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The Committee on Banking and Currency, to whom was r~ferred 
the bill (S. 3420) to provide for the ~ati~n ~f securitiesexc~'lfi 
and of over-the-counter markets operating m mterstate and foreIgn 
commerce and through the mails, to prevent ine,quit~pl~ and Ullfa!J: 
practices on such exchanges and markets, and for otherpurp()~, 
having considered the same, repo~ favorably th~e~n:~ W!thou~~~~«!r 
ment an~ recommend.th~t ~he bill do pass. This bill IS a ~q~~~13~ 
for the bill (S. 2693) mtroduced on February 9, 1934, and onwlli,ch
extensive hearings were held. . ..',; 

There follows a statement regarding the nature .of· thebilI asr~ 
ported, a general analysis thereof, and a SllIllIIlary of thebillpy
sections. . " 

I. INTRODUCTORY STATEMENT 

1. The President's Message 
On February 9, 1934, the President sent the following mess,$g,~',t() 

Congress:' .,' '.' ,j;:.,,' 

To the Congren: .'" . 
In my message to you last March proposing legislation for; .Fel3.er&ls\l~9~ 

~f national·trafficw.wyestment securities I $aid, "Thi,s is but 'Q!l~ ;B.~R' !A'iUU'r 

broad......purpose of ,proteCting m.veato.n, ~d depositors. I.t...sho. ..W.4 .. P~. rfo ..~e.\i;.." ... '.·.;1l.P, ....•.·,...'.;l?!legislation relating to the better supervisiQ::l.. of the purQ~ ~tJ,,'i!iij~, 9~"~ 
property dealt With, ,onexehanges." .. , .. .' .•.. '. . ".:;iL' ,;it!.·,

}l TliliJ Con&reaa',has ~9IE¢Q. a useiul se!'Yicem.re$lllagllg t1l,e JU:y;~M'R~ . 
~u~ess 0:'- .thepartof 1!~ilJlcial houses arid in pro~tmg tlleiu:ves,~g;p'~p}j:~ m Its a,cqwSltion of secuntle,g.· /.,>.,., ;'•...""'!...... . 

' . There ,re~ tll~fact/,hi>wever, that outside t1:J,e iield 'Qnegitima~§v~t­.. JZ 
l.~:' ment, naked ~watiQil hii.s. been made ~ar too a}lurlrig 'an!! far. too easy fo~;~6!e
';~ 

;Ji..:~.iilS.'lr.f~. .i .:. . 
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tiona with large resources. often not their own, which sought by manipulation to 
raise or depress market quotations far out of line with reason, all of this resulting 
in loss to the average investQr, who is of necessity personally uninformed. 

The exchanges in many parts of the country which deal in securities and com': 
modities conduct, of course, a national ,business because their customers live in 
every part of the country. The managers of these exchanges have, it is true, 
often taken steps to correct certain obvious abuses. We must be certain that 
abuses are eliminated and to this end a broad policy of national regulation is 
required.

It is my belief that exchanges for dealing in securities and commodities are 
necessarY and of definite value to our commercial and agricultural life. Never­
theless, it should be our national policy to restrict, as far as possible, the use of 
these exchanges for purely speculative operations. 

I therefore recommend to the Congress the enactment of legislation providing 
for the regulation by the Federal Government of the operations of exchanges 
dealing in securities and commodities for the protection of investors, for the 
safeguarding of values, and so far as it may be possible, for the elimination of 
unnecessary, unwise, and destructive speculation. 

FRA.NKLIN D. ROOSEVELT. 
THE WlIITE HOUSE, February 9, 1934. 

The foregoing message was supplemented by a letter from the 
President to the Chairman of the Committee on Ban~ and Cur­
rency under date of March 26, 1934. The President's Tetter is as 
follows: 
Hon. DUNCAN U. FLETCHER, 

Chairman Banking and Currency Committee,

United Statea Senate, Washington, D.C.
 

My DEAR MR. CHA.IRMAN: Before I leave Washington for a few days holiday. 
I want to write you about a matter which gives me some concern. 

On February 9, 1934, I sent to the Congress a special meBBB8ge asking for 
Federal supervision of national traffic in securities. 

It has come to my attention that a more definite and more highly organized 
drive is being made against effective legislation to this end than against any 
similar recommendation made by me during the past year. Letters and tele­
grams bearing all the earmarks of origin at some eommon source are pouring into 
the White House and the Congress.

The people of this country are, in overwhelming majority, fully aware of the 
fact that unregulated speculation in securities and in commodities was one of 
the most important contributing factors in the artificial and unwarranted "boom" 
which had so much to do with the terrible conditions of the years following 1929. 

I ha"~ iJeen definitely committed to definite rel'tulation of exchanges which deal 
in securities and commodities. In my message I stated, "It shouldlie our national 
policv to restrict, as far as possible, the use of these exchanges for purely specu­
lative operations." . 

I am certain that the country as a wh-ole will not be satisfied with legislation
unleas such legislation has teeth in it. The two principal objectives are, as I see 
it-­

First, the requirement of what is known as "margins" so high that speculation, 
even as it exists today, will of necessity be drastically curtailed; and 

Second, that the Government be given such definite powers of supervision 
OV€;r exchanges that the Government itself will be able to correct abuses which 
may arise in the future. ... 

We must, of course, prevent insofar as pOSSlble manipulation of pnces to the­
detriment of actual investors, but at the same time we must eliminate unneces­
sary unwise, and destructive speculation. 

The bill, as shown to me this afternoon by you seems to meet the minimum 
requirements. I do not see how any of us could afford to have it weakened iD 
any Shape, manner, or form. 

Vcry sincerely, 
FRANKLIN D. RoOBIlYmll', 

2. The Necessity for Legislative Action 
On March2,1932,Senate Resolution N0.84: was agreedto,autho='. 

the Committee on Banking and Currency (1) to make a thoro .	 .,.. ... 

.,( 
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1	 aild complete investigation of the practices with respect to the buying 
and selling and the borrowing and lending of listed securities upon 
the various stock exch/l.nges, the value of these securities, and the ~ effect of such practices upon interstate and foreign commerce, upon i3f 

"i11	 the operation of the national banking system and the Federal Reserve 

I 
·:t~ System, and upon the market for securities of the United States 

Government, and the desirability of the exercise of the taxing power 
of the Uniwd States with respect to any such securities, and (2) to 
report to the Senate as soon as practicable the results of such investi­
gation and, if in its judgment such practices should be regulated, to 

I submit with such report its recommendations for the necessary 
remedlallegislation. . 

Pursuant to the resolution, an exhaustive investigation into stock 
excha~e practices was conducted by the committee. Commencing!~ on April 11, 1932, and at frequent intervals since that date, evidence 

:4& gathered'-by its investigating staff has been presented to thp com­
".ti mittee at public hearings, which has laid the foundation for remedial ~~~ legislation in a field heretofore unregulated. 

The record compiled by the committee for the first time exposed 
methods by which a relatively small number of persons have extended 
their operations in securities far beyond any useful economic func­
tion, to the great detriment of the investing public. By the develop­

i 
.7~i 

~-~:: ment of the margin account, a great many people have been induced 
~~..: to embark upon speculative ventures in which they were doomed to 

certain loss. The unfair methods of speculation emplo;yed by large 
operators and those possessing inside information regarding corporate 
affairs, and the failure of corporations to publish full and fair reports 

"/"	 of their financial conditions, have also been con:tributing causes of 
losses to investors. 

Excessive speculation has 'caused acute suffe~ and demoraliza­
tion. It has brou~ht in its train social and econonuc evils which have 
affected the secunty and prosperity of the entire country. During 
the boom period a vast and unhealthy volume of credit was sucked 
into securities markets to the deprivation of agriculture, commerce, 

/~:	 and industry, which made possible the inflation of prices of securiti('s 
out of all proportion to thell' value. Feverish, speculation accelera~ 
the process of inflation until the bubble burst 10 October 1929. The· 
market value of all stocks listed on the New York Stock Exchange 
slumped from $89,000,000,000 on September 1, 1929, to $15,000,000,­
000 on July 1, 1932. There can be little question that stock.;.market 
speculati'On is among the most potent of the factors which have con­
tributed to the prolonged depression. .. . . , , 

The evidence submitted to the committee by experts on the staff 
of the Federal Reserve Board has indicated that uncontrolled specu:" 
lation on security markets was an important cause of the credit 
inflation which led to the collapse of 1929 and the subsequent depl1lS­
sion. Banks. diverted their credit from agriculture, comme~e ap.d 
industry to the. stock market, where it contributed to the over­
expansion of big enterprises, largely engaged. in interstate c.()mmerce~ 

'~ Corporations took advantage of the abnormal demand for securities 
::;1 by raising new capital, which was not necessary for plant ~!Ulsi?n, 
¥,j but which they .loaned in the call-money market; thlli,l.~nco~~~~ 
~:~ further speculation. When the crash finally came, brokers loans 

_~~J, ~~~:~~~~:~~~ in~ ~:b~~
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to .the wides~read bank failures, which imperiled the national banking 
8~ructure. ,Foreign money had also been attracted to the call mar­
ket, and was $ubjected to heaVy withdrawals which contributed to 
1\he panic apd the hoarding of gold associated with the dislocation of

\\ the.na1;ional currency system. 
:rhat the country hIlS l~arned little f!om the catastrophe of 192~ is 

