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PROCEEDINGS
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Mr. Rotberg: On the record.

This meeting is convened pursuaﬁt to General Order of
Tthe Sécurities and Exchange Commission which authorized certain
Staff members to make a study and investigation of matters reiat-
ing to the fules of the NASD, the stock exchanges, the Secgrities
llawé_aﬁdathose léws, regulations and cdncépts which are ﬁeeessary
‘for thevprdtection of the public investor. |

Blyth & Company has kindly consented to come here today
and tomorrow and:discuss with us certain matters concerning our
investigation. |

I want to take this opportunity to thank them for coming
down here. I am very pleased to see they'are So happy tq éooper—
ate with the Commission in the study.

Perhaps the best way just to generally begin thefdiscus-
sion is for any one of you gentlemen to tell us briefly whét the
nature 6f the business of Blyfh & Company is.

Mr. Glassmeyer: Blyth & Company is engaged in the
business of investment banking. Its primary activity is the pur-
chase from .corporations of securities and the distribution:there—
of,

In addition, it operates a trading department of natidn11
scope. We have twenty-eight oftices from coast to coast. If I
might break down the departments, as bidding or tHe originéting

department, the trading department, the municipal. department,
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the sales department, the department of operations and since

"{April 15, our Government Sécurities Department.

Mr. Rotberg: About how many registered representatives

|are employed by Blyth?

- Mr. Sheets: About 132,
Mr. Rotberg: 1Is all the trading done by Blyth i# New
wYork?- '
Mr. Brady:; Not all of it, the greater majority;df it

is done in Neﬁ York. We have position trading, local securities,
Los Angeles, San Francisco and Seattle.

Mr. Rotberg: About how many securities do you make marke
in? |

Mr. Brady: Roughly five hundred.

Mr. Rotberg: Do yoq have an gstimate of how many are
made in New York, how many outside?

Mr. Brady: Well over four huﬁdred New York.

Mr. Rotberg: The most of those are in common stocks?

Mr. Brady: Yes.

Mr. Glassmeyer: May we furnish you with this 1ist of
the securities we trade?

Mr. Rotberg: That will be very helpful.

ﬂr. Glassmeyer: I might add to what Mr. Brady.s#ys;
we aré not;members of any exc#ange. All of our trading isf
so-called position trading for our own:account as principal. In

2 Imost all respects except where our customers desire to héve us

it




act as agent.

) Mr. itotberg: J take it there is a senior executive

) officer oi Blyth in each of the offices which conduct trading

4 oper#tions?

5 Mr., Brady: You mean directiy in the trading department?
6 Mr. Hotberg: No, there is a sepnior executive officer

7 in each ot the cities where there is trading operations conducted?
3 Mr. Brady: Yes,

9 Mr. Rotberg: In each of those cities out of New York,

10 {where there is a trading operation, who decides what securities

11 fare to be traded? That is, by Blyth?

12 Mr. Brady: You say outside of New York?

13 Mir. Rotberg: Yes.

14 Is it done by the office or must permission be received

15 Itrom New York?
16 Mr. Brady: Normally it is pnot neccessary to get permis-
‘7$unxlrom New York, because the pgreater majority, 1 believe, of

18 kecurities we trade in those three offices are issues that Blyth

19 . ) . . ,
has been associated in the offer, with the possible exception of
20 . ; s
the Seattie office.
21 ) _ .
Tfhey trade local issues.
22 . ,
We more or less go along on the theory that a stock
23
jiust have a fairly broad trading interest or else it is not
24
worthwhile to trade it.
25

However, when there 1s a stock ol our own origination,
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we nearly always do maintain a market.

Mr. lotberg: Do the individual traders decide which
securities they wish to make a market in, or is this reviewed by
a higher authority of the company?

Mr. Brady: It is reviewed.

Mr. Rotberg: Mr. Glassmeyer meutioned for the most part
all the transactions are exe¢cuted on a principal pasis?

Mr. Glassmeyer: Yes.

M1 . Rlotberg: Suppose a customer comes into your oftice
and wishes to buy a few thousand dollars worth of an over the
jwunter security in which you are making a market, it is an unso-
licited order. Do you execute that transaction on a principal
basis usually?

Mr. Sheets: Yes, we would. We would ask, could we makd
an offering of the security and we would go in the market.

My, Motbe;g: Suppose you are not making a market in
that security, but he asks for, asks to buy a few thousand dollarg
worth oif a security on which you are not making a market, what
do you do with that?

Mr. Sheets: That would be passed on, if it were a local
market, maybe Neal could answer this, 1 assume it would be
executed in that local market. 1f it was a stock primarily in
New York, it would be turned over to the trading department and
executed in the business market.

Mr. Hotberg: Would you execute that transaction on a

AP m
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principal basis also.

Mr. Brady: No.

Mr. rRotberg: You wouid not go out and buy it, put it
ip your trading account, maik it up, sell it to a customer?

Mr. Brady; Wwhen we have an order for it?

My, lRotberyg: Yes.

Mr. Brady: No.

Mr. Rotberg: When you refer to principal transactions,
you are only talking really about transactions in which you
dready have an inventory?

Mr. Brady: That is correct.

Mr. dotberg;:; On which you are making a market,

Mr. Sheets: On which you are making a market. We
mighit have a short position.

Mr. H0tbery: Possibly youie short and a customer
asks for the security,do you go out into the open market to buy
it and then mark it up, or might you just sell it to him and go
further short?

Mf. Brady: The latter answer is correct. In other
words, we are making the principal market. Whether we are long
or shoxt, that offe; is good.

Mr. Rotberg: What price do you sell it to them at?

Mr., Brady: In our principal tvading market?

Mi, Hotberg: Yes.

Mr. Brady: Say forty-five and a half and a hali, six, \

&
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woulid sell 1c at 46,

Mr. dotberg: You don’'t mark it up?

Mr. Brady: Occasionally.

Mr. Sheets: [f we have a market on the stock and it is
45%*0, and the salesman soticits an order in that stock, and peu-
haps does some work in iunducing the customer to buy something
that we trade, which our sales organization does, and on the 45%~
6 market, 1y he sold twenty-five shares of that stock, he would
not contirm that stock at 46. He would mark that up. He might
sell it at 46%.

Mr. Mersell: Forty-six is the prolessionai.

Mr. theets: torty-six is the inside protfessional mavket
with psincipal dealers.

Mr. Paradise: This 1is a principal transaction?

Mr. Sheets: Yes, |

Mr. lotberg: In the situation where yéu don't have
the solicited order and the customer walks in and asks for the
stock, the qu&ted price is 453-46, I take it in that case you will
sell it to the customer at 467

Mir. Sheets: Yes., You might seil it to customer at
46, Or he might spread the market if he is a private investor
over the professional market,

Mr. BRotberg: In the questionnaire you submitted in
connection with your general over-the-counter business, you note

that 19o6l, Biyth did $1,736,000,0U0 in over-the-counter stocks.

adin-exchangae stocks traded hy yaodu Llim aver ithe coupter
O = ]

x4
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May 1 ask if that figure included_private placements
with institutional type clients?

Mr. Kampfert: What page is that?

Mr. Hotberg: Page four.

Mr. Kampfert: No, that excludes pirivate placements.

Mr, Rotberg: Let's assume that Blyth receives a secon-
dary, an order to make a secondary offering, non-registered by
a pension fund or insurance company oxr mutual fund. And it makes
the entire distribution within its own organization, tihat is, it
does not have a group. So it does not use any stock exchange
members to assist it in the distribution. Would those distribu-
tions be included in that $i,736,000,0007

Mr. EKampfert: No, tbéy are excluded.

My, RQotberg: Okay,.

Mr. Merreil: Where is that figure?

Mr. lotbery: Page [four, question four.

Mr. Merreli: This is on the C-37

Mr. fotberg: .Yes. Look at page four. There it is.

Crf the record,

(Discussion oiff the record.)

Mr., Rotberg: On the record.

Mr, Kampfert indicated iif a block is relatively small
for example, less than about three miliion dollars, it probably
would be transferred into the trading department and thus be
included in the one billion, seven hundved and thirty six million

dollarv ftigure.
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Generally, ii the block is a large sizable block, it
wili not go into the trading department and will not be inciuded
as part of the one billion seven hundred thirty s$ix million
dollaxr figure.

Does Blyth do any substantial selling to mutual funds?

Mr. Sheets: No, very little. I domn't know any way 1
could put a size on it, It is a very minor part of our business.
We don't.discourage it.

Mr. Glassmeyer: Might 1 add we discourage the seliling
of mutuai funds.

Mr., Rotberg: Can you tell us the reason for that?

Mr. Sheets: I think our primary business, we have an
organization, our primary business being the issuing of securitiey,
we want our salesman to devote our efforts to our own needs.

We have a wide iist of merchandise available {rom muni-
cipal bonds and the most conservative investments up to very
speculative securities out of our own principal position.

S50 there he has ampie merchandise available tu him,
Apout the only time he uses an investment troust chair is where
he runs into a small account that might need diverse occasion
the dollar volume of the account might be too small to get it
through individual.customers.

In those cases we sell certain amounts of mutual funds.

Mr., lotberg: Do you render any advisory service on a

iee paying basis to your clients?
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Burveys and advice.

they also double in buying depavtment activily. We will have bank

10

Mr. Sheets: None at all. We wexe not registered under
the Investment Advisers Act. We stay completely away from being
an adviser.

Mr. Rotberg: You have no fee-paying clicnts?

Mr. Sheets: None at ail.

Mr. kotberg: You do, of course, have a sizabie'researcﬂ
department both in connection with your underwritings apd 1n advid
ing your customers as to their portfolios?

Mr. Sheets: No, we do not make portfolio anaiyses.

To that extent, we do not have a large what you might call
counselor department. Qur research départmcnt is concerned pri-

marily with individual securities rather than with portfolio

Mr. Rotbery: About how many people work in the research
department of the company?

Mr. Sheets: Weli, we have some scattered. We have one
in Los Angeles, one in San ¥rancisco, Chicago, three; and there
are about ten in New York, excluding the people in'0u£ LDuying
departnent who ave researching new issues and underwriting atfairs
and make issues in which we seek to do business.

Mr, itotberg: What is the function of these ten research
people in New York? Who do they pertorm services for, how do
they operate?

Mr. Sheets: Primaviiy for the sales organization and
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11
stock specialists in New York. I{ we ave in ithe bank stock
underwriting he will devote pact of his time {or the underwriting
department, maybe assembling figures, comparisons, things like
that.

The rest of the time during the year, if he is not
active in that work, he will be assembiing bank figures, writing
reports on individual banks or the New York banks or banks across
the nation,

The same thipg is true ol our inswance stock men, our
utility men and our industirial man who devoles his time to indus-
trials.

Mr. lJotberyg: They write uof only on industries but
specitic securities also?

¥Mr. Sheets: Yes, they do.

Mr. lotberg: What do they do with their information?

Do they disseminaie it generally to the sales oirganization for

their use and solicitation of customers?

Mr. Sheets: Yes,

Mr. Rotberg: Do their tindings become publicly dissemina
through any kind ot a letter by Blyih?

Mr. Sheets: No, we have no maivket letter or market
research letter as such. We do occasionaliy issue what we call
a report to the investor which might be a study of one coumpany
that we have been connected with in one way or another, usually

1S an underwriter,

te.

ARC
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you acted as managing undevwriter?

friting, sir?

3vailavle the conclusions of your rescacrch depa.iment to inscitu-

12
I wouid say over the course of a year we might get a
dozen ot those reports to the investor out.
Mr. iotberg: 1 take it you make markets within the

last yeay, 1 beiieve, in practically all the securities in which

Mr. Brady: That is correct. Unless it goes oll the big
Poard, industrials.,

Mr. Hotberg: I am speaking ot just over-the-counter
securities.

I take it also your research department does research

psS you say on those companies in a period subsequent to the under-

Mr. Sheets: Yes.
Mr. fotberg: This intormation is made available to the
Falesman who will use it with inteliigence in the solicitation of

the customers who bought the stock in the original underwriting?

Mr. Sheets: That is right.

Mr. Hotberg: 1Is that the main function of these indi-
yiduals?

Mr. Eheets: Yes, it is.

Mr. Rotbery: Do you reander auny kind of service or make

-ional Lype clients such as investment companies?
Mr. Sheets: Only to the extent that the repw ts that

re turned in to public repoists would be available to institutions
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15
as well as anyone else. We would advertise the fact that we had
bad a ireport on the Georgia-Pacific Corporation, Purex, or some
other company we had been interested in. That is available to
anyone.

As a matter of fact, we might well mail it to a list
of institutions that might be on our mailing i1ist.

Mr. itotberg: DO you have a ygeneral institutional 1ist
who receive these services, these reports?

Mr. Sheets: Yes.

Mr, Hotberg: The 1ist, 1 take it, is to assast the
investment adviser, as an investmenf company, to inteliigently
buy ox sell the securities lor the fund which he administeuss?

Mr. Sheets: Yes, really an informative report rather

fiamb0uyant7 It does mt rrecommend that stock be purchased im-
mediately, that it is golng to have a market move or anything 1ikd
that. It is a very factual report simifar to an annual report
of the corporation.

Mr. Rotberg: Do you recelive apything {or this iwtitu-
tional report?

Mr. Sheetis: No.

Mr. dotberg: What do you expect to get in veturn?
Mr, Sheets; We expect to keep ousr clients informed.
who may own this security. We expect to ipn'orm someone who

Hoes not own the security oi the compauy'and be sure that the isst

factual. It is as comprehensive as we can make it. But it is nof{
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pess from the institutional cilient who may receive the report?

i%
and the corporation with whom we have done Lusiness were ilhings
he gets some puplic relations out of having his name and company

better publicized.

Mr. Rotberg: VLo you expect to receive a brokerage busi-

My, Sheets; No.

Mr. Rotberg: Generally, do you rind that Biyth receives
any substantial amount of brokerage business from investment
companies to whom they render these services?

Mr. Sheets: No, we do not.

Mr. Rotberg: Does Blyth do much Mutuai Fund buying
and selling of their portfoiio sccurities?

Mr. Sheets: VWe get some business. I think the businesy
that we get from the investment trust is primarily on our market.
One is to the closeness of the spread, iwo, the size uif those mar/
kets is of interest to us. We will make bids or offerings four
larger amounts irom them, ithat is the basis we get our business
Yfrom them.

e get no rveciprocal business firom them eithev from
research or distribution of their shares.

Mr. notberg: Do you lind your market on stock exchange
securities is better than the stock exchange house?

My, drady: Bettec than the market on the New York L tocl
Exchange?

My, Rotbesg: Yes,
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M1r. Brady: We trade only a list of about thirty uwtilirty
stocks, day in and day out at net prices.

Mr. Sheets: Of unlisted stocks.

Mi . Brady: You are speaklng ot iisted stocks?

Mr. itotberg: 'Yes.

Mi. Brady: Naturally to be competitive, our price
has to be very close to that on the New York btock Exchange at
fease one side of our markeit. We will be either a buyes o¥
seller of a certain security. 7To be competitive we have to be
right on the market or at least 1t will De a waste of time in
making a market.

Mr. HRotberg: Do you find you are getting any business
from investment companies because your market is a bit better thar
the Exchange market?

Mr. Brady: There are two things iavoived there. We
hope our market is as good or better than the Board mavket.

At the same time we are dealing at net prices, which is to advan-
tage to that kind of a Iund o« bank. Because they don't have to
pay a commission.

Mr. Rotberyg: Off the recoxrd.

(Discussion off the record.)

Mr. Rotberg: On ilhe record,

In connection with the research reports, do you have
any firm policy in respect to what the activity of your trading

{epartment should be prior to the dissemination ot the report?
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Mr. Sheets: I will ‘let BMr. Brady answer that.

Mr. Brady: Yes, wa have a very definite policy that
is any time we bring oul a report on a stock, that our trading
posifion shall never be any larger than a pnormal trading position,

in other words, we do not go ouil and accumulate a block
of stock, then release a reporti on a company.

Mx. Paradise: What woula your normal trading position
pe?

Mr. Brady: It would depend on the stock naturally.

1 would say ofthand a thousand, two thousand, three thousand

shares, something like that,

Mr. Paradise: Do you remember what it was in the
Stanley Coxporation before you issued?

Mr. Brady: Yes, I do. It was about five hundred
shares,

Mrr. Hotberg: I take it when the report is disseminated
thetre is some buying power which is generated?

Mr. Brady: You wouid assume some buying powelr might
come from it, yes.

Mi. dotberg: Do you [find that buying power usually
tends to drive up the price quite guickly because, one, il is
concentrated? Two, it usually appears in Lhe period after the
report is disseminated?

‘Mr. Brady: 1 don't think so because any stock we trade

must have a broad market or we would not trade it. With a broad
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17
market in a normal market, why an ordei coming from, coming as a
result of one 0f these analyses would not have too great an effect
on the market.

Mr. Rotberg: You say you only trade securities which
have broad markets? By that do you mean {airly active markets?

Mr. Brady: Yes.

Mr. Rfotberg: You do not appear in the sheets of the
National Quotation Service because the market is inactive in your
Securities and you lfeel it necessary to maintain the orderlijiness
of the thin nmarket?

Mr. Brady: No. Ye must have a buoad,.active market
to make it worthwhile to trade,.

Mr. Sheets: Could I say there might be some exceptions
in this, Neai, where we have had a connection with a company?

Mr. Brady: Oh, yes.

Mr., Sheets: As an underwriter there may not be the
bredth of market there for a normal trading position but because
of connectijion, our connection with the company we would maintain
a market,

Would that be true in Houston, Paul, or something 1ike
that?

My, Brady: Yes,

My, ilotberyg: Even though the market might be thinv

Mr. Brady: Yes.

Mr. rotberyg: What is the Natiownal in making a mavket in
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those securities?

Mr. Glassmeyer: May I answer that. e think it is a
part of our function as an underwriter to provide in as orderly
atter market as we can in a security.

Mr. dotberg: is that with rsespect to the ordexriiness
of the market for those who aire in the sheets other than yourselt”

Mr, Sheets: There are some instances where Ltheve are
only a few others in the sheet,

Mr. Hotberg: You would go whether or pnot they are?

Mr. Glassmeyer: Yes.

Mr. Rotberg: Because of your relationship with the
issuer, irrespective of the ordeiliness of the market, you age
going in?

Mr. Glassmeyer: 1 would iike to make 1t the activeness
of the market rather than the orderliness, That is true.

Mr. uotberg: 1 want to introduce you to #Max, Silver.

(Discussion off the record.)

Mr. hotberg: Mr., Silver has some inquiries concersiag
the matter we have just been talking about, namely your activity
in listing securities in the over-the-counter market.,

Mr. Silver: About how many iisted securities does the
Tfirm make a market in over the countes?

Mr. Brady: We would make a market, a continuous day to
day market in roughly ithisty to thirty-iive uatility companies

pnly.
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Myr. Silver: How do you.decide which utilities will be
on your list?

Mr., Brady: rhat is by more or iess trial and error.
The list we have had now has becn in e€filect intact for some time.
We arrive at what we trade by the activity that we Qan expect to
get from the whole countiry.

Mr, Siiver: Do you ever drop a utility from youl list?

Mr., Brady: Oh, yes, ii{ it becomes too inactitive and
the trading does not warrant it, we will drop it.

Mr. Silver: How long has 1his practice existed of
trading with the securities, on a [Iirm basis, with a firm list?

Mr. Orady: 1 wouid guess somewhere, as far as I can
tels -- you mean over the ecounter?

Mr. Silver: Over the counter.

Mr., Merrell: Of listed securities.

Mr. Brady: 1929, the late twenties, there were siock
tirraded over the counter that were.listed on the Yoard, particulari
bank stocks. |

Mr. Merrell: Your stocks that are listed now.

Mr. Brady: How long we have done it?

Mr. Silver: Yes.

Mr. Brady: I would guess [ifteen or twenty years.

Mr. bSilver: liow did you happen to get into ithat contin-
uing business?

Mr. Brady: You are going to tax my memory on this.

kf 1 recall, we were trading some of the utilities over the countelr

A M
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They went on the board on the New York stock Lxchange.

Rather than give up our affiliation with the stock we
kept trading it. It more or less broadened down from (here,

Mr. Silver: Have you added many in recent years or
has the figure remained constant?

Mr. Brady: The overall figure remains pretty much con-
stant. We have dropped some and added others. We may get ad
idea that certain stock will prove an active trader for us, we
will ad it on.

-Later on we may have tb drop z1t.

Mr., Silver: Your decision to drop a stock 1s based
purely on its activity?

Mr. Brady: Yes.

M. Silver: Who are your customers in the main for
exchange stocks?

Mr. Brady: Well, it is a very broad iist. We have many
retail customers interested in utilities as a whoie. We do a
considerable business with institutions.

Mr. Silver: What kind of institutions, banks?

Mr. Brady: Banks, insurance, fuuds,

Mr. Rotberyg: May I ask, is there any reason why you
only make market in utilities?

Mr. Brady: Yes, there is. In the late forties, we
thought we would try ﬁo trade the industrials also, and we had

? selected list. I don’t know whether it was twenty or thirty
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stocks, such as steel, General Motors, et cetera, As a matter
of fact, however, we did not find it too proiitable. We made a
little money on it but it almost killed us to try to keep Qp with
the money. We just decided to give the whole thing up.

Mr. Glassmeyer: Because of ithe wider swings in these
industrials.

Myr. Brady: Yes,

Mr. Glassmeyer: The utilities were more stable,

Mr. Silveur: Is there any difference in the structure
of your organization from that of Weeden and Company who Seemingly
has made a success in trading industrials over the counter?

Mr. Brady: Well, there is a great different in the two
firms, yes., We cover many more facets of the business than they
do., As f{ar as their trading the industrinis and being successful
in it, their approach to the whole thing is e¢ntirely diflerent,

Their trading is entirely different than ousrs,

Mr. Silver: (an you give us some of the diifferencest

Mr. Brady: W%Well, yes. VWe believe in buying something
fnd selling it. They will go, 1 don't know whether this should
pbe on the record or not. This is my own personal opiniop and 1
cannot back i1t up.

I believe they will take a very heavy position in a
ktock and just stay with it,

Mr. Siiver: You were not wiiling to do this which led

ylou to not to go further or to drop your first attempts to get




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

lover-the-counter market in which you make markets?

22

into that business?

Mr. Brady: 1 think the answeyr there 1is yes.

Mr. Silver: Did you have any disgussions with the
Exchange with respect to this business?

Mr. Brady: 1 have never had any.

Mr. Stilver: With Mr. Coyle or Mr. Funken?

Mr. Brady: I pexsonally have unever had any conversation
with anybody about it.

Mr. Silver: Do you know if anybody in your firm has?

Mr. Brady: Not to my knowledgé.

Mr. oheets: I would think not.

Mr. udotberg: Are theswings in the industrials on the

Exchange any greates than the swings oi the industriais in the

Mr. DBrady: That is a tough question to answer. 1 would
think you could say the over-the-~counter swings are about in line
wiih the board swings in certain stocks.

