurities, to ob-
e contractual promise from the issuers thae they will supply the stipulated
facts as long as their securitios remain cutstanding. In this, we believe chat the
Code makes a distinet advance upann anvthing hitherto artempred in the efinrt ta
protect the invesear.

FEFCRMS 1N SALESMANSINE

Certrainly not less impertant in security dealing than the disclosure of facts is
the correction of abuses n salesmanship. Upder the steess of unregulated compe-
titian aed wnder the pervasive influence of selling methinds suceessfa! in other Helds
af Awmerican bosiness, securieies dealers i ehis counery have allowed selitng prac-
rices to prow up which kave ne proper place o the machinery of a capoeal market,
The purchase of secorities should not resule from the mere selling abilicy of a
salesman, but From o mecting of the minds of the invester and bis invesomeat
hanker, in which the investor nssumes aalue sense of his even responsihiliey,

The erzdicatian of selling cvils in the securivies business (= 0o ensy task. The
spitit of high prossure selling runs through mese forms of Awerican business and
hias naturally tended to permeate the investment mechanism. The rechmique of re-
tail salesraen is ntot alone in question. Originating houses have oo frequently ap-
nraised a new piece of business by the crirerion of whether it could be soll rather
than whether it should hesald,

& Ltree vnmber of Arms now employ men as seourity salesmen wpon 3 salaey
basis unly. There is, hewever, a very large number of security salesmen employved
theongheut the United States upon 2 commission basis, To require, a8 has been
sapzestoel thar all of chem should be paid fixed salaries would mean that chousands
of quen wauld be iounediately threwn gut of work, The wise and consgrvative
approach pe this peoblem is to impose condicions of cmploynent which will exace
of security salesrmen a knowladge af the Business in which they oire engaged.

No lsss importane than selling praceices and no less difRcult iz the problem of
eonflicts of intereat in che invesrmene banking business, and the abuses (o whieh
they miay pive rise. ¥We feel that every parcy to a security transaction is entitled
tn know the position or interest of every ather party.

This is nar the time te explain all the details of aur Cade. That will be done
hy others. | have merely atterupted to indicare sommething of our purposcs, -
deed, of anre iderls, as embodied in it It is far from a perfunctory decamene. 1t
npscts many of the practices of the past. It disturbs the even wenor of many who
want things continued in the ofd way., [t frankly and positively calls for a new
sensc of respoensibilicy ta the public on the part of evorenne engaged in the invese-
ment business,

Provisions FOR ADMINISTRATION

We wish now to drasw particalar atrention o the provisions o the proposed

Cuode far its admimstragion and enforcement. Tf approved by the Administratar,
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e Bair treele practice provisiens become an inteaval part of the Code of Fair
Coonpetiten far Dovestroent Bankers, and as sach carry with them the enforce.
ment sictions of the Nacional Indueserial Recovery Act. Bur it has scered to us
that Bt 15 anenenhent upon securities merchants to Jdevise a procedure for enforeing
the spirt of the Code to be adopted which wall be far more expeditious, elascic
anl cfiective than is provided by the courrs. Such a procedure we have under-
taken to provide,  In substance, it proposes chat sceunty nerchants may regoter
with the LInvestnent Bankers Code Comnnteee, and by so doing enter into a con-
tractual engagement with all other registered investment bankers to aceept the
jurisdiction af the Invesrment Rinkers Code Committes in enforcing the Code,
This proposal has far-reachiog implications. Te 15 expected that this contractual
rebatianship will supply the graundwork on which o build, for the firse time, efiec.
tive self-discipbine in the investment banking business,

It is laped thar the Bules 25 prepared will mark the birth of o new epoch in
Aaerwnn investment banking, in which the best traditions of the busioess will
povern. Undoubredly experience will supgese innumerabis amendments, and wich
the passage af years the decument now before us will scem but an imperfect be-
pinning, We are coovineed, however, that the principles underlying che present
document are sound.



DESCRIPTIVE ANALYSIS

Of the Fair Practice Amendments as Finally Approved
By the President
by
Joseph €. Hostetler, Counsel,
Investment Bankers Code Committee
This Analysis Follows in the Mazin the Brief Submitted at the Public Hearing on
the Amendments to the Code of Fair Competidon for Investment Bankers

Which Was Held before the National Recovery Adnministeanion March 15,
1934, in Washingron, 1. C.

The Cede of Fair Competition for Investment Bankers was approved by the
President of the United Stars on Novemher 27, 1933, The Investrmeie Bankers
Amsocintion af America immediacely after che approval of che basic Code set to
work preparing the sules which are now being submitred, and the approval of
which 15 asked. The men who have worked at the drafiing of these rules have
done so wich the hope that if the job was well done they would have accomplished
seamecthing of greae value to the securities business, az a business, and to the cauwn.
rry a5 ¢ whole. This they jneended. It muse be apparcar that ane of the primary
sheps to be taken inoa orevival of business shall be o re-opening of the securities
markets, The capital needs of American business Y UST be provided for pri-
marily by the sale af long-term securitics or equities to investors rather than by
Government aid or bank borrowings. The sale of securities must be preceded by
confideoce, and we have all learned that canfidence must Analby rest upon char-
acver aod principle rather than wpon bricks, stene, bronze and marble.

It has been the effort of the various commictees who worked vpan these Rules
to eosoler all of the practices which led or contributed to the troubles which we
have heen rhrough,. YWe have evamined the failures and we have hanestly tried o
detertmene wherein the practices in our business contributed to those failures, W
have tricd 10 these Rules to bay down a set of principles for the busines which will,
s far ax 15 humanly possilile, wark against a repetition of our past mistakes, and
we believe that what we are proposing today, will, if adepted go a lang way to.
ward stabilizing the bustness of creating and marketing securities and prorecring
investors, Some folks will honestly believe that we have oot gone far cnough.
Many athers wall just as honestly Belicve that we have gone top far. Such a
livergence of opimion is inevitable in the prepararion of a document as novel and
radical as this one is.

As we cansider these supplementary provisions paragraph by paragraph there
is ong fundamentzl which must gever be lost sipht of—which ks, that regulatory
rules, in order to be effeccive, must Arse be undersizndable, and second, enforce-
able. IFf rules are prepared which eitlicr because of their indefinkteness cannot be
underscood or hecause of their unfaitness cannor be enforced vou mjure rhe bnsi-
ness upon which the rules are imposed. The reason why this is so is very casy to
undersrand. The hooest man engaged in the husiness will underake 1o comply
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with the Rules; the dishanest man will underrake 1o evade them. 14 the dishonest
man succeeids in the evasion his advantage over the compeeitar i uwealonlalde and
rr that degree every sonnd and substantial pecoicipant in the busiiess 16 hort aod
the business iesclf suflees, The fellow who oviides a just Rule sencrally doesn't do
E'Ii'l'l"l..,"'il.'lf TIlI.}" I'.If]'l'l.'l.'ll'll'llt _L"',{m:i :I:lLI.t h‘: I'n:l.],-' (]n tfu.: nan '\\'hu ]'5 tl:l-m[:li}'ill.g '“"ith i: "!'t'.r}'
pervnact barm, YWhen you're dead—you've dexd. That goes physically aml
competitively.

We Liave therefare tried to prepare a ser nf Ruoles for this business which are
sane, nnderstandable and enforceable. and the investment banking business is today
offering to the MEA in addition ta shis set of Rules the machinery for enforcing
ther which we believe can be made effective,

We have had to consider in the preparation of the Rules the Securitics Act
passed by the United States Conpress and now in force, the rules and regulations
of the varioys stock exchanges, and the so-called blue sky lows of the varions
States of the Uninng, [t would be tono much o hope that we haven't made some
rustakez, We will undoubtedly have e modify some of the Roles which we have
written ; smme will have to be strengthened, same will in all probability have to be
aimfe less dreastic. The wonderful pare abaot whae we are all doing 15 that 1F wee
honcstly apply surselves to the pask theee is ne nusrake which we have made in the
past o7 whech we may make taday which can’t he vomorrow studicd and inodificel.
With this in mind we procecd to 1 discussion of the details of each of the penvisinns
thar are now pronosed,

ARTICLE I

Article [ carries very Lirtle excopr references vying the Rules into the Cade of
Fair Campetition anil fixing the etfegtive date of the Rules. It is provided that
they become elfective on the 30th day after approval by the President except as to
the provisions o regard to regidracion, the effective date for which may be ex-
teaded at the discretion of che Code Commitiee to not over 90 days. We realize
that theic new Rules will wnake necessary many changes in the aperation aof our
busioess. Much study will have to be given to the Rules as chey apply to cach par-
toular house cagaged 0 the business in order to make the accounting practices
fit in, but we believe that the thirty day period in the light of the thres months'
discussion which we have had 15 sufficient, with the oight in the Code Cemenitiee to
extend the efieccrive date of the registration section if it is impewsible to regisrer all
applicants within that time. There is stated in Article I a rule of construction to
the effect thar tlese Rules should be interpreced io such manner as will aid in ef-
lectuabine the palicy of the Marional Indostrial Recovery Act.

e is alse sot foerh Bar guidance in the interpeetation of the Bules that while they
are prepared for che purpose of canvenience under peneral headings “such groups
and headings shall not be constroed as Louoing the applicatien of any Rule”

ARTICLE IL

Arvcle IT consists of definitions, and there are anly a fow of them which need
be noted here.

The definition of the term “iovestment barking butiness™ is the same 25 the
nne st forth in the Code of Fair Competitian as already approved by the Pres-
ident,
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SECURITiES

The term "securities’ is defined very broadly and with the intent aod in rhe
belief that we have fairly covered everything which may be considered as a secur-
ity.

Mew Isste of SEcumiTies

The reeon “new ssue of securities™ is defined ag an iwsue sold or offered in one
trapnsaction or in 3 connecked series of transactions “as 2 resale of which considera-
tion for such securities 5 ot 15 0 be received directly or indicectly by the issuer
thereaf."

JEXANGE -

W then define the word “issuer”™ for the purposes of this paragraph only, as
mecluding in addition o the issuing company “any person directly or indirecely
controlling or controlled by the issucr or any person wnder direct or indirece com-
min control with the weer. This is dene so thar where there is a zroup of com-
panies either cominanly owned or organized as subsidiaries of one ar mere of the
group, the sile of securities caonaer be made by same ooe of the commonly con-
tralled o whelly controlled subsidiaries for the benefit of some ather of the cor-
porate family and thus avoid the provisions of the rules. This definition has had
given to it a prest deal of attention, and it iz behigved thae i is broad enough to
mazke the terms of these Rules applicable to aIl new issues and o owtstanding is-
sues when reacquired by the issucr for redistribution to the public.

Voring TrusT CRRTIFICATES aNp IwTERIAS

The erm “issuer” is defined for the general purposes af the Rules as the person
who issues or guarantess either as to principal or income any security or who as-
sumes the obligation to pay such securities either a3 to principal or jocome. 1n
connecti with vating trust certificates, interim certificaces or ather similar securi-
ties the term “issuer™ is defined to mean not che persen actuzlly executing the in-
terim eertificares bt the person issuing the securities vepresenced by such car.
tificates, and in the case of wnincorparared investment companies the term “Hssuer”
is defined to mean the person “performing the acts 2nd assuming the duties of
depasitor or manager pursiant te the provisiens of the trast or ocher agreement
or instrurment under which such securitics are issped.”

EquirsmEsT TRUST O ERTIFICATES

Wich respect to equipment trust certificates and sioilar securiies the teem
“wsyer' isilefined to mean “the persen by wham the equipment ar other propercy
ig of 15 e be used.'” T sep foreh this particular definicion at lengeh becapse 1t will
present 3 picture a8 to the complicated nature of the varisus transactions which
are lumped under the general term "securities™ and eo that it may he in all of sur
minds a5 we pass from tule to rule and that we may see the care which is neces.
sary in inteprating the varicus rules with each ather and with the customs and
practices of the business and the statutes governing the issuance of various
securities. ’
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ProspECTUS

Floe tern Yprospectus” i defoed a5 meeniang the afbeaal prospectus reciined
uw the Seeuritics Act af 1933 in cases where that Act requires an official pros-
pecrad, and in all other cases the alfering or deicriptive circular. Ar livse hlush i
wight seem that the tatter part of this definition 15 a lictle incompfeee, but che
cuskenng af this busipess have given a ancuning e the words "afiering or deseeip-
tive cireulr™ which s cotocly oommgslete sl well anderseand, and ie has been
el Trcbber to r:'ly min Hhe mse of these well koown terms nestenl of .1th*n1|}h'ng
wodetanton af then,

(IRIGLNATOR

'l‘hl:: t£rm “{:riﬁ:inat(}r" II."j- LIL':HIIE!.I. A5 fl'l.l.'!-'l“ll['lﬁ 1L ﬂtll}r = ]JI:ES[:H'I 'l'lr'hﬂ I]lln'liﬂhfi
e fasbe of securicics from che siuer, bue as well, oue who cortraces witl the
ssuer b osel] oo e of secorities woth oooviewe tooa poblie disteibution of chem.
This definitkan was weitcen in the knowlodge chat the length of time required
arder the Securities Act for the registration of a new isiae of securitiey s so long
thie i may lead to a change in what has heretobore been the American peactice in
Floe szaiee af sevcwrivies,

Securinies are purchased oo a liecle ditTeresat basis than most ocher thiongs wlach
are sold, O ordiirily buys a loaf of bread to eat ic, and he buys i suis ol clathes
to wear it until it s ween g, He buvs a security, however, to ger che income Efrom
the e y inv:'-.-ch:d, It alsor weith el Dden thar he s Em:,.'ing 51}||1L't|!!ing which has
resdy oiarkesabality. e therelore chinks of che security nor only in torms of whart
be is willing te pay ot it, bt alse in terms of what athers may be wifling to pay
for it i1 case he wishes o sell it. Tt doeso’t ceke much room to write our chis dis.
tingtive, but it makes all the diference ot weorld Bevwern the preparation of
n:lcs gcw:rning L‘III.! uril_:in:il:iun aend sale af secoaibas o .'tg:lillﬂ.t wist otfer articles
af commerce,

Asrecrs oF MarkeTAamry

The markerabiliey of a security deperads just about on every other thing in
the world. Almost cvery mapor political incident in the warld affeews securicy
valies somewhere. Therefore o defining what is origination we must remember
that the vvvestuene hasker who enters jota a fieey conrract with an issuer (o pue-
clyasg oosprovific issue 15 subjece to market conditions from the moment that he signs
Lis mipe to the paper antil the time that the securicies are finally sold and paid
for by the individual investor. It is for this reason thae the syndicating and market-
ing of securitics is done under ternfic pressure so far as time is concerned. The
izsuer natarally wanes o be sure thao be will recelve the purchage price for his
corporate putioses. He may want to pay ofl 4 maturing bond issue, to retire stock,
or e erect buildings, bur whatever he wants it for he prefers vo be sure thar he iz
EQINE G0 gL It

Iie longer the vime that intervenes between the date of outbining the rerms of
the secoricy publicly and the date when they may be offered to the investor, the
proater the risk to the underwriter. This definition is therefors drawn o cover
origination whether iv arises from. Brm purchaze, from positive agreement ro sell,
or frem agreement ro uondertake ro sell,
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SELLING S¥NDICATE AND SELLING OROUP

In connection with the use of the terms “seiling syndicate” and “zelling group™
just 2 word shoulil be said with regard to the syndicaring of securitics—a pracrice
which has been peneral in the United States, The criginator, 3% we have poanced
out, contracts witle the itsuer to rake the whale block of new securities to be of-
ferel. Whether for gpood or ill, we in America have devetoped large carperare
serictures. 3 he issues of sew securitics which are to be offered to ehe public there-
fare ofeen ron irom 550,000,000 to S100,000,000. The originator, na matter
Livw big ke is, erdinarily (oes oot cpnsider it safe re carry che busden of such o
comomitment alooe, and it is chis [ace that gives rise to the formation of syndicates.
The criginator must deal with the issuer as a principal 2nd cherefore of he desires
to divide his eisk he must do ie amaong a relatively senall number of very responsible
persons. T here ordinarily isn't tine eoough foc him e organize a large syndicate,
and thercfore in the erearion of [arge (ssues ¢ supperting syndicare 15 often organ-
izt by the eniginator to help share the respansibiliey uncl the securities can be
properly disecibuted.