"

If eV1denced by the speculative boom durmg the summer of 1933, whIch 
.~>	 tlnded with the usual disastrous results to investors. If our present 

progress toward prosperity is not to be impeded from time to time 
by the financial collapse invariably following artificial inflation of 
security prices, it is essential that the Federal Government adopt 
measures which will enable it to stem the speculative tide whenever 
~~~. ' 

3.	 Inadequacy of Self-Regulation of Exchanges 
Stock exchanges have hitherto resisted proposals for their regulation 

by any governmental agency, on the ground that they are sufficiently 
able to r~ate themselves to afford protection to investors. Espe­
cially dUrIng periods of popular agitation, or when legislative action 
has been threatened, the exchanges have taken steps to raise the 
standards for the conduct of business by their members and to require 
corporations to furnish more adequate information for the benefit of 
investl?rs., .Such ~ttemptst ho:we~er, far from precluding the necessity 
for legislatIve actIon, empnaslze lts need. 

The contention of stock exchange authorities that internal re~a­
tion obviates the need for governmental control seems unsound for 
several reasons. In the first place, however zealously exchange 
authorities may supervise the business conduct of their members, the 
'~ests with which they are connected frequently contJict with the 

ic interest. Secondly, the securities exchanges have~broadenOO 
the scope of their activities to the point where they are no.jonger 
isolated institutions, but have become such an important elemeitt in 
the crl~dit structure of the country that regulation, to be effective, 
must be integrated with the protection of our entire financial system 
and the national economy. Thirdly, the control exercised by stock 
exchange authorities is admittedly limited to their own members, 
and they are unable to cope with those practices of nonmembers which 
they d~lore but cannot prevent. Fourthly, the attitude. of excha:nge 
authontles toward the nature and scope of t11e regulatIOn reqwred 
appears to be.sharply at vf!rlance with the modem COllCe{lti9n of t~e 
extent t.o which the public welfare must be guarded ill nn-anClal 
matters. Their adherence to the view that manipulation, pool 
activiti~J and the creation of ill~sory U price .~es" are ,Proper
andlegItun..ate, except where certam technical vlOlatlons of therr rules 
ar,einvolved, is inconsistent with the type of regulation the public 
interest d~mands. 

, The manipulation of the so-called "repeal'stocks" on the New 
York Stock Exchli.nge during the summer of 193:rillustra:tes the in­
eHectiveriesiH)f self~regulation. On July 18,1933, there was a violent 
fluctuation downward in security prices led Qy the repeal atocks. A 
few.da.ys later counsel for the committee requested the exchange to 
institute an inqlftrr for the purpose of ascertaining Whether pool 
operati9DS were bemg conducted in repeal stocks between May 15, 

I
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1933, and July 24, 1933. On Oewbe1-" 1~~ .193~J a report wlU! rendere!l 
~ by the New York Stock Exchange d~tailing \he results of Its exaDll­
~i nation made in connection with trading and operatioIlil in the secu­

rities of 6 companies. The report stated "that there were no mate­~ rial deliberate improprieties in connection with transactions in these~ 

I
securities" and that there was no evidence of "activities which 
might have stimulated improperly the activity of these stocks.'; 
Thereupon the committee caused an independent inquiry to be made 
by its investigating staff and a series of hearings were held before ~heI committee at which the eviden~ collected was made public. The 
record of these hearings is replete with proof of manipulation of sec't)­
rity prices, of pool operations in which corporate officials participated
and profited, and of unsavory practi~s in conne6tion with the listing , 

I 
~ 
''tit	 of securities. The inability of the stock exchange authorities even to 
~ M discover the flagrant abuses unearthed by the committee indicates 
~ that a Federal regulatory body could deal with such practices more '\<1! 

~ effectively than the exchanges themselves. 
Although the exchanges have endeavored to bring about an im­" (~,"I	 provement in the type of financial reports filed by corporations, they 

\~ 

I,
lt~ have been hampered by the terms of the listing contracts made with 

issuers, which they have not considered themselves entitled to modify 

I
" ':'\ without the consent of such issuers. Progress in this direction has
 

been further retarded by the unwillingness of ilIsuers to furnish ade­

quate information, supported by the threat of withdrawal of their
 

.~. listings, and by the potential competition of exchanges having more
 
lenient standards. Such impediments could not exist so far as l\
 

'5) Federal regulatory body is concerned. The present, bill would effec­

~. tuate a reform which the exchanges themselves have been advocating 
:~ for many years. Hence their efforts to enlist the opposition of cor­
:<{ porations to the proposed legislation is difficult to reconcile with
 ;t their public utterances in the past. '
 
}:~~ The three principal problems with which the bill deals are the

".. ~ 

..':	 exceSsive use of credit for speculation, the unfair practices employed, 
in speculation, and the secrecy surrounding the financial condition 

jm of corporations which invite the public to purchase their securities. 
~'.~~ II. GENERAL ANALYSIS OP'THE BILL
·~~i 
<"ti. 

:;e~ 1. Enforcing Agency and Flexibility of Procedure 
..•~ From the outsetl the committee has proceeded on the theory that so 

delicate a mechanISm as the modem stock exch&J:!ge cannot be re~­
latOO efficientiy under a rigid statutory pror;p'am. Unless considerable 
latitude is allowed for the exercise of adininistrative discretion, it is 
impossible to a\oid,' on the one hand, unworkable "strait-jacket" 
regulation and, on the other, loopholes which may be penetrated by

'~ slight variations in the method of doing business. Accordinglyit,1S; 

;,f~
::; essential to ent.rust the administration of the act to an· ageIlcyv~ted 
I~ with. power to ,eliminate undue ~dship and !A> preveri~' ~~ pWiYili',CO"t 

eVaslon. Of course, well defined'limits must bemdicated W1thinWJ:rle~"
·~1 the authority of such adIninhJtrative authority Jl1ay 1ie~~~i,$~,~' ".• 

The coIllDlittee considers that the act ,eQuld "t>e ~~ted;'1:;-"'I~f.~~:'f.' effectively,:bj a Commission of fiv0,to be appowt~ by the Presi:': , 
dent wj.th t1i8 advice and consent of the Senate. specifically for tlia,t 

t,~ purpose~' " ' 

'{", , 

, 
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In addition to the discretionary and elastic powers conferred on I· sufficient resour~es to protect their accounts in the event of a decline 
the administrative authOIjt;y, eff~ctive regulationmus~ ~clude ~! 
a~veral. clear statutory pr~VlsIO?S reinforced 1;>y penal.and Cl~ sanc- J 
tions, aJmed at those mampulative and decep.tive practices whi!lh have iitJ,f> 

been demonstrated to fulfill no useful function. These sanctIOns are .~~~ 
f9und in sections 9, 10, and 16. Moreover. the power to withdraw ~ 
Federal registration is not a sufficient guarantee that the rules and ,~ 
regulations of the administrative auth?rity, as w~ll as t!J.e sta~ut:oryl 
provisions, will be observed; and accordingly,t~ebill proYldes cnmmal ~ 
penalties for violation of sl;lch rule~ ap-d regulations. .It.lS t? be noted, ~ 
however t.hat such penalties are limited to fines as distmgUlshed from 'f!! 
t.he penalties of imp:i-s0nment w};Uch may be inflicted for violation of ~~ 
the statutory prOVlSlons of the bill. I 

· . f E h	 ~12 R• eglS~ration.o xc anges .. . "	 ~ 
The bill forbids the use ~f.the mails or m~tr1.!mentalit~es of mt~r-:~ 

state commet:ce to any sec~tles exch~~ge which 18 n?,tJeglstered Wl~h ~~ 
tp.e ConimisslOn.as a "national secuntles exchange. . The. COmmlS- ,~~ 
SlOn, however, 18 empowered to exeD?-pt !rom regIS~ratlon .sm.all ~ 
exchanges where the volume of transactions IS not suffiClent t? mVlte ~I 
the. abu~s prevalent on the larger markets. .When applymg for I 
regIStration, exchan~es must agree to. c?mply Wlth the. act and Wlth t~ 
the rules and regul~tIOns of the ConimlSSlon and to reqUIre observance ;;{ 
of the sa.t;n~ by thell' mem~ers.. '. . ',0 
. In addition to tht: org~,mzed security ma;~kets, there eXlSt m ~8;n- j: 

Cial centers unorgam.zed over-the-counter markets wher~ ~ecuntles;j.( 
are bought ~nd sold m large volume. Many of these secuntles ~~ of ',~ 
a conserv!l'tive character, such as Govem.~ent, State, ~~ mumclpal .'~ 
bonds which are ~xe:r;npted from the pro~S1ons of the bill, but ot~ers :~ 
ar~ more speculative m nature an~ are subject to th~ abuses of manl~u-f~ 
latlOn. For example, the COmmlttee has heard eVldenc~ of.extenslve:Lt 
manipulation in certain New York bank stoc~ after theIr Wlt~drawal1t 
from the New York Stock Exchan,ge an~ while they ~ere bemg sold;!~ 
Hover the counter." These mampulatIOns resulted m tremendous .;~ 
losses to the investing .public, and in .enormous pf<!fit~ to insid~rs. "~ 
It has b~e~ .deemed ad~bl~ ~ authoflze the C~mn11Sslonto subJect ~fj 
such actlVltles to regulatIOn slnlilar to that prescnbed for transactions ,,~ 
on organized exchanges. This power is vitall.y necessary ~ forestall it! 
widespr~a.d evasion. o~ stock exchange regulatIOn by the ~thdra~a.lJ 
of se?unties from listmg on ~changes, and by trans~errm~ tradl~g ,~ 
therem to "over-the-counter' markets where maropulatlve eyils.\)l.g
could continue to f1omish. unchecked by any regulatory authonty.(~ 
Since the necessity for regulation of ".over-t~e:c?unter". J!larkets ,,~~ 
will depend largely on the extent to which aC~l'!ltles proh~blted on~".,1 
exchanges are transferred to such mar)rets, prOVlSlon for their regula- :~~ 
tion has been made as flexible as poSSible. .~ 

3. Margins and Brokers Loans	 .?~ 
Margin transactions involve speculation in securities with borrowed
 

~oney. The. ordinary procedure.~, for a broker to ~end credit to
 
!Us customer ~ order to financ~ th!, p'!rch.ase of a secunty, the broker
 
m tum borroWlDg from a bank:ing mstltutlOn or another broker. The
 