Mr., Hotberg: It that is the case, 1 assume that it is,
it is a little unclear then of why the swings on listed sccurities)
caused you to back off from making markets in those, that you
don't back off ifrom making mavrkets in securities which have just
as great a swing in the over-the-counter market?

Mi. Brady: My answeyr there is the fact that we drop
it because I say we cou:i not keep up with the market.

You sce, each individual trader has his own stocks, in’




10

11

12

13

14

15

16

17

19

20

21

22

23

24

25

over-the-countexr stocks; much the same thing is true of what --
when we were trading the listed stocks.

To trade the listed industrials, 1 trade the utitities,
I told you, I have to watch the tape very carefuily all the day
long. ‘'The industrial tirader who also was trading over-the--
counter securities just could not concentrate enough on that tape
to keep up with the position in his listed securities, and the
over-the-counter securities. Then when you ran into a late tape,
we found out that you could be hurt piretty badly.

What 1s on the tape is not what is on the fioor. There
are olher peoplie who made a practice of tinding out what the 1004]
market wase, then try to come in, take advantage of your market
which had not been changed due to the fact the tape was runninyg
late.

Mr., Silver: Can you link up a little more closely to
what you saild you believed to be Weeden's practice of taking
heavy positions with your inability to continue in this business?
In other wourds, what is there in the taking oi heavy positioas
which ailows them to succeed?

Mr. Merrell: Do you know much about what Weeden does?

Mr. Silver: Let's assume, apparently you do believe if
they take heavy positions, it acts for some so-called difference,
[he difference being their ability to be successf{ul in this businesks
-~ where wouid that have an ctffect?

Mr, Brady: Their ability to be successful in this




10

1

12

13

14

s

16

17

18

19

20

21

22

23

24

25

24
business would siem mainly because you have been in a up market
for many yeairs. Whether they buy a security, nearly always they
get take up in a rising market irrespective of price. -You are
putting me a bit on the spot. 1t is a question of our method of
doing business and Weeden's method oi doing business.

We disagree to a great extent sometimes on weil, how
we do our business. 1 mean 1 am taiking for individual traders
now, not the company.

Mr. Silver: Do you find in your utility trading that
the late tape has the kind of effect you were just talking about?

Mr. Brady: No, not normally.

Mr. Rotberyg: Is that because it is a much thinnex
market?

Mr. Brady: It is a much stable market. You see,
utlility buying the last two days, utililies were rather weak, but
normaily speaking a late tape on il will not have much efifeect at
all on utility stocks. They are much more solid. They don't
move as fast,

Mr. Glassmeyer: Just look at the Dow Jones industriai
average of utilities as against industriais. That will prove
almost by inspection.

Mr, Silver: Do you carry in these utiiities, what kind?

Mr. Brady: Sizes?

My, Siiver: Yes,

M1, Brady: I could be long a very small amount or I
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could be long ten or fiiteen thousand shacves, It all depends
on any féeling on it.

Mr, Silver: In your dealings, say, with Funds, what
kind of transactions from a viewpolnt oi size is an average
transaction on these utilities?

Mr. 8Brady: Well --

Mr. Merrell: You are stili speaking of listed securiti

Mr. Silver: Listed stocks, yes.

Mr. Brady: +That will vary. A bank, ftor instance,
will get an order on a couple hundred shares or get am order for

£

higher than that.

Mr. Uilver: What market do you usualily make?

Do you straddle the ixchange quote?

Mr. Brady: It all depends on your feeling in the mairke
 for one thing, your position ror another thing. Bul normally,
once, as J toid Mr. gotberg, one side of our market has to be

in line with the Board or else we are not going to be competitive

In other words, the Board man telephone at 123, My market might
123 to a half. If I was a Dbetter buyer than a seller or advise
better, I could make the market at 1223-3, i¢ 1 were selling.

We have to be competitiye.

Mr. Silver: You try, butl you believe you do succeed
if you try in giving your market greater depthx than the kxchange

I specialist does?

i three or four thousand shares. Or it could even run considerably
2

es?

E
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Mr. Brady: We believe our market, first
have very close markets. And, as you Say, the par,
right on the board market one way or the othexr., We
for size. As 1 told Mur. iHotberg, one oi the great

maintaining the high prices.

26
of all, we
market is
wili stand up

advantages is

Mr. Silver: Do you believe your market has greater

depth than the Exchange mairket?

Mr. Brady: No, in many cases, un2., Pro

ma jority oif the cases there might be a lavger mm ik
then in over the counter.
Mr. Silver: What are the leading utiliti
Mr. Brady: American Telephone.
Mr. Sheets: We have a List of them ther
Mr. Brady: Well, a whole list. They arc

Mr., dotberg: They are not segregated on

the countey.

Mr. Silveux: I was going to ask a couple
gquestions. You observe the tape very carelfully in

Mr. Brady: ©h, indeed.

Mr. Silver: Hhave you any opianion in gen
the exchange market?

1 kn@w it differs from stock to stock.
generalization, as fal as size 1S conceraned? ¥hat
an eight, five hundred shares, eight hundred share

trading conditions?

babiy a gieater

et on the tloor

es on your list]

c.

not segregated

listed ancé ovepr

ol gencral

vhese stocks?

eral how good is

Just as a

wiil move at

S, undeyr normail
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sizable order normally to move the utility stock to any great

Mr. Merreli: That is to move the Stock Exchange
market?

Mr. Silver: The &tock ¥xchange market in these high
priced stocks. Firvst, I will take hiyh priced stocks. Is there
any diiference?

Mr. Brady: 1 don't know whether 1 can answer that. 11
can only observe from what I see in the tape. It would all
depend on the type of order on the board oir the size oi the oifef%
ing or the size of the bid.

Mr. Silver: 1 believe you said that you try, you
think you succeed in many caseé of giving your market a greater
depth than the corresponding Exchange market. So yoh musi have

some idea of the depth oif the Exchange market to form that

Mr. Brady: Well, we know, at least I try‘to keep up
w.ih the market on the Buoard. I very rarely check the size oi it. i

But I would say the Board market, it would have to be a fairly

extent.

Mr. Silver:; What would it usually take to move the
Telephone stock?

Mr., Brady: Again the normal trading market, a quiet
day, I think it would take probably a couple oif thousand shares
to move it a quarter of a point.

Mi. Silver: What are the largest transactions you nox-

AR D
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mally run into in the ordinary course oi your business in trading

listed securities? A thousand shares, five thousand shares?

Mr. Brady: You ask me what 1is the largest transaction
I have ever made in a listed utility?

Mr. Silver: Let's have the larvrgest.

Mr. Brady: If I am not mistaken, it was fifty thou-
sand shares.

Mr. $ilver: That was a net price, one transaction?

Mr. Brady: It was one transaction, yes.

Mr. Silver: Was that With a bank or Fund?

Mr, Brady: 1 believe it was a Fund.

Mr, Henderson: wWas that a purchase or sale?

Mr. Brady: It was a purchase.

Mr. Henderson: What would be your largest saie of un-

listed?
Mr. 8rady: ‘There again it is the same trade.
Mr. Henderson:; Who did you sell to from the Fund?
Mr. Brady: Beg pardon?
Mir. Henderson: Do I understand you bought that from a
Fund?

Mr. Brady: Yes.

Mr. Henderson: Whom did you seil it to?

Mr. Brady: Another fund,

Mr. Henderson: When you work with that kind oi a

deal, have you got your sale made before you make the purchase?
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Mr. Brady: On a fifty thousand share trade”?

Mr. Henderson: Yes.

Mr. Brady: Yes, indeed.

Mr. Henderson: You have a negotiated risk transaction
before you go on either side of this?

Mr. Brady: Op a transaction ol that size, yes,

Mr. bilver: How fair was that from the Lxchange price?

My, Brady:. On the last saia?

Mr. Silver: Generally speaking, would you say that
as the size of your transactions get larger, the price becomes a
negotiated one, or do you still try to stiraddle the tape?

Mr. Brady: Weli, on a transaction like that, it is
definitely negotiated.

Mr.'Silver: Generally speaking in these utilities,
what is the size of your market? How big is your quote?

Mr, Brady: ¥Five hundred shares at least.

Mr. Silver: 1Is this for any broker-~dealer or any

institution?

®

Mr. Birady: For any dealer who can trade with us, yes,
by that I mean a non-member. Not to a competitor now, 1 natu-
rally won'l make the same market to a competitor that I wouid
an institution.

Mr. Silver: To chauge the subject a 1ittle, although
you are pot a member iirm, I understand that the Exchange does

as a matter of course 1look at your secondaries and pass on them
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in the same sense they do for members; is that corvect?

My. Brady: That is correct.

Mr. Silver: 1Is that Mr. Coyle's department?

Mr. Brady: I don't think so. 1 beliecve it 1is Mr.
Shutz's. 1 don't believe Mr. Coyle is in that department.

Mr. Silver: How does it happen you as a non—memﬁer
request permission of the Exchange to engage in a sSecondary?

Mr. Brady: Well, it is very necessary to have member-
iship participation to make a secondary successtul,

Mr. fotberg: [ take it that your answer would be that
there is no discussion with kxchange officials if you don't use
Exchange members Lo assist you in the distribution?

Mr. Brady: That would be the answer, yes.

Mr. silver: Does that happen, as a matter oif practice
do you request the Exchange's consent when you are having parti-
cipating members and do you havea practice not to consult the
Exchange when you don't plan to have a participation of Exchange
nember firms?

M. Brady: There is really no way of answering that
pbecause we have not, in many, many yeairs, attempted a secondary
bf a listed stock without the stock Exchange approval.

Mr. Silver: How often does it occur that the Exchange
‘etfuses consent?

Mr. Brady: Well, not too otften. Of course, we realilze

that you cannot go in and expect to get approval unless the
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block is of a size enocugh. Occasionally, we have thought we
had a2 block large enough and it has been turned down which would
indicate there was not enough buying power on the floor to absorb
the stock without dropping the price.

Mr. Silver: Do you only discuss this with the oifficial
of the Exchange or is a specialist ever brought{ into the discus-~
sion?

Mr. Brady: The specialist is propnbly prought into the
discussion through the officials of the lxchange.

My, Silvgr: You don't discuss it with him?

Mr. Brady: No, oh, no,

Mr. totberg: When you say there is buying powelr on
the floor, axre you only referiing also to the work oi the
specialist or do you aiso refer to what the Exchange teils you
might be the buying power by floor tradevs?

Mr. 3rady: We are never given any answer for it. We
are just given approval or denied approval. There is never any
explanation.

Mr. Silver: Have you ever attemptcd to go ahead with
if the Exchange has denied appiroval?

Mr. Brady: No.

Mr. wotberg: I take it in the secondary which you are
going to offer to the public after the close oi trading on the
Jloor at the price that then obtains, that you have found it

necessary in some occasions to especially stabilize, prior to the
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close?

Mr. Brady: Yes.

Mr. Rotberyg: Who does the stabilizing, tell me how 1lhe
stabilizing is done if you are not a member?

Mr. Brady: 1 do it.

Mr. Rotberg: 1In over the counter transactions?

Mr. Brady: No, on Stock kxchange stocks, You say
when we are going to have a secondary o0if a lisiled security?
Mr. Rotberg: Yes.

Mr., Brady: I1If there is stabijizing to be done, I

initiate it and handie it.

Mr., iHotberg: I see.

Mr. sheets; You mean who pays for it?

Mr. Rotberyg: What I am trying to get is whether or nod
you havg one of the FExchange membesrs do the stabilizing?

Mr». Brady: Oh, ves.

Mr. Glassmeyer: Biil gives the osder.
Mr. Hotberyg: It still is pnot cleavr. I am just not

familiaxr with the practice., Could you explain exactly what is
done?

Mr. BDrady: Well, we are going to have an oifering.
We are going to give our sellers as good a price as we can get
them. We will stabilize at a price, initiate stabilizing at a
price, and continue to stabilize until the close or until such

time as you are ready to go with a secondary.
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Have I answered you?

Mr. lotberg: In other words, you agree to buy any
amount of securities that is needed at a speciiic fixed price?

Mr. Brady: No, we don't agree to buy any amount of
security. We will buy an amount that we think is in line with
the way the oifering ilooks. We may not stay at the same price
either, We may have to drop away.

Mr. lHotberg: Suppose there 1is heavy selling on the 5
Exchange. And the special list is getting large sellers during
the day, how do ydu, Blyth, how are you abie to come in and pick
up and buy the stocks that are going into a special 1ist on the
Lxchange?

Mr. Brady: 1 don't think I follow you completely.

v

However, say the stock would be General Motors, just, for instanc
The stock is selling at 52%. We are going to have a secondasy
at a hundred thouSand shares.

All right, the announcement 1is made. Normally as you
know, the stock will drop oi{f somewhat. We have a price in mind
at which we are going to oftier it.

1 mean a low price to the segliler,

Mr. Hotberg: Say it is fifty one dollars a share.

Mr. Brady: The stock will naturalily ftall off normallyl
When we think it has gone as far as it may, then we will enter --
initiate a stabilizing bid, take what stock we think is necessary

;at that price before we will drop away again. But we wilt try
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to make the markei as orderly as we can and stiil maintain the
price at which we can offer the stock.

Mr. Rlotberyg: Do you usually have one member who handled
the stabilizing bids? |

Mr. DBrady: We use many ditierent prokers.

Mr. ilotberg: On the same secoadary?

Mr. Brady: Oh, no,one broker on the secondary.

Mr. flotberg: Does he give the order to the specialist,
do you know?

Mr., Brady: I am sSure he mast. 1 don't know the
floor procedure to be hionest with you. L am sure he must,

Mr. Rotverg: Do you put in successive orders for a
fixed number oif shares?

Mr.'Brady: I will put in an order at a price for a
fixed pumber oi shares.

Mir. nrotberg: Who pays ftor it?

Mr. Brady: Y¥ho pays lox iL?

Mr. dotberg: Yes,

My, Brady: This is done foxr Biyth & Company.

Mi. Rotberg: 1n efrect,ABIyth is buying stock on the

Exchange?

Mr. Brady: +that is right, in a stabilizing bid.

Mr. Hotberg: [s the Exchauge wmember acting as your

brokes?

Me. Brady: :0h, vyes,

ARG
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dotberg: Vo they ieceive a commission?

Brady:  Yes.

Hotbecrg: A Stock Exchange commission?

Brady: Yes, just the same as any other order he

Henderson: With such orders do you ever direct

house always keep it, the whole commission?

Mr.

commission 0i° does the executing

Brady: 1 cannot remember when we gave up on any

Stock Exchange commission,.

Mr.

Henderson: Does any house you primarily deal with

on the Stock Exchange more firequentiy than otheir houses?

Mr.

Mr.

Mr.

Mr.

Brady: Yes.
Henderson: Yes?

Brady: Yes, Smith-Baxrney.

Rotberg: We will probably go back to this atvea

in a little while in perhaps more detail.

Mr.

Mr.

M1,

Henderson: Could 1 ask anothes
Rotberyg: Certainly.

Hendesrson: 1 notice in 196U ow

selier, I believe, in a special offering.

As 1 recall, in 19060 or 1961, Ulyth

a special offering on the Exchange of a block

question?

19064 you were a

was the seller in

ot Honolulu (il

stock, 1 think the ofifering was at a price oif 61, I was

w ondering il you could tell us why the special ofifering device
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Mr. Rotberg: When did you research the company, get
the time to get the information on this company and send it out
to your sales department?

Mr., Sheets: They can do this in the matter of an
hour,

Mr. Rotberg:. By looking it up in the Manuals? ;

Mr. Sheets: Yes, if there is a near incident of a

quarterly report that has not been reported, if there is a near |

incident of a dividend date, then they call the company, see if

there is information available on that. Other than that, if ther

would be a recent quarterly report and a recent dividend declara-
tion, and there is nothing due on that immediately, they will
feel no omncern about what is going to happen the next quarter;
the company won't give you the information on that.

Mr. Rotberg: The sales personnel get the information
from the teletype whiéh in effect is a summary of what is in
Standard and Poor's and Moody's?

Mr. Sheets: That is correct.

Mr. Rotberg: They call up the companies and sell out
the stock?

Mx . Shéets: That is right. Frequently there is a con-
tact directly with the company to maybe ascertain how their busid
ness is running, maybe what their uﬁfiled orders are or any othen
current information we might be able to add to what appears in

the Services.
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was used, and how you chose that method of disposing of ithat
block.

Mr. Brady: Do you recall the size of it?

Mr. Hendeurson: I don't,. I could look up fhe Yigurve.
But I don't recali.

Mr. Brady: I am just guessing now. I think the answer
was 1t was too small a block for a secondary that we resorted to i
a special offering instead.

Mr. Henderson: Why would you use a special oifeiing
rather than trying to sell the stock over the counter?

Mr. Brady: There was no demand jor il evidentiy.

Mr. Henderison: Would you recail 1i{ this was a block
that came out of your own position that you had had in your posi-
tion for a long time, ¢+ something that you had had for disposing
of after immediate purchasev

Mr. Brady: I do not irecall.

Mi1. Rotberg: Generally, when you make a secondary
. distribution, of an over the counter security which is traded
solely in the over the counter market, how do you disseminate the
information to your sales oftices all over the country and when
do you disseminate the information concerning the fact that
you are about to make a secondary?

Mr. Brady:A Well, normally, we just put out what we
call a release. You are talking about a secondary to our

retail only, or to other birokers?
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Mr. Hotberg: To your retaii?

Mr. Brady: We just put out a release to our sales
depai'tment saying that we have a certain amount of siock avail-
able,

Mr. #dotberg: is it usually a (eletype to the oifice?

Mr. Sheets: Yes, we have a teletype that appea?s in
all offices, We put it in one machine, it appears in ail Lhe
offices simultaneously. The wire will go in there we reiease ten
thousand shares of XYZ stock.

Mr. dotberg: Do you usually get rid oFf them in twenty-
four or thirty-six hours alter the initial contact by the vendor?
Are they just as quick?

Mr. Brady: Using our own sales depavtiment all along.

Mr. fotberg: Yes.

Mx . Brady: Sometimes yes, sometimes no.

Mr. doiberyg: How do your sales departments throughout
the country get information about the coumpany's stock that you au
seliing?

Mr. Sheets:; +[hat is done by the resecarch depastment why
will prepare a summairy of the company with the latest information
on its earnings, a five year record of its carnings. nature of
its business, its@pital structure, recent develiopment in the
company. It might be one page as long as a legal size page.
fhat is put on our wire system, So at the time of the reilease

they have a rather complete summary of the inftformation on the

Tid
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company at hand immediately.
Onc person digs it up, we disseminate 1t so everyone
else is not required to go to the reference manuais that are
availabie to them and dig it up themselives,.

Mr. ilotberg: Don't the secondaries usualiy occur quite

quickly, that is the vendor comes in on one day and says 1 wilil

like to seil it immediately?

Mr. Sheets: Yes.

Mr. Brady: You asked me secondaries released only to
our own retail ocrganization. 1f tlae are oﬁber deajers involved,!
it is a little different procedure.

Mr. lotberg: It may take a itittle longer, you have to
heair from them as to the size oi the commitment they can handle?

Mr. Brady: Mo, il there are dealers involved, it will
probably be c¢onsiderably faster nine times out of ten.

Mr. fotberg: This then justi accents the points I am
making that the vendor might call you in the morning, might want
to make a distusibution of an over-the-counter stock as quickly
as possible.

It is my understanding very oiten these take place the
same day, perhaps even the next day for the most part.

My. Brady: Yes.

Mr. Rotberg: This is so in both over-the-counter stocks
and listed stocks?

Mr. Brady: Yes.
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Mr. Rotberg: It is fair to say, isn't it, that both
your sales department and the customers who buy don't have a
substaqtial amount of up to date information about that company?
Mr. Sheets: We don't have as much as would be in a
prospectus. But they will have the bulk of the information that
w ill be required for an investment decision on 1t.b
Mr. Rotbergﬁ Do you often sell companies whichare non—»

reporting companies, of the 1934 Act, that is, they don't file

RTE I

reports with the Commission, because they have had less than two :

million dollars in outstanding shares?

Mr. Sheets: Very rarely would we have that.

Mr. Merrell: This is a secondary operation?

Mr.'Rotperg; Yes,

Mr. Sheats: Very rarely do we have a se@condary opera-
tion in a compény that smgll.

Mr. Rotberg: So the companies have filed periodic re-

ports with thé Commission?
Mr. Sheets: Yes,
Mr. Rotberg: Do you ever turn down a secondary?
Mr, Sheets: Many. |
Mr. Rotberg: Do you ever turn them down because the

vendor is selling on the basis of adverse information?

Mr. Sheets: No.

i
I

Mr. Rotberg: In other wordg, you don't feel it is youﬁ

duty not to make the secondary if the vendor is selling on adversdg
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information on the company?
Mr. Sheets: We don't know why the vendor is selling.
Mr. Rotberg: Did you ask him?
Mr. Sheets: He won't tell us.

Mr. Rotberg: Would you ask?

Mr, Sheets: (Pause.) Well, if it is an investment
trust, I don't believe we would ask, We would just know he would
not teli you. He might not be -- he~probab1y would decline to
tell you,

If it were coming out of a trust department or an estate
for tax purposes; this would be volunteered.

Mr, Rotberg: The answer would be more obvious if it warse
an estate?

Mr. Sheets: Yes.

Mr. Rotberg: If it were a pension fund or investment
company or any institution which had a duty to someone to super-

vise a portfolio, do you think that kind of institution probably

would tell you why they are selling?

ot i

Mr. Sheets: No, they probably would not tell you.
Thgre may be a multitude of foﬁsons why they want to sell, beside%
why they want to sell the stock, they might be selling the stock
to establish a capital gain.

The;e may bs numerous.reasons why they are selling,
they would really be reluctant. They would tell us it is none

of your business, do you want to bid or not.
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| going to move, who is right there? We feel no hesitancy.
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Mr. Rotberg: 1Is it fair to say if they were selling

12

because of the either adverse information which was of a confiden
tial nature or an opinion on their part that the company's poten-
tial based on public information was hazardous, was very pessimistic
that because of the length of time that you had to make up your

mind and to sell it, you probably could not determine those facts

ER

independently?

Mr. Sheets: We would attempt to put our own appraisal
on whether it was adverse. These are the ones we turn down if
there is adverse news and we think it is not.a judicious offering
we would decline it, make a bid or probably make a bid that
would be non-competitive,

Mr. Henderson: You mentioned just a moment ago a
fund might be selling stock to establish a capital gain. Do you

mean even though it might like the stock, it would be selling it

just to generate a capital gain?

Mr. Sheets: They might., 1 have no knowledge of their
actions. I think Mr. Brady gave you one ex#mple. The fact that
a fund is sq}ling is no deterrent to us from bandling it. We do
not impute to them a great deal more knowledge than we havg,

The fact that they want to sell does not deter us. Mr/
Brady cited one example where one fund wants to sell fifty ,

thousand shares and another fund wants to buy fifty thousand

AR
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Mr. Rotberg: You say you don't impute more knowledge
to the fund than that which you have. But certainly, the amount
and care which went into their decision to sell is based usually
on thv decision of the investment adviser after they -~ after
theoretically a certain amount of research. Your firm is not
equipped to do that kind of research nor does it have at its
fingers that information with which to evaluate the information,
whether or not the fund is selling because of a decision that the
stock is no good anymore.