In very large issues o scconcdary syndicate s somerimes formed, but ultimately
the distribution of the wsue s planned to take place theough many hundreds of
dealers all over the United Setates, and the (mal speration o cartied forward oiches
by "'selling syndicares” or “'selling groups.”

SELLING SYNLICATE

“Selliogs syodicare™ s dlefned a2 being a synulicate formed o distribute atk or
part of a new issue in which the participants i the syrulivate have Gnancial com-
mitment be purchase 2 portian of the securines.

SELLING OROLP

The term “selling group'™ s defined ro mean a group Tooned 0 connection
with the public ofiering of & new issue under an agresment which imposes no
fimancial cremanitment on the members 1o purchase any securivies.

These twe terms are carefubly defined because there is grept difference of
opimion whether the dealer (n securities whe 3 selliog his custormers semething
which he has already purchased it in a5 good a position to advise as the dealer
who has ne ovwnership or fnancial commitment o cannmectian with the secutity
bur wha 15 aperating selely for a selling commission. Many people would rather
buy from a man whe ¢an trathiully say to them, "I think ensuph of this seeuricy
which [ am offeving you thar | bought it myself.” There are many others, how-
ever, who believe that the man who owns the security is under the great pressure
tor 51l tn the costapier becanse of his ownership. The rules, as you will see, are in
soute vises different For members of a selling syndicate than for members of 4 sell-
iug proup. The main thought, however, is that the custamer shall be informed
clearty and unmistakably A% to the deiber’s position o that of in thar particolar
customer's mind thers (s merit or demerit involved, he may kaow the facts.

SALESMAN

The definition of the term “'salesman’ s drawn to cover any officer, employer
or agent {other than another investment bankerd of anv investment hanker. {t
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will be soved chac this general definition does not cover partners. [t will be scen
that an exception is made to this Rule when we come to the paragraph covermg
sobicitations at homes when the word “salesman' is defined to include partners.
This iz {or rhe particular reason of that section and we will comment an i thee.

ARTICLE 111

Arricle 11 containg the statemene of cleven peneeal principles, ser forth not
a5 rubes which shall govern investrnent bankers and which require definice action
or forbearasce, bur as principles to guide the Code Commiteee in interpreting the
Eules and to guide the ipvestment banker in making numberless decisions which
will be necessary in the ordinary course of his busingss in conmechinn with tramsac-
tiens not specifically covered by the rules and in adjusting hizs business practices
to the rules.

Sectipn [ of these g::ncr;:l prfn:_'fpl&ﬁ sete forth the duty of the Tavescment
banker to chserve amd maintain “high standards of commercial hanor in the tn-
westment banking business and to promote just and equitable principles of reade
el bosiress.

IsvESTICATION OF MNEwW Issurs

Seerion 2 <sts forth the dury of the originator of a new issue of securities to
make such investigation as may be "reasanably necessary” to determine the merit
af the issue, chat che business risk of the investar is reasonable and thae there are
approprizte provisions to safepusrd the (mvestar’s nterssts. Any imvestment
bankee, other than the originator, participating in the distribution of 2 new jssue
is enjoined to satisfy himself thar the preceding investigation has been made. The
degree of investigation "rensonably necessary” depends in large measure uporn the
issuer and the puepase of the issue. A great deal of discussion was had o the meet-
ings of the code drafting comnemittes a8 to whether or not the degree of investigation
necessary o be made was susceptible of defimte seatement noa rule, and it was
finally decided that the marter of investigation should be lefr to 2 geveral principle
for the reasen that practically every new issue has so many factors which are indi-
vidual to it chat any stzterment of « formula for the investigation would necessarily
be either too extonsive and too burdenseine 1p connection with a small issue put out
by au igseer of recogrized responsibiliey, or too lenieat if applied 1o 2 spcﬁﬂntivc
issile or onc put out by 2 company without established and recognized credit.

The lampuage of the section, therelore, states the rule of reason and binds the
investment barker o make his detcemination as to the investipation warraoeed or
required, in the light of all the facts and (n the exercise of experience which, when
all is said and done, he alone has. This is a duty which, in the main, the reputable
investment bankers of Americz have always assumed aod in the performance of
which they have, on the whele, made a record which is much beteer chan would
be indicated from 4 study of a relatively faw sample transactions which in depree
at least have probably been selected as “horrible examples.”

[xFoRMATION FOR INVESTORS

Saction 3, in goneral [anguage, provides that thers shall be made available to
imvrestors, cither in a prospectus, from public souress or in some other manner ade-



{35

quare information with respect to the issuer, the nature of irs business, its Anancial
cendition, the terms of the now security, and all echer tnformation required by the
Rules to be contained in the prospectus. Securivies of the Lnited Sraces or any
ristrumentahizy of the United States or of any State zre exempted, Securities is-
sued by any subdivizsion or instrumentalivy of any State are sspecially provided for
amul & 1% set Forth that as to such securirise it shall be desmed a compiiance wich
tlis section if fhere is available to investors adequate information with respect to
the terms, all snfarmation required by the Bules and in addition where availabie
the record of rax collections of the issucr for the preceding three yoars, Securities
issued by a common careier subject to rhe Interseare Crammerce Arr are also
specifically covered, and with reunnd to such securities chis section is complied with
if there is available to investars in adition oo wmleruare information wirth respect
t¢ terms and all information required by the Rules, a copy of the last annual bal-
ance sheet znd the incame and the zurplus acconnes for the last three vears of such
coanmen garreier as requited to be fled with the Interstate Commerce Commis-
sttt VWath regacd to secanities of 4 comnrmon carner, 1t 15 3lsg pravided thar there
shadl b available oo any investor on request a onpy af all repores anil arders of the
Interstate Comineree Comtissinn,

Rroosmiismamons 1y Levesroms

Section 4. The investment banker in recommending an investowent roan
irveskar shoald have reasonable grannds for believing the security recommended
to be suitabie for the investor. In onder to perform thes funetion, ot s of courae,
necessary chat the invcatment bapkee be informael as to the orker security holdings
of the investor am! as o the invescment sicuanion and neels of chae ioveseor, Tt
iﬁ nnk ﬂ]'l.\rﬁ.}rﬁ- |Jn55i|][r. 10 prut;url: 'Frnm t}l: 'fn\-'-l_‘stor h | cl}mplﬁrf |1<r QF thl: SCE\ITiEif‘ﬁ.
which he alveady holds, A preat many times the investmene banker bas to formn
s nun conchsions as to the actual requirerments of the investar without un
adespace factual basiz. Mot every man who has money to invest really knows
1:ilhl‘.‘r hi.‘i TIL;T".Iﬂ1 '|'|r'l'.|rl'|'| ar F'Iﬂ'i"r' R‘:Irr:[ll]. 1'|.I:: Ehﬂ!l]d hﬂ l'.lf hiﬁ Prin{ipﬂl At n nﬂffﬁsﬂr}r
sacrifice of his income,

Cine of the prear srories af rhe investtment bosiness is of the man who applied
to one of the Kothechilds for advice as to how he should invese tweney thousznd
peunds.  Rathschilds asked him, "[Do you want 1o tar well or slecp well? No
man can do bech on twenty thousand pounds.” Mow, of course, this 3 a pra-
foundly wise ohservatian, The income which comes from an investment made for
safety, sufficient to insere sound slesp. is moch Iess than rhe income Jezived Tram
the same sinn af ownwoey emhbarked in successful speculation. The crouble with
puost of ws 05 that we want o ot well and sleep well upan a vory himieed capieal
mvestnent. There i nothing wpwsual aboue this, The werld i= full of prople
who weould like to have the peace aod quiet of countey Life and yet naot be over 2
black from the movie show, We wanld all of us like to have the thrills of adven-
ture coupled with the safery of & rocking chair, bue it just isn’t to be had rhat way
and, thercfore, the investment Banker, while he should recopnize nn obligation to
sell to his customer only such securities as meet the customer’s needs, in the Bght
of all the facts, must. in order te nerfarm that function, have the cooperation af
the cusromer. The code draiting romtmitres, therefore, has set forth thiz duty af
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rhe investment banker as a peoerat pringiple aod ot as heing susceptible of state-
ment ina definite and soeeilie rule.

COMPENSATION OF SaLESMEN
Sectian 3 states the generzl principles which should govern the Jealer in deter-
mining hew his salesnen shall be compensated. It is an open question 1s to juse
what cffect the method of fpuriog the coanpensacion of the salesmen has upon the
yiality of the salesman’s work and bis altinate loyaley o his custamer, Compen-
sation may be figurad on any variety of wavs Lt may be salary, commission, or a
mixture of both, The commission may be a pereentage of the sales price, a per-
centage of the profit of the concern on the disteibucion of thar particular security.
ar a percentage af the mondsly or annoal prafits. The principte hers staed s tha
the emplayer shall compeosaee the salesieng 102 maee cnnsistenr wich the nin-

tenaece af the busiaess upon the hasis fxed by the rules,

Coxmisvixg Freries oF (JRiGixaTor

Sectinn 3 sets farth the dury of che originatar of the issue so long 25 apy part
af rt s outstahong. e sleubd keesr imself reasomably infaormed of the finaacial
condition of the ssuer and to wse his inHuence 0 endeavoring o cause the (smer
o meet his :‘Jbligatinnﬁ to the snvestar hnHiJ:;_{ the :i::g:un'ry. In the pt::rFDrrn:lrh_‘c of
this duty, the investment banker apain has o use Tis judenent in the Light of the
citcumstances as he honestly understands them at the thoe. It ois specifically pro-
vided that this duty artaches in respece o issues of securities onipinated prior to
the oleciive date of the Rules a5 well as thereafrer.

Fhsgm iTrersaky CONFIRNATION

Section 7. It would cortainly be an wleal sienation iF the investment banker
coubd require from his custemer a written erder ur A written confirmation. The
code drafting committes recagnized, however, that there are cimes when the cus-
tener's best interests require that sccuritics be cither acquiced ar dispesed of uoder
circumstances that make a weirgen arder, arub it times event a written conficmation
within a reassnahle time, tmpossible. or, if not impassible, at least exrremely dis-
advantaacmis 1o the cusramer.

SerVice CHamdEs

Beceinn B prowvides that the charpes for services should be reasanable apd one
unfairly Jiscriminatory between customers. In che discussions of the code drafting
c‘ummittu, a Freat deal uf timt LAtk ] t;ﬂccn 1'r| cnnsidcring whf:thr'r It s puﬁsihlc
ti set forth in the rules 2 speeificd enumerittian of charges covering the varous
seTvices pecformed by an investment banker. In view of the Tart that the United
Stares i3 a hig place and chat these Roles are being drawn to be applicable to in-
vestment bankers hardling diferent classes and varving volumes of securities
wieler circumstances that rarcly duplicare. it was decided not to cover the matter
of chares in detail. Tt is right, however, to stare, a5 a priociple of rhe busioess,
thit whatever charpes are made should be reasonable under all of the circumseances
and oae digeemainatary as between customers. This principle is oot unusually Jif-
cult either to understznd or apply.
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Sinmins Fowps

section 9 provedes that where apprepoate to safepuard the interests of the in-
vistars, there shauld be mserted a provision for the coeanon and adminisceaton of
a sinking fund for the retirement of the issue in whole ar in part, at or befare
marurity. Lt 1w probably et thae all debtars should, o the periwl which
clapscs hetween the creation of che debr and the date set Bor its payment, make pro-
"r'i!ii{“'i fur 1!1'..'Et;rlg T.'I:Il: uh]igation '\'I.-'h{_"rl dl!f, ']1]1CEC ".'f':ill !]{" tilT‘.:s whrn tllt," Llchtnr
i tharoughly justifieed i relying upon a refundivg operation. As & Feneral rule,
however, it wounld probably he agreed that o sinking fund should be creared
whercby at stated iorervals a propocrion of the debt iz eicher retired or provision
IJ!HEI{'. E[IT =5 rl‘:tl‘rﬁml‘l'l.t., lt W as rh:i!i E:H:t '\'Ir'.ll.:i‘l,:]'l. Il'd tl'lﬂ l:.r?dt: drafl:rng ml]‘]]]itt[‘t‘
to insert the provision lavoring the inclusion of sinking fund provisions in the
indenture securing the debit

Prosier Devvear

Aevtian 10 provides for the delivery as promptly as possible, after the public
oifering date, of Jefinitive or tempordry securities i the place of inrerims. [
discussing the defuntions, 1 have anitted the definitians of "interim certificates”
and “Interim receiprs™ which are concained 10 Sectan (#) of Article 11 Tlus
was done because it was deered better to discuss the whole question of Tistering in
connection with Section F of Article IV, which provides for the saleguarding and
protectien of monees pad for securinies before defimtive certifcates can be issuel,
e sheraldd be noted, i cononectian wirh the general principle set foreh Tn Secoan 10,
howeever, that alebinitive ar tengprary securipies aof the ssner should be premprly
iernished. In other words, the purpose of this Rule is to discourage, so far ux iy
pussible, the use of lnterinis, .

[DGRATION DF Sy NIICATES

seetimt [ poverns the mateer of duracion of selling syudivares. 1t s the wweni-
nmies opiaween, <o Inr s ronld be ascertained by che code drafting cormmizees, thar
the durztion of svichicates shoull be sharcenad. An effort was made by the com-
Itk e stake a maaxinam lengeh for syndicaee operations. The difficaley wirh this
vames when you consider the coonplications of soch a restraint upon the vnder-
vrinng and syndicating of an izsue of sccurinics which is subject to the preemptive
righes of present stockholders. The laws of the $tares and lwal costoms vary as
tn the leneth of rime which shall be granted w stockholders o deteeming wherher
o anr they desire to exercise thear rights to porclase the securitees, I you fix a
periae] nE eiue for e Life af rhe syndicate long encwgh ro be Fair oo the wreck-
Toddduers I'I:'I'i":in;.{ ]'Jli‘(:i:ti'l.[!lr.i'\-'ﬂ righ:s endar all circemstnnces and all Sipte |m1.-_~;, itos
prohshly & lonser tiine than shauld be recognized as proper for all syedicates. Here
amain ehe period of che syndicare operaton 15 left ta the judgiment of the managera,
and the pemerrl principle 15 laid down that syndicaces should contiawe For the
shortest time thac is sufficient for che purposes of the syndicate.

ARTICLE IV.