ease and celerity wit~ which suCh a tra1lSaction is arranged,. and the
 
abs£'nce of any scrutiny by the broker of ,~~ personal credit. .bf ~he
 
borrower, encourage the purchase of secunties by persons Wlth lD­

in the value of t!J.e securities purchased. Many thoug~tful persons 
have taken the Vlew that t~e 0.n1y way ~ corre~t the ~vils attendant 
upon stock ~arket spe~mlatIOn!S,to abo~h mw:gm .trading altogethe~. 
A Federal Judge furrushed this comnuttee Wlth mstances from his 
long experience on the bench, indicating that .a.larg~ proportion of 
business failures, embezzlements an~ even s~Cldes m ~ecent years 
'!ere directly att~butable to loss~ mcul!ed m ~p~culatlve transac­
tions. The comnuttee has dee~ed It un~e at tJ;Us Juncture to adopt 
a me~sure calculated to a~ohsh. margm trading because ?f the 
deflatIOnary consequences which :nught follow. Neverth~l~s, It fe~ls 
that the. time has arrived to remove the control of credit m !DarglD 
transactions from the hands of those who, by reason of theIr self-
interest, are least. qualified to administer such control-the stock 
exchanges and theIr members. . . . • . . .. 

The original bill (S. 2693) contamed rIgld proVlSlOns limitm,g the 
amount of credit which could be extended on a registered secunty to 
40 percent of the current market price or 80 per!lent ?f the lowest 
price during the preceding 3 years. After due conSIderation, the com­
mittee does not recommend that statutory limitations be placed upon 
the extension or m~tenance of credit. :rhe bill authorizes the 
Commission to prescnbe rules and regulations for the. purpo~ of 
preve.nting the ~xce~ve U5~ .of credit for the purchas~, selling

l carrymg or trading In seCuntles. .Such rules and regulations need 
not be uniform throughout the Umted Stat.es, an? hence ~oca.l e:on;­
ditions requiring special treatment may be taken mto cODSlderatIon. 
To prevent sudden liquidation of existing margin accounts subseq'!ent 
to the passage of the bill,,it.is provided that the r1;1les and regulatIons 
prescribed by the COIDIDlSSlOn shall not be effective befor~ June 30, 
1936, as to any loan made prior to the enactment of the bill, or any 
renewal thereof. 
' The foregoing provisions would be ine~e~tual to curb specula.tion 
unless they were supplemented by restnctlOn~ up'on the power of 
others than brokers and dealers to extend credit, smce loans to cus­
tomers directly from banks and others could be arranged to evadt' 
margin requirements. The bill U:nposes manifold checks upon tht' 
employment of credit for speculative purposes: (1) It empowers the 
Commission to limit the amount of credit which a broker or dealer 
may extend upon a security; (2) it prohibits brokers and dealers from 
borrowing except through .a member. bank. of the Fed~r9:l Reserv:e 
System or in accordance With regulatIOns of the CoIDDllSslOn; (3) It 
empowers the Commission to lirillt the amount which brokers may 
borrow; (4) it authorizes the Federal Reserve :B.oard to lim!t the 
amount which member banks may loan on secuntles; and (5) It em· 
powers the Commission to re!!ulate loans to brokers and dealers by 
corporations having securitieslisted on exchanges. 
4. Manipulative Practices	 . 

Several devices are employed for the purpose of artificiallyraisiIig 
or depressing security prices. Those .w.hich appear to serve no le~ti-
mate function are specifically prohibited. .Among such practices 
are fictitious or "wash" sales' "matched" orders, or orders for the 
purchase and sale of the sam~ security .emanating from a common 
source for the purpose of recording operatIOns on the tape and thereby 
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creating a false appearance of activity; and other transactions specifi­
cally designed to manipulate the price of a security. 

The stock exchanges, and particularly the New York Stock Ex­
ehange, have contended that practices of this type are already pro­
hibited by their mIes. Yet testimony before the committee has shown 
that a broker, while operating a syndicate account in a copper stock, 
'caused the sale of 35,000 shares by the syndicate and the purchase of 
35,000 shares by an individual member of the syndicate on the same 
day. Although any intention to accomplish a "wash" sale was dis­
claimed, nevertheless the result of the transaction was to bring about 
an immediate rise in the market value of the stock from $192 to $1£6 a 
share with a handsome profit to the individual customer. 

In another instance a syndicate purchased 1,130,000 shares of stock 
from an oil company. Simultaneously with the formation of the 
original syndicate, a tradiDg syndicate was organized by the original 
participants for the purpose of "maintaining" the price of the stock 
until the commitment was disposed of. Both the original and the 
trading ssndicates traded actively in the stock during the operation, 
buying and selling large blocks while avoidiDg technical "wash" 
sales. These operations were designed to give a fictitious appearance 
of activity to the market and to induCt'} the Jlublic to :{'urchase the stock 
and thereby relieve the original syndicate of its COmmItment. Through 
these means, the syndicate succeeded in unlo~ the stock at a 
profit of $12,000,000 within a period of about 8 months. 

The committee's record contains many examples of manipulation 
of prices through the medium of pools. Among these were the simul­
taneous operations of three pools in a radio stock, resulting in an 
aggregate profit to the participants of $4,924,078. During the course 
of these operations, the price of the stock rose in a period of 4 days from 
91Y. to 109X, at which point the pool withdrew its support and the 
price receded 3 days later to 96X, and 4 days later to 87X. Another 
pool operating in a copper stock over a period of 45 days realized a 
profit of $1,225,76Li; and meanwhile the price rose from 116X to 163". 
Manipulative pra<..tices such as the foregoing are prohibited by the 
present bill, under heavy penalties.

Other devices commonly resorted to in the past, and banned by 
the bill are the dissemination of false information and tipster .sheets. 
The record shows that it was not uncommon for market operators to 
emp'lo~ a publicity agent to tout a stock in which they were momen­
tarily. mterested. In one instance a financial writer on a great New 
York newspaper was discovered to have been a regular participant 
in the prc;lfits of a free-lance trader, without obligation except to 
publicize the stocks of the trader. Another witness admitted that 
his business was "financial publicity", and that his articles were 
p'Jblished for the purpose of interesting the public in the stock in 
which he and those who employed him were interested, thereby caus­
ing the market value of the stock to increase; and for this work he was 
paid by calls and options. Still other cases were observed where 
persons were employed to broadcast over the radio, ostensibly as 
economists tendering gratuitous advice, but in reality as publicity 
agents !>f ~tock~xchange ~. . _. ~. . . 

The unpropnety of practices such as "peggmg" or fixing or stabil­
izing the price of a security has received most careful consideration 

r o 
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by the committee. The committee recommends that such practices
 
be not abolished by staute but subjected to regulation by the Com­

mission.
 

In like manner, the subject of options has been left with the Com­
mission for regulation. Many of the most flagrant abuses upon stock 
exch~es would not be possible without the aid of options. They 
are indispensable concomita.nts of every pool operation design.ed to~.~II.

';' distribute stock at an increased price. Enormous profits have been 
~ made by operators who traded against options without incurring the 
~ 
~ ~. slightest risk or obliga~ion. The New York Stock Exchange a few 

months ~o, at the suggestion of this committee's counsel, adopted a 
~ nue reqwring its members to report regularly on options in which 1{ 
.~ they are interested or of which they have knowledge by reason of 
.~ transactions executed by or through them; out evasion of the rule is 
~ easily accomplished by causing the options to be granted to persons~ 
,~ who are not members of the exchange or bound by its rules. Here1)1-

again the necessity for regulation by a commission having authority i over nonmembers as well as members of an exchange is evident. 
Short selling has been defended as a necessary check upon a rising I market and as a stabilizing factor in the ensuing decline; and attacked H on the grolmd that it tends to unsettle the market, depress prices, 

and accelerate declines. The committe~ recommends that the prac­

tice of· short selling be placed under the supervision: of the Commis­


.1 sion.­
The bill furthsr aims to protect the interests of the public by :pre­


venting directors, officers, and principal stockholders of a corporation,
 i~ 
the stock of which is traded in on exchan/!:es, from speculating in theJ~

1,
f;\1 stock on the basis of information not available to others. Any change 

in the holdings of such insiders must be reported to the Commission, 
and profits realized from the purchase and sale, or the sale and pm'­
chase of an equity security within a period of less than 6 months are 
recoverable by the corporation. Such a provision will render difficult 
or impossible the kind of transactions which were frequently described 
to the committee, where directors and large stockholders participated ,I in pools trading in the stock of t,heir own companies, with the benefit 

~~ 

of advance information regarding an increase or resumption of divi­-I dends in some cases, and the pass~ of dividends in others. In a 
particularly gla~ instance, the chall'lllan of the executive commit­,
tee and another director participated in a pool organized in trade in 

.'j.~ the stock of their company when the stock was paying no dividends. 
During the operation of the pool, which continued for a period of 2 
years, they caused the company to resume thelayment of dividends, i,

,I 

~

more than 25 percent of which were receive by the pool partici­
pants. These dividends were paid during the pool's operation in·:~.r-:.~ spite of the fact that the company's earnin~ were not sufficient to...: 