You don't have that information?

Mr. Sheets: Well,w think we have enough.

Mr. Rotberg: You think that Blyth on these lightening
offerings by pension fund and investment companies of the thousan
of stock they hold has at its fingertips about the same amoumt of
information as the fund?

Mr. Sheets: I would say not at that as much, no, on
all stocks as they might have on their specific holdings. Ve
. think we are at no disadvantage.

Mr. Henderson: Have you ever known of a case wkere you
had known an institution had sold a stock and theh begun buying

it back relatively soon sfter it sold it?

Mr., Sheets: No, I don't know of any instances like

_: that.

Mr., Silver: In your approach to the Ekchange for per-

hission to engage in a secondary, do they ask you if you have

i
i
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enough information about the company which is not public or

pessimistic news?

Mr. Brady: There is one sentence that says do you have
any knowledge of any adverse information.

Mr, Silver: Since you say you don't ask the institu-
tion, it is your practice not to ask the institution, then unless!
it is something you just happen to know, the answer is always
no, you have no such information.

Mr. Brady: That is correct.

Mr. Henderson: What is your practice when the secondary
officering'is by a group of major shareholders or officers or
directors of the company?

Mr. Rotberg: Assuming there is no need for registratioé
under the 1933 Act.

Mr. Brady: You can answer that.

Mr., Merrell: I didn't hear that.

Mr. Glassmeyer: I can answer that. I don't recall any!

' ;
that is not required to be registered under the 1933 Act. §

Mr. Rotberg: I take it once it is registered under theé
1933 Act, you have donq a significant amount of detailed fesearch
Mr. Glassmeyer: We have done a considerable amount of ﬁue
diligence, yes, sir,

Mr. Rotberg: I take it that due diligence uncovers an

o ——

¢ normous amount of material which was not known to you when the

s
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when the deal was first brought to your attention?

Mr. Glassmeyer: Yes.

Mr. Merrell: This is on a registered stock.

Mr. Glassmeyer: Yes.

Mr., Rotberg: A registered offer. Both optimistic and
pessimistic aspects?

Mr. Glassmeyer: Yes.

Mr. Rotberg: Why don't you assume that those same
facts which you received because you had to go through the long
process of filing the registration statement, also exists with
respect to the non-registered offering, its being not registered
meraely because of an exemption under the Securities Act?

Mr. Glassmeyer:. You referred to the example of direc-
tors or officers selling? |

ﬁr. Rotberg: That is correct.

Mr. Glassmeyer: Mr. Sheets is referring to these pro-
fessionals that buy and sell from day to day as part of their
business.

Mr. Rotberg: That is correct. Isn't it fair to assume
that adverse and optimistic information exists in both cases?

In one case you get it only because you had to file the registra-
tion statement,

Mr. Glassmeyer: The answer to that_is yes.

Mr. Rotberg: So really, to be quite objective, a.

situation where the information is not available to either Blyth

or its customers optimistic or pessimistic and that this is cause

ADC
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by the fact that you bhave got to make up your mind quickly and
you have got to sell it quickly?

Mr. Merrell: That is true of any purchase on the
exchange is it not? Where the issuer is not selling, you are
not in a position to get the same type of information that'you
would get in a registered issue.

Mr. Rotberg: The only difference would be, of course,’
in the non-registered secondary, Blyth is engaging in a significa
selling effort and is actively soliciting its customers to buy
that stock which may pose upon them somewhat different obligation

Mr. Sheets: .Yes,

Mr. Rotberg: In executing an unsolicited_order over
the counter or on the Exchaage.

Mr. Henderson: You mentioned earlier you do sell Mutua
Fund although be it reluctant at times. How do you select the
fund you would sell to a client?

Mr. Sheets: We would recommend any of them. As I say,
we are not aggressive salesmen for mutual funds but we do per-
mit our sealesmen to sell practically any. We have a long, a
very long list of funds which are on what we call our authorized
list, not only authorized because we have a sales agreement with
them, I would say there are sixty funds on that list. If any
salesman says that heilikes Wellingfdn Fund and Wellington Fund,
Wellington happens to be on the list, well, if he has a fund that

he is especially fond of, he will ask us to put it on the 1list

bt
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and sign a sales agreement with them. We will look at it.

If the fund has a reasonable experience and enough capital to
provide adequate research, so forth, we would at the Boston Fund
or any other fund of experience and merit on that list.

Mr. Rotberg: Do you have any closed end companies on

the 1ist?

Mr. Sheets: State Street is on the list. A closed

end company wa cannot stake it down. We make a market in State

Street,

Mr. Henderson: Do you have any loads on your list?
Mr., Sheoté: There would be no necessity to be a no |
load on the list. The list would be those which have a salas
agreement. There is no necessity for a sales agreement with a

no-load fund. We would prohibit him selling a scudder fund, if

he wants to sell no-load funds. I expect we would do business
with him.

Mr. Henderson: Do you have a policy as to which funds
are the batfer funds to recommend to clients, when they seimply

say they want a mutual fund?
Mr. Sheets: We don't recommend any fund.

Mr. Henderson: You make the client select the tund?

Mr. Sheets: The client or the salesman.

Mr. Henderson: He can select his own?
?

Mr. Sheets: He can select his own. We give no approral

to any of them.
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Mr. Henderson: You don'f'give yoﬁr salesman any guid-
ance on that aspect of the business?

Mr. Sheets: No, if we give bhim any guidance, it is to
guide him away from it.

Mr. Rotberg: Off the record.

(Discussion off the record.)

MR, HENDERSON: Could ve go back on the record?

MR, ROTBERG: Yes.

MR. HENDERSON: You mentioned E.F. McDonald is on your
list. Were you 1n the original underwriting group im that stéck

vhen it was offered in the secondary list the middle of last

year?

MR. SHEET3: No, we were not.

MR. HENDERSON: I belleve--

MR, SHEETSi Barney was the managing underwriter.

MR. HENDERSON: When did you start making a market in
that stock?

MR. BRADY: You are golinrg to Jjust have us guess at it.
I would assume it was a broad trading market. We thought it wvas
a good one.ﬁo add to our 1list.

MR . HENDERSON: You don't recall when that was?

ﬁR, BRADY: No.

MR. HENDERSON: The stock has only been out last year?

MR, SHEETS: Less than a year, as I recall 1it.

MR. HENDERSON: Have you ever sold to Mutual Funds
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any significant bleck of MacDonald stock?

MR. BRADY: I couldn't answer.

v

MR. HENDERSON: Wwhat would be the source of your infor-
mation about the company and its operations and so on, other than
the registration statement filed on the origLnal offering?

MR. SHEETS: One, there must have been a great deal
published news on the company and their activitlies, with the
plaif stamp filed. The A and P 1s more recent in the registrat-
ion statement. BRegular sources of ihformaﬁion wvould add a great
deal to the prospectus, Standard Services; whether our research
department has visited with the cempany and talked with the
company or nét, I couldn't say.

'MR. HENDERSON: You wouldn't recall by the prices about
what time you startedmking a market witbh MacDoenald?

MR. BRADY: That 1s out of my, category. I don't recall
vhen we vent to the market.

MR. HENDERSON: If we could take telephone stock for
a moment and concentrate on the people to whom you sell and
from whom you buy. What would be your largest category of‘pur-
chasers and sellers 1n telephone stock? Would 1t be banks, would
it be pension funds, 1life inaurancé companies, et cetera? Could
you give us & plicture of wbat the make-up of your customer area

1s on this kind of a stock.

MR. BRADY: I think actually the largest amount of

trading we do it between other professionals and ourselves. Past
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that, the largest amount of sales or purchbases we make will be
from banks or institutiomns.

MR. HENDERSON: What otber professionals? You mean other
dealerAfirmsf

MR. BRADY: We would with Weeden, or Stuart Miller.

MR, HENDERSON: Thereis considerable inter-trading
between over. the counter hoﬁses?

MR, BRADY: Yes.,

MR-, HENDERSON: Take that category away, of the imn-
stitutionél.ﬁuyers and sellers, where do you have your biggest
customer group? Is it banks?

MR. BRADY: I would guess, banks.

MR, HENDERSON: Banks?

¥R. BRADY: Yes.

. MR, BENDERSON: What would be the next largest? I am

thinking,.foriexample, this will be of some help; the categor-

les of banks, life lnsurance companies, other insurance companies

the investment companies, and so forth?

... MR, BRADY: Gentlemen, I don't know what would follow

the banks. I really don't.

MR, SHEETS: This may met be pertipent to your particu-
lar inquiry into telephone. I would say the overall nature of
our business 1s about half with institutions, about half with
private investors. That may give you a lead. On the east

coast, our business 1s about 80 per cent with institutions and
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gbout 20 per cent with private investors.
The west coast 1is about the oppesite. There 1s about
80 per cent with private investors, 20 per éent with 1nst1tﬁtions
So that nationally, we balance about bhalf and half.
MR. HENDERSON: You are including dealers and private
investment?
MR. BRADY: ©No, this includes dealers.
MR. HENDERSON: Do you have much transaction of busi-
ness with college endowments, for example?
MR. BRADY: Yes, wve do. You are not relating this
to Telephone alone. 1 can't answer as to Telephone, alone.,

MR. HENDERSON: If we could get it on a general basis

that would be better. How about Foundations, do you have busines;,

much busines;?

MR. BRADY: Yes, we do.

MR, HENDERSON: Takling this group of institutions, 1is
there any characteristics you could put your finger on as to
the size_of orders they give you? Do the banks, for example,
tend to deal in smaller lots than insurance companies? Is there
any wvay you can sort of tell how the business comes?

MR. SHEETS: I would say yes, very definitely. Banks
deal for a great many trust accounts and customers' accounts of
their own. The insurance company deals only for bils own account,

and consequently would be a much larger unit. The same thing woul

apply to Pension Funds, Foundations, anyone else, Large Invest-
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ment holdings would have to be a much larger unit than a bank and

trust fund,

MR. HENDERSON: What would be the average size of the
transaction from a bank; would it be a hundred share lot or two
hundred share lot?

MR. SHEETS: Trading you are talking about?

MR, HENDERSON: I am talking about buying and selling.

MR, SHEETS: The whole business?

- MR. HENDERSON: Yes. I am talking about now the list
of stocks.

MR, KAMPERT: Maybe I cazn help on that one. We don't
try to break~it down on class of account. On overall business,
an overall basis for 1961, our average .transaction in our
corporate trading department was 72 shares, That will give the
average unit. We have large ones. Then large ones and small
ones., The average 1is 72 share trades.

MR. HENDERSON: Would the banks do a great deal of odd
lots trading with you?

MR. KAMPERT?Not a great deal.

MR, HENDERSON: Would your odd lot trading be primarily
with individual accounts?

MR,.‘BRADY: I wbuld 33y yes.

MR. SIL¥YER: Do you charge any equivalent differential

there? Or do you just ignore the fact that there 1s a differen-

tial when you go to the Exchange?
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MR. BRADY: Normally we 1gnore 1it.

MR. SILVER: So, in other words, there, the net price
improves for the customer to the extent of the differential?

MR. BRADY: Yes.

MR. MERRELL: Are we speaking of listed securities?

MBf.SIEYER: Yes, we would have to be, when talking
about a differential.

MR. HENDERSON: Would you glve us some kind of a pic-
ture of the kind of orders you get from investment companies?
How do they Ilnitlate a transaction with you? On the average,
what size blqck would they be talking about, 1f they call you on
the phone and say they want te buy or sell, take Telephone or
one of your other listed stocks you have got a market on.

MR, SHEETS: You would know more about that.

~ MR. BRADY: I would say to begin with, you get very
few orders as such from these investment funds. It 1s extremely
competitive. You just have to make the best proposition to them,
if you want to do the business,

MR. HENDERSON: What size black would they generally be
talking about?

MR. BRADY: Normally, an lnvestment trust is talking
about a:fairiy good size. Sometimes they are just evening off
a position. It might be five hundred or a thousand. Then it
could be a big number of shares.

MR. HENDERSON: What 1s a good size? Would you say

ARC
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three thousand shares?

MR, BRADY: As I say, 1t ceuld be anywhere from 500
to a thousand, three, five, tem, twenty=five,

MR. SHEETS: 7You are speaking of where they are on
our trading market rather than meking a market for a large
block.

MR; HENDERSON: A fund decides to sell a large block
of stock; they call you. How does this transaction look to you
from your peint of view? Wbat news do you get? How does it
come to you, so forth?

MR. BRADY: They come to us and want to know what we
can pay for 50,000 shares of stock.

MR, GLASSMEYER: They really ask us for a bild.

MR. BRADY: Yes. They probably go te one or two otherg,
ask them for a bid. Whoever makes the best proposition to them,

they will do business with,.
MR. HENDERSON: They will talk about the whole 50,000

share block?.

MR, BRADY: If they want to sell it. Again, you.will
realize how we get back into the secondary.

MR, SILVER: Do you suggest to them the secondary?

MR. BRADY: We would naturally try to rumr it out, 1if
ve could place the stock., If we were unable to place 1t quickly,

we would have to submlt a propesition for a secondary. They may

not want a proposition for a secondary. In other words, they may
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not want to give you that much leeway, away from the market.

MR. SILVER: Will the Fund, when there is a secondary,
suggest participants?

MR. BRADY: Very rarely., 1 don't thipnk they know a
buyer, anyhow; otherwise, we wouldn't be doing business with
to begin with.

MR. SHEETS: In other words, you are asking us what
dealers become assoclated with us in that?

MR, SILVER: Yes.

MR, BRADY: We very rarely take any one in with us on
one of this tremendous size.

MR. HENDERSON:‘ Do you find any one coming to you pilece
meal asking for a thousand shares and a:few days later asking
you for a 5;d on another thousand shares?

MR. BRADY: Yes.

MR. HENDERSON: How do you handle that kind of a sit-
uation? I assume you would be afraid tbere would be a large
block of stock coming behind 1t.

MR. BRADY: You assume correctly. If we haven't been
successful bn the first thousand they sold us, they would back
away from thg next.

MR, ROTBERG: When you take the first thousand, do you
take it on a principal basis?

MR, BRADY: JYes.

MR. ROTBERG: That 1increases your long position, assum-

ing you haven't been selling during that period?

A D
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Mr. Brady: Yes.

Mr., Henderason: How do yeu get rid of it?

Mr. Brady: Simply by continuihg your professional mar-
ket, of course, advertising ﬁhe fact to our retail that we have
a bloék of stack avallable at the price, or we may go to some
other dealer who we belisve might be 1nterestéd in 1it.

MR, SILVER: You might 1improve your offer?

MR, BRADY: Yes.

MR, SILVER: To become a better seller or buyer?

" MR. BRADY: XYes.,

MR. ROTBERG: Assume you are maklng your market 46-47;
Pund says, I want to sell. You know they are sellers. You take
the thousand Qhares. You give them 46-47. You pay them $46.
You are now long in this security. I take 1t that you sometimes
will solicit your retail customers to buy the stock?

MR. BRADY: Yes..

MR. ROTBERG: Is 1t correct that the information goes
out to the country in general through your teletype indicating
to the sales offlces that you are long in this stock? Or every
day do you have a general list of stocks which you are long in?
How do you disseminate the information?

MR. BRADY: I won't say every day, but quite often we
will send oﬁﬁ a 1list of what stocks we have available and
the size, fdr the sales department to work on. You see, part

of our operation, apart from making professional marketsand make

the
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money doing that, 1s also act as a service department for our

retail. It is up to us to supply them with saleable inventory,
wvhere they were also baving a select group of securities that
they can offer to thelr retail clients.

- MR, SILVER: How do you price it to your retail custom-

ers? I am talking about a listed stock nov.

.. MR, Rotberg: My question is are we discussing over

the counter stock?

MR. SILVER: Your question was indiscriminate, they do
both .,
MR. BRADY: We offer the stock at ilur markset.

MR, ROTBERG: The case I gave you was $47 a share.

MR. BRADY: Yes.

MR. ROTBERG: Of course, you wouldn't get it if the
ask price, you wouldn't get $47 if the New York Exchange tape 1is
$k7 as a listed security, if it 1is not $467

MR. BRADY: You are confusing me a bit. I didn't
realize you were talking about listed securities to begin with,

MR, SILVER: I told you we were talking about both.
Then I restricted it to listed securities.

| MR, BRADY: You mentioned we buy a thousand shares of
stock from a fund at forty-six. It should have been a listed
securlty wé were buying at forty-six.

MR, SILVER: Both.

MR, ROTBERG: First, take the situation where it 1is

ARC
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listed securities.

Mr. Brady: Then, you are sayling the last sale is
forty-six. We pald forty-six for 1it.

Mr. Rotberg: That 1is correct.

Mr. Brady: We could bhardly hope to buy the stock at
forty~-seven when the last sale was forty-seven.

Mr. Sheets: Your market wouldn't be that broad. It
wouldn't be competitive,

Mr. Brady: The last sale could be forty-six.

Mr. Sheets: And the market on the Board could be
46-47, also. It would be very difficult to sell the stock at
a point ovqpvthe last sale.

Mr. Rotberg: Take the situation where 1t 1s over
the counter stock. You take it at 46; yoﬁ hsve an inventory.

You don't see fit to keep 1t in lnventory. You make Kknown

he

to your retail organization you have this stick. Do you tell youw

retail organizations what you paid for it?

Mr. Sheets: No.

Mr, Rotberg: Do they know when you bought 1t?

Mr. S8heets: Not necessarily.

Mr. Rotberg: At what price does your retail organi-
zation sell the stock, assuming that you have not made-a market
in this squrity previously?

Mr. Brady: 7You are getting into another category. We

are not trading as principal. In other words, this, in this
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case, we would have made a bid for a stock of a thousand shares,

we do not trade.
Mr. Rotberg: That 1s correct.

Mr. Braﬁy: You are speaking of listed securities?

Mr. Rotberg: No, over the counter stock.

Mr. Brady: We made a bid for it for what we believed,
of what we see of the market we might be able to turn the stock.

We would hope we would get the ask side of the market. We would

hope to get somewhere in between of the ask.

Mr. Rotberg: You would sell it on a principal basis?

Mr. Brady: Yes, we might get the price we asked for
it.

Mr. Rotberg: If you have an inventory already, you
are making a market in the security, you buy at 46; your retail
organization knows withln a few days that you have an increased
long position. I take it that they will sol;cit customers and
try to sell it to the customers at the ask-side, plus a mark-up?

Mr. Sheets: Some places, that might be true. I beliey

the normal procedure on that would be if the trading department,

this is a stock that we do trade now, we normally trade.

Mr. Rotberg: ¥es.

Mr. Sheets: This is over the counter stock. He is |

making a market 46 to 47. Some one comes in, say, in the trad-

ing department, buys a thousand shares at 46. The trading

department then, or the next day, if that made him in a long

b9
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position, greater than he normally would carry for dealings
between dealers, he might put out a wire to our sales organizat-
lon saying, we can offer 2500 shares of this stock at 47, with
a half point sales credit. All right. The salesman then would
try and recall whether he had any one that was 1interested in that
stock. As far as a great amount of sales effort on the stock of
that kind, with a half point in, unless he knew some place that
that fitted, or some institution that was buying, this 1s where
it normally would go.

Somebody in the organization knows that the Investors
Syndicgte hgs been buying that stock, or the University of
Califorhia,for one of his private investors bhas been buying that

stock, and he will go offer him the stock at 47, or maybe

47-1/%. 1If he sells the stock, if it is a small investor,

and he sells 15 shares of the stock and there 1s expense in-

volved, bhe might add a quarter on to that, sell at 47-1/4 and

have 75 cents sales credit to himself in 1t.

Mr. Rotberg: Am I correct that the trading department

will tell the retail department the price the stock is to be

sold at?
Mr., Sheets: Yes.

Mr. Rotberg: The individual doean't have discretion

on the base price from the company?

Mr. Sheets: The sales department will say we can

offer 47, with a balf.
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Mr. Rotberg: What does that mean?
Mr. Sheets: It means a half dollér gross sales credit
to the salesman. His commission is a balf, his gross commission.
Mr. Rotberg: Does Blyth have a practice of paylng the !
salesman an.extra commission, or a commisslon "more than 1s
normally paid”, in connection with sale of certain of its secur-

ities in over the counter market?

Mr. Sheets: Yes, for example, the items on the trading
list of the salesman, he has an order in one of those items and
executies 1t either on the buy or sell side, with the trading
department. He will get a sales commission of ten cents per
share..

Now, 1f the tradling department has something with a
greater profit than thelr normal trading spread, they will re-
lease that with a sales credit to the salesman. So in the morn-
ing, the salesman may get ten cents for selling a hundred shares
of Pacific Gas and Electric, in the afternoon, 1f the trading
department releases Paclfic Gas and Electric at a price with a
half point sales credit, he would make the half point sales
credit at that point.

Mr. Rotberg: This would be because the trading depart-
ment had paid what it considered to be a significant profit based
upon what 1} bought it at anq what the current market is.

Mr. Sheets: Yes. Or the trading department may decide

that they know where some stock is. They might not even own it,
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They might have had a large offering so they knov where a

supply 1is and would 1like to induce orders so they could go

back and get that supply.

Mr. Rotberg: Why couldn't you sell that stock you know
of a large block, why don't you sell it to your customers at

or about that price?

Mr. Sheets: Well, maybe he does. He makes the release

at or about that price.

Mr. Rotberg: I got the impreasion from your comment
that the trading department knows of an available block at a
certa;p price, that he might buy that stock in at that price.

Mr. Sheets: He might be willlng to buy it all.

Mr. Rotberg: Then he will have customers buying the
stock, he will induce customers'to buy the stock at a signifi-
cantly higher price by offering the salesman the extra half?

Mr. Sheets: Not a significantly higher price in

relation to the market, but with relatlion to the cost of the

stock he may be able to buy.

~ Mr. Rotberg: That is correct. He may still be

selling 1t at the market?
Mr. Sheets: Yes.

Mr. Rotberg: That market might be considerably over
the market at which he can buy 1t?

Mr. Sheets: Yes.

Mr. Rotberg: But Blyth feels if you receive knowledge

y
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of a sizeable block which 1s being offered considerably below
the market---

Mr. Sheets: I wouldn't accept "considerably"'. A dis-
tributing profit 1is what they bave to pay.

Mr. Rotberg: That you solicit your customers to pur-
chase_thatﬁstock at the competitive market price?

Mr. Sheets: Yes.

Mr. Rotberg: 3uppese you have a long position in that
stock, you don't like; you want to get rid of it. It is either
too large or you draw the conclusion 1t 1s not goling anywhere.
What do you do? How do you get rid of 1t?

. . Mr. Sheets: If the position was sometbing we didn't

like, we wouldn't be long.