Artrele IV cantanss the rules primarily applicable to the origination of o,
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l:{.'INTi.‘il.i]NG INFORMATION FOR LuvesTons

hection L. lr o recopmized that the purchaser of securities i entithed to -
cierate information as 1o all essential {acrs affecting his investment. He is ennitled
14 thag [ndermation not only ae the time he buys the secunity, bt at intervals during
the entire time that it 13 ourstansiiog. I does not contribure eicher 1o the comfort
arF safety of the passengers on a boat to have a general alarm sounded overy time a
bucketful of warer connes on the deck.  Just when the alarm should he given s
bound to be a question of judgment. The code drafting committes did Feel, how-
ever, that it was possible o prescribe rather in decail what information should e
made zvailable to security holders, and if the comnutees erred ar all, it s in ee-
quiring more than is nesessary rather than less.

[ssvers BEgquirzr o Svrrey Peroowe [nForRMaTION

The provisions of Scction | provide that no investment banker shall acr as che
aregioator af any issoe of securities in excess of S100,008.00 unless che issurr agrees
te have prepared, by an independent cecrified public aceountant, fout annmual state-
wents. These tce ro consise of an incoine statement, 2 surplus statcment, 3 sum-
mary of chznges in reserves, and a balance sheet 15 of the end of each fiscal pear.

ParexT CoOMPANIES AND SUESIDIARIES

A subsidiary is defined as o corporation of which the majarity of the veting
stock i held dicectly or indircctly by anather corporation, Tt is provided chat each
of these stateruents shall cither be made for the wsuer and for each subsidtary of
the issuer ar 2 goanlidared fnancial statement of the issuer and any or all of its
subsidiaries, wich the further provision that if the statemeints of the isuer and any
submidiaries are congabidated, there must be prepared 1o aclilitien to the consslidated
stateanent a skaipnent of the soer and of any sulsudiary not consolidated. If a
consolidated statemenc is published, it must eliminate all intercompany transac-
tieng herween the parent and sehadiaries or between the virious subsidiaries joined
in the consolidated staterment. [t is provided thee the deares of consplidation shatl
be clearly shawn and that the parent company's proportion of the current earnings
or bosses and the dividends of uncansalidated subsidiaries be showar.

The balawe sheet shall show the extent o which the equity of the parent
company in the subsidiary or subsidiaries has been increased or divinished since
e dare of coyosiion.

Appropriate reserves are provided for with vespect to profies arising out of all
transactinet with wivonsolidared sobsidianies, which shall be shown either in the
staternent of the pareat company or the consolidated statement of the parent and
certnn subsidiaries.

hscrosvry ofF 1IErseoT

The issuer iz required o sec foreh specifically ion the statemnents any defzelt in
the payment of interest, sinking fund or amortization pavments, and any arrears
ol dividernls upon any security of either the parent ar any af s subsidiaries.

T'REATMENT 00F Nox-Recurrips [Trus

It is reguired rhat non-recurning items, either of profic or loss, shall be ex.
pressly enunzeraced, There is ao doube that investors have beea musled by profits
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which were the resuly of transacrions which in the ardinary sourse of operations of
the business would oot repeat themselves, The profit arising From the sale of a
capital aseer 13, for instance, clearly distinpuishable from a profir resulting from
ordinary cransactions of the business. To rhe extenr that the value of che securivy
rcfects the prodies, any such no-recurring profit should be labeled so chat it will
not be miven undue efect.

INTERCOMPANY ACCOUNTING

There 15 a requircmene that che sratemens sl whether the examination of
the acceants of the subsidiary is of a date differene from rhat of the examination
of the parent, and if the date dnes differ, the extent te which the audivors have
examoed the interim transacticns between the parent and the subsdiary, As far
back as 19408 H. (5. Wells, the ainuwent Beivesh novelist, wrote the novel “Tono
Bungay.” It is hard for us to realize that tweaoyone years before the erash of
1924, a novelisr i {ireat Britain should have so clearly scen the dangers of sub-
=ultiiry varparations. Tn the story, Mr. Pendereve was engazed in che manofacore
and sale of patent medicines. His success was great and he cxpanded. He or-
ganized and conteollod mzny companies and of them YWells says, “Each of rhese
compaites etubed des financial year selvent by selling great holdings of shares o one
ar other of 163 sisters, il paying dividends out of the proceeds, 1 zar at che table
and agreed. This was our methed of equilibrium at the inidescent climax of the
bublde." Alost af us who have now reached the age of discretion were old vnouph
to underseand this language when i was written,

The operation of business through the use of subsidiary corporate organiza.
tions presents many practical advanrages, and chey are most often advantapes to
the stockholders of the parent as well as the subsidiary. There i3 no doubt, how-
cvir, that an incpmplete picture can be creared by swirching profics and cven assets
between the parent gl the subsidlary when the date of closing of the books i<
diffcrent for the various companies. This Hule does not require chat the closing
dJate he the sape for che parent and all subsidizries, but it does require that if they
fda oot lose on the same date, the fact be clearly stated. It requires the nuditor,
if the interim transactions are not exacined, 10 set furth that face. It woueld he
expected that the moderately coreful investor, with the fact nated thar ng examina-
tion of the interim transactions had been made, would rightly be inquisitive as o
the resule wpon his securicy. The resule of rhe provision as weretren will be that
in each case an sxamionatian of interim transactions wil] be made and rhe resule
stated.

ACCDUNTANTS

Lt iz nor required rhae the examination of the aecounts of the parent and cach
subsidiary shall be made by the same accountants, but it is provided rhat if the
examination of the accownts of any subsidiary included in 2 censolidated statement
1z made by accauntants other than those who cxamined the accounts of the parent,
sich fact must be wated. If the statements of the subsidiary and the parent are
given separately nmd not as pare of a conwlidated statement, the fact thar the
audits were made by difierent auditors would, of course, be apparent on the free
af the statements and in the certification.
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Forpion Supsimanips

It 15 provided that if the consolidated balance sheet includes assets of forcign
subsifiaries the percentage of the total assets represented by the foreign subsidiaries
shall be neted, and alse the basis upon which the agcounts of the foreign subsidiary
are included, and that any sobstancial differences in accounting practices conployed
b:.r the fon:ign Rubsidiary, 50 far a5 kowwn, shall be given. The miare statement of
this requiremiont is irs juctification. Foreign subsidiaries are often desirable and
sometitnes necessary, but the holder of the seeurities of the parent compaty is en-
tirled ea koow whether the accounrs of the foreign subsidiary arc kept i the same
manner as these of the parent with which he is familiar.

PLEDGED ASSETS

It is provided that where any of the stated liabilities are secured by speeific
Assers of the 15s0er, the balanee sheer shall shew that such Lizbilives are secured,
and if any part of the security consists of current assets, such fact shall he shown
and the general nature of the current assets oomprising the security shall be given,
It was ot deemed feosible, and certainly not necessary, that the exact sccurity
shenuld be shoswn beeamse it would o most cases complicare the balanee sheer to a
far greater exeent than would be warranted by any help it would give the investor.

DiseLosvrE oF CONTINGENT LIABLLITY

There is a provision thar contingent liability, not expreszly shown on the bl
ance sheet, shall e stated. This has always been gond practce, [t is hard for
same people to realize thar an endorsed note 15 an obligation, even ahead of the
tine when the aker has failed or refused to pay. This wenkness of human nature
<eetiys ta be inhercnt in all of ns. [ peabably based vpon the fact that mose ol us
are sl to reabice that the friend, for whoom we have endarsed, enonot pay, that
the litigation or dispute in which we are engsed can be cesolved apaince ws, oe thar
we may cmne out the loser in any partculnr ane of the contingencies sutstnading.

Isrerconipany Aaxn PERscNAL Loaxs

Tleer ammual skatemewst must show loans or advances to ar feom subsidiary
cenpanies, ad amounts due Trom officers and emplovees with the exception of
those arising in the ardinary course of business and siormal it amount. Here again
there van be no doubt as o the right of the stockholder under any circumstances ta
Enow what is o the company, either From subsidiaries. its officers, or employees.
Fach investor cian then make ap Tus oind a3 o what he thinks abaut ix and a5
whether he wants firrther infarmation,

TNVESTMERTS 18 SURSIDIARIRES

The statement made available to the tmvestor mirst shaw any securnitics of the
wsuer or of any subsidinry of the iwuer which are carned as investments. This
must be shown as a separate item o the balance sheet, There cappot be much
rroable bwere Becauwse OF the corporanon bas acquired and carries as an asser either
its own stock or the stock of o subsidiary, che beodholilers and stockbalders have
a right to knane how sunch of the total assers consists of these items,
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There is then a geneeal provision that if for any reason the statement cannot
show the information required 1o the manner ser farth, che facts as to such inabil-
ity shall be stated in the certificate of the accouneant.

It is provided that such starements, accompanied by a complete copy of the
certificate of the accountanes, shall be released for general pubbication and thar
ropies af them shall be furpished to mach securiey halder wpon request,

Vartarion oF Stock Divioesos

The agresiment of the ssuer must include a covenane that the issuer will not
itself and will not permoir any subsidiary to set up as income, stock dividends at
an amoment geeater than was charged against the earnipps or surplug by the com.-
pany paying the dividend. At first blush, this might seem a lictle hard. IF the
subsidiary pays a stock dividend which is charged a2gainst dts earnengs or surplus
at say twenty dellars a share, and if at the time the market for such stock is ac
a higher price, it is casy for the management of the parent coimpany to justify me-
chieding in its balzisce sheet the stock =0 received as 2 dividend at the market price.
With thiz lumitation, any soch stock received most be set focth mothe balance
sheet at the lower price, The cesalt of chis will naterally be that che company
receiving the stock and carrying it as 2o asset will naturally mcke nention of the
conservative price at which it was valued and is Being carried, and to thie extent
the pwner of the security will oow and appreciate that he s haviog presented
o him a conseryative statomenr and will be able to =upply bis own enthusiasm.

CloasGes ix AccousTisg Merions

The trsuer must agree chat if any material change is made from vear o yenr
in the rates or policies of depreciation or in the accounting methods, artention
will he called va this fact in the nexe succeeding published balance sheet. Whithamt
sich iestice, there can be ng effective companison of balance sheees.

Il:I“I'H.'. i!ih‘ll.:r Hll-'l.l]. bl‘_‘ Tuquirﬂd ﬂ[m 10 -"l]'l‘pﬂint Aan EJ“']{"P[']H'I!"H: ApRe Iy fri iv'f e
rogistear, aink 0 laave all cercificates of the new issue registered.

SUBSTITLTION OF COLLATERAL

Farapragh (i} of this scceien 16 one that presentedl a great difficulty in drafeing.
This paragraph treats of securaties based upan collateral deposited aond to be held
for the heneht af security holders. [t provides that 2 bank or erust company slall
be appoinead to zct as trustee for holding collateral and thar whenever the issuer
desires to make substitution or o have rebeased any of the pledzed progerty, anil
which substitution or lease substanually affects the character or the value nf the
property nledged or merrgaged, he shall, at least ten days priar to the substiputian,
cause untice of such subseicution or release of collaceral to be given by publicarion
in a newspaper of general circalation in the ciey wheee the trostee has 168 principal
place of Tenoess 25 well 28 o the city o0 which the issuer hes s principal place
af business.

New there is oo doube that no trustee s willing to become liable for de-
termiming the aequacy of securities offeeed n substipubion for secoricies drawn
lowwn, The risk of mwaking this determination is too great. Theee 15 also no
iloubt that the sndenture eovering a coflaterel ssuee which dos not provide
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a nght of substitution or release of cellateral is generally unfair to the issuer.
O the other hand, the investor, in order to be protected, should either have some
nilependent person pass wpon the substitucion or release, ae, if that is not done,
shouid have eamly accessible constant information as to what substitutions are
nrda,

There are collatersl iszie which have been very surcessful and which have
Bren baseal upon a very berge number of relatively small items of collateral which
are changed sanetimes daily. {An illustration of this is a security collateralized
by autongbile paper.) Flere there are so many withdrawals, either czused by final
payment or substitution, that publication of cach iteen would be so burdensome
ag 10 destroy the practice of creating these issues. For that renzon, this paragraph
provides thaz only substitutions or releases which substantially aflect the character
ar valee of the proporty pledged or moregaged need be pubbished.

[t maay be by some objected thar the wards "substantially affect,” by leaving a
discretinu in the issuer, nullify the purpose of the paragraph, but it is beheved that
on consuleration thee will be found not o be so. If publication is required of 21l
substitutions and releases, & cectain very attraceive and profirable rype of nvest-
inent will probably be discontioued. The drafiing comomittes has, therefore, de.
cided that in this case four-Alths of a leaf iz betrer than no bread, and whilz 1t
has drawn a paragraph which wiil by many issucrs be deemed unduly burdensome
and appressive, and by somg investors will be thought oot to o far enough, it was
the comnurroe’s mpiot chat the paragraph as drawn accomplished 2 very prear
deal ard stilt made possible the issuance of collateral securities based upon & great
miinber of small items racher than a small qumber of important items.

Antertcax lusmiTuTe OF ACCOUNTANTS

It would not be fair to close thus comment upen Section 1 of Ardcle IV with-
mtt ackaowledmng the value of the scrvices which the investment bankers” gode
drafting committee has received from the Amertcan Tnstitute of Accountants.
There will be rhose wha think, and probably those who will say, thae the ar.
countants were plowing the fald and sowing the zeed for a harvest, but the code
drafting commiteee feels that it has had from these men a fine spirit of cooperation
ai mnst intelligent and constructive assistznce.

tefare [ pass on fram this matter of annual balance sheets, T do want o point
mmg that there is grave doubr whether the expense of preparing che statements
called dor onwadly s not grearer chan iz warranted in connection with 211 issues
avee S100,000.00, [v may well be that as we warch this section work out, it will
he necessary to exclude from it operation issues Yarger than $100.000.00 and 1«
may be necessary to draw separate provisions requiting less detailed infsrmation
for smaller issues.

IxnrForaaTion on Musiciran Bowns

Sectinn 2 vovers information which should be made available to investars in
connection wath securities ssued by subdivisions of Sraves. Municipal securities
ire exerspt Iren the operarion of the Mational Sicurities Act of 1933, We have
had as much decwession (0 the preparation of this Code zhout how Far we should
zn in undertaking o cover the matter of municipal bonds as any other single
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subject. Lo Fairness ie must be said that o a ceriain cxrent municipal honds oe-
cupy a unique field, They arc entirely the creature of statute, and rhe exact nature
aowd extent of the seourity is at times very difficuls to ascertain. As to the available
data, the investment hanker must very largely rely wpon a compilation of public
recerds by muanigipal authereities,

The important questions frem the standpotne of the investor in considering a
pubilic bomel are the nagure of ehe lien 2nd to what it attaches, the amount of tax-
ible property in the taxing district, the record of the community for che prompt
payment of s taxes, the amount of bemded Jdebr, nor only of the particular sitb-
division issuing the bools in guestion, but the roral ameune of all averlapping
deht, that s, the debes of ocher political subdivisions which arc a Tien upor 2 whele
ur x part of the subdivizsion issuing the bonds under consideration.

Fublic financing of the various States and political subdivisions is essential.

STavisTics ox PuaLic Bokns

Secticn 2 provides thae ne investmenr hanker shall originate a new issue of any
subdivision of any State anless the issuer shail furnish the originator “with an
official statement” dlisclosiug the following information, if the securitics are public
and to be paid from ad valorem taxes:

First, The assessed value of the property subject to the taxing power of the
155UEL.