meet them and part of its surplus had to be diverted for that purpose. 
In another case, the president of a corporation testified that he and his:,;1 
brothers controlled the companv with a little over 10 percent of the 
shares; that shortly before the company passed a divid~nd, they'_-".~.t.<Ji'

:~~~. 

(~. disposed of their holdings for upward of $16,000,000 and later repur­
chased them for about $7,000,000, showing a profit of apProximately 
$9,000;000 on the transaction. Many other mstances were develope~ 
before the committee where insiders either personally or through the \ 
medium of holding companies participated largely in profits denved. 
from the use of information not procurable by the investing public.' 

'.C";:""-~"'''''cl",·':'ji~,G'.{~,t-'''._~.'."''':''''''''''~: .",~~:~,.,;';",;<.;.- '" ~.. ·· ... ··:,."'::1.;',.", . :'-;'0.,.';;.. _,.. :,_.::.: •.:.:....~. . .,.~\-;;'"':~~.~.'"'~. ,<,~o.;;·;~:.';b:, 
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S. Corporate Reports 
The informatio.n required to be filed under the Securities Act of 

1933 relates only to the situation at the time a security is issued. 
Reports under this bill will provide adequate information reasonably 
up to. date as long as the security ~ tr~ed in on an exchange. 
• T~ aspect o~ th~ proposed legislation has been the target of an 
mtenSlve camplUgD. m the form of letters and telegrams addressed 
to Members of Congress and especially to 'members of this committee. 
The extent of the protest makes it wnrthy of serious consideration; 
but it appe$!S that this opposition is largely based on a misunder­
standing of the bill, the fear of exposure on the part of some corpora­
tions which have heretofore managed to withhold from investors 
their true financial condition, or the efforts of stock broke1'8 hostile 
to other portions of the bill, who are endeavoring to marshal all 
possible aid in defeating the bill by inciting their customers to 
protest. 

The principal objection directed against the provisions for cor­
porate repol'ting is that they constitute a veiled attempt to invest a 
governmental commission with the power to interfere in the manage­
ment of corporations. The colllIll1ttee has no such intention, and 
feels that the bill furnishes no Justification for such an interpretation. 
~o make this 1in~t ,abundantly clear, section 13 (d) specifi~all~ pro­
VIdes that not . .. m the act shall be construed to authonze mter­
ference with the management of corporate affairs.:..! 

The bill provides that securities traded in upon exchanges must he 
registered with the Commission, and that a condition of such rf'gis­
tration shall be the furnishing of complete information relative to the 
financial condition of the issuer, which information shall be kept up 
to date by adequate periodic reports. The Commission is given 
complete discretion not only to exempt securities from the operation 
of most sections of the act-including those d~ with corporate 
reports-but also to require in corporate reports only such informa­
tion as it deems necessary or appropriate in the public interest or to 
protect investors. In this connectlon it should be noted that sec­
tion 3 (a) (12) empowers the Commission to define "exempted 
securities" and sections 12 and 13 authorize it to vary the specifica­
tions for reports where those indicated are deemed inappropriate. 
Moreover, 01 section 23 a ,}()rporation is granted an unconditional 
right to a pr:lvate hearing in any case where it feels that information 
filed with tho Commission should not be made public, and by section 
24, the Commission's determination on such hearing is subject to 
court review. 

The argument has also been made that the provision for corporate 
reports will impose an undue burden on corporations by compelling 
them to keep their accounts in the manner prescribed by the Commis­
sion. The bill, however, merely permits the commission to specify 
the methods to be followed in prepa~ the reports made to it, and 
does not atte~pt to direct the manner m which the corporate books 
of account shall be kept. The only corporations apt to be seriously 
affected in this respect are those which do not keep even in thm 
confidential files the information essential for the preparation of 
reports on which may be based an intelligent analysIS of the value 
o:f their securities for investment purposes. 
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These provisions are regarded as the minimum which is requisite 
ili@ for the adequate protection of investors. The committee has re­
!r~\ peatedly heard testimony illustrating the evasions, suppressions, dis­

tortions, exaggerations, and outright misrepresentations practiced by 
~.. corporations with intent to cloak their operations and to present to 
'''.-~~ the investing public a false or misleading appearance as to financial - condition.:1 The chairman of the committee on stock list of the New York Stock i~'I;"\
,J' 
~, 

Exchange testified that an application for listing of additional shares 
~~ was granted to a corporation in June 1933; that while it was repre­
~ sented to the stock exchange authorities that the additional shares vi . were to be issued in exchange for the shares of another corporation, no 
~

I
balance sheet of the latter was exhibited to the committee on stock 
list; and that had such balance sheet been presented, the listing would 
have been denied for several reasons, including the fact that it would 
have been discovered that the stock was being issued for the purpose 
of supplying capital, and not for the p~ose of acquiring property as 

,
~ .*i;	 reJ,,>resented, the fact that the stockholders' preemptive rights were 

bemg circumvented, and the fact that practically all the assets of the 
\~ company consisted of notes receivable, good will, and licenses arbi­

t'
,I ~"!i

41 
trarily valued at grossly exaggerated figures. The testimony also 
established that within a period of a few days the assets of the company 
were written up 100 percent in value. In another case brought to the 
attention of the committee, the assets of a company were marked up 
from $4,000,000 to $24,000,000. A memorandum prepared by a 
corporate official was introduced in evidence which discussed the 

I
/§. alternatives of preparing the corporation's annual report in either 

the "standard" or the "understandable" form, the decision being 
.~? 

in favor of the former. Many other instances of "window dressing" 
were observed, where inexcusable methods were employed to inflate 

.j	 assets, obscure liabilities, and conceal deficits. 
.~ 

6. Conduct of Brokerage Accounts 
Severe financial losses have been sustained by investors from time 

to time in cases where a broker pledged his customers' securities for I
"~ loans in excess of the aggregate indebtedness due him in respect of 
"l~ such securities, or pledged them along with his own secunties to 

finance his private speculative commitments. These practices, asI well as the loaning of a customer's security without written authority, 
~J:J! are prohibited by the proposed bill. 

11
Many critics of the stockbrokerage business as now conducted 

assert that a fundamental evil is the comming~ of the functions 
of broker and dealer by the same person or firm. The contention has 

'i-:' be-en advanced, and evidence before the committee has tended to.
i:'~ prove, that a broker who deals in securities for his own account finds
!~, it difficult to give disinterested advice to a customer with regard to 
".0J~ the securities the customer seeks to buy. However honest the 
$~ broker's intentions may be, it is argued that he· should be placed 

}c.i~: beyond temptation, by a complete segregation of the' broker and 
dealer functions. The committee has reached the conclusion that 
for the present any such action would be unwise. Accordingly the 
bill directs the Commission to study the feasibility of the complete 
segregation of the functions of dealer and broker and to rep6rt its ~--

;;,~ 

%'1	 recommendations to the Congress prior to January 3, 1935. 
f' 
< 

.••.. 
...~; -"". "..L 
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Abuse of the dual function of principal and agent has been shown 
to be especiallY flagrant in the case of specialists. The bill leaves 
the regulation of specialists to the Commission, but directs that deal­
ings by a broker specialist for his own account shall be reasonably 
limited. The bill also authorizes the Commission to regulate floor 
trading, a practice which enables speculators on the scene of activi­
ties to indulge in many manipulative devices and to demoralize the 
market in times of excessive trading. 

One situ~tion exists in which the combining of the functions of 
dealer and broker results in such clear abuse that it has been deemed 
advisable to include a statutory prohibition. The bill forbids any 
person who is both a broker and a dealer to use an exchange, the 
mails, or instrumentalities of interstate commerce, to effect any 
transaction involving the salo on margin, of a security in the dis­
tribution of which he has participated durin~ the rreceding 6 months. 
While a dealer is assisting in t.he distributIOn 0 a new lSsue, he is 
most strongly tilmpted to persuade his customers to invest in it. 
A broker is also required to disclose in writing to a customer, any 
interest which he has in the transaction, in such manner as the 
Commission may prescribe, failin~ which disclosure, the customer 
may disaffirm the transaction within 10 days. 

7. Proxies 
In order that the stockholder may have adequate knowledge as to 

the manner in which ,his interests are being served, it is essential that 
he be enlightened not only as- to the financial Mndition of the cor­
poration, but also as to the major questions of polley, which are 
decided at stockholders' meetings. Too often proxi~s are solicited 
without explanation to the stockholder of the 'real nature of the ques­
tions for which authority to cast his vote is sought. For example, in 

I 
~\. 

one case brought to the committee's attention, proxies were solicited
 
by the president of a corporation by means of a letter which purported
 
to describe certain transactions concerning which ratification by the
 
stockholders was sought. The letter omitted all mention of other
 