Mr. Rotberg: I take it at times your tréder finds 1t
1s long in securities that he wishes 1t bhadn't been long in.
Mr. Brady: That 1s correct.
. Mr. Sheets: This 1s the market movement rather than
evaluation of the merit?
Mr. Rotberg: Yes.
Mr. Sheets: Where he trles te malntain a market, he
does get long larger than he would liks to be.
.Mr. Rotberg: He is buying on_the house?
Mr, Sheets: He might make a release of that stock and

say we can offer a larger than normal amount of this stock with

a sales credit in 1it,
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Mr. Rotberg: So if you have a stock that you are long

17

in, that you would rather not be long in because you are buying
on balance, for one reason or another, you bad to, to maintain
the orderliness of the market, as you put it, the trading depart-

ment might release that stock and give the salesman a little

sometbing extra for selling 1t?

Mr. Sheets: Xeé.

Mr. Rotberg: Even though Blyth as an investment banken
made the depision that 1t wants to get .rid of that stock?

Mr. Brady: I don't think that is quite true, sir. It
is not Blyth and Company. This 1s a professional trader feeling

of the thing. It has nothing to do with the company or the

merits of tpe company.
Mr. Rotberg: I understand that. But the professional

trader working for Blyth decides, I am too long in this stock,
I have got to get rid of it, lower my long position. So what I

will do 1s offer the salesman a little bit of extra incentive

to sell it.

Mr. Sheets: Yes,

Mr. Rotberg: The salesman sells it to Blyth custom-

ers?
Mr. Sheets: Yes.

Mr. Brady: It doesn't often work out that way.
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MR. Rotberg: Socmeitimes ithe extra commission isn't
enough to even cause the salesman to sell ite

Mr. Brady: That is right. You just have to resort
to getting rid of it in the street market,

Mr, Rotberg: Why don't you do that &ll the time and
Just constantly sell it off by lowering your offor?

Mr. Brady: That is what wve try to do. It'doesn't

always work, though.

Mr. Rotberg: What would you rather dc¢, sell 1t to
your customers at the price which is then the open inarket, and
glve the salesman a little bit of extra commission for dolng 1t,
or would you prefer to start selling the shares on balance, and
losing money in the process?

Mr, Brady: Well, I think, naturally, the answer to
that 18 we would prefer to sell it at the higher prilce.

Mr, Sheets: We prefer to have our salesman look up

the retall market in thils stock rather than put it in the pro-

fessional market,

Mr. Rotberg: Because the retail market will give you

the better price?
Mr, Sheets; Yes,

Mr, Rotbefg: While the professicnal market may have
come to the same conclusion about the marketability of that

stock at the price then obtaining, that is, that it is not worth

it?
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Mr. Sheets: Well, price will beat the price down.
A good example was Mr. Brady's statement of buying 50,000
shares from one fund., If he had endeavored to put that 50,000
shares into the market and hit all of the bids in the strest,
he would have ended up with & big ;oss.

If he can get another salesman to go ind another
fund to go take that 50,000, he can obtain a dlatributing profit
ic that,

Mr. Rotberg: That is a situatioa, though, where
Blythe is in essence aciting as a practical matter as a broker !
for two sides of a transaction irrespective of the bookekeeping
way you handle the transaction, but the situation I am hypothe-
sizing is one where you have a long position in your principal
account that you acquired over many months that you don't like,
that you want to get rid of.

Mr, Sheets: You say, don't 1like. This dossn’'t mean
we dou't like the security. We don't like the size of the
position.

Mr, Rotberg: That is right,

Mr. Sheets: It 1s too large,

Mr. Rotberg: At that price,

Mr. Sheetss It is too large for his formal trading
position. He might normally carry 2,000 shares in the security,
and by reason of making a market in it, then he gets built up

to 6,000 sheres, This is larger then he might normally want.
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30 he would then make a release,

Mr. Rotberg: Why doesn't he like that position,
that higher than normaliposition? Isn't it bacause he thinks
i1t is a little dangerous in viev ¢of the condition of the com-
pany and the company's prespects?

Mr., Brady: No. Llet me say this. We a3 professional

traders discourage--I discourage a trader ever using analytical

background to trade the stock position. As you well know, the

only thing that makes the warket is the law of supply and dc':nmmd.1
If a man gets warped on an idea what he knows a compsany 1is going{
to do and he trades against that, I won't say more, but that is
one sure vay to lose mbney.

let me add this, in line with your questioning about
we would be releasing stock with a larger sale to our sales
department with the hops that we can dispose of 1it. You will
find out in human nature salesman, even though he knows you

have a good amount of stock, will not go out and do any work

on the stock if there is only a 1lC-cent profit ianvolved on it,.

But if you put a half point in front of him, even three-quarters
of a point, then he will go to work and go out, He may have
known all along where he could sell the stock, but he won't
sell it until he has got a decent profit for hiumself, Unfortu-

nately, it would work that way. [

Mr. Silver: Do all these practices you are now dis-

cussing also take place with the listed stocks which you trade |
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over the counter, in other words, where you nave built up ar
inventory in a listed stock, do all thess practices that we
have beea discusalng ebout how and whét pmiées you 8911 to

your roteil customers, they will take place with respact to

listed stocks also?

Mr. Brady: Theoretically, yes., At the same tixe,

when you go out to sell a block of listed utility stock, nine tiges

out of ten, you are selling it to & professional, again.

Mr. Rotberg: 1Iet’'s say a few transactions, 1 take it
that occasionally your salesman will get an unsollcited order
for telephone., What price do you sell to a retail customer,
telephone?

.Mr. Brady: I weuld normally, right on the market,
possibly a quarter of a peint away, something lile that, depending
on the size eof 1t.

Mr. Rotberg: What doss the salesman got?

Mr, Brady: He wlll get this, Mr. Sheets mentioned to¢

Lo

you, a ten cent arbitrary profit, gross profit on the sals of

the 3tock,

Mr. Henderson: When you say on the market, is this
net 30 the retail customer 1is gotting stock cheaper than a

pember firm?
Mr, Brady: That is correct,

Mr. Rotberg: Why do they all come to you, why don't

they all come to you?
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Mr. Brady: We wish they wculd.

Mr. Sheets: This is true with a professiocnal tuyer,
our cawmpany has not only private investors, but professional
buyers. This vharé our professional market comees in., If it is
& small order from theretail privafe investor, he will not al-
ways get the market that the professional will, for round amounté
or larger amounts on the stock,

Mr, Silver: Take an odd lot, for example, suppose &

customer came in, asked to buy 80 shares of telephone, what

vould he get?
Mr. Brady: He can buy it on the ask side of the market.

You get down to the sixes and eights and four shérea. Sometimes

they will even ask & half point above the market, He is still

a vay head of himself, then.

Mr. Rotberg: Ilet's assume that telephone at a certain

moment in the day is selling at 127, that 1t the last sale you

take., An institution comes in, wants to buy 500 shares at the

market., Another institution comes in, wants to sell 500 shares

at the market. Will you execute both of those orders, assuming’|

thers has been nothing else on the tape, both at 1279

Mr. Bruady: No.
Mr. Rotbverg: You will only execute one of thex at

1277
Mr. Brady: I may exocute neither. I have to do one

thing or the other, according to what I was doing, but you
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can't do both,
Mr. Rotberg: From what you say, you don3t straddle

the last quotation?

Mr. Brady: Sometimes,

Mr. Rotberg: You hit the quotations most of the time?

Mr. Brady: That is hard to say.

Mr, Rotberg: One side,
Mr. Silver: You hit one side?

Mr. Brady: Whatever is the position. If I am long,

I will probably be offering stock lower, not lower than the

last sale, I mean if I was long stock, I might offer stock at

the last sale.

Mr, Sheets; Net.

Mr, Brady: Net. Or you may feel like you want to get

a little short or something to that effect. There is no one

method of the thing, that you do this or do that,

Mr. Henderson: On a transaction on an investment

company, have investment companies ever made portfolio to Blythe

through another broker-dealer?

Mr, Brady: I am suras they must have,
Mr. Hendarson: Would you ge-nera.ll,v know of this, that

the fund--

Mr. Glassmeyer: I don't think that is & clear ques-

tion, Kell, do you mean we would give up part of our commission |

to another broker-dealer?
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Mr. Henderscn: No. I am wonlering in & transaction

vhere you know a fund 1s on the principal side, that it is either

the buyer or a seller in & transaction, have you ever known
situations like that, of a broker-dealer being in the plcture
as agent for the fund for sample?

Mr. Brady: Well, you could only sﬁSpect. That nor-
mally vould be, I would think, because the other, ﬁhe dealer
you are speaking of, his sales force was into the fund firat.

Mr. Glassmeyer: We have no way of knowing that.

Mr. Brady: We have no way of knowing that, although
I have bought stock from othor dealsrs, then found out one of

our customers was the seller, is that what you refer to?

Mr, Henderson: I am not sure that 13 what I refer to.

If you have & transaction with another dealer;,, a broker-dealer
firm, in which that firm is acting as an agent, you would know
who the principal for the sale was, vouldn't you?

Nr. Glassmeyer: No, sir,

Nr. Merrell: You would dsal with him, as principai,

wvould you not?
Mr. Henderson: You deal with him as princlpal?

Mr. Brady: He might act a8 your agent instead of

dsaler,

Mr. Henderson:; Have you had an inatance where an

institution has come to you directly and made a deal for some |

atock and then asked that you confirm through another biroker-

ARC



10

12

13

14

20

21

22

23

24

25

8
dealer rather than direct to the institution®

Mr. Merrell: You say an inatitution, what do you meanj

Mr. Silver: Mutual Fund. |

Mr. Hemnderson: Mutual Fund, Bank, Insurance Company.

Mr. Brady: 1 think I know what you mean,

Mr. Sheets: You are talking about open market securi-
ties now 1in new issues vhere there is underwriting., This fre-
quently happens vwhere they will come to the managing under-
writer, say we want to buy 50,000 shares, énd we want 80 much
from sach of these dealers,

Mr . Henderson: No.

Mr, Rotberg: The Fund will dome to the managaing
underwriter?

Mr, Glassmeyer: Managing undsrvriter.

Mr. Rotberg: Will ceslgnate the dealer, which iu
affoct ho 1s Jﬁst spreading out their recimprocal rate?

Mr, Sheets: Yes,
Mr, Glassmeyer: We cooperate reluctantly with that.

This 1s on new issuea, mind you.

Mr. Rotberg: Unless it had predously had no market?

Mr. Glassmeyer:; Not necessarily, Ford did that,

Mr. Henderson: That is another animal., I an talklung

about stocks where you are making the market.

ilr. 3heets: Nell, really that is your end,

Mr. Glassmeyer: You would never give up any commisaion
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on orders coming from lMutual Funds, isn’'t that 1%?

Mr. Rotberg: 1Is that correct?

Mr., Silver: You said you will never give up.

Mr, Glassmeyer: Dc you glve up commissions on ordars
from Mutual Punds?

Mr. Brady: No.

Mr, Silver: Will you conlirm to another bLroksr-dsaler

at the instance of the Fund, where the Fund hag given you the

order directly?
Mr., Berady: In the ordinary course of business during

the day?
Mr, Silver; Yes,

Mr. Brady: No.
Mr. Henderson: What about extraordinary?

Mr, Glassmeyer: The extraordinary 1is new business,

the anawer 1is no.

Mr, Honderson: Has a Mutual Fund ever asked you to

do this?
Mr., Brady: I am Just trying to think. We have basn

approached on this, have we not?

Mr. Glassmeyer: I bslieve we were asked to give up

a comuission to another dealsr, and the answer was no, we would
not give up a part of our commlssion to another dealer. Wwhether

wo have ever boen approached, I don't know, I am unaware of it,.

That is, to conlirm to another dealer.
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Mr, Brady: I think at one time we wereasked tg accu-~
mulate a block of stock and then cut in a group of dealers for
& part of ths commission on thes thing.

Mr. Rotborgg That would be a give-up.

Mr, Glassmeyer: Yes and we sald no.

Mr. Rotberg: Wwhy not?

Mr. Brady: We don't approve of it,

Mr. Rotberg: What is 1t about it that you don't like?

Mr. Brady: I think the anser to it is, in a great
many cases you do all the work and then give up most of the
commission to somebody else. On top of that, I believe 1t is
against the firm's feeling on the matisr.

Mr, Henderson: You mean to say You would take a lower
price, lower profit on that dsal than on the normal deal?

Mr, Glassmeyer; The answer 1s no, because we don't

do it.

Mr . Henderson: You assume you re being asked to do

that?

Nr. Glassmeyer: Yas, that ie what we are., Ve are
belng asked to carve up our commissicn into more than one part.
Mr. Rotbherg: Do you ever receive glve-ups?

Mr. Glassmeyer: No.
Mr. Rotberg: Do you ever get a check in the mall,
or thank you very much?

Mr., Brady: No.
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Mr. Rotberg: Cff the record.
{Discussion off the record.)
Mr. Henderson: On the racord?

Mr. Rotberg: Yes.

Mr. Henderson: Do you feel that you are being especial-
ly protected {rom requests of this kind, that requests by insti-
tutions of this dature are frequently gade to other firms?

Mr. Glassmeyer: We don’'t know,.

Mr. Rotberg: Off the record,

(Discussion off the record.,)

Mr. Rotberg: oOn the record.

Mr, Silver: Do you do as much Mutual Fund business

as you think you might do, except for reciprocal errangements

in vhich you don't participate?
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4 1 sell Fund shares and indirectly to non-gembers, through various

12

Mr, Sheets: What do you mean by that? You dontt
mean, I gather, the sale of Mutual Pund shares by that, you
mean portfolio business with them?

Mr. Silver: Portfolio business,

Mr. Sheets: I am sure the practice as of now 1is 1If

they sold a lot more Mutual Funds shares than we do that there

would be an effort to put more reciprocal business with Blytb 5
and Company. |

Mr. Silver: I mean a slightly different kind. I mean%
the situation where a stock exchange member firm which must ;
charge a commission, and the full commission no matter who the
customer ig, as we know, they are in a position and they do give ?

up portions of that commission to other Exchange members who

devices.

Now, you are in no position té do that and you don't.
You refuse to engage in &ny kind of transaction which would j
even approximate that kind of result. Therefore, a Fund by en-
gaging 1n portfollio transactions with you, will not be able to
generate reciprocity or give-ups for its dealers. Do you think

that you are being cut off from portfollo transactlons because

you are not in posltion to engage in that kind of reciprocity?
!
Mr., Sheets: 1 think the volume of business 1s reduced, !

Mr. Silver: You think it 1s substantially reduced?

Mr. Sheets: Yes, but we do business with these Funds
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primarily on the basis of our markets. It is the cheapest place
to buy or sell.

Mr. Rotberg: Do you think you are getting an amount
of business from the Funds which you shou;d get in view of your
markets or do you think that this lack of giving give-ups and |
being able to recipriate probably 1imits the amount of business
you wquld otherwise do? |

Mr. Sheets: i think the answer to that, 1t does limit.,
It does limit it.

- Mr. Merrell: The extent would be hard to guess.

Mr. Glassmeyer: It 1is impossible to measure.

Mr. Rotberg: Certain companies sell Fund shares. QOther
companies sell or glve research service, and other companies
make broad and very good markets in return for which they might
recelve portfolio business. It is the latter of those three
that your firm is most predominant in?

Mr. Sheets: That 1is right,

( Mr. Rotberg: You feel that predominance 1s not re-
warded as it might be because of your lack of give-ups in re-
ciprocals? Is that about the substance of what we are saying?

ﬁr. GlaSSmeyer= We have already answered that, yes,
in an amoupt you cannot measure.

Mr. Sheets: Yes.

Mr. Rotberg: The record 1s very clear the amount is

not measurable for various reasons,




1% .
78
| Mr. Henderson: Would you be able to state the posit-
2 ion o f the NASD on the giving up or the splitting of commissions
3 In over the counter trades? Are you familiar with this?
4 .Mr. Glassmeyer: Our next governor, Mr. Sheets--
5 Mr. Sheets: Well, they are against it.
6 Mr. Henderson: It is your positlion that they take
7 the position that is improper?
8 yr. Sheets: Yes.
o Mr. Rotberg: Off the record.
0 (Discussion off the record.)
. Mr. Rotberg: On the record.
12 It is now 12:30. We will then comeback at a quarter
13 to two.
14 (Whereupon, at 12:30 p.m., a recess was taken until
15| 1145 pem.).
End Fuller
Special 16
3tudy.
May2- 17
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1:55 p.m,

Mr, Rotberg: On the record,

Earlier this morning we discussed the situation
where Blyth might find itself iﬂ a long position, having bought
on valance over a period of time, and I was wondering if you
could give us some of the circumstances which would have caused
you to be a2 buyer on balance in securities which you were not
buying to accumulate a long-term 1invesStment position?

Mr,. Brady: You mean 1n.the day-to-day trading?

Mr. Rotberg: Yes,

Mr. Brady: You want to know what conditions would
cause us to buy a‘larger amount of stock than we normally would
have?

Mr. Rotberg: Yes,

.Mr. Brady: Well, if it was ip a declining market,
the chances are we accumulated it, in maintaining a trading
market, even though we were dropping down all the time, why, the
wvas evidently no opbortunity to get rid of your position,

Possibly the trader might think the stock had gone

dowh unduly fast, and it would recover, didnAt make any attempt |

to dispose of his long position; and when be was proven wrong,
the market continued to decline, you are still making a
principal market, why it is inevitable that you are going to

end up with a longer position tham you normally desire to have
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or normally would have,

Mr, Rotberg: In the situation where the market is
declioning, though, 1 take it that your traders donAt buy very
much on balance in a declining market?

Mr. Brady: You canAt help very much but do it,

Mr. Rotberg: 1In all issues?

Mr. Brady: I take it you are spesking of one specific
issue now, are you not?

Mr., Rotherg: Yes.

Mx. Brady: Where you accumulate more stock in that
specific issue than your normal tr#ding position would be, or
than you desire to have.

Mr. Rotberg: Why caﬁAt you just open up your spread,
g0 that you would not be a'buyer on balance?

Mr., Brady: W¥Well, then youbwould lose your competitive-
ness, Once you lose your competitiveness -~

Mr, Rotberg: Thit is right,

Mr. Brady: And in addition to that, why if you have
a wider market than your competitors have, the chances are you
will not even see the buyer, because if you are making a point
and a half,market, say, to avoid buying mofe stock, and someone
else 15 making a half or three—quarfers of a point market, |
and a buyer does come in the market, he is undoubtedly going

to go to the man making the better market,

Mr. Rotberg: Well, wouldn't this be one vay of
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avoiding the increasing long position?
Mr. Brady: Well, in a sense, yes, but what I am
trying to point out is that by so doing, then you lose your

opportunity, perhaps, to dispose of stock when the buyer does

‘appear in the market, because it 18 a mandate to go to the

man making the better market and open up to him, rather than it
is to go to the man making the wide market,

Mr. Rotberg: You would still bave the availability
of your retail account, to dispose of a long position which you
had up to that point? |

Mr., Brady: Well, theoretically speaking, yes, you
always have the availability of your retail account,

Mr, Rotberg: Well, do you find thatzthis buying
on balance tends to occur in every security that is declining,
or do you feel more of an obligation to buy on balance in issues
where you are acting as managing underwriter?

Mr, Brady: Yqu mean in the direct aftermarket?

Mr. Rotberg: Well, it could either be in the direct
aftermarket, or six months later, 1If your answer 1is different
for either of those periods --

Mr, Brady: Well, six months later, you feel no
compunction at all about cushioning anything, no., It would be
purely professional.

Mr, Rotberg: What about in the immedite aftermarket?

Mr, Brady: In the immediate aftermarket, the chances
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are probably that we would try to soften the decline. We have
ap obligatiom to maintain as steady a market as you can, and
you might not fall away as fast as you would otherwise,

Mr. Rotberg: Why don’t you let the stock go all the
way down, in the situation where you are managing undervriter,
and it 418 in the immediate aftermarket? Why don’t you just
pull away?

Mr. Brady: Well, it i8 not consistent with our
feelings in trading, to begin with., We also believe we have
a responsibility to the issuer to maintain a reasonable, steady
market; and furthermore, if we as originator, or underwriter,
pull our market, it is going to pull everyone else down with
us, because nearly everyone is trading against us anyhow, in
that type of a market, if you understand me,

Mr. Rotberg: Well, of course, we are only talking

here about the condition after the distribution is completed,

and after trading.

Mr. Brady: Yes,

Mr. Glassmeyer: When vwe are free to trade.

Mr. Rotberg: I take it that your comment also
applies to a situation where a security might even be trading
above the offering price, but is declinihg.

Mr. Brady: Oh, yes, yes,

Mr, Rotberg: 1 take it also that you might take some

of these securities which you are acquiring and during the time
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of your acquisition recommend those securities through your
retall organization to customers?

Mr ., Brady: Well, that is an awfully broﬁd question,
I mean, if you are speaking of a stock that is up slightly
above an offering price, undoubtedly we will recommend it. If
it 18 up -- I have the feeling you are trying, intimating
something about Grosset and Dunlap,

Mr, Rotberg: Well, 1 think we are just going to
get a little background, then perhaps we will go into
specifically Grosset and Dunlap,

Mr. Brady: There the p:ice was up ten points from
the offering price.

Mr, Rotberg: Yes, for a very short period,

Mr, Brady: Yes, we would not be out avidly trying
to get retail orders at that pricé.

Mr. Rotberg: Well, perhaps we can discuss the
aftermarket on Grossét and Dunlap first, and then perhaps we
will go back to the original distribution, since we already
are discussing the trading area,

Grosset and Dunlap was offered at $29 a share, was
it not?

Mr, Glassmeyer, Yes.

Mr. Brady: May I just say something before you go
ahead?

Mr. Rotberg: Yes,

ARC
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Mr, Brady: Now Grosset and Dunlap, a major part of
the trading of that was supervised by Paul Devlin, who is our
senior vice-president, and who is unfortunately ill and ip
Florida, recovering from a heart attack, so my amnswers to you
are simply going to be answers that I have through looking
back through the record come up with as being what I believe
are the aunsvers,

Mr, Rotberg: I can understand that, and i would
Just appreciate it if you are not clear, or don't even
recollect, or don't have the information, just indicate that,
and we won't pursue it,

Mr, Brady: 1 will give you all the amswers 1 can,

Mr. Rotberg: Apparently the stock was offered at
29, and the first quotation, which was, I believe, on May 11,
1961, was about $39 a share,

Do you know what happened by the second and third
day?

Mr, Brady: Well, let me give it to you as best I
can remember, I believe you are correct when you say the
initial transactions took place around 39, If I am not mistaken
that ran up to around 44, that initial day of trading.

Mr. Rotberg: I think that is correct.

Mr, Brady:
/Now what happened between that first day of trading

and -- 1 believe, the 16th is the day that we initiated trading,

am I right, Bert?
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Mr, Glassmeyer. That is correct. I bave our record
from the 16th im front of me.

Mr. Brady: Now not too much happened in those four
or five days, because the stock was still 35.5 bid, on the
morning of the 16th, which 1s 8till 6 poiants-plus above the
offering, but it is down about 9 or 10 from the high sale,

Now what trading went on in the street im that period
of those four or five days I am not in a position to comment on,

Mr. Merrell: You mean the days before you got into
the trading?

Mr. Brady: Before the 16th, when we were able to
initiate trading.

Mr. Rotberg: When you say "initiate trading,” you
mean Blyth buying for firm account?

Mr. Glassmeyer: As trading account,

Mr. Brady: Blyth buying as trading account, not for
the firm, but for the straight trading.