Second. The rotal beuded debt of the issuer, itcluding the amount of the
155012,

Third. The population of the issuer.

Fourth. The l!':Lrl:'I!il if ir be a fsu:t, that the bonded debt of the issuer does not
include the debt of any other subdivision having power ro levy taxes upon any
or all of the property subject to the taxing power of the issuer.

Lecar Ohmxions

[t s provided that che originator shall make available vo tavestors in the pros-
pectus, or if there (s ne prospectus 14 saome other mznaner, the faces disclesed in the
wihicial stacement of che msaer; the name of the attorney whase epinion will be
furnished ; a statement of fact a5 to whether the sccurities are payable from a lin-
sted tax on real estare e froon spectal funds only ;) and in the case of securities 14-
sued in aoticipation of a later sale of a refunding issue, and where provision is not
to be made for the payment of such securities in any mapner ather than b].r the zale
ol the refunding iwue, the facts in regard cherero, It is also provided thar upen
the request of any purchaser there shall be delivered to him a copy af the official
roceipt of ehe croasarer of the issoer showing that the oew issue has bosn paid for
e the issucr ac che time of issuance,

INTERIMS

Section 3 covers the use of interim receiprs and inecrim certificares. Ir will be
remenibered that we omitted any discussion of their definitions in 3cction (1) of
Article I1, and ondy briefly referred to them in connection with Section 10 of
Article X, Ap interom cerificate or intenim receipe 12 defined as an instrument in
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writing cailing for the furvee delivery of certificates pid execured and issued by
the persen who has contracted with the 1ssoer of such securicies,

Section 3 peovides that where the money is paid by the investor for a security
before either the defimnive ar temporary certificats has been issued, the money
shall be deposited in a special account for the benefit of holders of interim cer-
tificates and interim recelprs, and with a person permitted by law to recoive de-
vosits, Lo s further provided that when weinporary securities are issued o cover
ourstanding intorine ceceipts, o intorim certificates, they shall be sepregated from
all other peoperty of the invesetnent banker, and o such manner that ha person
other than the holders of che interims can assert any right, title or interest therein.
Ln other words, cash held pending the delivery by the issuer of temporary cer-
tificates, and temporary certificates held pending the issue of definitive certificates
which can be delivered to wvestors, are to be held i trust znd sepregared.

Tities or SECURITIES

Socrion 4. 1t has for a long time been recopnized by thoughtivl and conserva-
tive investient bankers and investors chat the titles given ta issues of securities
are often of such a nature thar, while they may perhaps be literally true, they con-
vey a wrong impression as to0 the character of the securiey. This result gccurs
either by telling not quite the whale truth ar by a typographical arcangement of
the title, making the sccurity lock, at a casual inspectian, like something other
thao what ir 5. The misleading title generally confuses the less experienced in-
vestar,

Tlds marter of misleading titles i3 nor a vew subpect either for thawght or dis-
cussicin o el days when roal estate securities ocoupied a favorable place i the
minds of most Lrvestars, there was wide discussion wpon the question, far instance,
a5 to whether @ bond issue based upon 2 lezsehold should righely be called 2 “First
Mortgage Lewschold Gold Bund." As a miatier of Fact, it was just that, it was a
bond secured by a ficst mortgage on a leasehold and payable in gold, but its real
PoOSILion 35 an investment was not much diflerent from a second moregage on a
real cstage fee. The lease demanded 2n anawal payoment of rent and taxes for the
mamtenaotce of its validity and this anmeid rewt reserved was a <laim ahead of the
lenschabl bandd and npan the paymeny of which the value of the bond depended.
When you acdd we this that an unscrupulous or careless dealsr might very well
pring the word “leasehold” in rather submerged type fnce, you soe che danger.
The wwvestor intght cead only " First Mortgage Gold Bond.” You can multiphy
thas tklustration indefinitely.

It will be nated in this sectmo ehae we have excepred public securities and we
have provided that if any new issue of public securivies has a title which is mis-
leading as to che lien, terms, or priority, the facts im regard thereto shall be ceated
v the praspectus. The pensan for the exclusion of public sswes is that the ttfes of
such wsues are almost alwavs Rxed by the legislatures in the enactments avthoriz-
ing the dssaoee of the bonds, 1t is, of course, impossible for the investment banker
or the issucr, for that matter, to conerol this matter of titles, and as peinted out in
the catnnenrs wwler municipel honds {Section 2 of this Article}, it is extremely
difficult to know when the title of public securities is or is not misleading. This
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secting had to be drawn with some leeway, and as drawn gives the Code Authority,
with the approval of the Administrator, bread power.

seLosUvrE oF INTERESTED PARTIES

Sectton 3 covers the matter of jocer-related divectors and management, ard
provides that the onginatar or any partaer or principal officer of an oniginator of
a new issue of securities shall discluse in the prospectus the Eact, if ic be a fact, that
e is an ofhcer or director of the issuer company.

ARTICLE V.

The Rules contained i this Article pertain primarily ta selling svndicates and
solling provps in connection with new issucs of securitics,

IMscvasure oF Price

Scctinn | provides that except as 1o public securities where the price received by
the issner it 2 matter of public Tecord. the prospectus’shall state the price received
by the issuer for the new securities, snd that if there 5 no prospectus, such price
shall be disclosed in some cther manoer ta each peesan purchasing the socurivies
from any member of a selling syndicate or selling group. 1t is provided that where
necessary instead of giving the purchase price the formula may be given by wlich
such price can be asceetained. This is to cover securities bought and sold on a yield
hasis. T the investor knows the amount received by the issuer he knows the whale
story s [ar a5 the price 5 concerned, The difference Betweeen the price which the
investor pays and the price paid by the issuer is the raral cost for the syndication
and distribution. This is a short section of these Rules, but the cisclosure of the
price received by the issuer ro the investor means more ta him than many facts
wlach will be disclosed i more elaborate Innpuage.

raten Ixroruaron THeee Davs BErore OFFERING

Section 2. This section provedes that an investment banker proposing to or-
manize A selling syiulicate or selbng group ta distribute new secorities, other than
thase of the Trnited Stares Government or any instrumentality chereof, or of anv
Stace or political subdivision thereol, shall deliver “a copy of the prospectus or an
adequate descriprion of the sccutity” to cach investment banker wha is ta be offered
a participation, at lease three davs befors the date on which it is proposed ar shall
he proposed to make the public offering.

As 1 have pointed out earlier in this comment, time is literally “of the eswence”
b market operations of large velumea, Interest is eicher running or commences to
ran from a dare ser, The risks of the market are ever present. The tendency Il
alimig the line, therefore, is for speed. Theres i3 o0 gueition but that this tendeney
had hecame 2 source of irritation, chiefly o the investmient bznkers vhemselves,
Most people do not [ike to be rushed, and che man who is in charge of the in-
vestgnent of money 15 almast zure, in this particular, to be found among the ma-
jority. This praovision, therefore, is to assuce, not anly the investment banker, byt
the investar who is his custemer, that there will be a lapse of 2 long enough time
betwween the receipt of the infarmation and the public offering dare to allow the
investmment banker whe participates ither in a selling syndicate or 2 seliing group
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e think it over aml o "sleep an in," i he wanrs o, at least twice. This Rule will
urdoubted]y necessitate some wimdification of the originabing cantraces watl izonere,
bue it cannot help bat be more satisfactory to the distributing investreene hanker
andl of benefie v his cuastomers.

Yosmers 0F SELLING StapleaTES axD GROUES

Section 4 proviles thar selliog syndicates and selling groups shallt be com-
peee] af investpneat hankers " actually cugared i ehe investmenst banking hesines.”

Ruers on Prices

Secrion 4. This section pravides for vach selling syndicate and selling group
agreemient a3 set forth the price at which the new securities are to be sald to the
pacblie er thae Forala by which such price ¢an be ascectained. This Last proviseon
as to farmmda 1= insereed ro cover securities having different maturities and seld on
avield basise Na paricipant shall, during the Life of the syndicate, offer the new
secriricivs ot prices elow the public offeriog price. A concession may be allowed o
anusther iovestoens banker, bt the investment banker recaving such congession 1=
heawonl an sellings che scoeiny doring the Lifs of the syndicate to observe rhe uraform
provision of this sechon and alse te observe the requirements of Section B covering
trades amd Scetion 7 proviling forlown payments to the seme extent as though be
weTe & participaot in the syodicete ar proup making distribution of the seccurity.

It s furcher provided thae i any rransaction with an investment bankee 1o-
cated in 2 farciin country o cammassion or concession shall be allowed wiless he
effeetively agrees that in making aoy sales ducing che life of the syodicie o any
nurchasers eutside of the United Staces he will maintain che public oficring price,
wal thae i aking any sales o purciiasers within the Tnirgd States he will main-
tain rlee puhlic price and abserve 2t of the provisions with repard to trades and
reauirement of Jown pavments to the same extent as he would if he were o par-
ticipant in the syrdicate or group, and chee in additian he wall confarin vo Section 7
nf Article IX of the Code which covers the participation of registered dealers in
svodicnte OF Froup operations.

The fairness of all this seems clear, Securities sold wmder the public aHering
wire overhang the marker after the syndicate distribution, [F the cancession s
Inree epenech, 1w Bindder of the sccurity has a constant tempration to make x quick
wrle ae a snall profe, and the fact of such sale diseoucages all men foam buying
—euyines when pullicly offered and at the affering price.

Sectian 5. This scetion provides that no investmnent baoker shall organize,
e, or parkicipare ina selling syndicare oe elling group ta offer vew securities
e the punlie of, within thirty days prior to the formatien of such syndicate or
zroup, he shall have sold such securities ar a price less than the public offering
prive ar shall have assisted the tsoer inoselling or giving a eight vo purchase any
piert of such new issue “otherwise than as an essential step in the plan for the zale
o the public of such new issue of secunties,”

AccerTing SrovrrTies v TRADES
Srerinn & covers the marters of trades in connection with new jssues and it s
proviled that ne participant of a sclling syndicace or member of a selling group

shall enrer intg avy arrengement with o purchaser of new securities, cither di-
rectly or Dnlircctly, whereby he will aceept ather securities in trade in payment of
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all or 2ny part af the purchase price. It is provided chat the dealer may accept ather
secitrities as apent for the custemer for sale, in which case the sale of the other
securities chafl be made, the usual charge for selling chem shall be deduceed and
only the nct proceeds realized from the actual sale applicd voward the purchase
price of the new secyrities.

An exgeprien 15 also made to the application of this section where securinies are
buing refunded or redeemed because i that case it s part of the operation to ac-
cept the secunties being refunded or redecmed as parc of the purchase price of
the new securities. An exceptoon o this trade-in provision & also made waeh regard
o any seturities maturing within six months after the date of the transaction.
One method of price curting is and always has been the raking i trade of other
sccurities at & price higher than thoir fair market value. The code drafting
comrnttes ot ooe time treed to state the obligation in tradiog securities to be
that none should be taken at more than the “'fair market value" The list
of securities 18 so large, however, and therc are so many of them wnlisted and
upan which it is practically impossible te fix a market value from day to day thac
this imethod was deeined impracticable. Therefore, the section was drawn riegquar-
ing that no securities be taken in trade except for jmmediate resale and upen the
basis of crediting the customer with the amount derived {rom the sale less a repn-
Lir commissinn.

DIonvs PayuENT O8N SURSCRIPTIONS

Section 7. This section provides that wherever a dealer accepts a subscription
"subject to allorment' lie shall require the person making the subscription to make
& down payment of not less than Ave per cent on the public affering price of the
serurities subseribed far, This requirement of a five per cent down payment docs
nmat apply 1o the purchase by an investor of securities which the dealer has the
power to sell him outright and which are sold outright and not subject o allor-
ment. I the dealer has aocepted a Arm allotmene so thar ke has 2 povwer to sell
the sceurity and the invester purchases i, then the qpestion involved 5 a mogter
of eredit berween the investimene banker and his customer. Where bowever a
subseription is taken o be forwarded to a syndicate manaper for allotment there
must be 3 down payment. The purpase af thiz section 15 10 slow dewn distrib-
tion and ro discourage aver-subseription, Over-subscriptions lead to bad distribu-
tion and bad distribution results inevitably in a weak market until the secunites
fitd a permanent home.

Sub=secticn {#) of Scction 7 provides that when a participant in o selling
srndicate or member of a selling group forwards a subscription to the manager of
a syndicate or group which is "subject to allotment” he shall accompany the sub-
scrption with a down payment of not less than five per cent. This is to discaar-
ame oversubscription on the part of the dealer just as the preceding provisions are
intended to distancage it on the part of the investor,

1t is further provided that the down payments made to the syndicate or group
manager shall be deposited 10 a special necount and with a person other than
the matager,

Exenirerions ix Dowy Pavuests
An exemption is made with regard to down payments fram a purchaser wha
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is prevented by law Erom making such payments in advance of the delivery of che
security. This exception is necessary because of the laws of some Stares with re-
gard to the purchase of securigees by executors, trustecs, guardians and savings
banks. YWhere the five per cent down payment 5 oot legally possille fram the
invescor the parucipaat in applying {or the securities from the manager is relieved
from the Jown payiment alse. There is a Turther exemption in the case of selling
syndicates where all of che parvicieacots were pattiss to the purchase from the is-
suer af the ew securities. The reason For this exemption is that where the mem-
bers of the selling syndicare are ull parcies te the originacing purchase they are en-
tirely bound by their investmenc.

RegumEBMENTSs 19 M akixe CoNrFIRMATIONS

Secpon 8 provides that wuo sole or subscription shall be confirmed by a parrici-
patit in 2 selling syadicate or meniber of a selling group unless :

First. The pamicpant or member has reasonable grounds o believe thac
the purchaser is bona fide and responsible. This is o discourage speeulative
buying. This provision iz again to discourage over-subscription.

Second. Unless a copy of the prospectus, if any, has Been delivered o the
purchaser or accompanies the confirmation,

Tl‘l';fd. Unleﬁi E‘Uﬂh Sall: l:Gr“.PI.iEﬁ with Ihgﬁ: Rulﬂﬁ- and thg Pfﬂ?iiiﬂﬂﬂ Df
selling syndicate or seiling group agreemencs.

Feurth, Unless o partner or duly accredited executive or branch office
manager has approved the sale as complying with 1he foregoing provisions.

Section % This section provides that participants and members of selling
syndicaces and selling groups shall, upon request of the manager, certify that the
tecords of sales have been #xamined and that they show comnpliance with Sections
{ and § of this Article,

Extesuion or SYNDICATES

Section 10 covers the macter of cxtension of the original period of the selling
syndicare. It watl be remembered that we have net fixed a mimimum petjod for
syrrdicate apecationg, hut we have declared that they shall be for the shortest peraed
which i the judgment of the manager is sufficient for the purpose for which it is
formed. T Tas secoen {107 provides that F ¢ 1s extended it shall only be upan the
conscne of participants Fepecsencing seventy-five per cent in intcrest of the selling
syncieate.