important details'such as previously granted secret options in the
 
corporation's stock, and the president's individual interest in an
 
underwriting agreement made by the corporation, which furnished
 
the real motive behind the request for ratification. The solicitation
 
in that case so far succeeded that not a single stockholder appeared
 
at the meeting in person, and an employee of the company voted all
 
proxies in favor of ratifying all acts and proceedings taken by the
 
directors and officers of the corporation. The committee recommends
 
that the solicitation and issuance of proxies be left to regulation by
 
the Commission.
 
8. Civil Liabilities 

Experience with State laws designed to prevent the exploitation of
 
the investor by supervision of the sale of securities has demonstrated
 
the inadequacy of criminal penalties as the sole sanction. Customers
 
are ordinlUily reluctant to resort to criminal proceedings, and in the
 
absence of complaints by them, the discovery of violations is often
 
im'p'?'~ble. ~urt~e~ore,.if an investor has suffered loss, byreasoll
 
of illiCIt practices, It IS eqUItable that he should be allowed to recover
 
da.ma.ges from'the guilty party. With thesecoDsiderationB in view,
 
the bill provides that any person who unlawfully manipUlates the price
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of a security, or who induces transactions in a securit3t by means of 
false or misleading statements, or who makes a false or misleading 
statement in the report of a corporation, shall be liable in damages 
to those who have bought or sold the security at prices affected by 
such violation or statement. In such case the burden is on the 
plaintiff to show the violation or the fact that the statement was 
false or misleading, and that he relind thereon.to his damage. The 
defendant may escape liability by showing that the statement was 
made in good faith. The party sued may recover contribution from 
any other person who would also be liable with respect to the same 
subject matter if separately sued. 
9.	 Administrative Machinery 

Disciplinary action short of criminal or civil penalties is provided 
for in section 19. The Commission is authorized in case of certain 
violations· and after adequate hearing, to suspend or withdraw the 
registration of an exchange or of a security, and to suspend or expel 
a member or officer of an exchange. In:m emergency the Commis­
sion may suspend trading in a security for 10 days, or, with the consent 
of the President of the United States, close an exchange for 90 days. 

The Commission is empowered, after an exchange has failed to adopt 
rules governing tqe conduct of business by its members which the 
Commi!!sion deems necessary for the protection of investors, to order 
such adoption. Thus the initiative and responsibility for promul­
gating regulations p~taining to the ,administration of their ordinary 
affairs remain with th'e exchanges themselves. It is only where th'ey 
fail adequately to provide protection to investors that the Commission 
is authorized to step in and compel them to do so. 

The Commission is also charged with responsibility for investigating 
violations of the act and of the rules and regulations thereunder. 
One of the greatest obstacles to enforcement of statutes governing 
the activities of brokers in some States, is the lack of provision requir­
ing adequate records of transactions. Section 17 of the bill requires 
that exchanges, their members, ~d brokers, and dealers doing business, 
through them, must preserve such records of their transactions as 
the Commission may require, and must keep them available for 
reasonable inspection by the Commission. In this manner the Com­
mission will be able to obtain evidence rapidly in any case where 
fluctuations in the price of a security indicate that manipulation may 
be in progress. 

Any person aggrieved by an order of the Commission in a proceeding 
to w'mch he is a party, may obtain a court review of the Commission's 
action. 
lO.No Official Approval of the Value of Securities 

AP, pointed out above, there is no intention whatsoever to permit 
the Commission to direct the flow of credit or to determine what. 
securities shall be issued or sold. On the contrary, it is expressly 
provided that no action, or failure to act, by the Commission as to 
any security or transaction shall be construed as an approval of the 
security or transaction in question, and it is made unlawful to rep­
resent to any prospective purchaser or seller that any such action Of 
failure to act by the Commission is subject to such 8. construction. 
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In. SUMMARY OF THE BILL BY SECTIONS 

Section 1. Short Title 
This section gives the title of the act as the "Federal Securities 

Exchange Act of 1934." 
Section 2. Necessity for Regulations a.s Provided in this Act 

This section contains a general declaration of the purposes and 
objects of the bill. . 
Section 3. Definitions and Application of the Act 

Subsection (a) defines the terms used in the act. Most of these 
definitions are self-explanatory. The most importa.nt are those of 
the terms "broker" and "dealer" jn paragra.phs (4:) and (5), since 
many of the provisions of the act apply only to members of exchanges 
and brokers and dealers who do busmess through them. A broker is 
defined as a person engaged in the business of effecting transactions 
for the account of others; and a dealer as one engaged in such business 
for his own account, but only insofar as his transactions are in the 
course of '80 regular business. Furthermore, banks are expressly 
exempted from the definitions of "broker" and "dealeL" The 
definition of "bank" in paragraph (6) includes banks organized under 
the laws of the United States, members of the Federal R~servc 
System, and il.ny other bank performing normal banking functions 
which is subject to supervision and examination by State or Federal 
authorities. 

The definitions of "issuer" and "security" are substantially the 
same as those in the Securities Act of 1933. 
, An "exempted security" is defined in paragraph (12) to include 
obligations guaranteed as to principal or interest by the United States 
or any State or political subdivision thereof. In addition the Secre­
tary of the 'rreasury may designate for exemption the securities of· 
corporations in which the United States has a direct or indirect inter­
est; and the Federal Securities Exchange Commission (elsewhere re­
ferred to as the" Commission") is given power to place in the category 
of "exempted securities" any other secunties (including unregis':' 
tered securities the market in which is predominantly intrastate) 
where it deems such action necessary or appropriate m the public 
interest or for, the protection of investors. A large number of the 
provisions in the Act expressly exclude" exempted securities." Thus 
the Commission is able to remove from the operation of anyone or 
more of these provisions any securities as to which it deems such pro­
visions inappropriate. It may attach such conditions to such exemp­
tions as it deems desirable. 

Subsection (b) provides that the act shall not apply to instrumen­
talities and agencies of the United States. 
Section 4. Federal Securities Exchange Commission. 

Subsection (a) provides for the creation of a Federal Securities 
Exchange Commission to be composed of five members appointed by 
the President, by and with the advice and consent of the Senate. 
Not more than three shall be members of the same politieal party 
and appointments shall be made, as far as practicable, alternately 
from members of different parties. Commissioners are not permitted 
to engage in any other vocation or empioyment, nor wparticipate in 

p--'.".. 
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any way in stock market operations of the type which are subjected 
to regulation by the commission pUISuant to this act. The Com­
missioners are to receive $12,000 a year and regular appointmenta 
shall be for terms of 5 years, one expuing each year. 

Subsection (b) authorizes the Commission to make such rules and 
regulations as may be necessary for discharging the duties imposed 
on it under this act. Different provisions may be made for different 
classes of persons, securities, or exchanges within their scope. The 
Commission is also authorized to define aoooun~, technical and 
trade terms used in the act, provided that the definitions be not in­
consistent with the act. , 

Subsection (c) authorizes the Commission to appoint and fix the 
compensation of such emplo:rees as may be necessary for performing 
its functions under the act WIthout regard to civil-service la.ws. 

Subsection (d) provides that the expenses of administering the act 
shall be borne by the exchanges subject to it. 
Section 5.. Transactions on Unregistered Exchanges 

This section forbids the use of the mails and instrumentalities of 
interstate ,commerce to any exchange which is not registered as. a 
"national securities exchange" under section 6, but authorizes the 
Commission to exempt from this prohibition any small excha.nge 
as to which it finds that registration would be Impracticable and 
unnecessary. . 
Section 6. Registration of National Securities Exchanges 

Subsection (a) provides for registration as a ~'national securities 
axchange" upon application by any exchange which agrees to comply, 
end to require its members and the issuer of the securities it deals 10 
to comply, with the act and the niles and re!!Ulations thereunder~d 
furnishes the Commission with complete inIormation concerning,its
organization, membership, and rules. . .... 
.A!J-. ~x~hange is also required by.subsection (b) t<.> pro~de for ~he 

diSCiplining of members who are guilty of conduct "mcons1stent WIth 
just and equitable principles of trade", and must include in thiS 
category any willful violation oHms act or any rule or regulation
thereunder. 

It is provided in subsection (c) that exchanges may adopt any rules 
not inconsistent, with the act or rules and regulations. .' 

Subsection (d) directs the Commission to grant an application for 
registratio.n made p'¥'suant to' this section, if it 8.{>pears thiit . the 