Mr. Sheets: But it was for the firm's account.

Mr., Brady: Yes,

And gt that time, it was simply another trading item
with us.

Mr., Rotberg: Do I undersfand, then, that Blyth did
not buy any shares for a firm account on the 1l1lth of May? {

Mr. Brady: We could have executed an order in the

market on an agency basis,




13

14

15

19

20

21

8 e . S, —

Mr. Rotberg: I.assume, and perhaps incorrectly,
from your records, that you were buying for firm account.
Now on May 1lth, I find an indication of about a hundred shares
on May 11th, 410 shares on May 12th, just those two small
transactions, Could they have been isolated tramsactions in
which you executed a customer's order, but did so on a principal

basis?

Mr. Brady: It could hwe been on a principal basis,
but -~- |

Mr. Rbtberg: It was very small,

Mr. Brady: But I would think it would have been on
an agency basis,

Mr Rotbérg: Now it is correct, though, that your
customers -- you were executing customers's transactions on
an agency basis starting on May 11th?

Mr, Brady: Yes,

Mr. Rotberg: Now looking back, retroactively, to
May 11th, the first dgy, do you know if there was any
significant public demand for the security at $39 a share?

Mr, Brady: I would have no way of knowing whatvthe
volume of trading in the over-the-counter market was in those
days,

Mr., Sheets: What day was trading restrictions
removed?

Mr, Rotberg: I don't know that.
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Mr. Merrell: ~It should be the 16th.

Mr. Sheets: It should be the 16th, the first time
we were permitted to trade it for our own account,

Mr, Glassmeyer: Termination date was May 15th,

So the first time we were privileged to trade it would be the
following day, May 16th,

Mr., Rotberg: Okay, is it fair that say when
you vwere the managing underwriter, that usually, in an issue
like this, most of the 1ndicationé of interest are from your
own-customers as distinguished from customers of other firms,
to buy stock in the aftermarket?

Mr. Sheets: May I -- this migbht be my gquestion. I
am not quite clear on it, Was this during the period of
registration, before it has become effective?

Mr. Rotberg: No.

Mr, Sheets; No.

Mr. Rotberg: Let me clarify it, perhaps, by a little
hypothetical,

If you were to find that 500 customers bought stock
on the first day of trading in the aftermarket, would you say
that most of the 500 customers who buy stock in the.aftermarket
are usually customews of the managing underwriter? or do you
find from your expérience and your knowledge of the street that
the buying power in the aftermarket is not the customers of

the managing upderwriter, but might be customers of other
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big warehouses, such as Merrell, Lynch, or Walston, or Bache,
who may or may not be participants in the distribution?

Mr, Sheets: Are we talking about this specific issue
or is this a general question?

Mr, Rotberg: It is a general question, and perhaps
the ansver might be different for different kinds of issues.

Mr. Sheets: It is,

Mr. Rotberg: 1 thought it was,

Mr. Sheets: 1 would say if the market is at a very
large prémium, over the original offering price, I think you
will find that most of the orders originate away from the
managing underwriter, If the market happened to be at or near
the original issue price, you miht find that the managing
undervriting, firm’ sales organization were still willing to
retail stock at that level, but if there was a very large
premium, they would be disinclined to do that, I think.

Mr., Rotberg: Well, in the cases where the offering
was at a sizable premium, do you find that, or do you think.
that most of the customers are coming from, if notvthe managing
underwriter, the other underwriters and selected dealers,
that is, the participants in the distribution, as distinguished
from a warehouse who was not in the distribution?

Mr. Sheets: Well, I don't know whether we would have
knowledge on that, I would, in general, Suépect that is right,

because their customers would be more informed on the issue,
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and of its qualities and so forth, than just a general market,
the public that might be wanting to speculate,

Mr., Rotberg: Do you know how many of your customers
bought Grosset and Dﬁnlap on the first day of tradihg, May 1lth?
Can you estimate a guess?

Mr. Merrell: Of Blyth's?

Mr. Rotberg: Of Blyth's customers,

Mr. Sheets: 1 don't know that,

Mr, Brady: There wouldn't be any way you could
poss ibly know,

Mr. Kampert: Excuse me, In the questionnaire we
submitted some forms. Where would that be?

Mr., Rotberg: That would be on form D, They would
be aftermarket purchases.

Mr, Merrell: Is your question, Mr. Rotberg, how many
were purchased through Blyth on the first day of trading?

Mr. Rotberg: Yes.

Mr, Kampert: Well, now, so far, I have gone through
several pages. I have found no sales until May 16th, which I
think was the first day of trading,

Mr, Brady:. Yes., Mr, Rotberg said he had two items
there,

Mr, Sheets: No, his question here relates to the

16th, though.

Mr, Rotberg: No, my question related to the 1lth,
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" Mr, Sheets: Oh.

Mr. Rotberg: Let me go off the record for a moment,

(Discussion off the record.)

Mr, Rotberg: On the record.

We have examined these sheets, and made saome
compilation of how maoy people are buying how many shargs,
from the various underwriters, and the records indicated that
apparently four customers of-Blyth bought the stock, probably
ou an agency basis, on the first day of trading, that is,

May 11th, 1961,

Mr, Brady: You don't mean necessarily through
Blyth?

Mr, Rotberg: Through Blyth,

Mr., Brady: We executed the order,

Mr. Rotberg: That is correct, Now do you have
a firm policy about not executing orders for a certain period
of time after the effective date?

Mr, Brady: No.

Mr. Rotberg: If you received back your telegrams
from the selected dealer group and the underwriters
distribution is complete, will you execute a customer buy order
immediately?

Mr. Merrell: Unsolicited order?

Mr. Rotberg: Unsolicited,

Mr. Sheets: 1 would say no reason why we couldn’t

.....
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execute an order, an unsolicited order for a customer., I1f
there was a trading.market there,

Mr, Rotberg: Well, let's go back a moment, Perhaps
we can look at the provisions of the underwriting industry
which govern the lifting of trading restrictions, What is
Blyth's policy with respect to when it lifts trading
restrictions?

Mr, Glassmeyer: Well, our policies when the
distribution is completed.

Mr, Rotberg: ©Now what are fhe objective standards
that you use to measure that?

Mr, Glassmeyer: Generally the standards are the
market in relation to the offering price, If there is a
substantial premium which existed in Grosset and Dumnlap, we
lifted it -~

Mr ., Sheets: Plus the_knowledgg that each underwriter
has completed his distribution, and sp advised us,

Mr. Glassmeyer: Yes. We normally send out telegrams,
and those come back to us, and then we always repurchase those
unsold shares for the syndicate, so that the syndicate is
even, that is, before we terminate trading restrictions,

Mr, Rotberg: That, of course, didn't happen in this
case.

Mr. Glassmeyer: No,

Mr. Rotberg: I assume that you did not over-allot

ARC
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in this case, either?

Mr, Glassmeyer: Well, the record shows through a
cancellation, we were short what -- less than a hundred shares,

Mr. Rotberg: I thiok five shares,

Mr, Glassmeyer: Five shares.

Mr, Rotberg: But you did not deliver the over-
allotted issue? |

Mr. Glassmeyer: We did not,

Mr. Kampert: Incidentally, I bhave just checked the
other side of those two trades on May the 1lth, and they were
agency trades, where we 80ld the stock for two individuals,

Mr, Rotberg: They were,

Mr, Kampert: At 36, We didn't charge commission,

Mr, Rotberg: You sold the stock for two individuals,
and two other individuals bought it?

Mr, Kampert: Well, we sold the stock for two
individuals, a total of 135 shares at 36.

Mr, Rotberg: Did any of your customers buy stock?

Mr, Kampert: No, the other side, the purchaser,
qf these two cases vwas a dealer, a New York dealer, and we
didn't charge a commission on ether side., We acted as agent,

Mr, Rotberg: Let's go back down to the lifting of
trading restrictions. Is it your policy to send out the
telegram on the day.of the offeripg to the participants?

Mr, Glassmeyer: Normally, the unight of the day of
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the offering, not the night after the déy of the offering,
and wve get responses back withio 24 hours after that,

Mr. Rotberg: And 1 take it that in an offerimg like
Grosset and Dunlap you received ail the responses back the
next day, saying that the participants had completed the
distribution?

Mr, Glassmeyer: That is correct,.

Mr. Rotberg: And that it was successful?

Mr. Glassmeyer: That 1s rigﬁt.

Mr, Rotberg: Now could you tell us whether it is
your policy, aside from Grosset and Dunlap, to lift trading
restrictions immediately upon receipt of thosevtelegrams,

or do you look at the market?

Mr, Glassmeyer: We look at the market, For example,
we have had two recent issues. One was Howard Johnson, wich
was brought out successfully at the time at 51, The market
was trading higher than that away from us., We checked all
of our underwriters through telegrams, received responses
not all in the negative, but those that vwere positive we
repurhcased, and we terminated trading restrictions, I believe,
four days after the offering, Delivery was to have taken place
at least a week after that, We got into a market that we
did not anticipate, if you recall. If you recall, the market
eroded éubstantially, and right now, as a matter of interest,

the stock 1is selling about ten points below the offering price, |

!
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Now we have another recent issue of Morris Shoe
Company,

Mr. Rotberg: VWhat do you do in that case?

Mr. GlassSmeyer: In Morris?

Mr, Rotberg: No, in Howard Johnson's, You had
already removed trading restrictions?

Mr., Glassmeyer: We had already removed trading
restrictions, in our own judgment, that the market, that the
distribution was a success, and that other houses would be
freé to trade as well as ours, the distribution was even.

Then we ran into this unanticipated general market
decline that started just about the day after we terminated
trading restrictiouns,

Mr, Rotberg: Do you distinguish between a completed
distribution and a successful distribution?

Mr. Glassmeyer: I believe they are one and the same,

Mr, Rotberg: Is it fair to say that one of the reasons

5| that you wait to look at the market for three or four days,

even though you have previously received the telegrams, is to
determine wpether or not there are significant cancellations
upon the receipt of the confirmation, which cause underwriters
- to still have an unsold allotment wﬁich they didpnAt expect,

or because of a ratio of selling for the three-day interval,
which drives the price down below the offering?

Is that the reason for the delay between receipt of

A D
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the telegram and the time that you decide to 1lift trading
retrictions?

Mr, Glassmeyer: Well, isn!t it fair to say, Mr,
Kampert, that we normally do not get cancellations on issues?
I don't know what you are driving at there. We dont't wait
and see the cancellations coming in. We don't ex?ect
cancellations, Our salesmen sell for investment, and not
with a view toward cancelling soon, or selling their stock
in the aftermarket a day or two after the offering at a
premium,

Mr, Rotberg: Well, why don't you then remove
trading restrictions immediately when you receive back the
telegram that the uunderwriters have-sold-out:all their stock?

Mr, Glassmeyer: Sometimes we do.

Mr. Rotberg: But you say that you always check that
narket -- and I am referring, by the way, to new issues, which
have no previous market., I want to get that clear; that 1 am
not talking about 1ssue§ which have had a floating supply.

Mr. Sheets: Which would exclude Howard Johnson as
an example,

Mr, Rotberg: Yes, that is correct.,

Mr, Glassmeyer: I belieQe that the termination of
trading restrictions coincided with delivery, in th$ case, I
just want to be sure; and we had watched this premium on the

opening, and its rather steady deterioration from -~ we have a
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high of 41, incidentally,

Mr. Rotberg: 'We havd found transactions executed
at about 44 in isolated instances.

Mr. Glassmeyer: Down there,.and ve just thought we
would watch the market for several days, which was the
difference between.May 11 and May 16, but it is more -- Mr,
Devlin 1is the one that made the decision in this case, He is
not here.

Mr., Rotberg: What I am tryiog to get a fee; for is
why you are watching the market? 1Is it because you thiok it
might go down to $27

Mr., Glassmeyer: It might, yes,

Mr. Rotberg: And if it did, what would you do? start
to Stabiiize?

Mr., Glassmeyer: We might,

Mr. Rotberg: So that in essence, what we are saying

. is that although you may have received confirmations back from

the participants in the distribution that they sold all their
stock, if in the subsequent days after that distribution,
customers are reselling back into the market, you will hold
open the lifting of trading restrictions until youare pretty
sure that the selling will not drive the price down to the

offering?

Is that about what the essence of what you are saying?

Mr. Kampert: If I may add tbhis, I think we are

ARC



10

11

20

2]

22

23

24 |

25 1

19

a7
confused on dating. I happen to have a 1961 calendar here,
May 11 was a Thursday, I think you said May 15th, late in
the day, you lifted trading restrictions, There were only two
bus iness days between the offering date, which was May 11,
Just two business days, so you probably waited over the weekend
to get the response from the undervwriters as to whether they
had any unsold stock.

Mr. Glassmeyer: We waited over the weekend,

Mr. Kampert: And you must have determined that:they
didn't around the afternoon of the 15th, and then you sent out
your advice that trading restirctions were removed, and then
we began trading it the next day, which was -~

Mr, Sheets: On a Tuesday,

Mr, Kampert: -~ Tuesday the 16th,

Mr. Rotberg: I want to go back again to my main
question: 1Is that a fair statement, though, of Blyth's policy
with respect to when it will remove trading restrictions?

Mr, Glassmeyer: 1[I believe it is a fair statement of
our policy that if we are assured at the time that the
distribution has been completed, and after looking at the
market to confirm that through whatever premium attaches, the
distribution is completed, that we-would then terminate trading
restrictions, yes,

Mr. Rotberg: Don't you mean, though, in the second

part of your sentence that the distribution bas been completed,

2
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and -- and I accent tﬁe word "apd" -~ and it is a successful
distribution, in that the price has not subsequently declined
below the offering price? |

Mr. Glassmeyer: Yes,

Mr, Rotberg: 1 note that you treat the wais
"completed” and '"successful” as synonymous, but for this pﬁrpose‘
I want to --

Mr. Glassmeyer: Well, we know they are completed,
because we have evidence through fhese telegrams that none
of the underwriters or selected dealers have long positions
in the stock.

Mr, Rotberg: All right, now during the period
between the effective date and the time that you 1lift trading
restrictions, whatbis the purpose of keeping trading
restrictions applicable?

Mr, Glassmeyer: You mean, what is the purpose of
pot permitting underwriters to trade?

Mr, Rotberg: Yes.

Mr, Glassmeyer: So that the manager may wish to
release more stock with the profit, to dealers and other
underwriters, which he is not empowered to do once trading
restrictions are removed,

Mr. Rotberg: You mean to permit the mavnaging
undervwriter to go short?

Mr., Glassmeyer: Yes,

A DI
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Mr, Rotberg: During this period in which trading

restrictions are still applicable, I take it that you will
accept unsolicited buy orders, Is that correct? And buy
unsolicited, without defining what is ao unsolicited order,
for this purpose, I mean that the custmer walks off the street
and says, "I am a customer of Blyth, I have an open account; .

I would like to buy some."

Mr, Glassmeyer: That is correct,

Mr. Merrell: That is correct.

Mr, Rotbefgi_ Would your answer still be the same
if the customer who ﬁanted to buy in the aftermarket had been

previously solicited through the sending him a prospectus

to buy at the origipgl offering price, and he had so bought?
Would your amswer still be the same; that you would execute g
that kind of an order?

Mr., Sheets: Yes,

Mr. Rotberg: All right, suppose a customer in this
pgriod where trading restrictions are still applicable, and
they have not beén removed, a customer says, "I received a
confirmation, or a télephone call that I received an allotment
of stock, I would like to sell it,"” And he walks into your
office the day after the distribution has been made, say in
Grosset gnd Dunlap, and the price is $36 a share, Now will
you execute that order for him, or will you tell him to go

elsevhere?
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Mr, Sheets: No, we Wwould execute it,
Mr. Merrell: This is a sales order.

Mr, Rotberg: Yes,

During the period of trading restrictions being still

operative, will you s8olicit retail customers to buy the stock?

Mr. Sheets: During the period that trading
restrictions are operative?

Mr. Rotberg: Yes, they haven!t been lifted yeot.

Mr, Sheets: Will we solicit? Yes, we might, It
depends on the deal, and the price at which it is selling.

Mr, Rotberg: I assume it is selling at a premium,
and you have received your telegrams, but you haven*t lifted
restrictiouns,

Mr, Merrell: You mean that the original allotment
has bheen éold out,

Mr, Rotberg: Oh, yes,

b

Mr. Sheets: And there is an aftermarket developed?

Mr, Rotberg: Yes,

Mr, Sheets: But our trading restrictions are still

on?

Mr, Rotberg: Let's say it would be on Friday of

the Grosset and Dunlap issue,

Mr, Sheets: I doubt very much if we would solicit

orders at that time. Principally, there is no attraction to

the salesman to solicit an order there, He has no profit in it.
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We would have to act as an agent io the execution of the order,
and there would be a very modest if apy profit im that, and
he would be very unlikely to be soliciting orders at a time
when we bad no stock with a profit, and we are not trading
the stock, I doubt very much if we would solicit any orders
then,

Mr. Rotberg: And can you explain a little further
for the record why the transaction could not be executed on
a principal basis?

Mr, Sheets: We would have nothing to execute it
from., In other words, that would be a trading, which is
prohibited.

Mr, Rotberg: You have no inventory?

Mr, Sheets: No, we are clear, and we wouldn®t be
willing to short, if we had no inventory, and execute the order
by going short, but this we are not permitted to do, We are
not permitted to trade for Blyth's account, Any buying and i
selling at that level is done for syndicate account, if I am
not mistaken., If the syndicate account is short, we might be
covering a short,

Mr., Rotberg: That is what I wanted to clarify,
that during the period in which trading restrictions are still

operative, you are permitted to go short for the syndicate !

account,

Mr. Sheets: For the syndicate account,
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Mr., Rotberg: But you would not be permitted for
Blyth's account to éo short to enable you to execute a
principal transaction for a customer,

Mr. Sheets: No, that is right.

Mr, Rotberg: Although, of course, you can execute,
as you operate an agency transaction for that customer,

Mr. Sheets: Yes,

Mr, Rotberg: Off the record, just a moment,

(Discussion off the record.)

Mr, Rotberg: On the record,

The records of the Commission show that there were
approximately 50 individuals who bought stock of Grosset and
Dunlap on May 1lth from the aggregate of all of the underwritérs
and all of the selected dealers in your distribution.

Do you consider that a sizable demand for the security

Mr. Sheets: You say there were 507

Mr., Rotberg: 50, From all of the well over a
hundred participants in the distribution.

Mr, Sheets: I am not quite clear on your question,
There were only 50 people that bought stock from all of the
undervwriters and all of the participants,.

Mr., Merrell: In the aftermarket.

Mr, Sheets: 1In the first day of trading in the
aftermarket.

Mr. Sheets: Oh,
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Mr., Glossmeyer: But to respound properly, what |
aggregate number of shares did that imvolve, roughly?

Mr. Rotberg: Our records show --

Mr, Merrell: This, i1f I understand you, was from
2all underwriters and all sSelling group members.

ﬁr. Rotberg: I might have to change that,.

Mr, Sheets: And was this on May 16th?

Mr, Merrell: This was May 1lth,

Mr, Glassmaeyer: After the offering was completed,

Mr, Rotberg: Better strike that, because there is
one bit of interpretation I have to make on this that I am
not clear on, I will check on it right now, in fact,

The 52 persons have bought a total of approximately
4300 shares on May 11lth., Would you consider that sizable
demand for the stock?

Mr, Bradj: That is an average of 80 shares per
trade?

Mr, Sheets:' Yes. It would be mnearly a hundred,
Ninety,.

Mr, Rotberg: Approximately, For an 1issue of this
size, with this amount of publicity?

Mr, Sheets: 1 don: knoﬁ hovw you would measure that,
I wouldn't know, and I would ~- what was the level of the stock
at that time? I think that would have an influence on it.

Mr, Rotberg: It was about $39 a share.
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Mr. Sheets: Yes. Well, I would say that might
wdl be an average amount, I don!t know how anyone knows an
answer to a question like that, but having had public stock
available at 29 the day before, it would seem to.me that it

would be a rather limited number of people that would pay 39

for stock the following day,

Mr, Rotberg: Would you estimate that there was more
selling than the amount of buying on that first day?

Mr. Shee;?g Well, I would guess there was, yes.

By individual 1nvestprs.

Mr. Rotberg: Keeping in mind there were only 52
buyers, and 4300 shares are being bought, it is your best
judgment that there is probably more selling in the aggregate?

Mr. Shgetg: 1 would guess so. There is some of
it finding its way 1nto dealer positions,

Mr, Rotberg: Well, if there is more selling by
customers than buying, how do you rationalize the fact that
the security went up ten points?

Mr, Brady: That is what I was trying to understand.
I don’t see how you could say that there was more selling than
buying, and have the gtock appreclate from the initial trading,
It doesn't stand up.

Mr, Rotbe§g: It shouldn't,

Mr. Brady: No. But I think this 4300 was probably

a very small amount of the day 's trading by all the dealers

i
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involved.

Mr, Rotberg: Well, I am only talking now, of course,
of public customers who were buying, and I am cutting out

purchases for firm account by the participants ip the distribu-

tion.

Mr. Brady: You are saying whether was there more
selling by individuals than buying by individuals on that day?

Mr. Rotberg: That is correct.

Mr. Sheets: 1t 18 easy for me to understand how
there could have been more buying than that, Otherwise, if
there was only that much selling by the individuals -~ and
this is the omnly source of stock; is people that have bought it
on the initial issue, because there was none outstanding --

that that means that every dealer in the street who was trading
the stock was net even, the industry. Now the likelihood is

that the dealers would have a long position, in this case.

Mr, Rotberg: And that the difference between the
long position and the amount that the securities were sold out
to the public represented this net buying?

Mr. Sheets: Yes, so0 what I can See is their net
buying, compared to what ihdividual buying and selling was,

Mr, Rotberg: Well, arenAt we saying, then, that
the premium'is caused not by public buyiong on balance, which
is in excess of the total selling, but is also very

substantially affected by broker-dealer buying?
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Mr, Sheets: éoukiwell be, in my opinion.

Mr. Rotberg: So that when we talk of the demand
being greater tham the supply on a so-called hot issue, we are
talking perhaps not only of public demand for thestock inm the
affermarket, but also of dealer demand.

Mr, Sheets: Yes,

Mr. Rotberg: VWhich may be just for firm account
position.

Mr, Sheets: Yes, trading account.

Mr. Rotberg: That 1is right,

Mr, Sheets: Yes,

Mr. Rotberg: Do you think that dealers who buy
stock on the first day are thé large retail organizations who are
buying it for their firm account, or do you find that most of
the firm account buying is by thewholesale traders, such as
Troster; Singer, Bean; Greene and Company, et cetera?

Mr, Glassmeyer: Well, I will answer to that that most
of the large retail organizations were undervwriters, and were
prohibited from buyipg.

Mr, Paradise: On Someone else's new issue, will
your trading department go out the first day and take a position
one way or the other, just as a speéulation?

Mr, Brady: 1t would not as a speculation, no,
because of course trading is a speculation.