Section 11 prohibits any investment banker from parvicipating in a sclling syn-
dicare in which the afficer of apy bank or trust company has a participarion as an
individual.

lssuer, INTEREST IN SYNDICATE

Section 12 covers the participation of directors and officers of the issuer in the
selling syndicate. A different ser of considerations muse be weighed when we con-
gifer what shauld be the treatment of directors and officers of the fsswer partici-
pating int the selling syndicate thao the participation by bank oficers as covered in
Section 11, In the case of many issues, and especially the smaller anes ourside of
the Anancial centers. the ssue only becomes possible by officers and directors of
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meant underwriting and becoming responsible for a portion of the issue during
the period of distribution. This participation af the officers 15 sotnething which can
ive rise to an abuse, and therefore it was the unanimous epantan of the code draft-
ing committee that it should be included, but thar it should not be, under all ir-
rumstances, prohibited. Section 12, therefore, provides that if a directar or officer
of the issteer parbiciparcs in a selling syndicate it shall be disclosed in the prospectus,
sl if there (s no prospectus, in some other manner to the person purchasing the
FCCLITIEIES,

ACCOUNTING 0y SynoicaTE MaNacenrs

Section 13 provides that the manager of the syndicare shall make distriburion
to participants promptiy after the close, and that upon request he shall itemize all
cxpense for participants, breaking the expense down into five items, which separates
payments to the managet, if any ; legal expense, advertising expense, printing, en-
graving, ctc., and miscellaneous.

SYNDICATE M ARKET (IPERATIONS

Secpion 14, Here we deal with the disclasure which must sccompany any sup-
parcing market operation durcing the peried of the syndicate diseribution. o the
cansideration of this seecion and of the whale question of market suppore, we must
remember the peculiar nature of the properry which is being sold. As already
pointed our, marketability is one of the great items of value in securitics. Major
issues which are to be held broadly throughour the world must, in order o be
salable, be listed on ooe or more of the great stock exchanges. This listing on the
exchange makes the matter of sales of the listed security 2 marter of telegraphic
mews throvghout the world, Io the syndicate distmbution of a larpe s3ue of sc-
curities, mere or less time must clapse and in that period there (s almost certain
e he some person who, having purchased the security, for some reason desires to
sell ir and offzcs it back in the market. The syndicate manager keeps 3 record of
the nuembeoes of all certificates pming out through various distributors. Generally,
any securtity eoming back is eicher charged againsy the dealer who sold it or ar
least his comnuission is charged back against him. This gives the syndicate managet
at least the leeway of comimission to protect the market during distniburion. It is
probable that most dealers who find that they have sold a2 security to 2 man whe
cannat or does oot want to keep ir, take o back with ¢r withour an adjustment in
price, and resell it without having the transaction recarded.

The quoted market price is, of courss, very persuasive. Many of the abuses
which have been noted in the security business arise from adroit efsres to control
the setatiens. The burden of doing this 15 censtantly upen the shoulders af the
governing boards of the various exchanges. The benefit to be derived from pro-
pecring the market during a syndicate operation against fractionz} losses due to the
sale of & very few secunities, is positive.

PreraraTioN oF & MaskET

Section 15 covers purchases in the open market in anticipation of the public
“offering, We have szen that Section 14 covers market operations during syndica-
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tion, We now come to a considecation af what should be the treatment if thers
i any eflore made to make ehe market ready. If rhe oew ssre of securities which
iz to be offered s, let s say, a oew series of bonds to be issued under an open end
mortgage, then the securities may be identically like a large amount of the sccuri-
tics that are already on the market. The security is the same, the rate may be the
saume, the ssuer 5 the same, MNarerally, an investar would Just as leave buy one of
the brmels thae has beon out for a period of time a3 2 bond exactly like it which is
just comipg out. Lo this type of distriburion the competition is the keenest between
the oew securnity wnd the ohl. But in every type of distribution where sccurities
of the same issucr are being sold in the marker or where securities of the new isaue
are very like other securities on the market the question of the condition of the
market sspecizlly affects the sale of the new 1ssoe.

MNow, fioanciiag costs mwust be borne finally by che issuer or by the industery,
urility or movernoment issuing the secoanitics, and it st be passed o by the in-
histey o utiliey 1o the conzumer, and by the government to the raxpayer. It is
therelore exeremely important that the pow issoe be sold 0 a magrket swhich fairly
represents as ncarly as possible the value of the thing sold. Again we seek the
remedy bar aur evil in full disclosure. YWhae i poblicly and apenly done is scldem
done nweanly or dishenestly. YWe provide that if eicher the manager of a selling
syodicate or 2 selling group, or, if to the Enowledpe of any such manager, the
issuer, originator or any orher syoudicate purchases any of the curseanding securiries
of the issuer in the opsn market within ten {10} days priac to the date on which
the securitics are Arst offered to the public, such facis shall be disclosed 1o all
parnicipants and shall alse be by them disclosed in the praspectus or otherwise, tn
any persan purchasing thr security.

Sk Fusn Porciiases Exevrer

The paragraph exempts from this disclosure purchases of cutstanding securi-
tics made for the purposc of a sinking fund. Purchases for the purpose of 3 sinking
fund are made by the jzcuer or 2 trustee, io compliance with conerace in connection
with such issue of securities. Sinking fund provisteos vary greatly and they tan all
the way from retiring the secterity o be purchased at a given price and determining
which seeurity shall be retired by public drawing, to sending oue offers to all hold-
ers wed Buving the regpired amount feom the purchasers offering the security at the
lowest price. In any cvent, much of it (s done by trustees and ie was oot deemed
feasible to require publication because it would be in many cases in effect the
publication of the operatien of the trust fund. Public sccurities sold by the issuer
thercof at public sale are exempted fram che provisians of this seceton.

Sectionn 16, We here provide that any distributor of securives who has any
direct inrerest in the distribution other than as 2 member of the selling group,
shall disclose the fact in 1he prospectus or otherwise tn purchasers. The object
here, as elsewhere, 15 that the purchaser of the securicy may kanow cxacely whar in-
centive urges the man from whem he is buying it.

Secttan 17 provides that every manager of syadicates or groups shall file 2 copy
af the swlling syndicare agresment or selling group agreemene with the Invegts
ment Bankers Code Committee. These copies, bowever, may be Aled without the
nammes of the partics to 1he agreement, except the manager.
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ARTICLE VI.

This article contains the rules parocularly applicable re retail sales and put-
cliases. We have beett up to now, talking arocst whelly abour the rctivity of the
investment banker as eripinator, syndicate participant and distriburer of oow -
sies of gecurities. YWoe now came 1o cansider the partion of the business which has
tn tlo with the purchiase and sale af securities in the hands of the general public,

It the busingss of oripinating and distribotiog new issurs, the investement
banker has handled mosty of che securines thae are outstanding. Lo connection wich
the sale of securities already out, he divides the Aeld with the stock exchange mem-
ber. This Code does not cover stock exchange tramsactions, apd pracrically the
only place where we touwch them is where the investment banker sells for his cus-
tonner 2 securety which st be sold over 2 piblic Teard and where Tie dows it
throwgh a member of che stick exchange.

Over-TerE-Cousrer TrassacTions

Scctwon 1. Fhis seceeon vovers what is tecluacally known as Vover-the-counter”
trnsactions, that term desigraatiog the porchase or sale of Listed or unlisted secur-
tivs ofl an organized cxchange. YWre provide at che ouwtset chat in aoy such crans-
rerion, whether the security be lsted ar walisted, if the investment banker pur-
chases or sclls for his own account, he must purchase ac a price whach is Bor. 1 he
ocrs a3 agent for his cousterner he shall charge no mere than a fair cammission.
taking inte consideration the cimilition of the marker anl the value of e servier
he may have rendered by reason of his experience and knowledge of the market for
that security, In other words, his transaction with his customer must hasivally be
fne. Here again we have spoken in siiople language, but with wide impiteation,

This section is drawn in tanguage which can be applied to any situating, mod
while cases may he imagined which will be very difficult to decide, the grear bulk
of transactions will, vehen considered by persons trained in the business, tall clearly
vithee an the Fale ar the unfaic side if examined. Upon this basic requirernent of
fairness we built up the balange of the sections treating with this type of busines
and providing clear notice of the relationship betwesn the dealer and the customer.,

Prisciean o AnruT

sectign 4, Upen confirmation of the customer’s arder for the purchase or sale
af any security the investroent banker, if he acts as a principal in rhe transaction,
ov iz conernlled by, controls or s under cominon contrel with the issuer, must in-
forns the custonoer of such Fact upen the written memorandum of confrmation.

It mwust be clear that the written confiemation is the time whea the dury thould
T ionpemied. A very large majority of scouticy transacuons are conducted over the
telephone. Tt is difficult enough to interpret written language, it is almost im-
possilile to prove 5.-1|::isi.-t¢mri|].r at a remote date jusr what was said um“}r.

The importance of this Rule is very easiby understood, directly ane appreciates
the ordinary methed of fnvestuent transzetions. The duties of an agent who aces
oiv behalf of his principat are well known, He owes a primary duty of allegiance
to the interests of the principal and cannot have any adverse interest withour the
principal’s appraval. His doties are entirely different from those which one prin-
cipal owes in dealing with another. It is very ¢asy in a telephone coaversation for
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a customer to wse lapguape by which he intcnds to impose upan the iovestment
hapker the obligations of an agent but which, as conseructl by the investment
banker, gives him full latitude to offer the customer securities which hiz then owns
or thereafter agquires. Im ther words, what 1 am trying e say is chat i is very
easy, when one is dealing informally and over the telephone, not to have clearly
understood whether the customer (s relying upon the advice of the investment
Banker as his agent or whether he (s dealing with bim as a prineipal.

I'his Rule makes it incurmbent epon the investoient banker, unless he is acting
as agent and assuming all the legal duties incurrcd from that reiationship, v spelt
aut to the custonier when he confirms the urder that he s not se acting, Y¥e be.
lisve rhat generally this infarmation has best given and uoderstond. The inpor-
tance and advantage of this Kule, from the standpeing of the tavestment banking
busicwss, is that it gives o natenally uniferm Cede and that ever the years a cus-
tamier—Mhinse with much experience as well zx those with little—will come to know
exaetly where to lonk for the thing which he wants to kaow in any particular
trapsaction.

When the customer receives the confirmation, if he sces forth the stotus of
the slealer s diferent than he uoderstood it when he talked over the relephone
vesterday, e can eaise the point imimediately while it is clear in the minds nf both
el fand the dealer aimd aoy misanderseriading can be sereled jowuediarely, which
i meoerad |y the bese thoe oo segtle misunderestaolings,

[Disetosure OF CAPACITY

sSection 3 covers the memotandum of the transaction ta be delivered at or he-
fore tle vampletion of the trapsaction. The laoguage of Section 3 provides thi
any ivestinent banker whe has a cransaction with a customer shall “ar or before
the completion of the transaction” deliver to the custetier 2 wrizten memotrandim
eontaining the following informatean:

{a) Whether the investment banker acted a5 principal or agent,

(%) If he acted as agent, the amount of the commission or service charge and
if another broker has geen used and any part of the commission paid fo such
ather broker, the amount 5o paid to be stated as a separate item.

{c) IF the dealer acted as agent, the name of the person froin whom the
secutity was purchased or to whom it was seld and the day and hours between
which thre transaction took place or a statement that the information referred
to in this paragezph {¢) will be furnished upen his request.

{d} If there has not been a written confirmation of the customer's order, ay
provided in Section 2, then the information as thersin provided.

T have outlined this section Tully because, if fully sraved, it is selfoexplanzioey.

Section 4 is werely dectaratary of the caommon law, Lt provides definicely thar
a dealer whao purports to act as i aEcnt shall nor ot as a principal to the zame
transaction aod shafll aot, without the consene of the customer, represent any
ather principal in the same teansaction.

RESsTRICTIONS 0N {3UARANTEES
Seerion 3 forbids an investment banker, in any transaction, from guaranteeing
that the market value of the secariey will be maintained or that the business of
the sssrer will be suorsssful, or that the issuer will meet its pramises.
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There is excepted from the operation of this proviston trao$aclions in notes,
drafts, bills of cxchange or bankers' acceprances which bave a maturicy at the time
of isuange of nov exceeding mine months, The reason for this is perfecthy clear
becawse chese instruinents are often sald with endarsement.

REPCRCHASE ACREEMENTS

Section B furbids the sale of seourities upen agreement e repurchase, The ex-
coption 15 made inoeespovt o rranzacoions 1n Government, State and mumicipal
lunds, bankers' acceptiaiees, or transactions with any banok, trust company, insur-
ange COMPAany, or investment compaoy; or any repurchase agreetnent when such
agreement s Lhouted 1o sixey days and s used os 2 substitute for borrowing, The
exceptions arc inserted because tlus form af conrract s often wsed Gstead of the
lwpothecation of the security for a debt. As a generzl proposition, however, the
mvestmient benker clearly should not promise his costomer that he will repueechase
the seurigy.

PaeTian PavaesTs

Section 7. This sectien places certain rather drasoic restniccions upon hamlbing
the eale of securitios wder pareial payment plans, Prioe to the market crash in
P22 cerain seowriy Jdealers in the Yntted Stares were developing quite broadly
the basiness of sclling seeuritiss in celavively small amogoes 1o people who nnder-
ook to pay for them on the parnal payment plan, wich a small sum dewn and the
halance payable m weekly or manthly installments over 3 long period of time,
Wheee the actual security conrracted to be delivered ta the inseallmene purchaser
at the completion of the payrent of his installmwnts s purchased amd held safe-
vuardeed for delivery to him under the contrace, there can, of course, he no faule
rer fiod wich this transactipn. This, however, was s2ldom done because the down
pavnwne was nor large enough to juskity the security dealer in the risk invelved in
purchemiogs and holding secanivies of Hwceuating value, It has been argued by
Persons ensaiel i this business that the purchaser s sufficiently protected if the
manics pail by him are kept scgrepated, so that he can at least have his money
returned to hian, ‘This 18, uf s, 11at L|1u'h|: sonaf ehe Murit}' whieh b |:1.|.r|:]1:1541t]
[vas, i1 the meantiine, eisen in value beyond the purchase price,

CoMuMiNcLInG oF Fusns

The veal abuse in this type of business, however, results from the dealer
minrling the installment payments with his own [unds and wsiog all this woney in
the connlict of hix own business, treating the instaliment purchaser a5 a general
et Ccredivor and relying very ofeen upan hes abilivy (that s, the dealer's} to
praeciee §l stock, which must be delivered to the tnstallmeor buver, in the marker
at sume tiote hebween the ineeption of the contrace and the date whea delivery
becees due, amd ak o price lower than the price which the imseallinenr peechater
agrees ta pay. Lhe traneaction when conducted in this Last described way is noth.
ing more or less than “buckecing.”

Dealers who commngle the installment funds ordinarily setl o the (nstallment
buver a security which, as nearly as they cau judge, is high io price. Tt s, indeed,
easier to sell to the inexpertenced buyer a stock or bond which is "up™ s the market
a¢ comnpared ro one which is “down,” and the chances of “bucketing” the trans-
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action at a proht are mwch greater 1o a securicy, the price of which 15 relatively
hagh, than it ooe which 35 cheap, Tt was the vicw of the code drafring commartee
rhat while this business properly conducted can offer pa an invesesr means of ac-
ciubating copitel which might in certain instances be advantageous, the neel
{ar such transacrions for che hencfic of investors who lack the capital o buy a few
shates curright i3 nat sufficient o allow the pracrice o go wichout steict regula-
tian.