exchange 1S so orgamzed as to be able to ,comply Wlth the act and 
rules and regulations and to insure fair de8.ling and the protection, Qf
investors. ' '. . ' . 

Subsection (e) provides that th~ Commission's ordergraniipg'9l:' 
denying an app'lica:tionfor registi:a,tionsh811 be made within 3p,~a:flJ 
unless the application has been WIthdrawn. ' .•.... " . 

Subsootion (f) permits an excnange to withdraw its· regiStration 
upon such terms. as the Coinmjssi'OD. .may deem. necessary for· tM 
protection of investors. ',: . 
Section 7. Margin Requirements ' ; ; .... i 

By s~b~ctioii ·(it) J;ile.mb~rs ,qf registered' eXch&l}Se~..im~;'b~k.~~ 
and de&lers who do. busmess through them are forDldden to ·eitend 
or maintain: credit to clistomera inoonti'aventionof the rwes"iD.'d.. 

s. Repts.• 73-2•. voL 2----18 
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regula~ons of the Commission. . Such rules, a~d regulati~ns shall 
be deSlgned to prevent theexceSSlve use of credit for security trans­
action~. ,!,hey may :fix the ~mount of cr~<!it to be initially extended 
or mamtamed on any registered secuntles other than exempted 
securities. Appropriate provision may be made for such details 118 
withdrc8.w$lsubstitutions, additional purchasesl transfers of ac­
~u!lts,"del!tyed deliveries, depQJ'ture from margin requirements for 
linuted penods, methods of calculation, etc. They need not be uni­
form throughout the United States. : ' 
Subsec~on (b) authorizes the Commission to make rules and 

Nlgulations so far as may be n~cessary to prevent evasion of this 
section through loans from persons who are not members of the 
exchanges, brokers oJ'dealers, or members of the Federal Reserve 
System. It is expressly provided that such regulations shall not 
apply to loans not made in the ordinary course of business (such as 
p4rely pel'sonal loans), to loans on exempted securities, to loans to 
aid dealers in the distribution of securities not through the medium 
of a national securities exchange, to bank loans on any security other 
than an "equity security", or to such other loans as the Commission 
may deem it necessary or appropriate to exempt. ' 

Subsection (c) makes the provisions of this entire section inappli­
cable to credit outstanding at the effective date of this act until June 
30, 1936. This is designed to prevent forced liquidation. 

Loans by member banks of the Federal Reserve System are covered 
by subsection (d) which gives the Federal Reserve Board the power 
to prescribe margin requirements for such loans, and imposes fines 
for yiolations. 
Section 8. Restrictions on Borrowing by Members, Brokers, and 

D(lalers 
By subsection (a) borrowings on registered securities (other than 

exempted securities) by members, and brokers and dealers who do 
business through them, are confined to loans from member banks of 
the :Federal Reserve System and loans from other sources made in 
accordance wit.h such rules as the Commission may prescribe, either 
in general or under particular conditions. 

Subsection (b) prohibits a member, broker, or dealer to permit his 
indebtedness (except on exempted securities) in the ordinary course 
of business as a broker to exceed 2,000 percent of his net capital or 
such lower percentage thereof as the Commission may prescribe. 

A broker is prohibited by subsection (c) to commingle the securities 
of customers ",ithout therr written consent; and regardless of such 
consent to pledge customers' securities with those of persons who are 
not customers or under circumstances that will subject customers' 
securities to 11 licn in excess of the aggregate indebtedness of the cus­
tomers. He is also forbidden by subsection (d) to lend a customer's 
securities without the latter's written consent. 

Section 9. Prohibition Against Manipulation of Security Prices 
Subsection (a) makes it unlawful for any person to use the mails, 

interstate commerce, or any fa.cility of a national securities exchange, 
or for any member of a national securities exchange by use of any 
means, to participate in certain practices in connection with securities 
registered on a national securities exchange, or to "effect" certain 

_._,-.>: 
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transactions therein. In this and other sections of the bill "effectJ) 

refers to participll;tion in a transact~on wh.Elth~r 88 principal, agent, or 
-both. The practices covered by this section mclude those commonly 
resorted to by manipulative pools. 

Paragraph (1) forbids any fictitious' purchases or sales, commonly 
known as "wash" sales. ' 

I 
Paragraph (2) makes it unlawful to buy and sell at substantially 

the same time, substantially the same amount of the same security 
for the purpose of causing a misleading appearance as to the real nature 
of the market or activity of trading in the security. This includes 
what are lmown as "matched" orders. 

To manipulate the price of a security by any series oi transactions 
with the specific intent of raising or depressing the price, is pro.. 
hibited by paragraph (3). Any extensive purchases' or sales are bound 
to cause changes in the market price of the security, but mere knowl­I edge on. the part of the purchaser or seller that his transactions will 
have this effect is not sufficient to bring him within the scope of this 
provision. Thus, if a person is merely trying to acquire a large block 
of stock for investment, or desires to dispose of a big holding, h~ 
knowledge that in doing so he will affect"'the market price does not 
suffice to make his actions unlawful. . 

Paragraph (4) makes it unlawful for the purpose of inducing the 
,t purchase or sale of a security to make statements which are false or 

misleading in a material respect or to make material oIn.issions. it 
Paragraph (5) makes it unlawful to circulate for a consideration 

predictions or opinions that a security will change in price as a result 1	 of market operations by any persons, or to pay, or receive~onsidera­
tion for so doing. This provision is aimed at the " tipster sheet" 
and the practice of customer's men in inducing customers to buy or 
sell by spreading rumors with regard to the operations of pools. .1 The "pegging" of security prices is left to regulation by the Com­!, mission under paragraph (6) as it may deem necessary for the pre­

i vention of activities detrimental to the interests of investors. 
Subsection (b) deals with options, which have been a common1

I	 feature of pool operations. Their use is made unlawful only when 
in violation of such rules and regulations as the Commission may 
deem necessary in the interests of investors, governin~ the use of J 

j	 exchange facilities in trading in or against any option With regard to 
'1	 the security involved, or in giving C?ptions. 

Subsection (c) empowers the Commission to make regulations1 regarding the ~aranteeing of options for registered securities by 
1 members of natiOnal security exchanges. . 
1 Subsection (d) makes.it clear that the options to be regulated under 1
,I subsections (b) and (c) which include so-called "puts", "calls", 

"straddles", and "privileges"-which are commonly used fori manipulative and speculative purposes-do not include warrants orI rights to subscribe to a security or the right of the holder of a con­
1 
!	 vertible security to have it converted. 

1 
'1 
" 

Subsection (e) provides that persons who \\iUfully participate in 
the manipulative or speculative practices which are forbidden by 
subsection (a), (b), and (c) shall be liable for, the damages they cause 
to innocent investors who have bought or sold the security in <tues,,: 
tion at a price which has been effected by such unlawful practiCes. 

,~JMj~ 
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In order to give protection against j4 strike" suits, or litigation broug ht c, 

!n bad, laill>,th. court is,aullro,rized to ............na~l. costs, inelud- .' 
mg attorney's fees 8gfUnst either party to the smt, and even to . 
require ~ 'ce an undertaking for the pa,vment of such costs. ~van., .,~ 
.If thesJllt IS brought by a. p'arty :w'hohas been Ul~uced to buy 0: s~lll 
8. ;$~un.ty bys. false or mUileading statement With reg!U"d. ~ It, m '~ 
yiolMio,n .of .paragraph (4), th~ defe!1d~t may escape liab~ty even 4
!f ·the $ta~ent was false or IlllSleading if he can p~ove. that he acted .~ 
10 good f'l!l~h. A. defen~ant may reco:ver contnbutlOn from any .~
other :participant In the illeg~ltr.ansaetlOns, who 'Y0ul~ have b~en,~
 
liable if separately sued. SUlts for recovery under this subsectIOn }
 
must be commenced within 2 years after discovery of the violation, "¥.
 

and. in an! case, witbin6 years of its occm:rence. . .~
 
Subsection (f) exempts from the operatIOn of section 9 all al ex_ '~
 

empted securities". <~
 
•• • ~\'
 

Sectio~ 10. Regulation of the Use of Mampulative and Deceptl\·e0~
 
-DeVlces 
The scope of the section is confined to transactions effected by the 

use. <!f. the mails, ~e instrun:e.ntalities of interstate commerce, and the 
facilities o.f a nation8;1 secun~es exc~e.nge. . . 

SubsectIon (a) subJeets to regula,tlOn by the C~~sslon shor~ sales 
and the ~e ·of stop loss ?rders. which ~e~tly facilitate speculatio~. 

Subsection (b) authonzes the ComnnsSlon by rules and regulations 
to p!"?hibit O! re~ulate the u~e of any other.manipulative o~ deceptive
practices which It finds. detnmental to the lllU:~'ests of the Investor. 

. ..,
SectIOn 11: Restn~tions on Floor T~a~mg by Members 

Subsection (a) duects the COmmlSSlOn to regula~ or prevent floor 
trading on the part of members..By iuch regulatl?ns those who !ire 
actually on the scene ?f s}?ec:ulatlOn may be r~st!lc~d from .taking 
undue advantage of thld pnvilege. The CO~lOn15 als? directed 
by rules and regulations to prevent such excessive .speculatlOn on th.e 
part of members who operate fro~ off the floor as It may deem detn­
mental to the maintenance of a ~m and orderly market. The C?m-
mission may make such exemptIOns as are necessftXY. or appropnate 
in the caSe of j.'e~empted securities" and traMactlODS by Qdd··lot 

11 
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dealers and speclalists.~:! 
Subsection (b) authorizes the registration of members as odd-lot '1 

dealers or specialists, or both, p~uant to the rul~s .of the exchange, ,. 