Mr, Paradise: No, to make a profit, not with any

A D
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idea of putting customers in it, just for the trading account,
trading department to make a profit for itself,

Mr, Brady: Yes, |

Mr, Paradise: Do you often go short in order to do
this?

Mr., Brady: Well, it could be either way, but as
far as your first statement, do we often go in the market the
first day, the chances are the answer is probably no, because
we have certain specifications as to what we will trade, and

normally, any issue that meets ‘these specifications,we are in

Mr. Paradise: In other words, do you think other
broker-dealers do this? will go in the first day for their
trading department to make a profit, and gb short or long
themselves in order fo try and make a quick profit in thié way?

Mr. Brady: I would say the answer is yes.

Mr, Sheets: Make a spread between the bid and the
ask on active trading.

Mr, Paradise: Now do you feel that in a new issue,
maybe your own or someone elseAs, that the majority of the
activity during the first week or ten days are these broker-
dealers who are golng in anmd trying fo make a quick profit by
themselves, one going long, one going short, and speculating
for their own accounts?

Mr, Brady: I think it would be fair to assume that
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a market of the trading following an offering is done by the
professional traders, yes,

Mr., Paradise: There is no real public customer
behind the trade?

Mr, Brady: No, I wouldn't agree with that., It
depends on the premipm involved, to begin with. And that is
an awfully broad --

Mr, Paradise: Well, an issue that goes to, say,

a ten point premium, or a seven point preﬁium.

Mr, Brady: i think you are correct, such as
Grosset, when you say that the maquity of the trading was
done by the trader,

Mr, Rotberg: I think that to further amplify on
Mr., Glassmeyer's remark, the records show, of course, that noen
of the participants in'the distributionlbought for firm account
on May 11th, that there was some buying for firm account on
May 11th, but that was domne by -- practically all of it -~
was done by Singer, Bean, and Saxton, to wholesale trading
houses, And also, A. P. Montgomery, another trading house,

Mr, Merrell: None of whom were part of the group,

Mr. Rotberg: None of whom vere part of the group.
They purchased approximately 5,000 shares on the first day,
As I have indicated before, customers from the distribution
purchased about 4300 shares the first day, which means thét

there was a demand for about 9500 shares from customers of the

1
i
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distribution and from the trading community,

Mr, Sheets: No duplication in those figures, is

there? 1Is it possible that there could be any duplication in

those figures, overlapping?

Mr. Rotberg: TheSe are broken down so there was no

duplication.
Mr. Sheets: Yes,

Mr. Rotberg: Now do you think that it is likely that
even if you added up the buys for dealer accounts, such as
by the wholesale trading houses, and the buys by retail
customers, who are the customers of those in the distribution

vho bought, that even that sum total was still less than the

amount of selling in the open market?

Mr. Brady: I didn't follow. Would you repeat that?
Mr, Rotberg: Sure,
Mr. Sheets: 1 think I have got the gist of it,

Mr., Rotberg: Go ahead,

Mr, Sheets: Did the long position that the dealers
added on the buying of the general public exceed the amount

that was available?

Mr, Rotberg: Do you think it did, or do you think
it still was less than the amount ihat was available?

Mr, Sheets: Or was it less than the amount that was
available, Well, the only basis that we have got to make a

guess on that even is the market action,
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Mr. Rotberg: It went up,

Mr ., Sheeté: The market action says that the buying
was greater than the amount available, and that otherwise,
the buying -~ if there was more selling pressure than buying
pressure, it would have run the market down, it would seem,

Mr. Rotberg: Now your analysis would be applicable
if the market made by the wholesale traders in New York was

a perfect market, and was exactly in town with the demand and

supply.

Mr. Brady: Well, that is just what I was going to
ask you,

Mr. Rotberg: It does assume that, I thirk your
answer,

Mr, Sheets: Yes,

Mr. Brady: You said that Saxton bought about 5,000
shares,

Mr, Rotberg: Saxton; Siﬁger, Bean; and Montgomery,
yes.

Mr, Brady: How much did they sell?

Mr. Rotberg: I have the record of what they sold,
also,

Mr. Brady: They must have sold, I would guess,

approximately the same as they bought,

Mr., Rotberg: 1 haven’t worked out the record on

what they sold, but the question I am posing is if our study




33 g} e

til

shows that there was much more than 9,000 shares sold on the
open market throughéut the whole country on the first day,
might it not be that the tradiﬁg houses who on the first day
are making the market are not really reflecting for one reason
or another the true operation of demand and supply, but are
reflecting more or less an arbitrary price?

Mr. Glassmeyer: Could I respond to that, if I may?

Mr. Rotberg: Yes.

Mr. Glassmeyer: I have before me the quotation of
Pocket Books on May 11, 41 to 4. That was the range of high
and low prices, this is a distributed issue, and there was
almost a direct correlation between the depreciation, if you
will, of value, from the price of whatever it is -- 38 as of
May 11th -- right on through May and June, and I don't know
what you are getting at, but I believe it would be most
difficult to prove that this price of 38 was artifichlly low
in relation to the existing investment alternatives as of
that date, |

Mr, Rotberg: Well, the only point that I am raising
is not a comparison between Grosset and Dunlap and Pocket
Books, or even an examination of the status of the market in
general., 1 am just trying to testAwhether or not the
explanation that markets go up because there is more demand
and supply is not premised on the assumption that thetrading

houses in making a quotation are reflecting perfectly the
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demand and supply?

Mr, Sheets: The trading house is part of the demand,
If they feel that the market on this stock 18 going up, why
aren't they part of the demand of buying and holdi ng for their
own account?

Mr., Brady: Mr,., Rotberg.

Mr,., Sheets: Does that get at your point?

Mr. Rotberg: Well, this assumes, of course, I think,
that the trading house in New York has a sufficient contact or
awareness of the selling pressures all over the country in

this stock, and that they predicate their decision on what

i price to bid for the stock based on a complete awareness of

the outstanding supply which is available in the open market.

I am just wondering if they do have that kind of
inbrmation?

Mr. Brady: I believe that you will finmdout that
either Singer, Bean; or Saxton, who we will say -- they were
two of the houses that initiated trading in this -- if they
initjated trading with a 39 bid, I would feel very sure in my
own mind that they had an order, or they knew where they could
get 39 and a half for 1it.

In other words, there was a legitimate bid somewhere,
a legitimate demand for the stock, but how you arrive at a
thing like that, I don®t koow,

Mr, Rotberg: I couldn't agree with you more, and I
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don't mean to imply that there was not a demand, perhaps for
shares at 39, and maybe a hundred shares, mybe 500 shares,
but I am just throwing open the question whether or na that
price of 39 is the conclusion reached after a complete analysis
of the total outstanding floating supply, and its pressure on
tte market.

Mr., Glassmeyer: Are you implying that these houses
would be checking with each other and other people throughout
the country to find out what the supply and the demand is --
because if you are, you had better address this to Mr, Brady --
but I would answer that the answer is no., |

Mr. Rotberg: I think that is the only point I am
trying to make is that while we may have an order for a hundred
shares or 500, because of just the nature of the over-the-
counter market, that price might not be a reflection of exactly
or even nearly how much supply there really is available.

Mr, Brady: Well, I think that is a fair assumption.

Mr. Rotberg: For instance, if it showed that there
were 20,000 shares sold on the open market by customers §n
May 11, and there were only 10,000 shares bought by both
customers and dealers, that would indicate something imperfect
about the price of 39,

Mr, Brady: Yes,

Mr. Sheets: Where did the other ten go? Who did

they s8ell them to?
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Mr, Rotberg: The other ten might have been purchased
by broker-dealers throughout the country who have retail houses,
who purcﬁase the stock on an agency basis for their customers
who are not participants in the distributionm,

Mr, Sheets: 1 see. You are excluding them from
this class of dealer-brokers, the three professionals by
themselves, and other dealer-brokers are over 1ipn another
category?

Mr, Rotberg: That is correct.

Mr, Brady: But aren't you wrong in assSuming that

if there was only ten thousand bought, that tem thousand, that

extra ten thousand that you say was executed by broker-
dealers, actually were buy orders, even though they acted as
an agent?

Mr. Rotberg: The number of shares bought by non-
reporting broker-dealers was about 3400 shares. That is, if
you took all the reporting broker-dealers, which 1is your whole
distribution 1list,

Mr., Merrell: When you say reporting, you meén who
have reported to you?

Mr, Rotberg: Who bave reported to the Commission,
and you took every single share which they sold to someone other
than the underwritefs and selcted dealers, the total number of §

shares bought by every other broker-dealer in the country who

f was not a participant in this distribution equalled about 3400 ;

ARC



w

20

21

22

23

37 R

115

shares, which of coﬁrse is buying power, They may be buying

for a firm account. They might be buying for the accounts of

customers,

Again, the only question that 1 am posing is after
you add up all the possible sources of buying, if it turns out
that there was more supply available, would this not bea
indication that there was something imperfect about the market

being made by the trading house?

Let me go on, though, to this second day of trading.

Can you identify the company Stewart, Eubaoks?

Mr, Kampert: Yes, they are in San Francisco. They

are members of the New York Stock Exchange,

Mr., Rotberg: VWere they a participant in the

distribution, do you know?

Mr, Glassmeyer: 1 can tell you right away., 1Is

Stewart the first name, or --

Mr. Kampert: It is Stewart, Eubanks, and Myers,
Mr, Brady: S-t-u-a-r-t, I think,

Mr. Kampert: S-t-e-w-a-r-t,

Mr, Glassmeyer: I do not see them in the selling

group, and I do not believe they are anm undervwriter, but let

me check that,

Mr, Rotberg: We don't have -~

Mr, Paradise: Stewart, Eubanks, Meyerson & Co, was

ap underwriter in the amount of 1500 slwes,
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- May 12th,.  Again, a very slight buying power at lesst as_shnwn

‘would indicate that we acted as agent, and I would guess it
~would have certainly had to have been an unsolicited order for

' us to have executed it onm May 12th,

Singer, Bean; and4V11as and Hickey;,

foud

16
Mr. Rotberg: Okay, I juSt_wanted'tném ident#ficd.
The Commission's records show that cn’May the 12th,

allof the participants in the distribution of Grosset and

Dunlap sold to only 24 customers in the 24—hour per1od of

jby the public customers of the: many, many particlpants in your
distfibuticn, which include the large retal housess_
| ﬁf; Merrell: How nany shares was that,1Mr, Rotberg?
Mr. Rotberg: if was about 2‘006 snn}ésg
Qur recafas show that of those 24 customers 6 were
Blyth's ~who purchnsed about 620 shares. Would. you know if those
customers were solicited'to buy the stock? Csn you? |

Mr., Sheets 1 wouldn!t know unless their records

Mr, Rntbcrg:‘ And ngain on that sané,day; May 12th --
Mr, Shee;s{ ‘We bave only exscnted,agencispndcrs -
that were unsnlicited;GUr§ng'tnis‘nonktrnding‘pericd;
- Mr, Rotberg Again on tnat smme’day,,ﬁay'IZth

practically the entire trading market is being made by Saxton, g

Mr. Kampert: Yes. Well, I see some of these trades
here. We acted as agent; and vilas and Hickey, and also Singén

and Bean were the buyers,

ARC
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Mr., Rotberg: In other words, Sioger, Bean and the
other firms are tradiog two, fhree, and four thousand shares
each, now, by the second day. That {s, they are buying that
number of shares, and of course, they are selling actively also,

The question which arises, of course, is to whom are
they Selling? Since few customers of the underwriters are
buying, do you have any idea who the large trading houses are
selling to, or do you think they are accumulating a long positiop?

Mr. Brady: Well, in answer to your first question,

I have no idea.

In answer to your second question, why it would be
just a guess on my oart, but knowing both houses, and
particularly Saxton, I would doubt that they were accumulating
a long position at a premium of 10 to 12 points.

Mr, Paradise: Do you think they are selling to
other tfadiﬁg houses?

Mr, Brady: They could be,

Mr. Sheets: We know where 630 shares of it went,
where Blyth acted as agenmt, through them, and maybe portions
of this other may have gone the same way, with the underwriting
and distributing houses out of the market, and able only to
execute orders with someone whowas.trading in it,

Mr. Rotberg: Well, on the next day of trading,

which is May 15th, 32 customers purchased less than 3,000

shares. On that same day, Saxton is trading, buying about

A DR
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5,000 shares, and Singer is buying close to two or three
thousand shares, and another broker-dealer, John E., Samuels,
is buying close to 4,000 shares,

Mr. Brady: My guess is that most of that was agency
order,

Mr., Rotberg: But it must have been agency order of
firms other tham the participants in the distribution,

Mr, Brady: For instaunce, now, you have mentioned
that one name there, and I would make a very good calculated.
guess as to who he was buying it for, that it was a fund,

not a retail customer,

Mr, Rotberg: It would be buying power, then, that
does exist, at least up to this point, doesn't exist either
through customers of the underwriters or even, Since trading
restrictions are still applicable, from the firm account of
the underwriters, but the buying power is coming from the
trading houses themselves, who are either buying on long
position or are selling it out to houses which were not
participants in your distribﬁtion;

Mr. Glassmeyer: Or to institutions, as Mr. Brady

pointed out,.

Mr, Brady: Because I am sure that one lot there,

I could tell you who bought it,

Mr. Glassmeyer: Well, let's do it off the record. 1

don't think we should put that in the record,
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record,

Mr,

Mr.

Mr,

Mr,

Mr,

Mr,

Rotberg: Pardon me?
Brady: I was not going to mention it, anyhow,
Rotberg: Well, we probably have it here,

Brady: I would be glad to bring it up off the

Rotberg: Which house are you referring to?
Brady: Off the record?

Rotberg: Off the record,

(Discussion off the record,)

Mr. Rotberg: On the record.

Mr,

Brady: That was probably, I imagine, that

Saxton was selling to them also.

Mr,

Rotberg: 1Is it fair to say that the ipstitutional

single investor might account for the substantial part of the

buying power in the few days after the effective date?

Mr, Brady: It could be,

Mr . Rotberg: Off the record,

(Discussion off the record.,)

Mr,

Rotberg: On the record.

During the pre-effective period, did Lehman Brothers

ask you for a sizable allotment of the Grosset and Dunlap for

the account of One William Street?'

Mr.

Sheets: 1 couldn't answer that, I wouldn't

have any recollection of whether they did or not,

Mr, Rotberg: Do you know if they received an
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allotment or whether One William designated a broker-dealer

for an allotment of Grosset?

Mr, Sheets: My recollection is we were under a

broad distribution arrangement here with the issuer, or weére

we not, on this one?

Mr., Glassmeyer: We were not, We said we would do
our best efforts, but it wasn't formalized.

Mr, Sheets: Did we have group sales ‘in this issue?

Mr. Glassmeyer: We had one group sale, to Morgan,
Guaranty.

Mr, Sheets: Then not to One William?

Mr. Glassmeyer: Not to my knovledge,

Mr. Sheets: Then it may well be that One William
did not ask us for omne, or they might have been included in
the group sale, If we apply a group sale to one account, I

don’t know why we would not to another,

Mr, Rotberg: 1 take it that whether or not you gave

"any shares to One William, they wanted more thanm that which

they received?

Mr, Sheets: Yes.

Mr, Rotberg: Now prior to the effective date, do
you have any recollection of discussing with Lehman Brothers
the fact that One William would be a substantial buyer in the

aftermarket? Any of you gentlemen?

Mr ., Glassmeyer: No. May I say that One William did

AR
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their own talking to our retail people, that follow One William.
¥e don't talk to Leﬁman Brothers, isn't that right?

Mr, Sheets: No, One William vwould call the salesman
that handles their account, and their discussions would be with
our salesmen,

Mr, Rotberg: Do you know if there were any
discussions prior to the_effective date?

Mr. Gl#ssmeyer: I &o not koow,

Mr, Sheets: 1 do not know,

Mr., Rotberg: Well, is it the normal practice to
discuss the fact that Ome William would be interested in buying
a sizable bloc in the aftermarket?

Mr, Sheets: Oh, yes -- not in the aftermarket.

No one kpows until the aftermgrket develops,

Mr. Rotberg: Do you have any recollection at this
time whether from the 11lth to the 15th you knew that either
Lehman Brothers or One William Street was a heavy buyer in
the aftermarket?

Mr, Sheets: I have no recollection of that, that
we know that, and to me, it would be unlikely that we would
know it, being not in the market,

Mr, Brady: They knew we had no stocks, and couldn't
do anythiong with it,

Mr., Sheets: There would be no reason for them to

come to us during this period,
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Mr, Rotberg: Apnd it is your understanding that
although certain of your departments would know of the

interest of One William in getting an original piece of the

offering, they would not know as to what One William's intentions

were with respect to aftermarket purchases?

Mr, Sheets: Not during the perliod where we were
not trading. They might not disclose that to us, After we
started trading, they would be in and show if they had a
buying interest, tb'see what sort of an offering we could
make, but as far asnhaving an ordgr from them, in advance of
as far as trading dgveloped, this would be most unusual for
anybody to have that, until the level at which the stock traded
was established.

Mr. Rotberg: The records of the Commission, which
of course are merely a composite of the broker-dealer records,
show that by May 16th, the same dealers are making the market,
Samuel about 2500 shares on that day, Singer, Bean about over
3,000 shares, Saxton abat 1500 shares, and that there still are
less than 40 customers of all of the underwriters put together
buying on that day.

On that day, I believe trading restrictions were

removed, Do you koow if any firms who were participants in

the distribution bought heavily as soon as trading restrictions

were removed in the open market?

Mr, Brady: On May 16th?

A D
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Mr, Rotberg: Yes. Aside from yourself.

Mr, Brady: Well, from my recollection of looking
over the trading on it, nobody bought very heavily after vwe got
in the markét, because we got ivn initially on the 16th, with
an initial purchase at 35,5, and if I am not mistaken, it
closed that night 34.25, 34,75, so there wasn’t any very heavy
buying,.

Mr, Rotberg: Are you familiar with the activity of
Hooker & Fay?

Mr, Brady: San Francisco,

Mr, Rotberg: ©San Francisco, in the aftermarket,

Mr, Brady: 1 am not,

Mr. Rotberg: You don’t recollect at this time auny
concerted buying or selling on their part?

Mr, Brady: 1 wouldn!t know,

Mr, Rotberg: ' Off the record,

(Discussion off the record,)

Mr, Rotberg: Back on the record.

On May 16th, apparently Blyth was a buyer of close
to 9,000 shares in the open market, Do you know how many
shares that represented as buying on balance?

Mr, Brady: Do you mean to say hovw many did we end
up the day --

Mr, Rotberg: Yes, do you have a record of your

position?

A D
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Mr. Brady: No, I am sorry, 1 do not,

Mr. Glassmeyer: I do. 2651 was our long position
as of the close of business May 16th,

Mr. Brady: 1 vwas going to guess 2500,

Mr, Rotberg: Generally, by classes, who were you
selling to?

Mr. Brady: I can't answer it, 1 donft kpow who we
were selling it to on that date,

You see, I looked over our trading sheets, and you
canft be too exclusive, because themmes of the dealers which
we show are only the New York, the eastern dealers. In other .
words, everyone else woudd just show another city.

Mr, Rotberg: Were you selling, do you think, mostly
to wholesale trading houses, or do you think you were selling
to other retail houses?

Mr. Brady: I think it was both,

Mr. Rotberg: Why did you end up on a 3500 share long
position? Why didon't you end up even?

Mr., Brady: Why didn't we end up even? Well, of

course we are not -- we never are trying to keep an even positio?.

Mr. Rotberg: Yes.

Mr. Brady: But we startedout, our first trade was
a purchase, and we kept buying, as you cao see, more than we
were able to sell in a decliniong market, with the stock down

over a point that day, and we ended up with a long position of,
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as Mr, Glassmeyer says, 3600 shares.

Mr,. Rotberg: That was about approximately a bundred
thousand dollars long? I8 that correct?

Mr, Glassmeyer: Yes,

Mr. Paradise: Were you buying on th;s day to keep
an orderly decline of the market, or were you --

Mr, Brady: Well, we actually didnAt believe we were
in a declining market. We knew it was down from 1its high,
yes, but we were in the market on that jinitial day just like
we vere trading anything else, as a professional, making a
bid and ask, and hoping to make money in the end,

Mr, Paradise: You were in as a professional, as

. differentiated from a managing underwriter, sponsoring a

security and trying to have an orderly decline in the market.
Is that what you are saying?
Mr, Brady: No, I say that we entered in the market
in Grosset and Dunlap, making a trading market in it as a
principal for Blyth aﬁd Co., and putting no more significance
on that stock than the other four or five hundred that we trade,
As it turmned out, of course, we have responsibilities,
and as the stock started to decline, well then, itput a little
different aspect on it,
Mr, Paradise: Well, on that day, though, your
trading was'not in accordance vwith these responsibilities which

you would feel in a rapidly declining market?
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Mr,., Brady: No, I mean a point decline is not too
much,

Mr. Paradise: I understand,

Mr, Rotberg: Did you usually find yourself ending
up on the first day of trading in 8 hundred thousand dollars
long position?

Mr. Brady: That isn®t much,

Mr. Glassmeyer: That is not uncommon,

Mr, Rotberg: That is not uncommon?

Mr. Brady: Our position runs anywhere from 7, 10,
12, 15 million dollars consistently,

Mr. Glassmeyer: Each day.

Mr,:Rotberg: Yes, Is that long and short combined?

Mr, Brady: Yes, but it is 95 percent long.

Mr. Rotberg: Let me ask you now specifically with
respect to Grosset, why didn't you lower ydur bid slightly,
s0 that you wouldn't be taking such a long position?

Mr. Brady: Well, if you will see, we started out
bidding 35.5, and by the close of business that night, we were
down to 34.25, if my memory 1s correct.

Mr. Rotberg: Am I correct that the reason you don‘'t
lower it more quickly to 34 and a half, or don't lower it to
34 or 33 and 7/8 1is because you‘don't want to participate or
cause 38 further decline in the pricg?

Mr, Brady: Probably -- the answer probably is that

ATy
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our judgment wasn't very good in the initial trading, and
when you go into an issue fresh, it may take you a day or two
to really -- it shouldn®t take that long -- but it could take
you a day or two to grasp the trend that is involved.

Mr. Rotberg: I notice that by thel7th, you were
buying about 4300 shares. Do you have your net balance at
the end of the day?

Mr. Glassmeyer: 3507,

Mr, Rotberg: Which means that you are doing very
little selling; and you are constantly buying?

Mr, Merrell: No, it remained the same,

Mr. Glassmeyer: We were doing quite a bit of selling,

Mr, Sheets: $Sold all we bought.

Mr, Rotberg: Even on the day =--

Mr, Glassmeyer: A little more so,

Mr, Paradise: Who were you selling to, during this

period of time?

Mr, Brady: Here, again, you asked me the first day,

and Ican't tell you,

Mr. Paradise: Do you recall, though, whdher your
customers' men were soliciting customers, or whether you were
selling to other broker-dealers?

Mr, Brady: To the best of our --

Mr. Sheets: I would think we were doing very little

soliciting of business at this price level,
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Mr, Rotberg: Our records show that on that day,
May 17th, only one customer of your_firm bought the stock,
and on the previous day, May 16th --

Mr. Sheets: The first day of trading.