1t 15, therefore, providel imo Section 7 that where the investor purchases e
vierities to be paid for in installments, che investment banker shall, if he sets as
ageot, unmediately make an actoal purchase of the security for the account of the
customer and shall take 2nd mainzain possession or wonrrol of the security so long
i he remang ooder oblipation to deliver the sceuricy o the custemer: in acher
warils, unel the security 13 carher edelivered o the custemer upen the Anal pay-
ment of the purchase price or until che customer by breach of the conreact has lose
his right to performance. 1 the investment banker making such a transaction aces
as principal, he wmust ac the time of the transaction own the security and st
ntuntabn possesstan ot contral therenf go lang as he remains ynder obligacion o
deliver.

Ic e Tureher provided thae no investmens banker in connection wich such a
eransaction shall make any agceement with the ctspomner nnder which the fnvest-
ment banker shall be autherized to hynothecare the security For any amoune o ex-
cess of the indebtedness of the customer to the investnient banker. In ather wards,
the intention is to regulate this type of business sa that che security is alwavs veady
to deliver to the customer wpon the payment by himn of rhe halance of Tis inseall-
rnient conkradt |]r|‘.|:_'i_".

Secrion 8 proviles thar the investment banker who receives information as to
che myneeslup of sccueities while acting in the capacity of paying agent, transfer
agent, crustee of otfierwise shall under ne eircumstareess make vse of the informa-
tion for seliciting sales or exchanges except at the request and on behalf of the
saer, le does not need much argument to justify this REube. Perhaps a word of
cxplanation would be well with regard to the exceprion. Thiz exceptrion (5 made
berause 1f the i2soer desives either b reluied or Prapose an t:xl;:hzr:gr_ ta the sccu r:i:!,.'
liolder, he certiinly has the right to demand from his transfer agent or teusees the
Nat of seeuniey hohlers and the sssuer thus being in a position to address them
directly. the Dvestroent banker should be 2ble to address them on his behalf.

ARTICLE VII

The Bules ser farth in Article VI pertain printarily to salesmei. There 1s oo
partion of these Rides ehor bas bad as mech dizcussion 25 the peneral question of
salesmen. [ believe it may be trochiully said chae any one who has the permanent
welfare of the investment businegss at beart will admit thar “high pressure’ selling
merhods st be discouraged and as far a5 possible eliminated. The blame for
vegr-enehusiasm in the sale af stocks seldom belongs upen the shoulders of the
salesrian only. 1 recopize that. Theee are those who say it never Belongs there
primarily, but whatever the face we have teied to meet it in three separaee znd
distincr ways.
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SUPERVISION OF SALESMEN

Secripn | places upon the investment banker employing salesmen the duty of
sapervising the sales metheds and correspandence of the salesmen o the end that
he wway know exactly how the salesroen are operating and {or the purpese of dis-
couTaging unwarranted representations or high pressure selling. It is alse pro-
vided tlmt CVETY R.‘lle m:tdl: hj,r any 5a[r5mar|. to an fnx‘cﬁtnr uthtr than anather
pvestiment banker shall be approved by 2 “partoer, duly accredived executive or
branch office manager” of the investment banker emploving the salesman. Such
approval iz to be by wrirten endarsement upan a copy af the memarandum of sale
tnentioned in Seceion 3 of Article VT and ezch memerandum sa approved shall he
kept as pare of the permanent records for at least three years. Here 2gain the
Ianguage is sinple, the cormpliznes relapively easy, bur the wrircen endorseiment
lixes the responsibelicy with the howse and no matter where it has been in the past
that is where it should he,

(IALIFICATIONS FOR SALESMEN

Section 2. Whether szlesmen should be paid upon a salaey basis or commssm
hasis or a mnxed basis and whether the method of compensation has anything to
o with the acrivities of the zalesman in the pecfarmance of his job have beea de-
bated i the various meetings until everything on both sides has been said many
times. As to whether there should be an zge requiremnent and an cxperience re-
werement and what sheuld be the cxceptions, if any, has also been discussed,

Az 2 resole of alb the discussion i was decided vwo leave the question of com-
pensation governed by peneral principle Moo 5 which provides char it use be o
the manoer consistent with the principle set forck in the Fules and to confine the
reqpuiceenents of this Bule to one of experience,

The Rule provides that na investment banker shall cmplov a person to act as
salesman unless such persan has had ar least six months experience in rthe invest-
et lanking business ot in & business 4 priocipal part nf which related to securi-
ries ) sliall ke oar [east 2t years of age; and shall be of good meral characeer.
the persan lered as a0 salonuny has less than twa years cxperience the basis for his
cormpensation must by x straight salary and shall not include in whole oc 10 par
cemonissions upon sccurities sald, I che salesman bired has had two years or more
experience at the time he is hired or afeer be has worked on a straight salaey &
period of time which gives him rwo vears experience, be mav sell securities on com-
mission. To cover exceptional cases of men whe are clearly competent o scll
securitics while lacking the required expericnce it is provided that any in-
vestinent banker may make application to the Regional Code Commitiee for
the right to emplov a salestinan wha lacks either the experience oe age qualifiearion,
amd thee Eegional Code Commiteee by a majoriey vote after hearing and considera-
tiw »hall give the peeovigsion 1f they ace of apinion thac the person proposed e
be etnploved is fully qualified. The approval of the Regianal Code Committee
howeyer waives only the provisions a5 ta cxperience and ame and neot the require-
ment of gond marat character. Le iz specifically provided thar this section shall not
be construedd to prevent any investment banker from continuing to employ as a
salesman any person who is so employed by such investoment banker at the efiec.
tive dare of the Rules. This last cxception weas inserred becavse it was deemed
anly fair 1o leave undisturbed the employments in cvistence,
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SaLciTaTion aT HoxEs

Scetian 3 provides that no salesman shall call in person vpon ar solbicit by
telephone any mivesear ar fus home unless he has received 3 wrarten permission from
the investor to make the call, It is specifically provided that these lirnitations shail
nut apply to the salicitation at their homes of “business persons, revived or profes-
sienal persons, or farmers.” The purpoce of this section is to discoutage house to
howse selling and high pressure solicitation of persons who are seldem competent
judges of the values of securities. Geperally the securivy buyer either calls ac che
effice of his investment banker or has a place of business at which he can be seen.
There are cases in which the salesman rightly calls an the investor 2t his home,
but in those cazes it is believed that where it is the desire of the investor that the
salesman make such 3 1;.1.]1, the written pfrmfﬁion could he VETY c;l.ﬁil].r EOEen,

There hias beenn o grear deal of adverse comment from ecertain dealers in se-
curities as to this paragraph. The criticism bas been pitched, as one would expeet,
not upan the real objection to it but wpon the argument that the parageaph as
srawn is to the advantage of the so-called "big houses™ and upon the theory that
the small dealer must, in the condoct of his Dusiness solicit pergons at their hoones
anel must build his husiness by selling secunities to people who have no place nf
business at whech theyr can be et

Tt will be noted that in this connection a new definition of the term “stlesman”
15 made. This definition includes fany partner, officer or cmployee™ of any in-
vestment banker and in addition of course the class covered by the general defi-
tien of the woerd “salesman.” The reasan for this broadening of the definition is
that many of rhe unrelizble solicitors are individual partners and therefore would
unt be reached by the general definitian,

It may take a little ame and samie vulings of the Code Authority to clarily
who arg “business persons.”  In the main the intention is that the (nvestment
banker wiay have complete eipht ta eall upon persnns of some experience at ther
home bat shall not do indiscriminate sabcitatien by going (rom house 1o house,

ConFizMaTioy oF ORDERS

Section 4 provides that all orders taken by salesmen shall be subject o ac.
copiance and comfirtmation. Ths tles intoe the cequicement of supervision and
appraval i Seccion | oand uoler its terma the sale is not complete until accepted
and confirmed by the employer.

ARTICLE ViIIl

v EsTMENT CoMPANIES

Articte WIII has to do with the relation of the investment banker to invest-
ment companies, sormetimes called investnent trusts. [ comprises but one sectran
aml it should probably be first noted that we have required of the iovestment
Futker, operating in conjuncoon with an invesyment company, tar he uze his
biest efinrts ta the ond that the word “trust” be pot used as part of the title unless
the investowat company is as a matter of law a “trust.”” The word “arust’ both
technically and in the popular mind has, rightly, certain fine implications, Tt
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should not be abused and we, therefope, purpose to require those engaged in our
business to do all they can 12 avoid the abuose. The Rules in this Arvicle apply to
investment bankers who have agreed to mapage or give investment advice o an
investment company o7 trust, all or a part ef the securities of which arc held by
the public or to an investment backer any of whose parcners, officers ar employess
arg officers ot directots of any such investment company. Ln these cases stated the
Rules are as follows:

{2} The investment banker shall nor =ell to or perchaze from the invesement
cempany far his own 2ccount unless @ majority of the members of the hoard of
directars of the investment company are not parioers, afficers or employees of the
investrnent bznker and uwnless the transaction s "previously approved after ful
dieclosyre” by a majority of the members of the board of directors whe are not
affiliated with the investenent banker.

RErORTS BY INVESTMENT Covpanizes

{4} He shall use his best effarts 1o cause the investment company to prepare
and distribute to itz stockholders quarterly statements which conform to the stand-
ards of the annual staternents required by Section 1 of Article IV hereof. These
are the annual statements to be required of the ssuer in conpection with the dis-
tribution of & new ssue of setuTitics,

DiscLosunes

e} If the investment banker has received any compensation or commissien lor
acting as agent of the investment company or if the company has purchased from
or sold to the ipvestment banker any securitics or if the company has engaged in
any other transaction in which the investment banker has a Aoancial interest he
shiall wse his best eflorts to see that a full disclosure of the transaction is made to
the stockholders of the investment company. The provision is added thar where
the investment banker has acced simply as beoker the disclosure shall be sufficient
if ehe tatal amaun of securitics dealt in and the totzl zmeoent of commissions shall
b stated without itemizing the transactions.

{d) The invesernent banker shall not enter into any manageraent or advisary
contract providing for the payment of a fee to him unless the contract has been
submitted to and approved by the stockholders of the investment company.

The basic idea behind the organization of investment trusts is sound. Ih theary
they provide a vehicle by which the small investor can seeure expert management
and diversification. The investment trost is ne beetar than its management,

ARTICLE 1X

InscLosurE 140 MANAGEMENT SERVICES

A icellaneoys. Section | provides thar ne investment banker wha is receiving
a fee for managing the account of a customer or far wlvising 3 customer in respect
to his investments shall sell vo or buy from the customer for his own acceunt or a5
apent fot any other person unless he receives the written approval of the custamer
to the transaction. In this case it is clear that the investment banker who receives
a management fee owes his first duty to his principal. The provision is made, there-
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fore, thar, before he shall deal with the custemer as a principal, the customer must
ant only know that the banker is a principat bue must give written approval.

DScRETIONARY ACCOUNTS

Section 2 covers diseretionary accounts; that s, accounts where funds are
befe with the investrment banker to be invested ag his discretion and the duty is here
Taiit down towards such accounts the same as in the preceding section toward cases
swhere s management fee is paid,

ResrowstBILITY For Fusps

Section 3 provides that any investment banker who acts 23 a sinking fund
agenc, principal or coupon paying agent or dividend paying agent or i any similar
capacity and who holds funds or securities in such capacity shall hold them in
rrust infoees the ternis of the agency expressly otherwvise provide.

QLT aTIONS

Secewn 4 covers the matter of quotations and provides that no circular, adver-
tiscment, newspaper arkicke, investment service, or communication of any kind
which purports to guote or which docs give a quotation of any transaction shall be
pubilished or circulated by any nvestment banker, nor shall he cause such a srare-
ment to be published or circulated unless he belisves that such transaction so quoted
was a bonz Ade purchase and sale and i such communicatian or service pucpores
e quote a bid price or an acked price for any security he muse believe that the quo-
tation represents A bona Ade bid or nficr for such security. If the quotation is a
nemanal quotacion, that is, the quotation of a price which he believes can be re-
eeived it must he clearly stated that such gquatation 1s nominal,

Frocerious Buns axe Orrers

Section 3 forbids an investment banker Fram making any ofier to buy or sell at
a stared price unless he is prepared to purchase ot =ell, as the case may be, at the
price givem.

REestrteTions oN GRATUITIES

Section ©. Here we have rathered i one place provisioos as o compéosation
amd zracuicies poel it is provided that no investment banker shall give, permit to
be given, ar oficr to give anything of values First, to any employes, agent or repre-
seneative of another person for the purpose of influencing or rewarding the act
of such agent in relation to the business of his employer unless the emplover has
knowledge and has given consent. “This restates the law of commercial bribery.

Seeand: To any officer or employee of a bank, trost company or insurance
company For services rendered or ta be rendered withour the knewledge and can-
surt af the bank, trusc company or insurpnee company whose officer or employes
i5 50 compensated.

Third: To any person for the purpose of influgneing or rewarding the action
of such peegon in connectton with the publicacion ar circulation in any newspaper,
investoent service or sicnilar publication of any matter "“which has or is intended
ter hasve an cfect upen the market price of any security.” An exception i5 made o
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this case to clearly paid advertising matter. This section s Broad and it is de-
liberately so written because che investment banking busingss wishes to cooperate
with the publishers of newspapers and investment servicss in their effort to keep
their news columng free from matter directly or indirectly paid for.

Fourth: “To any officer, oficial, director or employes of zny issuer for the
purpese of rewarding such persen in connection with the issue or sale of any new
issuc of socuricies.

ir 5 geoerally provided that for the purpose of this section the giving af any-
thing of value to 2 member af the family of any peeson shall be regarded as the
giving of the thing to such person. In order to comply with the requirements of
the NRA it is expressly stated chat nothing in this section shall be ¢onserued ro
limig the disteibution of articles “'commonly used for advertsing.”

Section 7 should be discyised and considered in cennection with the provisions
of Article X relating o the registration of investment bankers and we will, there-
fore, reserve it for a few moements.

Section B provides thar every investment banker shall with respece to any trans-
action in any district comply with any addicional rules established for such dis-
trct as provided in Sections 5, 6 and 7 of Article XT hereof.

ARTICLE X
REGISTRATION

Article X sets wp the machinery for the registration of investment bank-
ers. The purpese of including registration in rhese Rules is o sccure a quicker
enforcement of the Rules and o enfarce a liberal interpretation af the Rulesin the
light of the purposes o be accomplished.

In order o understand the theary upon which the registration 15 provided for
in these Rules, there must be a brief statement as to, first, the operation of the
Rules upon all investment bankers, and, second, the enforcement provided in the
event there is a breach of 2 Rule. These Rules, when approved by the President
of the Hlaited Seates, will become binding on all pemvons engaped in the investingnt
barking business and a breach of the Rules may be punished as provided in Section
I(F) of the National Industrial Recovery Act.