and subject to rules and re~atlOns of the ComnusslO!1' As an odd-
lot ,dealer a member shall be pennit~ed to deal for his own a?count j
only so far as reasonably neces~ary JJ?- th;e perform8;nc~ of this pa~-j 
ticular function and the COlIl1lllSS1on IS directed to limit a memoer s ~ 
dealings for his~wn account. as specialist to those which are ne.ce~a.ry j
for the maintenance of a fm and ?rderlY,market. The specuilist ~Sj 
forbidden to reveal the orders on his bookS to favored persons. :rhisA 
infonnation must be available to all membe~ or else kept ent~ly ~ 
confidentis.I. The specialist is ,likewise prohibited fro~ ~xerc~ ;.M 
purely discretionary orders as distinct from market or limited pnce} 
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not use the mails, or instrumentalities' of interstate commerce, or ~ny national sec;uritie,s exchange to effect .any tr~action )Vhich
mvolves purchasIDg for a customer on margm, or selling to him on 
~arg,in,' ~ny ~ct¥ity which the broker or dealer has been engaged in 
distnbu~gWlthin.6 months. .. . . . 

Subsection (e) directs the ComnnSSlon to Investigate and report to 
90ngress ~y.J:anuary, 3, 1935, on the question of completely segregat­
mg the actiVlties of brokers and dealers. 
Section 12. Registration Requirements for Securities 

. . .' ~ 
. SubsectIOn (a). prohibIts m~D:l.berl), bl"?~ers, and daal~rs from~ff~t-
m~. any' transaction on a natu;mdl secuntles exchang~ .m any secunty
\\-illch IS no~ ex~mpted or regIStered ulI;der the proVlSl0Il:S of t~e act. 

The applicatll:,m to be filed .by, the lSsuer of 8; ~ecunty 'Ylth ~he 
~xch~e an~ With th~ COmmlSSlOn as a prereqUlSlte to reglSt~ation 
IS descnbed In subsection (b). Pursuant to paragraph (1) the lSSuer 
must agree to comply with the act and rules and regulations t~~ 
under and not to lend any funds on other than exempted secunties 
on any exchange or to any members thereQf or brokers and dealel's 
doing ~usiness tbrollgh ~eIl?- except in accordance with the rules and 
regulatIOns of the COmmlSSlon. M~mber ~~ .of the ~eder~ .~e. 
serve System are exempted f~m this proVlSl?n SlUce theU' actiVities 
on the money market. are subJect to regulation by the Federal Re­
serve Board. 

In parawaph ~2) is indicat~d ~e info~ma~ion which .the qommission 
may requITe an 15suer to fil~ m Its applicatIOn for reglStration. . 

Under paragraph (3) COpies of V&rlOUS documents, such as artlCles 
of inc01>poration, bylaws, and underwriting arrangments. are required 
to be filed. . . 

Subsection (c) authorizes the Commission if it deems any of the 
information specified under subsec~ion. (b} to be inappropriat~ ~ a 
given case or class of cases to reqUITe In -lieu thereof the subIIllSSlon 
of other information of a comparable character. 

If an exchange approves the registration of a security and so 
certifies to the Commission, the Commission is required by sub­
section (d) to approve the registration within 30 days. No authority 
is given. the Commission ~ refuse re~~ation for !l'ny reason. other 
than failure to comply Wlth the conditIOns authorlZed by this act. 
An issuer may cancel its registl"'Ltion on 30 days' notice, except that 
the Commission may require latification by a majority vote of the 
stockholders if it deems SUCD. action necessary for the protection of 
investors: .Registratio~ o~ unissu~d securiti~ for tradingo? a "when, 
us, and if. lSSued" baslS 15 perml~ted subject to regulatioll;S of ~he 
CommisSIOn in cases where the pnmary purpose of the regIStra.tion 
is not to distribute the security to investors other than the present 
security hold~rs.of ~e comp!tny. . '. 

The COII1llllSSlOn 18 authonzed by subsection (e) to exten~ regts~a.-
tion to securities already listed on exchanges without compliance With 
the registration requirements set forth in this section. Such regis­
trations ~ay be effec~ve until J~e 1, 1935.. • 

orders.) Subsection (f) prOVIdes that unliated trading may be permItted by
Subsection (c) authorizes the COn;mllssion to exempt small ex.:~ the rules and regulations of the Commission until June 1, 1936, in 

changes from the provisions of this sectIOn. . ~~ securities admitted to unlisted trading before March 1, 1934. Sueh 
Subsection (d) provides that any member, or any person domg ~ securities are to be regarded as registered securities under this act, 

business through a member, who acts both as a broker and dealer shall L \ 

http:�.,-.-.=�
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except tho.t they may be exempted from the requirements of this 
section .~~ 131 ~ut in quot~ transactions ex(:hanges ~ust specify 
the secuntles which are admitted merely to unlisted tradmg. 
Section 13. Periodical and Other Reports 

~ub$ection (a) !l'uthorizes the C?mmissi~n to require the iss'!ers of 
regtstered secUfJ,tleS to keep the information filed under sectIOn 12 
reasonably up to date and to make annual reports, certified by inde­
pendent public accountants if the Commission deems this necessary, 
quarterly repurts, and such other reports as may be deemed essential 
under special circumstances. • . . 

Subsection (b) permits the Commission to specify the form in which 
reports shall be made the details to be shown in. financial statements 
and the methods to be followed in preparing the information to be 
included in such reports, but conflict with the reporting requirements 
under any other law of the United States is precluded. 

Subsection (c) corresponds with subsection (c) of section 12 and 
permits the Commission to substitute comparable requirements where 
those indicated seem inappropriate. 

Subsection (d) provides that nothing in the act shall be construed 
to authorize the Commission to interfere with the management of the 
affairs of an issuer. 
Section 14. Proxies 

Subsection (a) prohibits the solicitation of proxies in respect of
 
securities (other than exempted securities) registered on a national
 
securities exchange in contravention of such rules and regulations as
 
the Commission may adopt for the protection of investors, but this
 
does not apply to the mere submission of a form of proxy for the con- .. 
venience of stockholders. . 

Subsection (b) imposes a similar restriction upon the givin~ of 
proxies by members, brokers, Qr dealers with respect to secunties 
registered on a national securities exchange and carried for the account 
of customers. 
Section 15. Over-the-Counter Markets 

The use of the mails and instrumentalities of interstate commerce 
for ,the creation of m~rkets other than regular exchan~es.is made the 
bastS for such regulatIOn of these markets as the comDllSSlOn may find 
appropriate to insure to investors protection comparable to that which 
is accorded in the case of registered exchanges under the act. Such 
rules and regulations may include provision for the re~istration of 
brokers and dealers and of the securities traded. Secunties already 
traded in on exchanges at the time the act becomes effective may be 
subjected to special regulation if they do not become registered under 
section 12. 

Section 16. Directors, Officers, and Principal Stockholders 
. Under subsection (a) directors and officers of the issuer of a regis­

tered security, and holders of more than 10 percent of any class of a 
registered equity security (other than an exempted security), are 
required at the time of registration of such security to file WIth the 
Commission a list of their holdings of the issuer's securities, and to 
report any change of ownership occurring during any month. 

Subsection (b) makes available to the issuer profits realized by 
directors, officers, and principal security holders (as defined in sub­

1 section (a» derived from sales and purchases within a period of 6 
months or les~. The expr~ssed. purpos~ of this proviBio~ ~ 1:> pre­
vent the unfau- use of mSlde information. The Commuuuon ma.y 
exempt transactions not falling within this purpose.

B:y subsection (c) directors, officers, and principal stockholders are :1 forbIdden to sell registered securities (other than exempted securi­
ties) short, or for delivery after 20 days. 

Subsection (d) exempts arbitrage transactions from the provisions 
\1' of this section if such transactions are not in oontraventiOn of the ..~ 

~	 rules and regulations of the Commission. 
Section 17. Accounts and Records, Reports, Examination of Ex­

1 
.~ changes, Members, and Others 
.~ National securities exchanges, their members, brokers and dealers, 

and brokers and dealers who maintain over-the-counter markets, are 
required to keep such records as the Commission may prescribe in the 

,~ public interest or for the :protection of investors. These records 
·'F
'j shall be open to reasonable mspection by the Commission. 
.~ 

Section 18. Liability for Misleading Statements 1
;1 Subsection (a) provides that any person who makes any state­
.1 
1	 ment which is falSe or misleading m any material respect shall be 

liable to a person who in reliance on the statement and in ignorance 
of its false or misleading character has purchased the security to 
which it relates at a price affected by it, unless the person sued proves 
that he acted in good faith without knowled~e of the false and mis­I

:! 
leading character of the statement. ProtectiOn a~ainst strike suits 

I is provided by giving the court authority in its discretion to assess 
~ costs, including attorney's fees, against either party and even to
1 require an undertaking for the payment thereof. An omission of a 
I material fact constitutes a misleading statement. 

Subsection (b) provides for contribution between persons whoi	 would be lia.ble if sued separately, and subsection (c) limits the time 
for bringing suit to 2 years after discovery of the facts, and, in any 
case, to 6 years after their occurrence. 1 
Section 19. Disciplinary Powers over Exchanges. j 

Subsection (a) authorizes the Commission when it deems such 
nction necessary (1) to suspend for not more than 12 months or with­I

+ draw registration of an exchange which has violated the act or the 
rules and regulations thereunder or has failed to take adequate steps 

J to enforce the same1(2) to suspend for not more than 12 months, ot' 
to withdraw the regIStration of a security of, an issuer who has failed I 