Mr. Rotberg: -- no customer bought the stock, so
that you were accumulating & long position without putting
your customers into the stock, and to the extent that you were
selling, you were not selling through your public customers,
of yours,

Mr, Brady: Of ours.

Mr. Rotberg: Now a few moments ago, you said that
within a few days, certain obligations became apparent, and
that certain duties that you considered yourself to have were
made known to you, or you realized might become operative.
¥Would you extend your comment of that?

Mr, Brady: VWell, if I could only remember the day-
by-day fluctuation, but I know it was continuously down.

Mr, Rotberg: Yes, it was,

Mr, Brady: And as the volume kept coming in on the
sell side, and it got nearer to our offering price, we did not
let it drop off maybe as quickly as we ordinarily would,
and for professional trading account, because we were tryng
to curb on it to some extent, and make it orderly.

Mr. Rotberg: That would be about the 33, $34 level?

Mr, Brady? May 16th. You see, according to this,

why by the 19th, it is down to 32, And by the 22nd, it is
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down to 29, 30. So we weren't standing there. We were making
it as orderly as we could, but we still had to fade away with
the supply,

Mr, Paradise: Well, when would you assume your
duties other than as a professional trader? At what point
here?

Mr, Brady: Well, if we were nét the underwriter,
we certainly wouldnt!'t have staved there and accumulated,

Mr, Paradise: 1 understa that; but at what point
do you come in here and take your duties as managing under

writer as opposed to those as a professional trader? What

point in the decline?

Mr, Brady: Well, it is --

Mr. Rotberg: I know 1t must be gqneral.

Mr. Sheets: I would say around the issue:.price, and
when it gets back down to around the issue price, then the firm,
I think, would feel some obligatiqn to try and support that
price for the benefit of the issuer, our en customers, our
relationship with the issuer., If we could possibly do it,

Mr. Rotberg: 1Is it fair to say that the typical way
of doing that is8 by bidding just slightly over the rest of the
market for the security?

Mr, Brady: No,

Mr. Rotberg: Well, how do you do it, then?

Mr. Sheets: You mean, when it gets down to the issue
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price?
Mr. Rotberg: Oh, yes. 1Isntt that the way that it

is done?
Mr, Brady: You don8t have to bid above the rest of
the Street.
Mr, Rotberg: Wﬁat do you do?
Mr, Brady: Well, the issue price is8 29 out, we --
Mr, Sheets: You might bid the same, but most of the

orders gravitate to the managing underwriter, on the same market,

the méinaging underwriter might buy most of the stock,
Mr. Rotberg: Are you saying, really, that you just

walk into your mrket and take more shares? Instead of taking

8 hundred shares, the Street knows that you are good for as
much as they put to you, Is that what it amounts to?

Mr. Brady: Well, there are 2500, or maybe 2,000,
but ordinarily, where you maybe take a hundred and drop back
down, ordinarily, you are trying to curb on, and you may know
the stocks, you believe you are buying good merchandise, and
you will stand there and take a sizable position,

Mr, Rotberg: More than you ordinarily would have

taken?
Mr., Brady: Yes,.

Mr, Paradise: 1Imn this partimlar situation, are you
a price leader, or a price follower? Are you following the

market, or is the market following you?

O
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Mr. Brady: The market is followhg us,

Mr, Glassmeyer: Normally, we have the best market

in the Street. The bet market, the closest market between the

bid and ask, and that is why most of the business comes to us,

as opposed to other people.

Mr, Rotberg: 1Is it fair to say that when you are
a managing underwriter in a declining market, the Street senses
your responsibility, and keeps putting larger and larger blocs
to you, wvhich you believe you have some obligation to take?

Mr, Brady: That is right,

Mr. Glassmeyer: I wouldn't put the question that way.
I think that is unfair, The Street doesn't sense any
responsibility residing in us; they sense that we have the best
market for whatever shares are coming in, but I don't believe
there is a sense that they are sensing our responsibility.

Mr, Rotberg: Well, then, why don8t the shares go
to some other broker-dealer?

Mr, Glassmeyer: Because we are the only one that
is willing to buy them in that volume, but they don't equate
that with a sense of responsibility.

Mr, Sheets: And they may go to some broker -dealer,

and then come in on our bid.

Mr, Paradise: If you weren®t managing underwriter,

would you take it in that volume?

Mr, Sheets: No,.

LN S
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1 Mr, Paradise: Does the Street know this?

2 Mr, Rotberg: I think that is a semantic problem,
i On May the 18th, your buying begims to pick up,

4 aéparently, and you are buying about 8,000 shares. What is
51 your balance, on May 18th?

6 Mr., Brady: 1900,

7 Mr. Rotberg: That is the aggregate balance?

oy
o

Mr, Glassmeyer: Closing balance, yes.

9 On May 19th, you are buying about 5700 shares, Do
10 iyou know what your balance is?

11 Mr. Brady: 714 shares,

12 Mr. Rotberg: In other words, between the 16th and

13] the 19th, although you say that you are beginning to feel

141 this responsibility as the price is8 going down, apparently you
151 st111 are being able to sell off large amounts of what you are
16| taking in.

17 Mr, Brady: 1In those four days, we must have, yes.

14 Mr., Rotberg: And so even though you are acquiring

19 | sizable amounts —-

20 Mr, Sheets: Tpis was all at a premium over the offerink
21 price,

22 Mr. Glassmeyer: It is still at a premium.

23 Mr, Rotberg: That is right. By the 22nd you purchase

2% | approximately 4200 shares, Do you have your balance there?

25 Mr, Brady: We ended up long 3700,

AR
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Mr. Rotberg: 1In other words, that seemed to be a

turning point?
Mr, Brady: That is right,

Mr. Rotberg: And those shares that you took were kept

substantially in your inventory?

Mr. Brady: VWe were not making the sales,

Mr. Rotberg: In other words, om that day, the market
began to get very close to the offering price, and more and
more shares began to be put:to you,.

Mr., Brady: Yes.

Mr., Rotberg: Do you find that as this security and
as other securities begin to approach that premium price --

Mr, Sheets: You mean premium price or offering price?

Mr, thberg: Excuse me, the offering price -- that
the selling begins to increase, because the customers feel
they don't have any more profif, and they may as well get out
of it?

Mr, Brady: 1 think it probably happens.

Mr. Rotberg: The records, by the way, still show
that your customers aren't being put into the stock.

On the next day, which is May 23rd, you are buying
close to ten thousand shares. What is your balance at that
time?

Mr, Brady: 6860 shares,

Mr, Rotberg: It is increasing.

L b I 0]
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Mr, Brady: It is increasing.

Mr., Sheets: That 1is 4,000 shares that day,

Mr. Rotberg: O©On May 24th, you very sharply cut down
your buying to about 2400 shares, What is your balanﬁe?

Mr. Brady: 8,030 shares,

Mr. Rotberg: In other words, practically everything you
bought, you kept and couldn't get rid of,

Mr, Brady: That is right,

Mr. Rotberg: What is the market price on that day?

Mr, Brady: Twenty-nine and a quarter bid,

Mr., Glassmeyer:. These are not market. These are
tﬁe last bid and ask, at the close of the day.

Mr, Sheets: Twenty-nine and a quarter,

Mr. Brady: Twenty-nine and a quarter to twenty-nine
and three-quarters,

Mr. Rotberg: We will take a little break,

(Whereupon, a short recess was taken,)

Mr. Rotberg: On the record.

On May 25th, Blyth bought approximately 3900 shares,
¥hat was your balance at the end of that day?

Mr., Brady: 10,200,

Mr., Sheets: That was up 2,200,

Mr. Rotberg: The next day you bought about 2,000
shares, What was your net balance?

Mr. Brady: 11,300,
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Mr. Rotberg: You are now about $300,000 long?

Mr, Brady: That is right.

Mr. Rotberg: I take it that this is becoming
substantial?

Mr. Brady: It is,

Mr. Rotberg: For even Blyth,

Mr, Brady: Yes,

Mr. Rotberg: The next day -~ and by the next day,
it {8 May 318t -- you buy only a thousand shares, appraimately.

Mr. Brady: Yes, and we waent up a hundred shares,

11,479,

Mr. Rotberg: On June 1lst, you purchase about 1500
shares?

Mr, Brady: 11,600,

Mr, Rotberg: You increased just slightly,.

Mr. Sheets: 200 shares,

Mr. Rotberg: The next day, you buy about 1200 shares?

Mr, Brdy: 11,868,

Mr. Rotberg: These figures, of course, for the record,
are the net cumulative balance in long position,

Mr., Brady:A That is correct,
Mr, Sheets: At the end of the day,
Mr, Rotberg: Yes. On June Sth, our records indicate

that your purchased about 2,000 shares, What was your net

balance?

AR



9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

25

o8

136

Mr, Brady: 13,358,

Mr, Rotberg: Practically all of it, then, vwent
into long position,

Mr, Brady: Yes,

Mr., Rotberg: What price are you buying at, approxi-
mately, at this time?

Mr, Brady: It looks like 28-3/4,

Mr, Rotberg: And June 6th, you purchase about 2500
shares, What was your balance?

Mr, Brady: There is something wroung somewhere,
because we show balance of June 6th of 20,000, 948, up about
7,000 shares,

Mr. Glassmeyer: That must be an error,

Mr., Sheets: That could be an error, because the next
day, it is 11,000,

Mr. Glassmeyer: Probably 10,000, 948,

Mr, Sheets: That doesn®t look correct, does it?

Mr. Brady: There is something wrong, yes.

Mr, Sheets: It doesnAt look correct.

Mr. Rotberg: On Jume 7, our records show that you
buy only 80 shlreé.

Mr. Brady: Well, our balance is down to 11,333.

Mr. Rotberg: From what previous balance?

Mr., Brady: Well, we will have to go back to June 15,

because I think that sixth figure must be wrong, 13,658, so
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we actually lost 2,000 shares on balance.

Mr. Rotberg: Do you know how you were able to lose
2,000 shares on balance between the 6th of June and the 7th
of June, when you ounly -- do you know how you were able to do
that?

Mr. Brady: If my recollection is correct, I believe
that on one of those days, we had a substantial retail order,
and I am just guessing, now, but I think that is right,

Mr. Rotberg: To refresh your memory, isnAt it more
possible that your retail department and its sales offices
received some kind of a price benefit for selling the stock
to customers at this time?

Mr., Sheets: Your retail release?

Mr, Brady: It is conceivable,

Mr. Rotberg: The reason 1 say that is that up until
June 6th, that 1s from May 16th to June 6th, our records don't
show a single Biyth customer buying stock in the aftermarket
through Blyth, Omn June 7th, 31 of your customers buy Grosset
and Dunlap, for a total of over‘{§90mshare8.

Now is it fair to assume_thafuthis was a result of a
direct, specific, solicitation for this many customers to
occur on that one day, and none in the previous five weeks?

Mr, Sheets: That is very possible., Tpis record
here does not indicate anything like that, but this is very

possible that this happened, and my recollection is that we did

PN SO
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have a release on s8tock with a larger sales credit thauo the

normal ten cent sales credit, as the stock got bak down to

the issue price, and we were long sStock, and I believe we had §

a special release of stock with a larger than normal profit in;

it. Now this record doesn't indicate it, l
¥r, Brady: Well, I don't know whether it was on

June 6th or June 8th.

Mr, Paradise: Why did you do this?

Mr, Sheets: BecausSse our position there was longer
than we normally like to carry, and by this time, the price of
the stock was back to its original issue price, which was the
value we thought originally it was worth, and at that level,
we were willing to retail stock,

Mr, Rotberg: What was the price?

Mr. Glassmeyer: 29, The market was 28-1/4, 9,

Mr. Sheets: What day are you talking about, now?

Mr, Rotberg: June 7th,

Mr, Sheets: Market was 28-1/2, 9, Closing bid and ask.

Mr, Rotberg: May I ask if you would buy on balance
as you did toward the end of May and beginning of June if
a security was dropping, say, from 42 or 43 down to 37, 387

In other words, do you justify the buying on balance
only with a decline that is approaching the offering price, or
would you also consider it appropriate where the decline is

knocking off some of the top of the premium, but still is

A
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substantially above the offering price?

Mr ., Sheets: Well, I think Mr, Brady's answver at
this point, a 1little bit, that initially, when he got the trade,
he was trading this as an operation to make a profit, trading
prof it between the bid and ask by buying and selling, and when
the stock was at a substantial premium, there was a considerable
activity in it that he hoped to make a trading profit out of.

At some time along in this level, I am sure that he
got to the point where he thought it had gone from 44 to 37,
maybe the stock will bounce back up, maybe I should be long a
little at 37, and I can get the ask side of the market very
easily inm the Street, but up until it gets back down to the issue
price, it is primarily an attempt to make a trading profit out
of this,

Now a8 a managing undervwriter, we might also_have
had some interest in an orderly market, rather than big gaps
in a dowo market, but primarily, it was an attempt to make a
trading profit, but when itlgets back down to issue price, it
is there we commence to feel a little responsibility to our
clients that we have sold it to at 29, and to the issuer, plus
the fact that we have originally thought this was worth 9 a
share, and we haven't Seen any reason to change our mind, at
this point, and then we go out and retail it in order to reduce
the position that is inordinately large.

Mr. Rotberg: What would have happened if you didn't
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buy on balance? Toward the end of May?

Mr. Sheets: If thestock had gotten down to 29 or

below the issue price, and we had no balance?

Mr. Rotberg: No, I think that it was around 30 or 31
when you began to accumulte a fairly substantial Jong position.
What would have happened if you didn't do that?

Mr. Sheets: To the_market?

Mr, Rotberg: Yes,

Mr. Brady: It would have probably gone considerably
lower,

Mr. Sheets: It might have gone down faster,

‘Mr. Rotberg: That is the point I want to get at,

Do you think it would have gone lower, or just got to the 29

level a 1little faster?

Mr, Sheets: Would have got there faster, would be
my guess; now Neal has got a much better opinion on that,

Mr, Brady: You See here those first four trading
days of ours, we had a very smail position, relatively speaking,
ranging from 3700 to 714 shares. It wasn®t until the stock
got down to 29, 30 that we became a little more aggressive
in holding this stock at around the issue price.

Mr, Rotberg: What do you think would have happened
if you didn't do that?

Mr, Brady: If vwe had not ~-- say, in other words,

if we had not been in the market?
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Mr, Rotberg: Or if you had just acted as you do in
issues where you have no feeling of respounsibility to the

underwr iter?

Mr, Brady: There is no question im my mind the stock

would have been considerably lower,

Mr., Rotberg: You think it would have perhps dropped
to 25 or less?

Mr, Brady: It could have, very easily. You see,
you lose your spopSorship to begin with, The market has no
sponsorship,

Mr. Rotherg: Well, what do you mean by that?

Mr. Brady: Well, the underwriter 1is more or less
to be considered the sponsor, the underwriter of the issue,
and he 18 in the market, making & primary market, the rest of
the Street, in a declining market, will trade around our market,
because he knows or feels fairly sure that we will stand up to
our market to a greater degree than anybody else,

Mr, Rotberg: Did you find that toward the end of
May and beginning of June that substantially you were the
market? There was no one else?

Mr, Brady: I am just grasping this from what I can
read here, see, Remember, I did not trale this stock, and I
can only go by what I see here,.

Mr, Rotberg: Yes,

Mr. Brady: There 1is no doubt about it, that we were
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the leader in it.

Mr, Rotberg: I should say, of course, that from our
analysis of the records, the dealers who were in the sheets
originally either dropped out or very much lessened their
participation,

Mr., Brady: Yes,

Mr., Rotberg: If you say the price would have goune
dovwn lower, let us say, to the 25 or 23 leyel, you would, of
course, consider it an even better buy at that price than at 29,
would you not?

Mr. Bray: Surely,

Mr, Rotberg: Why don't you let it go down to 23 or
25:and then recommend it to your customers, and solicit them
to buy 1it?

Mr, Sheets: Well, I think I can comment on that,

One, we have sold ~-- I don’®t know, we may have retailed
2 hundred thousand shares ot this‘stock to our custemers at 29,

Now in the light of hindsight, the market just kept
on going down, but we could go back and find other instances

where faulty distribution can be corrected by the retailing or
redistributing a relatively small floating supply of stock,
and thereby make your previous customer whole and happy. And
the market would hold at 29,

Mr. Rotberg: So that you consider your duty not only

to your new customer, to recommend the stock at say 29, where
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your prior investment decision had indicated it was a good,
solid price, but you also consider you have a duty to the
customers whom you put into the stock at 29, to prevent it
from going down to 23 or 25?

Mr., Sheets: That 1is right, yes.

Mr. Rotberg: Well, how do you distinguish that from
pegging or establishing a price? Or is it the same?

Mr, Sheets: Well, I would think that activity would
have some limits of stabilization in the price, yes. By
pegging, I see as the market fluctuated, or during the day,
in other words, there is not a single fixed price at which we
stand there and take stocks, so pegging sounds to me like a
single price, stabilizing as an orderly market.

Mr. Glassmeyer: Or cushioning. I think that is a
better vwad,

Mr, Sheets: Yes.

Mr, Rotberg: 1 don't mean by the use of any of these
words to draw any conclugion as to whether this kind of
activity is appropriate or necessary, or required. It is just
that there are general generic terms used to describe the

activity, and since we all understand what is being done, and

the fact of what is happening, it is not too critical to stick

the label on it.
On June 8th, I notice that you buy only about 450

shares. Does your balance start declining some more off the

ARDC
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11,000 shares?
Mr, Brady: It is still 11,508.

Mr, Rotberg: What was it the previous

Mr, Brady: 11,333,

144

day again?

Mr, Rotberg: The record indicates that you sold

about 1675 shares to 25 customers on that day.

why your balance didn't drop more Substantially.

I wvas wondering

Mr. Glassmeyer: We may have bought more,

Mr. Rotberg: You only bought 400 shar
Mr, Brady: Well, we must have bought

2,000 shares, if we sold 1600,

Mr, Sheets: And ended up long 4 more,
Mr. Rotberg: Okay, Do you have your

June 9th?

es?

a total of

balance for

Mr, Brady: Yes, I have the balance here for June

9th, 98 shares,

Mr. Rotberg: You sold approximately 11,000 shares,

then, overnight?

Mr, Sheets: During the day,.
Mr. Rotberg: Off the record.

(Discussion off the reéord.)

Mr, thberg: Let's go back on the record,

You are now about 11,000 shares long,

records, it doesn't appear that-you are putting

and from our

your cust amers

into the stock after June 12th. Your records indicate, however,
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that you substantially reduced and extivguished your long
position,

From your best recollection, cam you tell us generally
how you were able to reduce this 11,000 shares long position on
or about June 10th?

Mr. Brady: As 1 tell you, we retailed approximately
20,000 shares of stock, which established a short of about
10,000 shares,

Mr., Rotberg: Can you tell ;s to whom you retailed
the 204300 shares?

Mr. Brady: 1 did.

Mr, Rotherg: That was off the record.

Mr, Brady: 1 am sorry. 10,000 to Morgan Guaranty.

Mr, Rotberg: Was that for the account of a pension
fund, or was it for the firm account?

Mr,., Brady: I have no idea. 5,000, I believe, to
One William Street, and 5,000 to roughly 15 retall accounts in
varying amounts,.

Mr., Rotberg: Were these sales made at below the
current market for the Becurity?

Mr, Brady: They were made at the market, The market
was 28-1/4, 3/4, and the stock was sold at 28-3/4, net.

Mr, Rotberg: These transactions, I take it, were
not recorded in your trading account as such, which is the

reason they don't reflect on our records?
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Mr., Brady: That is correct, they were -- the sales
were not made out of your trading account.

Mr. Rotberg: 1 take it that the stock was taken out
é¢ the trading account, your long position, and transferred to
another account, and then on to your retail distribution, as
you have described?

Mr, Brady: That is right,

Mr, Rotberg: This, then, put you into an approximate
10,000 share or 9,000 share short position around Jume 12th,
or June 13th?

Mr. Brady: Somewhere in there.

Mr, Rotberg: Now the records that you submitted to
us show that on June 13th you sold 452 shares to about 13
customers,

Excuse me, that was June 12th, not June 13th, And
that from June 13th through June 20th, none of your retail
customers buy sny sStock in Grosset and Dunlap, either on a
solicited or unsolicited basis,

On June 14th, you buy 1400 shares, What is your net

balance?

Mr., Brady: Well, this net balance shows 1363 shares,
Mr, Rotberg:. Loug or short?

Mr. Brady: Long.

Mr, Rotberg: How did you get rid of your 10,000

share short?

ARC
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Mr, Brady: You see, this is what is difficult for
me to explain, because -~ I don't know where this came from,
May I just give you a resume here, as I recall the
situation?

Mr, Rotberg: Yes.

Mr, Brady: On approximately June 8th, we Wwere short
in this other account for the firm about 10,000 shxres.

Mr. Rotberg: Short or long?

Mr, Brady: Short,

Mr. Rotberg: Yes,

Mr, Brady: Now irrespective of what this says here,
as I recall it, in the next ten trading days, roughly, that
short position was covered, in the market, when actually our
national trading division I don’t believe was just making an
ordinary trading market, but we were covering the short for the
other account. And it took about ten days to coer that short,

Mr. Rotbherg: Where were they getting the stock from?

Mr. Brady: .The Street,

Mr, Rotberg: Were they sSoliciting customers to sell?

Mr. Sheets: No,

Mr, Brady: We weren't soliciting anybody. This
came from just where we had been accumulating all the stock,

from other dealers,

Mr, Rotberg: You just kept accumulating, only this

timé, it was covering your short position.
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Mr. Brady: That 1is :ight.

Mr, Paradise: Then I assume that you stopped
listing your customers and took away that premium commission
to the salesmen?

Mr, Brady: That is right. What we were attempting
to do at that point,lwe still believe the stock to be very
attractive, and at the same time, we realized that the stock
was still in supply, so we made these sales, and thereby vere
able to maintain a more orderly market,

Af/ Mr, Paradise: What made you stop recommending this
stock to your customers, since it was still below the premium
price? and at approximately the same price that you had
previously been recommending to them at?

Mr. Sheets: Well, I don't say that we were not
recommend ing it as such., We withdrew the premium profit to

the salesmen, because the position had been reduced down to

a satiSfactory level, In fact, a short level.

ot

Mr. Rotberg: As you say, human nature being what i
is, if you don’t give them the extra premium; they wouldn't
sell it?

Mr, Sheets: That is right.j"

Mr. Rotberg: So is it fair to say that even though
you still considered the stock a good buy at the 28, 29 level,
because Blyth had a short position it wanted to cover --

Mr, Brady: Yes, that is what I wantwl to bring out. :
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Mr. Rotberg: It had-to stop the active solicitation

and recommendation to customers,
Mr, Brady: We felt that ve had established our

position so that we were now in a position to maintain a more
orderly market. We didn't want to be short more than we bad,
than that, we thought that was a sufficient short, and that is
the reason why we withdrew the profit. We never stopped
recommending the stock,

Mr. Paradise: But you knew that if there was no
premium to the salesmen, that they weren't going to recommend
it to their customers, and in fact, they would probably
recommend some other stock where there was a premium to them?