COBE ENFORCOMENT

Punishment for breach of Reles must be preceded by a criminal action. In a
eriminal action the statute being enfarced s construed seracely against the soversign
and in favor of the accused. “That may be zll right sometimes, bue the court house
15 1 poor place to regulate 3 legitimate business end the criminal coureis ane of the
warst places in the court bouse to do it. When punishment is neceszary it is essen.
tial and of course all of the rules of N 1LR.A. would at all tines govern hoth
registered and non-registered dealers, bur regulation in order to be helpful o a
busingss neust be available and exercised long before the punishment of any one is
desirable, much less warrapted. The idea of the code drafting commitees ia pro-
viding for & registared list of investrnent bankers is that ¢ach member joining such
registered list would agree contractually with sach other registsred iovestrent
bzanker to comply with the Rules, not as they will be intecpreted in a criminal
conct, but as they will be liberally constrized by the Code Enforcement Author-
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ity for che purpose of mainraining high standards of commercial honor in the
investment banking business and for the purpose of accomplishing the other
abiects far which these Rules are drawn,

It is provivwl that rvery bapa fide investinent banker in the United States can
he rogiseered wpon agrecing o abide by this liberal construction of rthe Rules.

uries or REsiosal, CoMayLITTERR

I is furcher provided that apy person who fesls chat there has been a breach of
the Rules by an iinvescmene banker may [odge a complaint with the Begional Coomn-
uittes of the repgion in which he resides, An iovestigation of the coroplaiot will
be minle by that Regional Committee, and a report forwarded to the Repional
Connnetree of the rcﬂiun e whick s Jocated che principﬂl affice af the investment
batker invalved, The customer, therefors, is grealy facilitated in making his com-
nlaing ynd &oabsolutely relieved from cost in having hos complaint investigared. [t
rratkes e diference wheee the investment banker s locared against whor he has
loslmed a cnmplaine. The customer can go to the Repional Committee nearest to
Bim, Fhe eepares of the Regional Commatzees are forwarded to the Code Com-
mittee with recompwendations and the Code Computree with approval of the Ad-
lanistrator has posver either te discipline or strike from the repistered list, the in-
vesement banker complained against.

SIGXIFICANCE OF REGITRATION

Seoy, i quite clear tlwie enfarcement of the rules by the Codle Authorivy
will e elfective exactly Gy proportion as the iovestment bankers desire to remain
on the registeredl lise, and for that repson Section 7 of Article [X 15 drawn pro-
viding that ne sovestment Banker shall participace in any syodicate operation in
which any parcicipzar s a non-registered investment baoker. in other words,
the investinent hanker who loses his registered stacus cannot participate in syndi-
cates with other registered bankers. He may organize syndicares of bis own, and
he may participate in syndicates with unregistered investment bankers, but he is
deprived, having violared the Rules ne having refused to abide by a Liberal inter-
precation of the Bules, from the righe to participate in syndicates with other
:r:'p::ihh*n'nl investiwent bankers.

Seetian 7 of Article IX 2lso provides that registered investment bankers will
not allow the custermary dealer’s discount to unregistered investrment bankers.
§f rthe purpase of registrative were ta contral the price, there might be doubt as
to the validity of chis provision, but the aoly thing which iz required of the regis-
tered investinent banker is 2 cnmpliance with the Rules which have been approved
by the President and as chey have been {nierpreted by the Code Auwthoricy, ap-
poanted by the governmental agencies and the President.

It is tlie hope that aver a period of time, by strice enforcement of the Rules
that are here sct up, theve can be buile up a confidenee of the investing public in
registered tivpstnient bapkers which will make registration a desicable thing frem
the standpoint of every investrent banker and which will give to the investar
all of the safeguards which can be given him.
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PracTicaBlLery or INFORMATION

The keynote of these Bules is that the investor should be given the fullesc
idarmation. [t twst be assumed that the min whe s comperent o handle funds
for investment is competent to understand the faces if chey are grven to him.
\Whether the indewidual iovestor can or canoot, in all cases, adequarely interpret
the information which is made available vo im by chese Rules, this one face 1z
certain=—the ftnancial writers of the public press, the various statistical scrvices,
and investrnent baokers and advisers generally WILL, be zhle to understaznd
the farte made public and their conclusions cannot escape cthe attention of the
individual investor,

Forewgy InvESTMENT Baxkers

Section 7 of Article 1X provides io addition 1o lnneng the dealiogs of rags-
tered investment bankers with non-repistered that these provisions shall nor apply
to an ipvestment banker in a foreign country whe s not eligihle for registracian
bug that o1 any transaceion with such fereign investmaene banker a registered invese-
ment banker shall, as 2 condivien of the transaction, secure an agreement that in
making aoy sales to purchasers within the United Stares of rhe securines acquired
the foreign dealer shall confornin with the provisions of Section 7 o the same
extent as thouzh b were 2 registeeed investment banker.

REcisTraTioN REQUIREMENTS

It 13 further provided that ne investoent banker who s oot registered shall
represent thet he 5 and no repistered nvestment banker shall hold himself out
to the public as sueh onless he be peemted so to do by regulations prescedbed
by the Cinle Camwmiteee. Ths last provison 1 included to guard against harom
being loie due to the ease with which registration is at the outset granced. We
are praviling that aoy baoa fide investment baoker may regster, VWe make no
capital requirement of Mm ner any other requirement cxecpt that in his dealings
he comyply with the Rules. Woe Feel thag those investment bankers who are willing
to comply with the Rules in letter and spirit as they may be enforced by the Cade
Autharity with the approval of the Admimistrater are entitled o the greatest
protection ; thar cthe persons they are dealing wath are likewise bound to comply
i the same high degree.

It is prowided i othe reprstranon article that a statement shall e Aled with
the application for repistention piving certain facts with regard to the investmene
banker applying. These are timple and include only the tigle under which be does
business, the address of hiz principal and braoch offices; if he (s 2 parrnership,
the names and privace and business addresses of the partners and specifyving as to
whether each partner s general or limited and, if he is other than an individual
or partnership, the name of the State or couotey where he is incorporated 2nd a list
of his dicectors and principal officers and the name of cach stockhalder owning in
excess of ten per cont of his capieal seock, alsa the leagth of time that he has been
engaged [n the investorent banking business. We for a long time considered
whether we should not go furcher in providing restrictions upon registration.
It was seriously considered adding a provision that oo investment banker should
Be eligible for registration who had in the past been convicted of violation of anv
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provisan of any Stetc secueices zck, but it was Anally decided thar we noght 1o
g to Phe wtemast Liosdt (o wakinge of ¢lear that there was ne intention to manopolize
or resteict this business. Whae we are asking from now on is that we be allowed
ta separate the sheep from the goats.
LerecTive BECULATION

IT wur Cenle is adepted with the registration section in it and it the Adminis-
tration of the MBEA will sit with uz a5 we iron out the many mstakes which
will be discoveced and make it less drastic where it iy unduly hampering honest
busincss and more drastic where it s a2llowing dishonest cvasion we will joincly
with the MNRA do more to stabilize and regnlate this business armd will do more
to pratect securicy buyers aod we wall do it quicker than can be done by any other
mexng, We konw this business, Ttois o heghly techoical and cotnplicated bysiness.
It is a busiess wloch muse be dane by using every implement of medern science
beoause el bisiess alwavs bias heen and always will be one of the fzstest. The
applicarion of the Lo of meerest 13 one of the most inexorable and wherever it
15 involved time becomes valuuble capecinlly when yow are dealing in larpe amounts
af mangy. We ofier to the Admiusreanon eur coaperation angd oot knowledpe
to the ends sek up in these Bulbes,

Proceoune Berore CosaiTTEES

It iz provided for in the registration article that applications for regiseration
shall e acted wpon by the Regional Commiteees and Aoally by the Code Com-
mattee with elie approval of the Admimistrator, The applicant s given the right
to A hearig wnd repeeenratioe by eounsel of he wishes, both in ceunection with
has application aod complaioes.

It is provided that where aoy commplaint is filed amainst o repistered investment
bznker the Cade Committes and any agency authorized by ic shall have che righe
to Tequite the investment banker cennplained againgt vo suhoit 3 repart in writing
and shall have che rvighr to inspect books, records and accounts warh relation to the
macters anvelved in the eomplaint and that the failure to praduce for inspechion
such cecords shall he sufficient cause for suspending ar cancelling registration,

Every registercd investiment banker must keep in his office a copy of the
Code nend Bules aaed of all amendomeenes amd imecpeetative rulings made by the
Coele Convmiteee and approved by the Admunistrator which shzll be availahble
for cxamination by any costomer who cequests it

FenatTiEs

The [nvestment Bankers Cotde Committer in the administration and entorce-
ment of the registration section is given the power to prescribe penaltics not i
excess of S300.00 or to suspend or cancel egistration for rach violatien of the
Ruls nr for aeglece or refuss! to comply with orders, directians or decisinns
made by the Code Commattes and approved by the Admimstrater. The Code
Conunittee (8 alwe given the right re impose a fine ar sugpend or cancel remistra-
ven of any iovestment anker 1f in the epinion of the Commitres he has been
zuilty of repraicd vinlanons of the principles contatoed in Ardcle 1T and icis
particularly set forth that it shall be deemed 2 repeated violation i any invest-
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ment banker having been notified by the Code Coummnittee that be is violatiog or
Tag violated a pronciple, contitues chereafrer v violare it

In any case where the Code Commuttre shall impose any (e or suspend or
cancel registration fhe person agaipsg whom such award is made s provided wich
the right of appeal to the Administrator for review of the facts upon which the
Code Commiteee based its action. The Administrator is aflawed to take further
ewidlence arl to malify, affirrs or gee aside the actien of che Code Committee.
It is provided thar upan appeal af zn investment banker to the WEA against a
decision of the Code Comnittes the MEA shall Tave the raghr moaes diseretion
to stay the effect of the arder of the Committee until there has been a review,
The Code Connmittee Ty determipe the manner and fonm of s prm:eed:ings
and no member af a Bevienal Code Commirtes or the main Committee shall in
any manner direct]y or indircctly participate ie the deterenination of any questien
aFecting his persunal interests or the interests of any person in whont he is directly
ar andieectly mterested.

InTERFRETATIVE EULINGS

The Divcstment Bankers Code Committer i8 given the righe to from tims
to time present oo the Admeistrator proposed interpretative tubings based oo the
Rules, which rulings shall be miade 10 the light of the geceral prinoples set out
Article IIT hereof and the Crode Crmmittee @5 authorized to give o liberal inter-
pretacinn 1o the Rules according to the spirie dicl irweor and 10 erder 1o elfectuate
their policy and purposes. These lterpretative rulings upon approval by the
Admnnestrater shall become operative and applicable to registered investment
bankers.

Withdrawal from registratmn cao be had at any pme, which withdrawal
leaves the investment banker stilf bound by the Code as conscrued and incevpretod
i the couets but frees him from the congrace oblipation to abide by 3 liberal con-
steaction arul by the interpreeative rulings but at the same time, 23 we have drawn
it, tleprives ln of the privileses which he gets by reason of registration.

A regiseeation Dist shail be iurnished to each remistered invescment banker.

ARTICLE XB

This Article covers the matter of administeacion of the Code,

RESEARCH aND STATISTICS

Section 1. In onler to provide statistical informacion regarding invesenient
canliviens, the Cade Comunuttee is authorized o select 1 Confidennial Agency
e obeain fromy all invescment bankers cercified reports of such chatacter and in
such forim as oy be presertbed. Such Confdential Apency shail net be engaged
in the business ar interesteed tn or connected with ooy imvestoent banker and all
information so recerved shall be held as secoet and canfdentizl by the agency.
The agency may analyze and digest the reporis and shall disclese to the Code
Committee only the peneral findings which shall ke available to all investmeoe
bapkers wha assent o the Code and whe are reristered investment bankers,
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Reciowar. DestricTs [DEFINED

Section 2 provides for the establishment of becal districts as set up in Schedule
A attoched to the Bules. Tt will be seen by consuleing Schedale A that thees are
sixteeny repional or local districts provided for. This division of the country ints
lacal districts follows the division made by the Investment Bankers Associanon
of America, The districes were set up after eareful study and inoorder to join in
cach distriet the dealers whe naturnlly cooperate and center their ackivigies in
the same finrncial centers. The Cade Committee 15 prven the power to, from
tanie to time, re-locace boendaries and to increase or decrease the number of
districts.

FoexaTion oF REC1oNaL CoMMITTEES

I3 15 provided that ip each district there shall be arpanized 2 Begronal Code
Committee to consist of cither three, five or seven persons 2s dereroueoed by the
Code Comimitece. The members are to be elected by 3 vore of the investment
bankers assenting to the Code and having their principal place of business wathin
the region. Noguoations aee to be made by the Investment Bankers Code Come
rnittee. If the number of the Regional Code Commitres is three, five persons shall
be pomioared to be voted uwpon; if the oumber to be clected is Ave, cight persons
shall be nominated, and if the number o be elecied is seven, eleven persans shall
be nonminated, Mo person shall be nominzted unless he s sctively engaged as an
investment banker and has his place of business in the districe for which he s
ngrnimated. The vating shall be by printed Ballot and under cegulrtions established
by the Code Committee. The Regional Code Commitrees shall venort all of their
actiang ta i shall ag all times aod 1o abb macters be answerable to the Investment
Bankers Code Commitiee.

Fuserions or Regiosar CosairTTEES

Repional Code Commirtees shall act os apencies of the Ceneral Code Autharity
for the administranion apd enforcement of tle Code and Rules in cheir respective
districts.

Members of Regional Code Committees shall serve without pay and funds
to mect the necessary and actual expenses of the Regional Code Committess will
be provided by the Central Code Authority out of the funds cotlected by it wnder
the provisions of Bectinn & nf Article 111 of the Code and Section 13 of Arcicle
XTI (the registration section),

Any Pegional Code Commitiee may ke autherized to raise additonz! funds
in acrardanes with regulabions preseribed by the Investment Baokers Code Com-
urittee with the approval of the Adminiserator.

ADVINISTRATION

Segrion 3 of this Arucle X1 on administration provides that any Regional
Code Committee may from time to time propose additions ro che Rules of Fair
Pracrice, ns may be deemed desirzhle for their districr and which are nor incon-
sistent with the provisions of the Code and Rules. Any such addirional Rules so
proposed shall be submitted to a vore of all investment bankers located in the
distrect who bave asented to the Code and iF approved by 3 majoricy of those
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voting shall be submiteed to the Code Committes and vpon appraval by the Code
Comouttes and the Adownistratar they shall become effective in that district.
Secuion O provides that any Fegional Code Committer may, from tirme to time,
propose madificavions or additions of any disteict Rubes and upan appraval by the
Code Commictes and the Admimstrater, sech modificatton shall beeome eflective.
Section 7 grves the Code Committer, with the approval of the Admimstratar,
the right to cancel any addition to the Rules or any portion of such addition as
applicable to a particolar distcick, It will be remembered that in Section 8 of
Avrticte TX it is provided that all investinent bankers shall comply with the zddi-
tional rulings established for particular districts as provided in these Sections 3,
fand ¥ of Arccle X1,
Section & provides that each Begional Code Committoe may of its ovwn volition
. and shall, at the request of the Code Committee, investigate any matter pertaining
to the alleged wiolation of che provisions of the Code or of any Rule. ln making.
such investigations, the Regional Commitees shall act as a fact-finding body and
if in their gpinion a violation has occurred shall repore the findiogs, together with
its recommendations, to the Code Committec.

