April 11, 1938
P
v /(j

Dear Senator rFletcher:

o

I beg to aainowledge y;%r letter requesting
my comment upon H, R, 7186, being & Bill to amend
the Securities Act of 1933,

(1) =~n obvious error seems to be contained in
thies amendment fnasmuch as i{ts purpose would seen
to indicate it is intended as an amendment to
Section 3 of the Aot rather than Section 4.

(2) The purpose of the amendiment sesms to de 0
avold the necessity of registering imssues whose dis-
trivution i{s of sush & narrow range that publie
interest does not require their registration in
accordance with the terms of the Seocuritiss Ast of
1933, The terms of the amendment, however, go much
farther than this obviocus purpose. The smendment
sxempts issuasnos by sorporations and octher entities
of securities provided that the stoeskholders or the
nexbars of these entities do not exceed twenty-five
in number. Under such a provision a corporation
whose stockholders were limited to twenty-five
oould nevertheless float, without regard to the
registration provisions of the Securities Act, a
bond issue of millions of dollars and offer it
generally to the public. The same would hold good
as to any other class of securitiss floatsd by such
a corporation provided the nature of the security
was such n2 to make its holder not a stoskholder
or member of the lsasuling entity. Sush comsequences,
I should imagine, were certainly not desired by the
proposers of this amendment.

(3) The objective of this amendment, namely, to
eliminate from the registration requirements small
issues of & prn-uational sharscter, seems already
adequately attained by the Securities sot. Seetion
3 (b) of that Act alresdy asuthorizes the Commission
to exempt from the reglstration requiremsnts issues



of securities where the aggregate amount at whiagh
they are offered to the public does not exceed
$100,000. Under this provision the Commission

has promulgated regulations of an extensive charecter
which enable sn issue of that types, provided that
oertain rudimentary principles of integrity in the
nature of the offering ere observed, to bes floated
without the neceassity of registration. Seoondly,

the terms of the Securities Act, so far as the regls -
tration requirements are sonserned, do not apply to
privats offerings as distingui shed from publie
offerings. I1If the number of peopls that are to be
invited to participate in a security offering is
pegligible and further distribution of this fssue

to the public by thess participants iz not contem-
plated, #enerally speaking, the reglstration of

such an lssus is not required. Thirdly, many emall
issues can also avall themselves of the exemption
provided by Section 3 (a) (11) of the Aot which
extends to imsues sold locally within a state to
residents of that state by corporations incorpormted
by and doing business within suoh state. Thess three
examptions attain adequately enough, in my judgment,
the objective sougnht to be schieved by the proposed
emendment and without at the same time incurring

the very grave dangers at present in the proposed
emendment, :

I wish to express t0 you my thanke for trans-
mitting this proposed amendment to me for consideration.

Sincerely yours,

Jaasph'?. Kennedy,
Chairman.

Honorable Duncan U. Fleteher,
United States Senate,
Vashington, D. C.