Mr. Sheets: That is precisely correct, We have a
wide 1ist of merchandise with profit with it, and the salesman

A%
will usually work to sell something that he has got a profit in,

Mr ., Paradise: Yes,

Mr., Rotberg: 1Is it, then, really fair to say that
at the point that you acquired your short position, you were
more interested in making sure that that short position did
not increase, because of buying by customers, than you were in
recommend ing it to the customers?

Mr. Brady: As I say, I teel sure, the way 1 recollect
this, is that that was a sufficient short in our mind. As a

matter of fact, we probably thought it might even be possibly

a little dangerous, being short ten thousand shares, because
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1| we didn't expect the stock to keep going down, down, down,
2| We thought there was a.point where it would turn around,
i Mr. Rotberg: As a matter of fact, your belief that

it might be dangerous was implemented by your taking away the

51 premium to salesmen? '
6 Mr. Brady: That is correct./f"fk

Mr, Rotberg: Even though the stock was the same

~i

¢{ company, Grosset and Dunlap, and the price was still the same

—
-

-

91 $29 a share?
10 Mr. Sheets: That is right.

11 Mr. Rotberg: Can you trace for us briefly the
12} subsequent market history of what happened to Grosset, after

131 late June 19617

14 Mr, Brady: Well, according to these records here,
151 the stock got down to a low of 24, 5, around July 1lst, and

16 | appreciated on the 6th -- for what reason I don't know -- to
171 27 and a quarter, 28 and a quarter,

18 Mr., Rotberg: Were you buying or selling paticularly
19 heavy on balance during this period?

20 Mr. Brady: No. On July 3rd, we had a net position
21} of 800 shares,

22 Mr. Paradise: Do you know if when it reached the

231 24 level whether you again put on a premium for the salesmen

24 to solicit?

235 Mr. Brady: I couldn't answer that, I dontt know,.

I doubt it,

ARG
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Mr, Sheets: I don't believe tbhat ve did.

Mr. Paradise: Why not?

Mr, Sheets: Our position here was running around

a thousand shares,

Mr, Paradise{ But I assume you thought it was even
a better buy at 24 than at 297 |

Mr. Sheets: Well, this doesn't necessarily follow.
the markets may change, and once it has broken the offering
level, supply might come in and the firm might feel the stock
may well go lower. At the originai issue price, there might
have been some hope that it couid be.suatained there by a
redistribution. Once that point is passed, you might well
change your mind that it is not as atiractive a value at 24,
Comparable securities may have sold down even more sharply
until this omemight have looked over-valued at that point, so
that I don't believe you can drav the conclusion that because
1t was attractive at 29, it is much more attractive at 24, This

isn't always the case,

Mr. Rotberg: But as far as you know, the.company had

not issued any adverse --

Mr. Sheets: No change to the company's position for

ones that were --
Mr, Glassmeyer: But there was a substantial change
in the company's position for other values, yes.

Mr, Paradise: Do you know if at th® point many of
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your company customers who had received the original allocation

had so0ld out?

Mr, Sheets: I don't know that, ho; maybe our records
would indicate the ones that had sold through us only, would
be the only knowledge we would have of it.

Mr, Rotberg: After July, is it fair to say that there
were no significant heavy positions or short positions by Blyth
in this security?

Mr., Brady: This ounly goes up to July 14th, at which
tine we were long 4,000 shares, whid is not anything out of
the ordinary.

Mr. Glassmeyer: But to your recollection, we did
not have any significantly heavy positions?

Mr, Braéy: No.

Mr, Rotberg: You had no significant redistribution,
as you call it, after July, as you remember, I mean?

Mr, Sheets: 1 don't think we did.

Mr ., Paradise: From your past experience with other
securities, would your customers,who received the original
allocation in a security whose price action had gone in the
way that Grosset and Dunlap had, have sold out by the time the
stock reached 24, considering the period of time involved?

Mr. Sheets: No, I think a great majority of them
would still be holding it.v There would have been some that

vere possibly traders, that would have become disappointed
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once the stock broke the offering price on the down side, and
éold their stock, but I think it would have been a small
minority of our clients would have done that,

Mr, Rotberg: May we assume that if you were not the
mapaging underwriter, but were just co-underwriter in an issue
such as this, that you would not have reacted in this way with
respect to buying on balance and redistribution?

Mr, Sheets: Yes, I thionk that is a fair assumption.

Mr. Rotberg: Now do you think that a managing
underwriter can perform what you consider to be this obligation
under these circumstances, to buy on balance, if he does not
have a retail department which will be able to solicit
customers, institutional and otherwise, ip order to lower or
1imit that long position? Do you think you can do it without,
if you weren’'t a retail house?

Mr, Sheets: Well, there are other ways,

Mr, Glassmeyer: I would say yes, by putting out a
fat selling group commission and having other dealers

participate.

Mr, Sheets: Having other dealers do his distribution,

"have no retail organization, do it through other dealers, at

a profit to the dealer, a discount from the market,

Mr. Rotberg: And use that as a method of getting rid

of your long position?

Mr., Sheets: Of distribution,
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Mr, Brady: As a matter of theory, though, I don't
think I know of 2 house that brings out common stocks.that does
not have a retail distribution, too, retail department,

Mr. Glassmeyer: Morgan Stanley bring out common stock
issues,

Mr. Rotberg: There are houses. which have retail
distribution for purposes of underwriting only, but do not use
any of their retail outlets for purposes of aftermarket business,
They are usually much smaller houses than yours, of cqrse.

Mr, Brady: Yes,

Mr, Rotberg: Would it seriously interfere with your
operations if you were prohibited from soliciting the purchase
of stocks in which you were acting as managing undervriter,
where you held a long position acquired at a premium over the
offering price?

I man, to make it ciearer, suppose you just were not
permitted to solicit your retail customers to buy stock that
you had acquired in a long position while the security was at
a premium. Would that seriously interfere with what you
consider to be your function in the aftermarket? That 13, you
had to take it in long position, and either sell it out to
other dealers, or get stuck with it?

Mr, Glassmeyer: That is above the offering price?

Mr. Rotberg: That is correct,.

Mr. Sheets: Well, I can respond to that, I beleve.

A P e




b

4

16

17

18

19

17 i

This depends entirely on the situation. There are some
securities tﬁat come out and sell above the offering price
that we might think are still very good values, and as Soon
as trading restrictions were removed might take & position in
that stock for our own account and trade it, and get out and
solicit orders in 1it, bec2use we thought -- it was offered at
25, and it was selling at 27 -- and we thought it was still a
goéd value at 27, and we would get out anl sell it,

Mr, Rotberg: That is issues where you are the

mantRging underwriter?

Mr, Sheets: Not where we are the managing underwriter,

I don't think we have done that.

Mr, Rotberg: When you are the managing underwriter,
I would assume that you would bring the issue out at 27 to
begin with, 1if that is the case,

Mr. Sheets: Well, as I say, I have one instance in
mind where we did this, but not as a managing underwriter,

Mr. Rotberg: Well, suppose you just couldn't solicit
retall purchasers in the aftermarket?

Mr., Brady: For how long?

Mr. Rotberg: Six months,

Mr. Sheets: Now solicit retaill purchasers at a

premium price?

Mr. Rotberg: Let's first take the case where you

"t wouldn't be allowed to solicit the purchase when the security
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is still at a premium price, For, say, a Six-month period.

Mr, Sheets: My own reaction is six months is far too
long. There might have been considerable changes in its value
w ithin six months.

Mr, Rotberg: Let's say, prior to the issuance of a
financial statement, other than that which appears in the
prospectus,

Mr, Sheets: That, too, is unot very good, Prior to
some development that might increase its value., I can only
think of Something such as McDonnell & Co., in which they might
bring the stock out at 19, We were not an underwriter in the
issue, Between the time they brought it out and the stock was
trading at a premium of five or six points, and they got a
contract to put their stamps into the A & P system. This was
a tremendous development, No financial statement, nothing
that you could put in as a restriction, but it bhad certainly
improved the prospects of that stock.

Mr., Rotberg: Did you bave a long positie at that time?

Mr. Sheets: No, we didnAt.

Mr, Rotberg: Again, considering the hypothetical
as one where you would have a long positioun?

Mr, Sheets: Well, we would have a long position if
we offered it for retail and solicited orders,

Mr, Rotberg: I am trailving to limit the proposal

to the situation where you have a long position, the stock is

AR
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at a premium, and the proposal would contemplate that you could
not solicit retail customers to take the long position off

your hands for a specific period of time,

Mr. Brady: This is only the house of origipation?

Mr, Rotberg: Only the house of origination.

Mr. Brady: Not the undervwriters associatéd with {t?

Mr, Rotberg: No, I am just trying to get a feel for
how much you would consider this detrimental, or unimportant
to your operation, I mean, is it so important to your operation
that you have to solicit retail customers?

Mr, Sheets: No, but as far as I am concerned, I
would hate to see us denied that privilege, if we thought we
wanted to do it,

Mr., Rotberg: You can appreciate, of course, that
where you have a long position, and where you are.buying on
balance, you are to some extent protected because of the
knowledge that you can get rid of it to retail customers,
by soliciting their purchase, which may, under certain circum-
stances, be a source of abuse,

Mr, Sheets: Yes, I can see that,

Mr. Rotberg: And on the other hand, you point out,
of course, that if the stock is worth a few points more than the
premium, and you happen to have a long position, you have a
duty to your customers, perhaps, to offer it to them,

The question is, in balancing the equities, would it

ARC
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be such a rule which would do damage, seriously, to your
operation?

Mr, Sheets: 1 think that could be of damage, and
you will notice in this instance, we didn’t do it., We didn't
s0licit orders at a premium in this,

Mr, Rotberg: That:1is correct,

Mr, Sheets: 1 think you need to leave that to the
undervriter, If you put that restriction on him ~- and this
is not only Blyth, it 18 any other managing underwriter -~

Mr. Rotberg: Yes,

Mr, Sheets: -- I think that there might be tinmes
when he could with complete fairness do exactly that, solicit
orders at a premium over the original offer price,

Mr, Rotberg: Where you have a long position?

Mr, Sheets: Where he had a long position,

Mr, Rotberg: I take it that you are even more certain
of your ansvwer where the security is as in Grosset and Dunlap
at the offering price or below, then even more so, you would
want the right to solicit customers?

Mr, Sheets: Yes, even if we had acquired it at a
premium, as we did in this instance.

Mr, Rotberg: There your solicitation is only a method
of lowering your long position and at the same time giving
customers stock at the offering price?

Mr, Sheets: Yes.
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Mr, Rotberg: Do you consider yours is 1ip sSome ways
very similar to a specialist in an exchange, in the transactions
that we have been describing in connection with the acgquisition
on balance of Grosset and Dunlap?

Mr,. Brady: I can't answer that, because I don't
know what a specialist does.

Mr. Rotberg: Well -~

Mr. Brady: I mean, we are both, theoretically, trying
for the same thing, and that is to maintain and orderly market,
That is as far as I can go.

Mr, Merrell: You mean I don't know the rules under

which he operates?

Mr. Brady: No,

Mr. Rotberg: Do you believe that there should be
any segregation of the investment banking functions, and by
that I mean the function of underwriting and selling off to
other broker-dealers, from the function of selling to retail
public customers? Do you think that a company should have to
choose whether they are going to be selling to other broker-
dealers, or to retail customers, or do you think that you see no
problems in being able, as you are now, to sell both to other
dealers and to public customers?

¥Mr. Glassmeyer: We see no problems in being able
to perform the two functions tht you just described.

Mr. Rotberg: Are you aware of auny responsible belief

. ey o st
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on the part of any other houses incounsistent with yours?

Mr. Glassmeyer: We are not,

Are you?

Mr. Sheets: No,

‘Mr. Merrell: Could I just ask off the record?

Mr. Rotberg: Off the record,

(Discussion off the record.)

Mr. Rotberg: On the record,

New do you believe that it is the necessary function
of the managing underwriter to make a trading market after
the distribution is completed? You may want to answer that
in terms of in every case, or in some cases, it must be done,
and we don't know which, or whatever way you please,

Mr. Glassmeyer: Well, we believe that it is part
of the services that we render our clients, and in only a
few instances do we not make a market in the securities of
companies whdsa common stocks we offer,

Mr., Sheets: Unless a market exists elsewhere, like
on the stock exchange.

Mr., Rotberg: I am speaking of only over-the-counter
securities,

Mr. Glassmeyer: I am qualifying that, markets in
securities in which we sponsor for the first time.

Mr, Paradise: Is this a necossary service?

Mr. Glassmeyer: We think it is a necessary service.
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Mr. Paradise: Why?

Mr, Glassmeyer: Well, may I go back? As a matter
of policy -- and of course there are exceptions to this -~ we
do not undervwriter companies whose earnings are less than a
million dollars a year, and we recommend, as & matter of
policy that a certain mipnimum of shares be 1ssued, and in our
Jjudgment this minimum is a number that can support other dealers
and others who will trade in the market after the original
issuance, and give this the activity and volume that will bé
a meaningful one, where buyers can buy stocks and sellers can
8ell without having too much of a swing one way or the other,

Mr, Rotberg: Well, 1f you bring just those kinds of
issues to market -- and buy '"those kinds" I mean issues which are
substantial in size, number of shares, and generat national
interest -~ by definition, wouldn't this create an active
dealer market, which could exist without your appearance?

Mr. Glassmeyer: Yes,; but your original question was,
Do ve as a matter of part of our service believe in principal
in trading in the securities of these companies,

Mr. Rotberg: Well, no, I think that that is your
conclusion in apswer to our question of why you think it is
necessary,

Mr, Paradise: Why is it necessary?

Mr, Sheets: Well, could I ~--

Mr, Glassmeyer: Go ahead,
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Mr, Sheets: Well, one of the attributes of a stock
is its 1iquidity, and this is one of the desimble things that
an investor hopes to have, If we stay out of the market, as
the original undervwriter and one with the most knowledge about
it, it might induce other people to stay out of the market.

This is one point, and the second point is that in
trading activity, we expect to make some money, beteen the bid

and the ask,

Mr, Rotbefg: Aside from the latter, you of course
recognize that there are many issges which are brought to market
in which the managing underwriter does not appear in the sheets.

Mr, Sheets; Oh, yes.

Mr, Glassmeyer: Yes , we have the machinery for
conducting a nation-wide trading operation, We have had this
for many years,

Mr. Rotberg: Well, do you think that in the issues
vhere the managing underwriter does not go into the sheets,
that there marketvsuffers?

Mr. Glassmeyer: If Blyth and Co. with its existing
machinery did not go into the sheets, yes, this might well,

Mr. Rotberg: Because the Street expects you to?

Mr. Glassmeyer: The Street could expect Blyth and Co.
to make a market in the securities which it sponsors,

Mr. Rotberg: So that if it does not, that might be

a psychological effect which might be detrimental to the price
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of the security, Is that what you are trying to say?

Mr, Glassmeyer: Perhaps,

Mr. Sheets: And with an organization that is set up
for this, If we had n§ trading organization, as Morgan Stanley
hag no trading organization, this would be different, there
is no detriment to Morgan Stanley's offerings.

Mr., Rotberg: Well, again, then, to pinpoint it, what
1 think you are saying is that Blyth has the organization, it
has been doing it in the past, everybody expects it to do it,
and if all of a sudden, for a few issues, they decided not to,
there would be a general feeling in the Street that something
is vwrong; is that the substance of 1it?

Mr. Glassmeyer: Yes,

Mr, Sheets: Yes.

Mr. Rotberg: Well; suppose, rather than leaving the
choice to Blyth, you are prohibited from doing it, and the
whole Streetlknew that managing underwriters don't go in the
sheets, thereby avoiding this psychologicml effect, Do you
think that your issyes would suffer?

Mr, Brady: We would like to think that, yes, because
we belleve that we make the finest markets in the country, The
closest markets, the closest markets of any size, and we believe
that if we were not in there, making that kind of a market,
that the market would suffer, yes.

Mr. Rotberg: And for whose benefit is this, for the
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record, this close market?
Mr, Brady: For both%s benefit.

Mr, Sheets: The customers. The customers? liquidity
at a small cost,

Mr. Rotberg: Do I assume, then, that in issues where
you are not the managing underwriter, and you are just a co-
undervriter, and you don-t appear in the sheets, that your

customers suffer?

Mr. Sheets: No, but if the managing undervriter
isp’t in there, we may well be the market.

Mr. Rotberg: But even if the managing underwriter is
in there, because of your previas statement, you make the best
market, relatively, at least, if you are out_of it, your

custoers aren't getting quite as good a deal?

Mr. Brady: : Well, the only reason we would be out
of it would be because the issue was not of great enough size
for us to go in it and maintain a trading market,

Mr. Glassmeyer: Let me respon differently, We will
rarely go into an underwriting under other people's leadership
that 18 8o small that we, Blyth and Co., would not be willing
to trade the stock,

Mr. Rotberg: But you doﬁ't usually'go in the sheets,
do you, when you are just & co-underwriter, in the last few

FArs?

Mr. Glassmeyer: Oh, yes, Well, look, there are a
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lot of companies on this list that they are a co-undervwriter,

Mr, Sheets: Or a non-undervriter, even,

Mr, Glassmeyer: Yes, or A& non-undervwriter, Anheuser

Busch, that is somebody else's business.

Mr, Rotberg: But you are not in the sheets in that

issue for the same reason that you were in the sheets when you

are a managing undervwriter?

Mr, Brady: I think we are, because we are in there

for one purpose, and that is the fact that we are maintaining

8 close market in the stock,

Mr, Paradise: What percentage of the securities
where you are a co-underwriter do you make a market in?

Mr, Sheets: May I ask clarification of that? A co-
manager, or just a participati#g undervwriter?

Mr, Glassmeyer: No.

Mr, Paradise: Participating underwriter,

Mr. Rotberg: In the last five years,

Mr, Glassmeyer: Let me answer that by saying rarely
would we accept a position as a participating underwriter
in any issue which we would not be willing to trade.

Mr, Paradise: But how many do you in fact trade?

Mr, Brady: Of the issues that we have been an under-»é

writer?

Mr, Rotberg: This can be a very approximate percentag

Mr, Brady: I would thipnk most of them,

ARDC
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Mr, Sheets: 1 would say, no, no, not most of them,

Neal, Would you think so?

Mr, Glassmeyer: I would say more than three-quarters

of them.,

Mr, Sheets: Where we are an underwriter, vwe also
trade. We might be willing, but we don't,

Mr, Brady: A lot of them go on the board,

Mr,., Sheets: A lot of them go on the bhoard.

Mr. Paradise: We are not talking about stocks that
are listed, we are talking about unlisted securities,

Mr. Rotberg: Off the record,

(Discussion off the record.)

Mr, Rotberg: On the record,

Apparently we don't have all of the data available
to see how many stocks you participated in just as an under-
writer which are traded solely in the over-the-counter market,
and in which you also make a trading market.

Perhaps just as a matter of information, you could
supply to us for the last three or four years, when you go
back to New York, the basic information which would give us a
breakdown on that.

May I ask whether you maketrading markets in
securities 1n which you complete secondary non-registered
distributions in over-the-counter securities?

Mr. Sheets: VWas the question there do we attempt




89

167

1| to maintain a trading market in over-the-counter issues

2! im.which we participate in the secondary, or had a secondary?
Ef Mr, Rotberg: Yes,

A Mr. Sheets: No, we wouldn®t. I don't believe ve

51! would necessarily feel any obligation to have a trading market

6| in that,

7 Mr, Rotberg: Your customers are buying that stock

81 in substantial amounts, are they not?

9 Mr, Sheets: Yes.

10 Mr, Rotberg: Why don't you consider it a duty to

! make a market, then, in those cases?

12 Mr. Sheets: 1 might say substantial, much less

13} substantial than in an underwriting, much less substantial,

14 Mr, Rotberg: Why don’t you make a market there?

15 Mr. Brady: Well, the only thing I can answer is that
16| probably because we don't feel that it is a broad enough market
17 for us to trade in day:iniand day out.

18 Mr. Rotberg: Even though it might be a seasoned

191 security?

20 Mr, Brady: Yes,
21 Mr, Rotberg: 1In fact, it would be by definition,
22 Mr. Brady: Yes,

23 Mr. Paradise: Do you feel your custmers are getting

24 1 hurt by your not making amrket?

2> Mr, Brady: No, I don't think so, because vwe




10

11

12

13

14

16

17

18

19

20

21

22

90

weren't in the market prior to the secondary, and there is no
reason to go in afterwards.

Mr, Rotberg: Even though by definition, you are
staying out of a market which is very thin, and this is the

reason you are not in it?

Mr, Brady: Well, no, that 1ispnAt quite true, You
see, in our trading, we have arrived at a fact that a stock
should have close to a half a million shares outstanding for
it to have a consistent, active, close market,

Now vwe have found out by trading the others, smaller
issues, that over a period of a year, it just doesn't payﬂ The
market isn't there all the time,

Mr., Sheets: When you say "market,” you mean turnover?

Mr, Brady: Yes, I mean the activity isn't there,

unless there is that nuch stock. Now we just found that out

through trial and error,

Mr. Rotherg: Yes., But is it not true that the more
activity there is, which is what you are aiming for iu bringing
an issue to market, the less the reason for your being in the

sheets in the first place, because the market can exist without

you, bectuse of the activity?

Mr. Sheets: But we can't make any money, not trading
the stock, and the trading department in its trading activity

is a money-making department.

Mr . Rotberg: That is right, but in an issue like
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Grosset and Dunlap, you specifically were not buying on
balance when that market was declining with the honest
expectation that you vwere going to be making money on that
buying on balance when the price was going down.

Mr., Brady: You never buy on balance on the vway down
if you can avoild it.

Mr., Rotberg: That is right, so you were not doing

that as a profit-making vénture; you were doing it for a

completely different reason,

Mr, Brady: No, now I disagree with you, sir. We
were buying it because we thought -- and as I mentioned before,
our judgment was faulty -- because we thought that we could
make money from the position that we vere accumulating, but
it certainly proved that we were wrong.

Mr. Rotberg: It is approaching five o’clock, and
I think it is time, in view of the discussion in the last hour
and a half or two hours, for me to make a comment which
perhaps I should have made earlier, and that is that in putting ;
forth some of these hypothetical proposals of rules, I implore
you not to assume that the staff or the Commission has accepted
them, or is even considering them, but it is just Mr, Paradise's
way, and my way, of pinpointing and isolating exactly your
practices and your opinions, and if at times the suggestions
might seem extreme, either in practicality or in necessity,

I want you to just understand that it is a method by which we
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can test both the consistency'of your opinions, and the logic
behind them, and the general opinions of your firm, So 1
wapt you to take them ipn that sense, and understand them to be
just that, and nothing more,

As we have indicated, we have another appointment
in about an hour. I am qQuite sure that we will finish tomorrow,
and let me take this opportunity at this point to thank you,
so far, for your kindness and cooperation.

Perhaps we can meet a little earlier, at 9:30 tomorrow
morning, for the next session,

(Whereupon, at 4:50 p.m., the hearing in the

foregoing matter was recessed, to be reconvened at 9:30 a.m.,

Thursday, May 3, 1962,)