I 
to comply with the act or rules and regulations thereunder; (3) tQ 
suspend for not more than 12 months or 6.'qlel a member or officer of 
an exchange who is guilty of a violation or of aidin~ a violation by 
a~tin~ for a person who, ~e has reason to beli~ve,.18 engage~ in ,8 
vIOlation; and (4) summarily to suspend all trading ill any regIStere<!c 
security for a period not exceeding 10 days or with the approval of 
the President of the United States summ8.rily to suspend all trading 
on a registered exchange for not more than 90 days. Orders issued 
pursuant to (1), (2), and (3) must be preceded by appropriate notice 
and opportunity for hearing; action under (4) is of an emergency 
nature and, therefore, may be exercised summarily. 

Subsection (b) authorizes the Commission after an exchange has 
failed to comply with its written request for an amendment of the 

"-"Co•• " 
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exehange's rules ......hich the Commission deems necessary or a.ppropriate 
for the prowction of in:vestors or to insure fair dealing or adJ:ninis.. 
tration of the exchange, by order to amend the exchange's rules. 

Subsection (e) directs the Conimission to make a study of the 
.a.d:r!rlniatration and man~ement of exchanges (mcluding disciplinary 
actIon) and to report to Congress by January 3, 1935. 
Section 20. Liabilities of Controlling Persons 

By subsection (a) a person who controls a person subject to the 
act ora rule or regulation thereunder is made liable to the same 
extent as the person controlled unless the controlling person acted in 
good faith and did not induce the act in question. 

Subsection (b) makes it unlawful for any person to do through 
any other person for the purpose of avoid~ a provision of the act, 
anything that he is forbidden to do himself. 

Subsection (c) makes it unlawful for a director, officer, or security 
owner. unreasonably to hinder, delay or obstruct the making of 
reports or the :filing of information required of an issuer under the 
act. 
Section 21. Investigations; Injunctions and Prosecutions of Offenses 

Subsection (a) authorizes the Commission to investigate and make 
public any facts regarding any violations, and to make investigations 
necessary to serve as a basis for enforcing the act, prescribing rules 
and regUlations, and recommending further legislation. 

,,/ Subsection (b) describes the Commission's power to compel the 
attendance of witnesses and production of evi<1ence. 

Subsection (c) authorizes the Commi'3Sion to sue in United States 
courts for an injunction against a; threatened violation. 

Subsection (d) authorizes United States Courts on application of 
the Commission to compel obedience to the act or orders of the Com­
mission by writs of mandamus. 
Section 22. Hearings by Commission 

This section provides that hearings before the Commission and 
its representatives may be publi:J and that appropriate records are to 
be kept. 
Section 23. Public Character of Information 

Subsection (a) authorizes the Commission to make public such 
information as it deems necessary or appropriate in the public interest, 
or for the protection of investors and not in violation of trade secrets, 
but prior to disclosure, any person who has filed information may 
apply for a private hearing III which to give reasons why the dis­
closure should not be made. 

Subsection (b) makes it unlawful for members of the Commission's 
staff to reveal information which has not been made public. 
section 24. Court Review of Orders 

Any party to a proceeding under this act who is aggrieved by an 
order of the Commission is entitled to a review thereof in a. Circuit 
Court of Appeals or the Court of Appeals of the District of ColliInbia. 
The Commission's findings of facts are conclusive if supported by 
substantial evidence. Provision is made for the addUCing of new 
evidence discovered after the Commission's order. 

FEDERAL SECURITIES EXGHANGE ACT OF 1984: .. 23 

Section 25. Unlawful Representations 
No action or inaction by the Commission is to be constr~ed as a 

p~ing on the merits of any transaction or t~e truth of any repqri. 
It 18 unlawful to represent to any prospective purchaser or seller 
that such action 01' inaction is to be so construed. 

~1 
:t~ Section 26. Jurisdiction of Offenses and Suits 

..~ Enforcement of the act is 'confined by subsection (8) to United 
States courts and provision is made regarding the district in which 

.~, a suit may be brought. 
;~ Subsection (b) authorizes the court to order a refractory witness 

to appear before the Commission. 
~7. 

-, 
Subsection (c) removes the defense of self-incrimination but 

~ exempts witnesses from prosecution for matters concerning which 
~ they have been compelled to testify. . 
j 

~ Section 27. Effect on Existing Law 
Subsection (a) provides that rights and remedies under the act

Jl shall be in addition to those already existing. The jUrisdiction of 
~ State securities commissions remains unaffected insofar as it does 
.~ not conflict with the act or rules and regulations thereunder. 

Subsection (b) provides that the binding effect of action taken by'; the authorities of an exchange on members or other persons who have 
'i agreed to be bound thereby shall not be impaired by the provisions
J of the act or rules and regulations thereunder, if not inconsistentJi with such provisions.'1
j Section 28. Validity of Contracts 
.,.~ Subsection (a) makes void any agreement to waive any compliance
j with the act or rules and regulations thereunder. . 
"I Subsection (b) :{lrovides that contracts made in violation of the act1 or rules and re~ations thereunder shall be void. Contracts made 

I
1 before the effective date of the act shall be void as regards performance 

after such date insofar as such performance is inconsistent with the 
act or rules and re~ations thereunder. 

Subsection (c) 18 designed to ~revent hardship resulting from the 
provisions of subsections (a) and (b). I t provides that persons acquir­

.J mg obligations in good faith for value and without actu81 knowledge of
i facts making them illegal, shall not be affected by such illegality.
l Section 29. Foreign Securities Exchangesj 

Subsection (a) makes it unlawful for brokers and dealers to use the1 
'1 mails or instrumentalities of interstate commerce to effect on foreign
J exchanges transactions in American securities in contravention of the 

rules and regulations of the Commission. 
Subsection (b) provides that nothing in the act or rules and re~­·1 

lations shall apply to business in securities outside the jurisdiction
J of the United States unless such rules and regulations expressly 80 

provide in order to prevent evasion. 
Section 30. Penalties 

U'lder subsection (a) wilfully violating the act, or willully and 
knowingly making a false or niisleading sta.tement, \\-ill subject the 

L
:j .. offender to a fine of not more than $25,000 and imprisonment of not;.' .. more than 5 Y·""', or both., ..ceplthet1I the offender is en exchange e

,&f fine of not exceeding $500,000 may be imposed. 

. , ....- - "'­
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By subsection (b) the violation of a rule or regula.tion or of an 
~eeI,11,~:rttD;l:Q;dewiththeOommission is punishable by a fine of not 
it:L~!:,~,t,J18Jl $lO,OOO,or in the case of an exchange not more than 
$ro~QO. . . 
~~t1il 3L&parability of Pro'Visions 
.~ section provides for t~e sep~abili.ty of the provisions of the 

~tm ea:seany part thereof IS hela mvalid. 
Sootion32. ERective Date 
ProvisioD!lr~ar~th~settiQ.g up .of ~dministratiye m~ehinery 

are made effeetive unmediately. Applications for regIStration may 
be made on and after September 31,1934., and may oocome effective 
on or after October 1, 1934,on which date sectIOns pertaining to 
registered securities become effective. 
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.Calendar No. ·&49 
78n CoNGRESS SENATE	 REWBT 

gd Ses8ion F	 { No. 793 

TO ADD CERTAIN	 LANDS TO THE PIKE NATIONAL 
FOREST, COLO. 

APRIL 17 (calendar day, ApRIl, 23), 1~34.-0rdered to be printed 

Mr. WAGNER, from the Committee on Public Lands and Surveys, 
submitted the following 

REPORT 
(To &ooompany B.R. 2858] 

The Committee on Public Lands and Surveys, to whom was referred 
the !Let (H.R. 2858) to add certain lands to the Pike National Forest, 
Colo., having considered the same, report favorably thereon with the 
recommendation that the act do pass without amendment. 

The facts concerning the proposed legislation are set forth in the 
report of the House Committee on the Public Lands (H.Rept. No. 
988, 13d Cong., 2d sess.), as follows: 

The Committile on the Public Lands, to whom was referred the bill (U,R. 2858) 
providing for the addition of lands to the Pike National Forest inCoiorad21 
having considered same, report favorably thereon and recommend that the bw 
do pass with the following amendment: 

I
Page 2, Une 20; insert the followUig: 
"Township 12 south, range 77 west, sixth principal meridian, west half south­

west quarter I:lection 11; west half northwest quarter, west halt sOuthv,'est qul\l'ter, 
south.east quarter southwest quarter section 14; northwest quarter section 23.; 

., southwest quarter section 26;'north half section 34, and northwest quarter section 
35. 

"TowMhip 13 BOuth, range 77 west, sixth principal meridian, west half !!outh­
west quarter section 2; south half section 3; all section 10; west half northwest 
quarter and west half southwest quarter sectipn 11." 

Tlte Department of Agriculture and the Department of the Interior recom­
mend the ':nactment of the proposed legislation, and their letters are herein set 
out in full and made a part of this report. 

.	 DEPARTMENT OF AGRICULTURE, 
Waahington. F~brUGry 6.1994. 

Hon. RENE L. DEROUEN, 
Chairman Committee on the Public Lands, 

Home oj Representatives. 
DEAR MR. DEROUEN: Reference Is made to your letter of January 25, en­

dosing a copy of B.R. 2858, a bill to add certain lands to the Pike National 
Forest, Colo., and asking for· Ii report thereon. 

Tile proposed legislation would add to the Pike National Forel:lt certB,in d~ 
scribed lands comprising an area of approximately 7,860 acres. These lands lie 
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