Privisecen ConisunNICATIONS

Secrion 9 is ooe abour which there has been a grear desl of comment and dis-
cussion. Complaints filed cither with the Invesement Bankers Code Comimirtee
ar any Repionzl Code Coannitree by a customer of an investrnent banker shall be
evmed to be privileped communications. The nzme of the writer of the com-
wwcation amd the oarure of the chacpes made mar be kpown te the accused
investment banker in connection with preccedings arising out of the complaint,
ntherwise the priviiege s absolute. Where the complaine agninst an investment
banker is made by another investnent banker po privilege s to exist and in ony
procecdings taken in connection with such a complaiot the aocwsed dovestment
Fanker 13 to enfoy the nighe to be indormed of the name of his accuser and the
nature of the accusation and the cause thereof, and to be canfronted by the parsun
taking the charge. No ane has much vse for anonymous complaints and yer i was
deemed wise to make a distinction in connecrion with complaines Oled by custamers,

Waiver oF RuLes

Section 1073 an insurance which we put inte the Code against damage resulting
from our inability to foresee consequences. We want this Code to be workable
and we, therefore, propose thet zny Rule may be waived in whole orin part in any
particular case. The investmcie bankers desicing ro secure the waiver shall maike
written applicenion which the Code Commiiceee shall consider and if a majority
af zll of the members of the Commuttee shall determine chat such waiver will not
permut any yifarr trade practice and will not be detrimental to the public inrerss,
the Committee, with the approval of he Administrator, shall adwize the applicant
investtnent banker in weiting re that cHect and upon receipt of such adwvice, the
waiver shall become effective “with respect oo the parricular transzction to the
extent pravided thermin.™

Section |1 provides a limitation upon the ltzbility of members of the Code
Commitree and the Repional Committers. Lt is provided that in any action taken
br a member of eicher che Code Cormnirtes or any of the Fegional Committess Ig
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his capacity as a member of the Conymittee, and in conoection with the :dminss-
tration or enferceiment of the Kules, e shall be liuble anly in case of wiallful fraud.

CuneLUsmos

I don't like to repear myeeli bue 1 do woune to say in closing: We have trie!
va keep the fairh. AWe may have made mestakes. We probably have, We have tried
o provule For thue speoly eeepificacion as sooa s thee arg discovered, We want
to do our hit in restorioz o this counery and eooirs andostries 2 normal, active
and canservarively rezulated dnvestment mmarket. We ask the approval of the
Adminiscracer for these Rules and if approved and we are allowed 1o aid in their
enforcement, we pledge to you unstinted and honest cooperacian.
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Tne PresioenT,
The White House,

Sr: This is a repart an a modifcation af the Code of Fair Competition for
Investment Bankers, increasing the membership of the Investment Bankers Cede
Connoittee from five members representing Investinent Baokers o twenty-one
such members, _

TFhe Assistant Deputy Administrator in his final repert 1o e on said modifica-
tian of 2aid Code, having found as heesin set forth and an the baesiz of all che pro-
ceedings in this matter:

1 find thar:

{a} The madification of snid Code and the Code as modified are well de-
sigaed to promoee che policies and purposes of Ticle I of the National Industrial
Recovery Act including the removal of abstrictions o the free Row of incerstate
aind Faeeign commerce which tead ro diminish the amoune thereof, and will pra-
vitle for the peneral welfare by prometing the arganization of industey for che
purpoae of cooperakive action among trade growps, by inducing and maintaining
vanred acrion of labor and management under adequate gevernmental sanction quud
supervision, by climineting unfair competitive practices, by promoting the fullest
possible utilizatton af the present productive capacity of industries, by avondimg
updue resrpicrion of produccion (except as may be pemparariby required), by -
creasing the consumption of industrial and agricultural produces through increas-
ing purchasing power, by reducing and relieving unemployment, by improving
standards of labor, and by otherwise rehabilitating induseey.

(b} The Code as maldified complics in all respects with the pertinent pra-
visions of said Title and said Ace, including withoue Timitation subsection {2} of
Seceion 3, subsection [2) of Secrion 7, and subsection {b) of Section 10 thereof.

fv) The [nrestment Bankers Association of America was and ie truly repres
sentitive of the Investinent Bankers and that smd Association impesed and im-
pees e ineapetable restrictions on admission 1o nuemhbership therein and has ap-
plice Toe or cansents wo this modification,

{4y The romlification and rhe Code ns modified are nor designed to and ol
ot permit menapolies or menopolistic practices.

[} The modification and the Code ns modifed are not designed to 2nd wall
not climinate or oppress snall enterprizes and wall nor operate to diseriminace
agxingt them.

(f1 Those engaged in other stops of the cocopomic process have nat been de-
prived of the right ta be beard prior to approval of sud medificaton,

(g} The enlargement of meabership on the Tovestment Bankers Code Com-
migree 15 desirable and will roesult in the Committee being merc representative of
[nvestrnent Bankers, a3 a whaole, by making it possible to have represeneatives
thereon {eam 20l parts of the cocntry.

For thuse reasens this moedification has been approved.

Eespeceiully,
Hucit 8. Jonxsos
Adnnniserarar

Febroary £, 1934



Cede of Fair Competition
for
Investment Bankers

(As modified by Administrative Crrder, February 1, 1934)

PruarnLe

To effectuate the policy of Title 1 of the National Industrial Recovery Act,
the following provisions are established s a Code of Fair Competition for Invest-
nient Bankers.

ARTICLE I
DEFiNriows

(1) The torm “inwestmeat banking husiness™ ns used herein shall mean the
Lusiness of voderwriting or distributing issies of boands, stocks, or other securities,
ar of purchasing such securitivs and ofiecing the same for sale as a dealer therein, or
of purchasing and scllinz such securities upen the order and for the account of
nthers; provided, however, thae the rerm “investment banking business™ shall not
mehele regosacrions on regularly organized exchanges, bur such rerm shall fi-
clade all business relaring o such transacrions to the extent that such business is
oot coeducted by o mwember of such exchange or by any persan or organization
having the privilepe of any such exchanpe for itself or any of its partners or
exccutive aificers.

[2) The term “emplover” as wsed herefn shall include cvery natural person,
co-partnership, corporation, asseciation or ather cntity that is cngaged in Jdoing
any investment banking business. 1f the major part of the busines af a0y cm-
ployer congists of any business other than (nvestment banking business which other
business is governed by any other code or codes, such emiployer shall nee be bound
as to his iovestment bapking bwsiness by the wopge and hour provisions of this
Cade, buat shall be poverned s to his tovesement banking business by the wage
and hour provisians of such ather code or codes; but all other provisions of this
Code shall appdy to such employer as to his invesemene banking business.

(3} The terin “craployee” as used berein shall mean any one emploved by any
employer, regardless of the vature or method of payment of his compenzacion.

{(4) The term "Administrater™ as used heroin shall mean the Adminiserator
appointed by the President of the United States uader the National Fadustrial
Recavery Act.

(3) Populaton for the purposes of this Code shall be determined by reference
to the 1930 Federal Cengus.

ARTICLE 11

[Lanor Frovisions

£1Y {ay Employees shali have the right to organize and bargain collectively
through representatives of rheir own choosing, and shail be free from the intee-
ference, restraint, or coercion of employers of labor, oe cheir agents, in the desig.
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nation of such representatives or in celfgrpanization or in other concerted activi-
ties for the purpose of eellective bargaining or other mutaal aid or proection.

(6} Mo employee and no oune seeking emplorment shall he required as a con-
Jdition of employmient to join any company union or to refrain frem joining,
oTEaNi£ing, or assistimg & babor organization of his ewn choosine,

(e} Employers shall comply with the maximum hours of labor, minimum
rates af pay, and uther conditions of employment, approved or prescribed by the
President of the United States.

(2) Ne persan under sieteen years of age shall be employed by any eimployer;
provided, however, where a Stare Jaw reguices higher miniowm age, no persen
bedow the age so specifienl shall be cinployed wichin thar Seate. _

(3} {a) No employer shall cnploy any person fac more than 40 hours in
any pae week, provided, hewever, that in order to meet conringencies which can-
nat be anticipated and over which the eraployvers have nu control, the said hours
of employment may be increased o meet such continpencies, bue in no event shall
such employees work more then a total of 34 hours per week averaped over a
period of four {47 months witheoe the pavincit of evercdime.

{#) The maxirmmn howrs ficed in the (oregoing paragraph {a) shall not
apply {1} to puards and warchmen smploved ot nighe to safezuard secutities or
assets (provided sweh guards amd watchmen do not weork mare than six {6) days
each week), or [(2) o partners in any en-partnership, or (30 to outside szlesmen,
or (4] te anplovess in 4 managerial or executive capacity o in any other capacity
of distinction or sele respensibilicy whe recelve more than 3353 per week.

{¢} Mo employes, except outside szlesmen werking solely on 2 commission
basis, shall be paid {1} less chan S16 ger week inoany city of gver 2,000,000 pop-
nlationn; {2} less than %13 per weck in any city between SHL000 and 2,000,000
pmrpulatiens; {3 less than 21450 per week in any city between 230,00 and
AUBLO0 papulacion; (43 less thus 514 per weel in any city berwssn 2,300 and
25000 popubatiog; and (37 in any own of less than 2,500 pepulation at! wapges
of employees shall be foceeased be ot less chan 20%% provided ehae chis shall nat
requaiee the payment of wages in cxcess of $12 per week ; provided, however, that
where 2 Stare law provides o higher mintmum wage than is providsd in thiz Code;
ne persen employed within thae Seare shall be paid 2 wapge below chat reguired
by such Seate lawe,

(] All employees, cxcept employees mentioned in paragraph (33 above, if
emploved for mere thao a toral of 44 hours per week averaged over a period of
fowee {4} menths, shall be paid far all such cxvcess cime of employment at the rate
of 133%% of the t"E'guL‘lt' ]'I.Uurl:,.r rate af which such Persons shall then be em-
plowped ; but regardless of the caleulation of such overtime averaged over a four
wanths' pericnl, all such employees if gmployed for mare than 48 hours in any one
week shall be paid for such time in cacess of 48 hours at the rate of 1331565 of
the said regular rate. The amount paid for overtime for any weekly period shall
be credited an the nmsant of nvertime paid at the end of aoy lour months period,
and in camputing the amount of overtime to be paid as herein provided the regular
hourly rate at which any person shall be employed shall be determined by dividing
the amount per weoek whach he shall repularly be paid by 40.
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(e} The wapes of emplovess (except employees mentioned in the foregoing
subdivisions (23, (37, and (4} of paracraph (&3 ) being paid an September 1,
1933, in excess of the egtablished miniomm shall pog be decreased, notwithstanding
that the hawres worked in such employment may be hereby reduced.

ARTICLE 111
ADMINISTRATION

{11 "Ue coapurate with the Administrator in the administration of iz Code
there s hereby constituted e Iovestingny Bankees Code Commirtee, Such Com-
ruttee shall consist of fifteen members appointed by the President of the Invest.
mene Bankers Associacion of Ameriea; six membecs chozen by a fair meched ap-
peoved by the Administrater ta represent employers not members of the Invest.
ment Jhwkers Assnciation of America: and 3 cepresenrative or ropresentaniyes
without voke appointed by the Adminsstrator. The twenty-one votiog, members
nf the said Commiteee shall be appointed or chosen from asseneing emplayers.?

[2} The [nvesonew Bankeres Crale Commnrtee leerein ]?fﬂu‘[dcd Far shall be
the representative Lody From the emplovers subjece to this Cade, to act on their
“bebalf i the adrmnseranen el enforcement of this Code, and shall lave, i
adudition to the specific powers hercin provided for, all general powers nocessacy for
sucle mbnunistration and enforcement; such peeeeal and speeife peasers shull be
at all riees subjeck to the viphe of che Adminisceator to veto or medify any action
takew by such Coornittee.

(4 The Tavestment Bankers Code Cooungetes may Frant thne to time appoint
sich camimetee o conomteees: A% L may Joem necessary or propet fo CAErY aut its
paweers aaxl danics wisler the Cale and may delegate to aony such committee such
af s pewers ol dogies as it may deem oecessary and proper to effeciuate such
prrpses. Ul vepresentative ar copreseittatives anpointed by the President of the
United Stntes shall be piven natice of all meetings of any committes or committess
appminted by the Invesrment Bankers Code Committee and shall have the right
tn participate without vote in the activitics of such comouttes or committees,

(43 The lnvestment Bankers Code Caomunéteer may fram time te time present
to the Adosnistrator reccantnendatanos which will end 1o eficerwate che adoans-
tration nf the provisions of this Cade anel the policies of the Nationa]l Industrial
Recovery e,

{3Y Iooonder to keep the Presolent of the Tuted States and the Adnnnis-
trator informed as to the observance or nop-ohservance of this Code, rach cm-
plover shall peepare and file with the [nvestment Bankers Code Committes, at
such time and in such manner as said Committer may presoribe. statistics covering
the nueber of persons emploved, wege rates, hours of working, and such other
data or information a5 the Investment Bankers Code Comenittee may requirs,
proviled such other dara or informarton shall alse be required by the Adminds-
trator. Al information sa furpished shall be rreated a5 confidential pnd used
anly for the sole purpase berein set forth,

{63 The expenses of adminastering this Cade shall from time to time be
equirably azsessed and collected by the Investment Bankers Code Committee from

\Aa modifind by Adminisregive Qrder, Februney I, 1534,
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employers assenting o this Code in accordanee with 2 plan ta be approved by the
Adnainistratgr; byt no such employer shall be Hable for any payment o excess of
sajd assessmene.

(7Y Any emplover may voluntacily assenr to this Code by signing and filing
iz asseor with the Investiment Bankers Code Commiztee, Noo 33 Sowch Clark
Strect, Chicage, illinois

ARTICLE 1V
Fath TraDE PracTICES

Within 30 days after the appraval of this Cade, the Investment Baokers Code
Commictee shall submit. fo acenrdance with the proceduee set forth in paragraph
{1} af Arngle Vo supplenmdary provasaens relating wo Faie trade practices.

ARTICLE ¥

AVENDMENTS axe T ERMENATION

{1} Any emplover assenting to this Cede chat may hereafter desite to have the
Code amended or any supplemeneary provisions added shail taks the following
proceduce: rapase the amendment to the Tovestmente Bankers Code Commicres
wlach shall, if o maporiry of the Coronurgee shall apprave the proposed amend-
mvene, sulbinnit it o a meeriog of the emplorers assenting o this Code esprcially
cnllol for that purpose upan due nonice; aned of at any such meeting 2 majonty of
anch employers shall be present or represenced and i @ majority of such employers
as are present ar represented at saol meetiog shall vote in favor of the adapttan of
such proposed amendment, such amendment shall be submiitted by the Investment
Bankers Code Comnnttee to the Presudenr of the DTmeed States for approval, amd
such proposed ameondoeoe shall take effece a5 4 part of this Code wvpan such ap-
proval thereaf by rlwe President af the United States. Employers voring on such
mnerdments a5 abeve provided oy vote wa person, by proxy inowreting, er may
vore in writing wirhont being persanally present.

(2] This Ceale shall cantinue in effece as long as the Navional Industrial
Recovery Act shall be in offect, bur in ne event aiter June 16, 1933, and shall in
all respeces be subject to the peovianns and conditoems of the Natignal Industrial
Recovery Ack

{3} This Cude and all the previsions thereat ace expressly made subject to
ehie right of the PPresident of the United Seates, in accordance with the provisions
nf sairbsection b)Y of Section 10 of the National Industrial Recovery Act, from
time to tme to el o medily any order, approval, license, rule, or regulation
trsued under Title T of the Natiopal Tndustrinl RBecavery Act. and specificaliy,
Tt wethoat linuration, 1o the rirht of the Presuadent af the Uaited Seares ro can-
cel or modify his approval of this Code o1 any conditians nuposed by him upon his
approval thereak.

ARTICLE VI
EreecTive ThaTe

This Code shall became eflective on the second dlonday afeer its approval by
the President of the United Staces, -
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